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30 JUNE 2011

On behalf of Advanced Surgical Design & Manufacture Limited’s Board of Directors, | am pleased to present this Annual Report
for the year ended 30 June 2011

The 201 financial year was a difficult one, but included achievements such as consolidation of our sales in Australia and the
expansion of our product range offered to surgeons. Our sales growth in Australia has been significant and has been spearheaded
by a refreshed sales team. Complementing the growth in sales capability, ASDM has partnered with a number of companies in the
US to bring exciting and innovative products to Australian surgeons. This has added to sales volume as well as the diversity of our
product range and surgeons using ASDM represented products.

ASDM continues to develop innovative medical devices in partnership with Australian surgeons. This year saw the first in human
use of our new Carpal Fusion plates and Clavicle fixation system, both developed with local surgeons and using patented
technologies.

Growth in Australian sales has been strong and has occupied the main focus of ASDM’s efforts. Sales internationally have
remained steady and will enable ASDM to achieve further growth in due course.

ASDM completed a strategic review of its direction early in the 2011 year. This combined with the completion of the PAD Vascular
development efforts represented significant expense to ASDM. In the second half of the financial year the refocussing of ASDM
on executing on the strategy has delivered encouraging results and is set to accelerate in the current financial year.

Your company is in a stronger position to move ahead, with a growing orthopaedic business and the ability to bring new
products to market using our innovative skills in design, our expertise in manufacturing and regulatory controls and our local and
international sales and marketing abilities.

| take this opportunity to thank my fellow board members for their continued contribution to the growth and guidance of the
Company and we look forward to improved financial results as ASDM continues on its path of being a key partner with
innovators to deliver healthcare solutions to patients.

M/ A

Peter Kazacos
Chairman
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ASDM has taken major strides forward in growing our sales team and product portfolio over the past year. Additionally, ASDM
continues to invest in new product development to ensure a strong and stable pipeline of new products to build revenues
and profitability.

During the financial year ended 30 June 2011, the company achieved a number of significant milestones including:
. Completion’ofithe PeripherallAccessiDevicel(“PAD").developmentlandicontinuedisupportlofiitsiclinical’trial;l
] Continuedlexpansioninto’thelUS;!

1 Signingloflaimajoridistribution/AgreementiwithlArthrosurface,/anlinnovativelcompanybasedlinithelUSloferinglsolutions(forl
early stage osteoarthrosis.

ol PartnerediwithPARCUSIMedical, also/fromthelUnitedIStates, bringingiforthe frstitimeltolAustralia'theirlinnovativelrangelofl
ligament fixation and soft tissue anchors, complementing ASDM’s own range of ACL fixation products.

o/ Established’alsalesiforcelin/WAlandIstronglinitial’salesigrowth.
. Released thelCardinallACLIfxationisystemiforlpatientiuse.

ThelmainistrengthloflIASDM'slproductiportfolio,lour’Orthopaediciproducts, continuesitolfndnewimarkets."Wehavelalso!
commited’tolalstronglresearchlandidevelopmentiefortlinlouriTotallKneelReplacement(TKR)andlinlotherlorthopaedicldevices]
such as the Carpal Plate, Clavicle Pin and Plating system and Cardinal Screw system for ACL reconstructions. Our strong focus
on research and product development, along with partnering with innovative surgeons from Australia and worldwide, remains a
key element of ASDM's future development.

Welhavelalsolcommencedisalesioflinnovativelorthopaedicldevices,lthelArthrosurface’HemiCaplrangeland!ParcusIMedical’Screw]
and Anchor range. This has led to a significant increase in the number of surgeons using ASDM products and strong sales growth
and underpins profitability.

ASDM's Active Knee has been in successful use for more than 19 years now. During this time the company has pioneered a
number of innovative features including:

ol thel“gender’knee
o[ ultra-polishingland!
i "hi-fex"Ifemoralidesign.l

Welhavelalsoladdedla’cementedversion, posterior stabilisingland’alrevisionisurgerylrange[tolcater’forlvirtuallyZalllsurgicall
eventualities./We havelonelof thellargestirangesioflimplantisizing'tolensure’thelidealft/for’eachipatient..Combined withlourlotherl
product developments, high tibial osteotomy systems and ACL reconstructions, as well as our range of innovative products from
international scientists and doctors, we are able to assist in the treatment of the knee for all age groups.

Throughout'thelpastlyearlASDMIhaslhelped driveltheldevelopmentlofithelPADIvascularlaccessdeviceland thelHELP treatment!
forllimblsaving.]Welhavelinitiatedlalclinical’trial’for’thisitreatment, of:\whichiwelarelthelsponsor,Jandihave thelexclusivel
manufacturing rights for the device, both for the purpose of limb saving and also for its use in chemotherapy delivery and other
uses.IHowever, withltheltightrecruitmentiparametersithislisia’slow process.

The foundation of our success is our people. Our progress over this year and the achievement of a number of significant
milestones would not have been possible without the exceptional efforts and dedication of our management team and
highly specialised staff. | am extremely grateful for their important contributions and grateful as well to our shareholders for
their support.
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Our growing sales team was significantly boosted by the appointment of our new National Sales Manager, Jenny Swain. In the
half year since her appointment Jenny has increased the strength and training of our sales team and has been pivotal in the
development of our Talent Acquisition Program. Innovation and experience are key elements for a successful medical device
company and we are very fortunate at ASDM that we have a team that can deliver on these qualities.

Management is confident that with the combination of a strong sales team, great relationships with other innovative firms, a
proven team of innovative designers and a world class precision manufacturing capability, ASDM is facing a bright and
successful future.

L

Dr Greg Roger
ChieflExecutivelOFcer/ManagingIDirector

“An
anchor

35 wiSuture
. Fush-In '|
|

Parcus

SERIES 3
Anchors

25 Knotless
Push-In
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directors’ report
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Theldirectorsipresentitheirireport, togetheriwithithelfnanciallstatements,/on‘thelconsolidatedlentityl(referreditolhereaferiasithel
‘consolidatedlentity’) consistingloflAdvancediSurgicaliDesigni&ManufacturelLimited (referred’tolhereaferiasithel'’company’lor]
‘parentlentity’)landlthelentitiesliticontrolled forithelyearlended!30.Junel2011.

DIRECTORS

The following persons were directors of Advanced Surgical Design & Manufacture Limited during the whole of the financial year
and up to the date of this report, unless otherwise stated:

PeterlKazacosI-IChairmanl

Gregory James Roger

John O'Meara

WalterlKmetl(resignedZonl5INovember2010)
MichaellSpooneri(appointedlonii3]September2010landlresignedionll6]February’2011)

PRINCIPAL ACTIVITIES

During the financial year the principal continuing activities of the consolidated entity consisted of the sale, manufacture and
design of surgical implants.

DIVIDENDS

There were no dividends paid or declared during the current or previous financial year.

REVIEW OF OPERATIONS
ThellossIforithelconsolidated’entity’afer providingiforlincomeltax’amounted’to’$3,265,0000(30June’2010:1$896,000).

ThislresultlislaFerithelexpensinglofialllresearchlandldevelopmentirelated’expenses.[Earningsiperisharelfori201'wasla’loss 0f19.25!
centslperishare, anlincreaselfromialloss ofl2.54 centsifori2010.

Revenue

Totallrevenuelforithelyearlended’30lJunel201L(‘FY1l')lwaslapproximatelyl$7.4Imillion, representinglanlincreaselofll9%whenlthel
$1.3mlsaleloflintellectuallpropertylislexcludedlfromithel2010lfnanciallyear('FY10’)..Corelproductisalesigrowthicontinuediandiwas]
upll9%Iwithpricinglacrossiproductllinesiremaininglstrong.l

The addition of new product lines in FY11 has complemented our existing range and will assist us in continuing to drive growth
through our current and newly developed sales channels.

The Total Active Knee remains the only total knee product in the Australian marketplace with a successful clinical history beyond
19 years.

Net loss from ordinary activities

Thelconsolidated’entity’slearningsibeforelinterest, taxland/depreciationland’amortisationl(“EBITDA’)linlFY1ll'waslallosslofi$L.7m!
compared(to’an’EBITDAlproftiofi$l.2miinlFY10lwhichiwasllargelythelresult’ofithel$l.3mlintellectuallpropertyitransactionlinithel
priorlyear.During‘thelfrst’halfloflFY1l'welcompletedthe balanceloflour’50linstrumentlsetsiwhichlpositionsiusitolconvert’sales!
opportunities and maintain our sales growth curve. Completing the instrument sets enabled the consolidated entity to establish a
more efficient production line to deliver improved margins.

Corporate and administration expense have been impacted by a number of key strategic decisions. During the year the
consolidated entity completed a corporate strategic review at a cost of $0.2m. The review confirmed the need for a greater
product range to enable our sales channel to drive further value and identified the need to find alternate solutions to the
developmentiofinon-corelresearchiprojectsivialpartneringloriotheristructuredivehicles.lIinladdition, considering’thelfnanciall
instabilitylinlEurope’thelconsolidated entitylprovidedifori$0.Im’inlbad’debts’andlrecognisedlanlimpairmentichargelonigoodwill’
of $1.2m for the UK business. Although having a significant impact on the current year’s result the outcome is a stronger balance
sheet moving into a period of growth for the consolidated entity.

Duringlthelyeariwelcontinuedthelrolloutloflour’domesticlgeographicallexpansioniprogramiwithi\WesternlAustralia.now.covered]
and strong sales coming from that market. This investment in geographic expansion has contributed to an increased sales and
marketing’related’spendiof$0.6micompared tolFY10.Whilst'total’kneelreplacementiremainsionelof’thelstrongestisurgeon
preference items in orthopaedics there traditionally has been a significant time lag between sales and marketing expenses and
the corresponding revenue growth.
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Researchland development (‘R&D’) expenselincreasedlbylapproximately’$0.6mtol$2.0m (30 Junel2010:$1.4m)..Theltwo!
components to supporting our research and development expenses are:

1/OrthopaediclUnit’-'thislsegmentiaccountedfori59%]lofltheltotal’lR&DIspendiforlF Y1l Alsignifcantlachievementiduringithe!
period was the completion of a design and production project with a number of surgeons which is now in clinical evaluation with
revenue expected in FY12. Other costs relate to the support of the current device family as well as modifications and product
design. Added to this primary function is the high cost associated with the enhancement of the Quality Management System.
This ensures all processes and procedures within the organisation are maintained to a level commensurate with the industry in
whichlthelconsolidatedlentityloperatesiand’maintaininglourllSO:13485laccreditation.]

2.MascularlUnit=IThelprimarylfocuslofithelvasculariunit’haslbeenitheldevelopmentiofithelPeripheral/Access Devicel(‘PAD’).IThel
PADIcurrentlylhasICEMarklapprovaliforluselaslanlaccessldevicelandiconsolidatedlentitylisicurrently’sponsoringlaniapprovall
trial’for’theluselofitheldevicelinltreatmentiofiPeripheralVasculariDiseasel('PVD’).[ITheltreatmentiforPVDIinvolveslimplantation!
of twolPADIsystemsltolallow reperfusioniofithellimblatlan’elevatedipressureland: fowlby’alpumplconnected tolthelarteriall
system in the affected limb through the PAD implants. During FY11, the costs for this project were related to the achievement
oflspecifcimilestonesiincludingicompletionlofiTechnicallFileldocumentation./Costs’havelbeenlreduced!to refectlalrun’ratel
equivalent to a clinical trial monitoring level as product development is now complete.

Cash position

Thelcash’balancelat’30lJunel201liwas’anloverdraflof$0.2m,withloperatingicash fow performancelimprovingsignifcantly’during]
the second half of the financial year. During the year, consolidated entity signed a number of distributor agreements and there
was a capital requirement to commence operations. In December 2010, a payment was made to Arthrosurface, Inc. totalling
$400,000to’acquirelthelstocklassociatediwithltheldistributionlrights. Sales’for’thisiproducticategory:werelaheadloflourlinitiall
expectationslini2012/andarelactinglas’alcatalyst’forladditionallsalesigrowthlinlourexistingproductllines.Withlourlexpectedisales!
growth,JoperatingicashIfowlimprovementslare’anticipated.

SIGNIFICANT CHANGES IN THE STATE OF AFFAIRS

There were no significant changes in the state of affairs of the consolidated entity during the financial year.

MATTERS SUBSEQUENT TO THE END OF THE FINANCIAL YEAR

On25/Augusti2011’thelconsolidatedientitylsecuredlallineloficredit:fromlalrelatedpartyfor’$250,000Iwhichiwillassistlitwithlits]
growth expansion plans.

Oni25Augusti2011thelconsolidated entity’extendedithelmaturitylon’itsirelated party’loanluntil’Decemberi2012(noted thelloan!
willlbelrepaidlby thelconsolidatedlentitylbetween!December20127and’Junel2013,linlaccordancelwithltheltermslofithelloan).

No other matter or circumstance has arisen since 30 June 201 that has significantly affected, or may significantly affect the
consolidated entity’s operations, the results of those operations, or the consolidated entity’s state of affairs in future
financial years.

LIKELY DEVELOPMENTS AND EXPECTED RESULTS OF OPERATIONS

FY1lwaslaldiFcultlyearlwith’aldisappointinglfnanciallresult._HoweverlourlachievementsioverithelcourseloflFY1llhavelplacedlus!
in a strong position to deliver revenue growth and return to profit in 2012. During the current year we have continued to grow our
product range with the signing of a number of distribution agreements and invested further in enhancing our sales and marketing
capabilitieslby expandinglintolWesternlAustralialandcompleting’thelbalancelofinewlinstrumentsisets./Addedtolthislisthel
appointment of a national sales manager all of which are critical to executing on this strategy.

In the year ahead we will continue to drive both the commercial and development aspects of our business to ensure we remain
focused on the goal of building shareholder wealth.

Our core product, the Active Total Knee replacement, will reach 20 years of clinical history in FY12, a significant milestone for the
consolidatedlentity.Having thelonlytotal’kneelprostheses’inithelmarketplace withithatllevelloficlinical’successiwelbelievelour]
sales team will be able to leverage this outstanding achievement to drive further sales growth. In addition we continue to evaluate
new product lines which will be earnings per share accretive from the outset. The focus on achieving this growth is matched by
efforts in reduction of costs of manufacture and improvements in delivery efficiency.

ASDM Annual Report 2011 > 8



directors’ report continued

30 JUNE 2011

ENVIRONMENTAL REGULATION

The consolidated entity is not subject to any significant environmental regulation under Australian Commonwealth or State law.

INFORMATION ON DIRECTORS

Name:
Title:d
Qualifications:]

Experiencelandlexpertise:l

Other current directorships:{

Former directorships
(in‘thellasti3lyears):

Special responsibilities:

Interests in shares:]

Interests in options:]

Name:
Title:ﬂ
Qualifications:]

Experiencelandlexpertise:

Other current directorships:
Former directorships
(in‘thellasti3lyears):

Special responsibilities:
Interests in shares:

Interests in options:]

Peter Kazacos

Non-ExecutivelDirectorlandChairman!

B.E,B.Sc.
MriKazacoslhasloveri36lyears’ experiencelinithell Tlindustry..HefoundedKAZ[in1988,
guidedlit/fromlalsmalllITlservicesicompanylinINSWtoloneloflAsialPacifc'slleadinglI TI
serviceslandlbusinessiprocessioutsourcing’servicelprovidersiwithloveri4,000lemployees,’
aslalfullylownedisubsidiarylof Telstra./HelalsolfoundediAnitellLtd,buildinglitlintolonelofl
Australia’s leading IT&C service providers operating outside the major metropolitan areas,
leading tolitslacquisition’ini2010 by Anitel Group’Limitedl(previouslylknownlas’Hostech!
Limited), representinglaimajoristrategicmilestonelin’theltransformationlandiconvergencel
of thell T&Tlindustry.lPrioritofoundinglKAZlandlAnitel IMrlKazacoslheld’a_numberofisenior’
technical positions in the Australian IT industry with leading Australian organisations. Mr
Kazacoswasthelrecipientiof thelinaugural’/AustralianlEntrepreneurlofithelYear’200award]
inithelTechnology,,Communications,[E-CommercelandiBiotechnologyicategory.

ExecutivelChairmanlof/AnitellGrouplLimited!

None

Chairman of the Nomination and Remuneration Committee and Member of the Audit and
Risk Committee

715,8100ordinarylshares
106,000loptionsioveriordinarylshares

Dr Gregory James Roger
ExecutivelDirectorandIChief ExecutivelOfcerl
MBIBS,MIEngi(Res)

Associated Professor Dr Roger, following his Medical Degree at Sydney University and
InternshiplatlRoyal’NorthShorelHospital,_undertook’alMastersidegreelin’lEngineeringat!
Sydney University in order to start solving Medical Device design problems. Dr Roger went
onlto’acquirela’historylof:medical’devicelinnovationlincludinglco-designing’andldevelopingl
both the RCl screw, now sold through Smith and Nephew and the highly successful Active
Knee prosthesis. The company he founded to produce Medical Devices, ASDM has

also helped the designs and inventions of Australian surgeons and inventors to achieve
commercialisation.HelhaslreceivedinumerouslawardslincludingltheClunies’Ross’Award,’
thelWarren!CentrelHerolofllnnovation/Award,thelEngineersiAustralialSydneylDivisionl
EntrepreneurlofithelYearland SydneylUniversity Faculty of [Engineering’s/Alumnuslofithel
Year.

None

None

Member of the Nomination and Remuneration Committee
7,554,690lordinaryishares

254,000 optionsioveriordinarylshares
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Name:
Title:d
Qualifications:

Experienceland’expertise:l

Other current directorships:

Former directorships
(inlthellasti3lyears):

Special responsibilities:

Interests in shares:

Interests in options:

John O'Meara

Non-ExecutivelDirectorl

PCM

MriO’'Meara’islanlenergeticlbusinessileaderiwithlover26lyearsisenior’management!
experience in telecommunications and information technology industries in Australia,
AsialPacifclandlthelUnited’Kingdom.IHelislalseasonedistrategy’and project’manageriwith!
expertise in strategic planning and the execution of large scale, complex and deadline
dependentlprojects.’Helhas’heldlalseriesioflseniorlleadershiplirolesiiniOptusIPtyLimited!
and was the Program Director responsible for GST compliance when first introduced in
Australia.lJohnlwaslthelchampionlofisustainablelquality-lof-servicelworkinglpracticeslwhenl
he was with British Telecom in Asia Pacific and he was responsible for gaining ISO9001
TotallQuality]Managementlaccreditation./Helalsolheldlseniorimanagementiroleslin’
Australia with AAPT Limited and Dalgety Farmers Limited. In the United Kingdom he held
technical’managementirolesiwith_National!WestminsterBanklandlthelBritish!Broadcasting!
Corporation(BBC).

None

None

Member of the Nomination and Remuneration Committee and Chairman of the Audit and
Risk Committee

300,000 ordinary shares

None

‘Other current directorships’ quoted above are current directorships for listed entities only and excludes directorships in all other
types of entities, unless otherwise stated.

‘Formeridirectorshipsi(inithellast’3lyears) 'quotediabovelareldirectorshipsiheldlinithellast’3lyears(forlistedlentitiesionlyland!
excludes directorships in all other types of entities, unless otherwise stated.

COMPANY SECRETARY

RichardlUIrickl(BA,/LLB,DipIFinIMgt,[FCIS,ICPA)lislengaged’bywaylof alserviceslagreementbetweenlthelcompanylandiCompany.
Secretarial’&ILegal’ServicesIPty Ltdwhich’helestablished.RichardlisialSolicitorlofithelSupremelCourt’ofINSWlandlhasimorethanl
26lyears’experiencelinicompanylsecretariallandigeneralicounsellroles.

MEETINGS OF DIRECTORS

The number of meetings of the company’s Board of Directors and of each board committee held during the year ended 30 June
201, and the number of meetings attended by each director were:

Nomination and

Full Board Remuneration Committee Audit and Risk Committee

Attended Held Attended Held Attended Held

PeterlKazacos 12 12 2 2 4] 4]
Dr Gregory James Roger 12 12 2 2 4] 4]
John O'Meara 12 12 2 2 4] 41
Walter’Kmet 2 3 Izl izl 2 2

Michael Spooner

50 5 I - I 00

Held:Irepresentsithelnumberlofimeetings’heldlduring'the’timelthe directorlheldloFceloriwasialmemberliofithelrelevant.commitee.
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REMUNERATION REPORT (AUDITED])

The remuneration report, which has been audited, outlines the director and executive remuneration arrangements for the
consolidated entity and the company, in accordance with the requirements of the Corporations Act 2001 and its Regulations.

The remuneration report is set out under the following main headings:

A Principles used to determine the nature and amount of remuneration
B Details of remuneration

C Service agreements

D! Share-basedicompensation

El Additionallinformation

A Principles used to determine the nature and amount of remuneration

As’a’medical’device sales,/manufacturingiandidesignicompanylcompetinglagainst’globallmulti-nationals,’the.company’and’
consolidated entity requires a board and senior management team that have both the technical capability and relevant
experience to execute the company and consolidated entity’s business plan.

The consolidated entity’s executive remuneration framework was developed initially as part of the process of the consolidated
entity’becominglallisted.company’onlithe’ASXliniDecember2007landis.being'morefully’developedlasieconomiciconditions’and!
the financial performance of the consolidated entity permits. The objective is to ensure reward for performance is competitive
and appropriate for the results delivered.

The remuneration structures explained below are designed to attract suitably qualified candidates, reward the achievement of
strategic objectives, and achieve the broader outcome of creation of value for shareholders.

The remuneration structures take into account:

. Keyicriterialforigoodirewardlgovernancelpractices,.namelylcompetitivenessiand’reasonableness,lalignmentitoishareholders’
1 interests,/alignmentiofiexecutivelremunerationiwithperformance,transparencylandicapitallmanagement;

. Thelcapabilitylandlexperiencelofithelkeylmanagementipersonnel;

o/ Thelabilityloflkeylmanagementlpersonnel’tolcontrollperformance;land

. Thelconsolidatedlentity'slearningsicompanylandisharelpricelperformance.

The Nomination & Remuneration Committee is responsible for ensuring that there is gender parity in the remuneration levels of
employees and believes this to be the case.

The remuneration structures are designed to motivate employees for quality short and long term performance. The mix

between short term and long term variable components is to maintain a focus on the sustainable short term performance of the
consolidated entity, whilst ensuring its positioning for its longer term success.

Inlaccordancelwith’best’practicelcorporatelgovernance,thelstructurelofinon-executiveldirectorslandlexecutivelremunerations!
are separate.

Non-executiveldirectorsiremuneration

Thelaggregatelremuneration’that'may’belpaid’tolnon-executiveldirectorslisialmaximum’ofi$500,000Iperlannum. This]
remuneration’may’beldivided’among’thelnon-executiveldirectorslin’suchlalmannerias’thelBoardimayldetermine..Thelmaximum.
may not be increased without prior approval from shareholders at a general meeting. Directors will seek approval from time to
time as deemed appropriate.

Feeslandlpaymentsitolnon-executiveldirectorsirefect’theldemandsiwhichlarelmadelon, and’thelresponsibilitiesiof theldirectors.!
Paymentsitolnon-executiveldirectorsiarelreviewedlannuallylbythelBoard..Thelcurrent’baselremuneration’waslast'reviewed!
withlefect/fromillJuly’2008.[ThelBoardlhasiregard’tolinformationlfrom’externallremunerationisources’tolensurelnon-executivel
directors’ fees and payments are appropriate within the fiscal constraints of a growing company and in line with the market. The
chairman’sifeeslareldeterminediindependently’tolthelfeeslofinon-executiveldirectors’basedonlcomparativelrolesiin‘thelexternall
market. The chairman is not present at any discussions relating to determination of his own remuneration.

Asnon-executiveldirectorsiassesslindividual’andthelconsolidatedlentitylperformance,their’remunerationidoesnot’have’al
variable performance related component.
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Non-executiveldirectorsigenerally’dolnotireceivelshareloptions.Howeverlanlallocationiwas'made’asipartiofithelprocess tollisting]
on the ASX of the company’s shares.

Executiveldirectorsiremuneration

Dr Greg Roger is an executive director and full time employee of the company. No director’s fees are paid to Dr Roger in addition
tolhislannuallremunerationlas'ChieflExecutivelOFcer.Detailslof remunerationlpayablelunderithelExecutivelServicelAgreement!
for Dr Roger are set out in Section C below.

The directors may also be paid all travelling and other expenses properly incurred by them in attending meetings of the directors
or any committee of directors or general meetings of the company or otherwise in connection with the execution of their duties
as directors.

Fixed remuneration

Fixedlremunerationiconsistsloflbaselremuneration’(whichlislcalculatedlonla’totallcostlbasislincludinglemployericontributions’tol
superannuationifunds)./Thislbaseremunerationlisistructureditolbelreasonableland fairrelativeltolthelscalelof thelconsolidated!
entity’s business. It assumes the fulfilment of core performance requirements and expectations.

Remuneration levels are reviewed annually by the Nomination and Remuneration Committee through a process that considers
individual and overall performance of the consolidated entity. In addition regard is had to information from publically available
external remuneration sources to ensure senior executives' remuneration is competitive in the market place having regard to the
sizeloflthelconsolidated’entity’and’the fscallconstraintsioflalgrowingicompany.;Remunerationllevelsiforithelfnanciallyear’ended!
30 June 2011 were set having regards to the global financial crisis and its aftermath.

Consolidated entity performance and link to remuneration

Performance linked remuneration is designed to reward key management personnel for meeting or exceeding their financial and
personallobjectives._Refer’to’sectionElof.thelremunerationlreport’foridetailsiofithelearningsianditotallshareholdersireturn,’sincel
listinglonlthe Australian’SecuritiesIExchangel(ASX')lin'December2007.

Short-termlincentivel(STI)

At this stage in the consolidated entity’s development, shareholder wealth is enhanced by the achievement of objectives in the
development of the consolidated entity’s products, within a framework of prudent financial management and consistent with the
consolidated entity’s annual business plan.

If.thelconsolidatedlentity’exceedsla pre-determinedlEarningsiBeforelinterest, Tax,/DepreciationiandlAmortisationl('EBITDAY)!
target’set’by’thelNominationland’RemunerationCommitee,lashort-termlincentivel(STI)\pool alsolset’bylthe]Commiteelis]
available to senior executives during the annual review. This target ensures variable reward is only available when value has
been created for shareholders and when earnings are consistent with the business plan. The incentive pool is leveraged for
performancelabovelthelthresholdltolprovidelanlincentivelforlexecutivelout-performance.

50%ofleachlexecutive'siSTllislallocatedltoloveralliconsolidatedentity'slobjectives, with150%allocated tolpersonalliobjectives!
aligned to the overall objectives of the consolidated entity. The overall consolidated entity’s objectives are considered on a
financial year basis and are based on the consolidated entity’s annual business plan. These objectives are set by the Board. They
arelgenerallylalmixloficommerciallandlproject'milestonescriticalitoltheldevelopmentlof thelconsolidatedlentity.]Eachlobjectivelhas]
a specific allocation within the overall objectives, so that there is transparency in determining the level of achievement of the STI.

Eachlexecutivelhasla'targetISTIlopportunity’dependinglon'thelaccountabilitiesiofithelrolelandlimpaction’thelconsolidated entity’s]
performance.[Thelmaximumitargetbonuslopportunity, currently’approximatelyi25%of totallremuneration,isiexpected tolincrease’
over time.

Thelobjectivesirequirelperformance’lin'/managingloperating’costslandlachievinglspecifcitargetsiinirelationltolEBITDAland:
shareholdervalueladded,/asiwell’aslkey, strategiclnon-fnanciallmeasuresllinked toldriversiofiperformancelin‘futurelreporting!
periods.

The Nomination and Remuneration Committee determines whether objectives have been met. The STl bonus payments may be
adjusted up or down in line with under or over achievement against the target performance levels. This is at the discretion of the
Committee.
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Long-termlincentivesI(‘'LTI")

Thellong-termlincentivelhasbeenlintendedito’beprovideditolkey.management personnellother’thaninon-executiveldirectors]
asloptionsloverlordinarylsharesiof’thelcompanylunder’thelruleslofithelEmployeelSharelOption Plan. . Theldirectorsiconsider!
share options a key tool in attracting the required talented individuals to the management team while staying within the fiscal
constraints of a growing company.

The ability to exercise the options will generally be conditional on the individual achieving certain performance hurdles, such as
servicelconditionsland’thelachievementlof’keylperformancelindicators./However,loptionsimaylbelgranted’oniwhateveritermsare!
required and appropriate to secure the services of key management personnel. The Nomination and Remuneration Committee is
required to approve the number of options that ultimately vest. The performance benchmarks are intended to measure relative
performance and provide rewards for materially improved consolidated entity performance. The options will be structured with a
view’tolminimisinglany ‘short-termism’lapproachlonthelpartiofiexecutives.

Dr Roger waived his entitlement to receive, subject to shareholder approval, a grant of options.

No other options were granted to key management personnel because of the lack of clarity of the impact of legislative changes
to the taxation treatment of executive options that may adversely impact upon the grant of options as an appropriate means of
providingllong-termlincentivesiwhenlviewedfromlboth’the consolidated’entity'slandliexecutivesperspective.

The consolidated entity’s Securities Dealing Policy prohibits transactions in associated products which limit the risk of
participating in unvested entitlements under any equity based remuneration schemes.

B Details of remuneration
Amounts of remuneration

Detailslof’thelremunerationlofitheldirectors,’other’keyimanagementpersonnell(defnedlas’thoselwholhavelthelauthorityland!
responsibility’foriplanning, directinglandicontrolling’thelmajorlactivitieslofithelconsolidatedlentity)’andispecifedexecutivesiof]
Advanced Surgical Design & Manufacture Limited are set out in the following tables.

The key management personnel of the consolidated entity consisted of the directors of Advanced Surgical Design & Manufacture
Limited and the following executives:

o/ RichardUIrick-ICompany Secretary
. TomIMilicevicl-ChieflFinanciallOfcer
o/ Jari’Hyvarinen-IChieflOperating’Ofcer

Post
employment Long-term  Share-based
2011 Short-term benefits benefits benefits payments
Cash salary Non- Super Long service Equity
& fees Bonus  monetary -annuation leave settled Total
Name $ $ $ $ $ $ $
Non-Executive Directors:
PeterlKazacos 62,520 [- - [- [- - 62,520
John O'Meara 20,000 - - - - - 20,000
WalterlKmet 13,333 I - - I- - 13,333
Executive Directors:
Dr Gregory James Roger 211,717 [- - 18,838 - [- 230,555
Other Key Management
Personnel:
Richard Ulrick 37,650 - I- - - - 37,6501
Tom Milicevic 190,510 I3 - 16,992 - 7,200 214,702]
JarilHyvarinen 159,587 = I- 14167 - = 173,7541
695,317 - - 49997 - 7,200 752,514

Nodirector’sifeesiwerelpaid’tolMichaellSpooner.Consulting’feesofi$175,000werepaidinstead tolan’entitylrelated’toMichael’Spooner.

ASDM Annual Report 2011 > 13



directors’ report continued

30 JUNE 2011

Post
employment Long-term  Share-based
2010 Short-term benefits benefits benefits payments
Cash salary Non- Super  Longservice Equity
& fees Bonus  monetary  -annuation leave settled Total
Name $ $ $ $ $ $ $
Non-Executive Directors:
PeterKazacos 62,520 I- - [- I- = 62,520
John O'Meara 6,667 [- - - - - 6,667
WalterlKmet 40,000 - - - - - 40,000
Executive Directors:
Dr Gregory James Roger 167,263 [- 14,240 15,538 4,078 - 201,119
Other Key Management
Personnel:
Richard Ulrick 46,200 - I- - - - 46,2001
Tom Milicevic 179,882 - - 16,200 1,035 24,724 221,841
Jari’Hyvarinen 164,264 - I- 14,019 4,732 - 183,0151
666,796 - 14,240 45,757 9,845 24,724 761,362

The proportion of remuneration linked to performance and the fixed proportion are as follows:

Fixed remuneration At risk - STI At risk - LTI
Name 201 2010 201 2010 2011 2010
Non-Executive Directors:
PeterlKazacos 100% 100% -1% 1% 1% 1%
John O'Meara 100% 100% -% - % -1% -%
Walter’Kmet 100% 100% -1% - % -1% 1%
Executive Directors:
Dr Gregory James Roger 100% 100% -% - % -1% -%
Other Key Management
Personnel:
Richard Ulrick 100% 100% -% -% -1% -%
Tom Milicevic 97% 89% -1% % 3% 11%
JarilHyvarinen 100% 100% -1% % 1% %

The proportion of the cash bonus paid and forfeited is as follows:

Cash bonus paid Cash bonus forfeited
Name 2011 2010 2011 2010
Non-Executive Directors:
Dr Gregory James Roger % -1% 100% 100%
Richard Ulrick -1% -% 100% 100%
Tom Milicevic % -1% 100% 100%
JarilHyvarinen -1% - % 100% 100%
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C Service agreements

Onlappointmentto’thelBoard,lalllnon-executiveldirectorslenterlintolalservicelagreementiwith’thelcompany’inithelformlofialle terl
of appointment. The letter summarises the Board policies and terms, including remuneration, relevant to the office of director.

Remuneration and other terms of employment for key management personnel are formalised in service agreements. Details of

these agreements are as follows:

Name: Dr Gregory James Roger

Title ChieflExecutivelOFcer

Details:] DriRoger'sicurrent’termloflemploymenticommencedlon’9May’2006landlendslonthellateriofi301Junel20127and thel
expirationlof’threelmonths’inoticelbyleither’party.Hislremunerationlisireviewedlannually. DrRogerlislentitled’to’
receive,lsubjectitolshareholderiapproval,lyearly grantsiofloptionsrelateditolachievementioflbudgeted/EBITDAor]
any other performance criteria to be set by the Board and notified to him annually. The consolidated entity may
make a payment equivalent to his remuneration for the unexpired period of any notice to terminate should it wish
to terminate Dr Roger’s services early. Dr Roger has undertaken not to engage in competitive conduct with the
consolidated entity for the term of the agreement and for a further period of up to 12 months thereafter.

Name: Tom Milicevic

Title: Chief Financial Officer

Details:] MriMilicevic'slemployment.commencedionl5I0ctober’2007 andimaylbelterminatedibyleitherlpartylonigiving 3!
months'notice.’Hislremunerationlisireviewedlannually. Thelconsolidatedlentitymay’makelalpaymentiequivalent!
to his remuneration for the unexpired period of any notice to terminate should it wish to terminate Mr Milicevic’s
services early. Mr Milicevic has undertaken not to engage in competitive conduct with the consolidated entity for
the term of the agreement and for a further period of up to 12 months thereafter.

Name: Jari Hyvarinen

Title: Chief Operating Officer

Details:] MrlHyvarinen'slemploymentlasiChieflOperating.O¥cericommencedlonillJuly’2008landmay’be’terminatedlbyl

either party’onlgivingllimonthinotice.lHis_remunerationlisireviewedlannually/ Thelconsolidatedlentitymay’makel
a payment equivalent to his remuneration for the unexpired period of any notice to terminate should it wish to

terminatelMrHyvarinen’siserviceslearly.

Key management personnel have no entitlement to termination payments in the event of removal for misconduct.

D Share-based compensation
Issue of shares

There were no shares issued to directors and other key management personnel as part of compensation during the year ended

30 June 201

Options
The terms and conditions of each grant of options affecting remuneration in this financial year or future reporting years are as
follows:
Fair value
Vesting date and per option
Grant date exercisable date Expiry date Exercise price at grant date
1July’2007 30 June 2009 30 June 2012 $0.50 $0.360
11July’2007 11July’2007 5:Decemberi2012 $0.50 $0.370
16INovember2007 16INovember2010 16INovember12013 $0.60 $0.370
260Marchi2010 1 July 201 30 June 2013 $0.60 $0.250

Options granted carry no dividend or voting rights.
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Details of options over ordinary shares issued to directors and other key management personnel as part of compensation during
the year ended 30 June 201 are set out below:

Number of options granted during the year Number of options vested during the year
Name 20m 2010 20Mm 2010
Dr Gregory James Roger - 250,000 - -

E Additional information

The Boardlconsiders thatithelabovelperformance-linkediremunerationistructureswilllgenerateltheldesiredloutcome’based’on’the!
experience of other companies.

In considering the consolidated entity’s performance and benefits for shareholders’ wealth, the Nomination and Remuneration
Committee has regard to the consolidated entity’s earnings and any dividends paid together with share price performance since
the company listed on the ASX.

The earnings of the consolidated entity for the four years to 30 June 2011 are summarised below:

2008 2009 2010 201
$'000 $'000 $'000 $'000
Sales revenue 7,095 6,409 7470 7,370
EBITDA 912 (700) 1,236 (1,743)

Thelfactorsithat’arelconsidered tolafectitotalishareholdersireturnl(TSR) aresummarisedlbelow:

2008 2009 2010 201N
Share price at financial
yearlend(($) 0.37 0.30 0.43 0.27
Total dividends declared
(centslperishare) 0.00 0.00 0.00 0.00

Notwithstanding'theladvancesicontinued tolbelmadelby thelconsolidated entity’duringlthelyear, thelrequired’EBITDA for’thelyear!
ended 30 June 2011 was not achieved so that bonus payments for key management personnel have not been paid.

This concludes the remuneration report, which has been audited.
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SHARES UNDER OPTION

Unissued ordinary shares of Advanced Surgical Design & Manufacture Limited under option at the date of this report are as

follows:

Grant date Expiry date Exercise price Number under option
11July’2007 30 June 2012 $0.50 254,0001
11July’2007 5:December2012 $0.50 206,0001
15]Novemberi2007 16INovember2013 $0.60 200,000
26IMarchi2010 30 June 2013 $0.60 20,000

680,000

SHARES ISSUED ON THE EXERCISE OF OPTIONS

There were no shares of Advanced Surgical Design & Manufacture Limited issued on the exercise of options during the year
ended 30 June 2011.

INDEMNITY AND INSURANCE OF OFFICERS

The company has indemnified the directors and executives of the company for costs incurred, in their capacity as a director or
executive, for which they may be held personally liable, except where there is a lack of good faith.

Duringthelfnanciallyear, thelcompany’paid’a’premiumiofi$22,798linlrespectiofia’contract’tolinsuretheldirectorslandicompanyl
secretary of the company against a liability to the extent permitted by the Corporations Act 2001.

The liabilities insured are legal costs that may be incurred in defending civil or criminal proceedings that may be brought against
the officers in their capacity as officers of entities in the company, and any other payments arising from liabilities incurred by the
officers in connection with such proceedings. This does not include such liabilities that arise from conduct involving a wilful breach
of duty by the officers or the improper use by the officers of their position or of information to gain advantage for themselves or
someone else or to cause detriment to the company. It is not possible to apportion the premium between amounts relating to the
insurance against legal costs and those relating to other liabilities.

INDEMNITY AND INSURANCE OF AUDITOR

The company has not, during or since the financial year, indemnified or agreed to indemnify the auditor of the company or any
related entity against a liability incurred by the auditor.

During the financial year, the company has not paid a premium in respect of a contract to insure the auditor of the company or
any related entity.

PROCEEDINGS ON BEHALF OF THE COMPANY

Nolpersonlhasiappliedito’thelCourtlunderisection’237/oflithelCorporationsIAct’2001 forlleaveltolbring’proceedingsion’behalfl
of the company, or to intervene in any proceedings to which the company is a party for the purpose of taking responsibility on
behalf of the company for all or part of those proceedings.
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NON-AUDIT SERVICES

Detailslof thelamountsipaid’or’payable’tolthelauditorifornon-auditiserviceslprovidedlduring’thelfnanciallyearlby’thelauditoriarel
outlinedlinnotel26lto’thelfnancial’statements.

Theldirectorslarelsatisfedthatlthelprovisionlofinon-audit’servicesiduringlthefnanciallyear, by thelauditorl(oribylanother!
personlorifrmlonithelauditor'sibehalf)lis;icompatiblelwithlthelgenerallstandardlioflindependencelforiauditorsiimposedlby the’
Corporations Act 2001.

Theldirectorslarelofithelopinionithat’thelserviceslasidisclosedlininotel26 tolthelfnancial’statementsidolinot’compromise’thel
external auditor’s independence for the following reasons:

. alllnon-audit’serviceshavelbeenlreviewed andlapproveditolensurelthatitheyldo notlimpact’thelintegritylandiobjectivitylofithel
auditor, and

I honelofithelserviceslundermine’thelgeneralprinciplesirelatingitolauditorlindependence’asiset’outlinlAPESI110/Codelof Ethics!
forlProfessionallAccountantslissued bylthelAccountingProfessional’andEthical’StandardsiBoard,includinglreviewinglor]
auditinglthelauditor'slowniwork,lactinglinlalmanagementloridecision-makinglcapacityforithelcompany,’acting’as’advocatelforl
the company or jointly sharing economic risks and rewards.

OFFICERS OF THE COMPANY WHO ARE FORMER AUDIT PARTNERS OF PRICEWATERHOUSECOOPERS

There are no officers of the company who are former audit partners of PricewaterhouseCoopers.

ROUNDING OF AMOUNTS

Thelcompanylisiofiakindlreferred toliniClassiOrder98/100,lissuedlby thelAustralianSecuritiesland’Investments:.Commission,
relating’to'rounding-of’/Amountslin_thisireportlhavelbeenroundedloflinlaccordancelwith’that'Class!Orderltolthelnearest]
thousand dollars, or in certain cases, the nearest dollar.

AUDITOR'’S INDEPENDENCE DECLARATION

Alcopy ofithelauditor’siindependenceldeclarationlasirequired’underisectionl307Clof thelCorporations’/Actl2001lisiset’outlon’thel
following page.

AUDITOR

PricewaterhouseCoopersicontinuesiinilofcelinlaccordancelwithisectioni327.ofithelCorporationsi/Act’200L
Thislreportlisimade’inlaccordancelwithlalresolution’ofldirectors, pursuant’tolsection(298(2)(a).oflthelCorporationsIAct’2001.

On behalf of the directors

Director

31 August 2011
Sydney
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auditor's _
Independence declaration

PricewaterhouseCoopers
ABN 52 780 433 757

Darling Park Tower 2

201 Sussex Street

GPO BOX 2650

SYDNEY NSW 1171

DX 77 Sydney

Australia

Telephone +61 2 8266 0000
Facsimile +61 2 8266 9999
www.pwc.com/au

Auditor’s Independence Declaration

As lead auditor for the audit of Advanced Surgical Design and Manufacture Limited for the year
ended 30 June 2011, | declare that to the best of my knowledge and belief, there have been:

a) no contraventions of the auditor independence requirements of the Corporations Act 2001 in
relation to the audit; and
b) no contraventions of any applicable code of professional conduct in relation to the audit.

This declaration is in respect of Advanced Surgical Design and Manufacture Limited and the
entities it controlled during the period.

L
Manoj Santiago Sydney

Partner 31 August 2011
PricewaterhouseCoopers

Liability limited by a scheme approved under Professional Standards Legislation
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Advanced Surgical Design & Manufacture Limited is committed to good corporate governance practices. These practices which
arelrefectedlinithelcompany’sipolicieslareldesigneditolprotectiandlenhancelshareholderlinterestslanditolensurelthat’therelare!
appropriate levels of disclosure and accountability.

The company has endorsed the updated Corporate Governance Principles and Recommendations with 2010 Amendments
releasedlby’thelASXICorporatelGovernancelCouncill(“ASXIGuidelines”)landiseeksto followlthemtolthelextent thatlitlis]
practicablelhavinglregarditolthelsizelandlnatureloflitsloperations./Alllof thelRecommendationsthatlapplied forithel2010-11
fnanciallyear’have’been’followedwithlonelexception.[ThatlpartioflRecommendation’4.2lrequiringlanfauditicommiteeltolhavel
at’leastithreelmembersihasinot’beenfollowediforithelwholelyear.FollowingIMrKmetlceasing tolbelaldirectorion’5INovember]
2010, thelAudit’&Risk)Commiteeonly’had’2’membersibothloffwhomiwerelnon-executiveldirectors._Thislhas’been considered!
appropriatelhavinglregardtolthelsizelof thelBoardland thelcompany’sioperations.

The company’s policies are regularly reviewed to ensure that they remain current and in accordance with good practice
appropriate for the company’s business environment. These policies are available on the Corporate Governance section of the
company’s website.

Set out below are the fundamental corporate governance practices of the company.

THE BOARD OF DIRECTORS (THE “BOARD")

Board composition

The company’s constitution provides that the number of directors is to be determined by the Board but must be no less than
three and no more than ten, with a broad range of expertise.

Thelcompany currentlylhasithreeldirectors: twolnon-executiveldirectors, MriPeter’Kazacos,'thelChairman’ofithelBoardland’Mrl
JohnO’Mearalin‘addition’tolonelexecutiveldirectorDriGregiRoger, thelManagingIDirectorandIChief ExecutivelOFcer. Thel
experiencelandtenureofitheldirectorsiarelsetloutlinithelDirectorsReportionipages’9landil0.[MessrsKazacoslandlO'Mearalarel
considered independent by the Board. Consequently a majority of the Board comprises independent directors and the Chief
ExecutivelOFcerland’thelChairmanlareldiferentlpeoplelasirequiredbygoodpractice.

Board'memberslarelcommitedtolspending’sufcienttimetolenablelthemitolcarryloutitheir’duties’asidirectorsiof thelcompany;l
any candidate will confirm that they have the necessary time to devote to their Board position prior to appointment.

Responsibilities
ThelBoard'sprimary’rolelisithelprotection’and’enhancementiofllong-term’shareholderlvalue [ Tolfulfllthisirole 'the’Boardlis!
responsible for the overall corporate governance of the company. The company’s Corporate Governance Policy, which is available
in the Corporate Governance section of the company’s website, sets out the Board's charter including the specific responsibilities
of the Board. Corporate expectations are set out in the directors’ letters of appointment.

The Board’s roles and responsibilities include formulating the company’s strategic direction, approving and monitoring

capital expenditure, setting remuneration policies, appointing, removing and creating succession policies for directors and
senior executives, establishing and monitoring the achievement of management’s goals and ensuring the integrity of internal
control and management of information systems. The Board is also responsible for approving and monitoring financial, risk and
other reporting.

The Board has delegated responsibility for the day to day operation and administration of the company to the Managing Director

and executive management. Responsibilities are delineated by formal authority delegations.
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Directors’ independence
Inlaccordancelwith’the!ASX Guidelines, anlindependentldirectorlislainon-executiveldirector'whalisinot’'amemberlofimanagementl

andiwholisfreeloflanylbusinessioriotherirelationshiplthaticouldmateriallylinterferelwithl-loricouldireasonably’belperceived tol
materiallylinterferelwithl-Ithelindependentiexerciselofitheirjjudgement.

Whenldetermining'thelindependentistatus’ofia’director’thelBoardiconsidersiwhetheritheldirector:

1. is a substantial shareholder of the company or an officer of, or otherwise associated directly with, a substantial shareholder of
thelcompany;!

2. is employed, or has previously been employed in an executive capacity by the company or another group member, and there
hasinot’beenla’periodiofiatileast’threelyears.betweenlceasingisuchlemploymentlandiservinglonithelBoard,;

3. has within the last three years been a principal of a material professional adviser or a material consultant to the company or
anotherlgroupmember,Jorlaniemployeemateriallylassociatedlwithithelservicelprovided;

41 islaimaterial’supplierioricustomeriofithelcompanyloriotherigroup’member, orlanioFcerlofioriotherwiselassociatedldirectlylor!
indirectlylwithlamaterial’supplierioricustomer;or

5.1 haslalmateriallcontractuallrelationshiplwithlthelcompanyorlanothergroupimemberiotherthanlasla’director.

The Boardlconsiders“materiallinlthis’contextltolbelwherelanyldirector-related’businessirelationshiplhasirepresented,lorlisllikely!
inffutureltolrepresent’thellesserloflatlleast’5%lof thelcompany’sioritheldirector-relatedibusinessTrevenuelorlassetsiaslappropriatel
dependent upon the nature of the business relationship. The Board considered the nature of the relevant industry competition,
andithelsizeland’naturelofleachldirector-relatedibusinessirelationship,linlarrivinglat’thisithreshold.

Director induction and education

Thelcompany’has,/duelto’the’Board'ssize,lanlinformallinduction’process.INewldirectors’are fullylbriefedlaboutithelnaturelof’

the business, current issues, the corporate strategy and the expectations of the company concerning performance of directors.
Directors receive a formal letter of appointment setting out the key terms and conditions relevant to that appointment. Directors
are given access to continuing education opportunities to update and enhance their skills and knowledge.

Conflict of interests

Directorsimustidisclose tolthelBoardlanylactualloripotential’confictsloflinterest'which!mayexist’assoonlasitheylbecome’awarel
of the issue and comply with the Corporations Act 2001 provisions on disclosing interests and restrictions on voting, which
generally’willlinvolvelthelconfictedldirectorlbeinglabsentifrom’thelmeetingiwhilstithelBoard discusses'thelmateriandnotivotingl
on the matter.

Detailslof director-relatedlentityltransactionsiwithithelcompany arelsetloutlinlnote’297to’thelfnanciallstatements.

Independent professional advice and access to company information

Eachldirector’has'thelright'oflaccesstolalllrelevant.companylinformation,'to’thelcompany’siexecutivesiandito’thelcompany’s]
external auditors without management present to seek any clarification or additional information. In addition and subject to prior
consultation with the Chairman, each director may seek independent professional advice from a suitably qualified adviser at the
company’s expense. A copy of the advice received by the director is made available to all other members of the Board.

Corporate reporting

The Managing Director and the Chief Financial Officer give an annual written declaration to the Board that in their opinion the
fnanciallrecordslof’thelcompanyIforithelfnanciallyearlhavelbeeniproperlylmaintainedlinfaccordancelwithisectioni286lof the!l
Corporations Act 2001, the company’s financial statements and the notes to those statements for the financial year comply with
accounting standards and present a true and fair view of the company'’s financial condition and operational results. They have
confrmedlinlwriting'tolthe/Boardlthat thisldeclarationlinlrelation tolthel2010-11Ifnanciallyearlisifoundedlon’alsound.system.of!
risk management and internal control and that the system is operating effectively in all material respects in relation to financial
reporting risks.
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Board committees

To assist in the execution of its responsibilities, the Board has established two Board committees, namely, a Nomination &
Remuneration Committee and an Audit & Risk Committee.

Eachlcommiteelhaslitslown charterisetingloutimatersirelevant’tolitsicompositioniand’responsibilities. Thelcharterslarelreviewed!
periodically by the Board and are available in the Corporate Governance section of the company’s website.

The Board currently holds approximately ten scheduled meetings each year, in addition to strategy and any extraordinary
meetings at such other times as may be necessary to address any specific matters that may arise. Details of the number of
meetings held by the Board, together with the number of meetings attended by each director are contained on page 10.

The agenda for Board meetings is prepared in conjunction with the Chairman and Company Secretary. Standing items include the
Managing Director’s report which may include strategic matters, sales report, report on operations, financial report, and company
secretarial report which includes governance and legal compliance. Monthly actual results are reported against budgets approved
by the Board. Board papers are circulated in advance and minutes kept of all meetings.

NOMINATION & REMUNERATION COMMITTEE

Composition

TheZNominationl& Remuneration/Commiteelcomprises_thelindependentChairmani(PeterlKazacos),lanlindependentinon-
executiveldirector,]JJohnlO’'Meara,JandIChieflExecutivelOFcerl(Greg’Roger).[Eachimemberlhasithelexpertise’tolenablelthel
committee to effectively discharge its mandate. Details of each director’s experience and background are outlined on pages 9 and
10 of the Directors’ Report.

Meetings and reporting

The Nomination & Remuneration Committee is scheduled to meet a minimum three times per annum. Details of attendance
at committee meetings are set out on page 10 in the table of directors’ meetings. All committee minutes are tabled at Board
meetings for review.

Responsibilities

The responsibilities of the Nomination & Remuneration Committee include reviewing Board succession plans, evaluating Board
performance and making recommendations to the Board on executive remuneration packages, policies and incentives and
remuneration framework for directors.

The Committee is also responsible for the regular review of, and reporting to the Board about, the application of the company’s
Diversity Policy including considering the proportion of women at all levels of the company.

TheINominationl& Remuneration/Commitee'sicharterlispostedionthelcompany’siwebsitelunder“Corporate.Governance”.

Performance assessment

The Nomination & Remuneration Committee has in place an annual self assessment questionnaire to facilitate evaluation of

the performance of the Board, its committees and directors. The performance criteria used takes into account each director’s
contribution to setting the direction, strategy and financial objectives of the company. The Committee makes a recommendation
on its findings to the Board. The Committee’s nomination of existing directors for reappointment is not automatic and is
contingent on their achievement, performance and contribution to the company and on the current and future needs of the
Board and the company.

New Directors

The individual directors and the Board as a whole recognise the importance for the Board to have the skills, knowledge,
experience and diversity of background required to effectively steer the company over time in response to market developments,
opportunities and challenges. The Board recognises certain core skills that are required for the Board to ensure effective
stewardship of the company. These include business and strategic expertise, experience with financial markets, industry
knowledge, accounting and finance skills, project management experience and personal ethics, attributes and skills.

In view of the expected growth of the company the Board maintains an ongoing process to ensure its composition is appropriate.
Consequently, the Board through its Nomination & Remuneration Committee, bearing in mind the fiscal constraints facing the
company, is seeking to identify a suitable candidate who is available for appointment as an additional director.
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Theltermslandliconditionslof’ithelappointmentlandiretirementlofinon-executiveldirectorsiarelsetioutlinialleter!
of appointment, including expectations for attendance and preparation for all Board meetings, the procedures
forldealingiwithiconfictsloflinterest,Jland thelavailabilityloflindependentiprofessionalladvice.

Executive performance assessment

TheBoard, through’thelNominationl& RemunerationlCommitee, haslestablished performancelcriteriaforithe]CEOland.conducts]
alperformancelreview ofithelCEOlat least’annually.. ThelManaging'Directoriconductsianlannuallreviewlof performancelofisenior]
executives and reports on their performance to the Committee. The results are discussed at a Board meeting with the outcome
determining’thelpaymentiofibonuseslandivestinglofiany relevantioptionsigrantediunder’thelEmployeelSharelOption Plan..Thel
performance appraisal includes assessment of the respective executive’s performance against key performance objectives set out
at the beginning of each financial year.

Furtherldetailsionlthelperformancelreview process thatitooklplacelforithe’2010-11'fnanciallyearforithelManagingDirectorland!
senior executives is discussed in the Remuneration Report section of the Directors’ Report.

Remuneration

Details of the remuneration of executives and directors and the company’s remuneration objectives and policies are set out in the
Remuneration’Reportionlpagesi{toll6.

AUDIT & RISK COMMITTEE

The role of the Audit & Risk Committee is set out in a formal charter approved by the Board. This charter is available on the
companywebsitelunderl“CorporatelGovernancelalongiwithlinformationlonlproceduresiforithelselectionlandlappointmentlofithel
external auditor, and for the rotation of external audit engagement partners.

Composition, Meetings and Reporting

ThelAudit’&Risk:.Commiteelnowlcomprises.MessrslJohnlO’MearalandlPeterlKazacoslwholarelnon-executivelindependent!
Directors.IThelcommiteelchairmanlisilJohniO’Meara’wholisinotthelChairmanlofithelBoard.[Eachimemberlhasithelexpertiseto!
enable the committee to effectively discharge its mandate. Details of each director’s experience and background are outlined on
pages 9 and 10 of the Directors’ Report.

The Audit & Risk Committee meets a minimum of three times per annum to consider the company’s annual budget and strategic
planireview, half-year’fnancial’results,full-yearlfnanciallresultsiandlriskmanagement’process.

Thelcompany’siexternallauditorl(PricewaterhouseCoopers)lisiinvitedltolatendlatlleast'twolAudit’& Risk. Commiteelmeetings]
perlannum..ThelchairmanlofithelAudit’& Risk.Commiteelmeets (atlleast’annually)iwithithelexternal’auditorlinithelabsence of!
management. The Managing Director and Chief Financial Officer are invited to Audit & Risk Committee meetings at the discretion
of the Committee.

All committee minutes are tabled at Board meetings for review.

Responsibilities
The primary function of the Audit & Risk Committee is to assist the Board in discharging its responsibility to exercise due care,
diligence and skill in relation to:

oJfulfllingithelcompany’siaccounting’and’fnanciallreportinglobligations;
«’maintaining’anlefectiveland’efcientlaudit;

o thelefectivenessiofithelinternallcontrollenvironment;
J)prudent’managementlof fnanciallandlotherlrisks;
reviewingthelefectiveness andleFciency ofloperations

EXTERNAL AUDITORS

The Audit & Risk Committee reviews the performance of the external auditor on an annual basis ensuring that the external
auditor meets the required standards for auditor independence. The committee meets with the auditor during the year to review
the results and findings of the auditor in respect of financial reports, the adequacy of accounting and financial controls, and to
monitor the implementation of any recommendations made.

The external auditor attends the company’s Annual General Meeting and is available at that meeting to answer shareholder
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questions regarding the conduct of the company’s audit and the preparation and content of the auditor’s report.

RISK ASSESSMENT AND MANAGEMENT

Thelcompanylmanagesimateriallbusinessiriskslunderla’riskmanagement’policy’whichlislavailablelon’its:websitelunder“Corporatel
Governance”. Therelislanlongoinglprogramitolidentify monitorland’managelcompliancelissuesiandimateriallbusinessirisksiwithial
view to enhancing the value of every shareholder’s investment and safeguarding the company’s investments. The Board reviews
the identification, management and reporting of risk as part of the annual budget process. More frequent reviews are undertaken
as conditions or events dictate.

The Audit & Risk Committee has the responsibility for ensuring the effectiveness of risk management and internal compliance
and control. As part of the review process the committee considers the extent to which the risk process has been successful in
retrospect with regard to the identification and mitigation of risks. This is required at all times and the Board actively promotes a
culture of quality and integrity.

Thelcompany’hasdevelopedla’setiofipoliciesland proceduresi(setloutlinithelcompany’siproceduresimanual)linirelation’to’thel
company’sicompliancelandirisklprograms.. Thelcompanyldoesn't’havelanlinternallaudit’functionldueltolitsisize;;however’thel
procedures and policies are controlled documents and subject to annual review.

ThelBoard’recognisesthatinolcost-efectivelinternal’controllsystemiwilllprecludelthelpossibilitylofierrorsiandlirregularities./ Thel
company has insurance, including product liability and professional indemnity insurance, to cover unexpected or unforeseen
events and reduce any adverse consequences.

CODE OF CONDUCT

The Board has adopted a Code of Conduct which sets out the company’s obligations and standard of conduct for directors

and employees when dealing with each other, competitors, customers and the community. The Code outlines not only practices
necessary to maintain confidence in the Company’s integrity and to take into account its legal obligations and the expectations
of its stakeholders but also the responsibility and accountability of individuals for reporting and investigating reports of unethical
practices.. ThelCodelofiConductlisipostedion’thelcompany’siwebsitelunder*CorporateGovernance”.

DIVERSITY POLICY

The Board recognises the value and importance of diversity, including with respect to gender, ethnicity, geographical location,
personal attributes and age. Following a recommendation from the Nomination & Remuneration Committee the company has
established a Diversity Policy complying with the ASX Guidelines.

Alcopy_ofithelPolicylislavailablelon’thelcompanyiwebsitelunder“CorporatelGovernance”.l

Approximately one third of the employees of the company are women and a similar proportion of executives are also women.
There are currently no women on the Board but the process under way to identify an appropriate candidate for appointment
to the Board is in part to provide an opportunity for a suitably qualified woman to be appointed. There is no gender disparity
in the level of remuneration paid. The Board considers that its existing policies are appropriate at this stage in the company’s
development and that any increase in the proportion of women at all levels of the work force is dependent upon the extent
tolwhichlvacanciesloccurlin’thelexistingiwork forcelandlany.changelin’thelsizeloflithelworkforce.lAccordingly,itlislintended’tol
monitor its objective of maintaining the existing proportion of gender balance within the organisation other than at Board level
withlalview(tolreassessinglasicircumstancesiwarrant.ThisiformsialKPIforlthelBoard,/CEQOland seniorlexecutives.

TRADING IN GENERAL COMPANY SECURITIES BY DIRECTORS AND EMPLOYEES

Thelcompanylhaslimplementedla’SecuritiesDealingPolicy (“Policy”) tolprevent“insidertrading”linlthelcompany’sisecurities’byl
directors, senior management and any other employees or individuals who for the purposes of the Policy are deemed to be
Relevant’EmployeeslasiwelllasIpersonslassociatediwithithem.

A person undertakes insider training if that person trades in the company’s securities while possessing information about the
company that is not generally available and is price sensitive. The Policy restricts the times when directors, senior management
and all other employees covered by the Policy may trade in the company’s securities in addition to the above referenced general
legal prohibition. The policy also prohibits transactions in associated products which limit risk of participating in unvested
entitlements under any equity based remuneration schemes.

All trading in the company’s securities requires clearance from the company.
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AlcopylofithelPolicylislavailablelonthelcompanylwebsitelunder“CorporatelGovernance”.

CONTINUOUS DISCLOSURE AND SHAREHOLDER COMMUNICATION

The company is committed to promoting effective communications with shareholders by ensuring they
and the investment market generally are provided with full and timely disclosure of its activities. The
company provides shareholders with periodic updates on its business. Shareholders are encouraged
to communicate by electronic means and to participate at the Annual General Meeting, to
ensure a high level of accountability and identification with the company’s strategy and goals.
The company’s Shareholder Communication Policy is available on its website under
“Corporate!Governance”.

Information is advised to shareholders in accordance with the company’s
Continuous Disclosure Policy which includes identifying matters that may
have a material effect on the price of the company’s securities, notifying
them to the ASX, displaying them on the company’s website, and issuing
media releases. The Company Secretary is responsible for ensuring
compliance with the policy which accords with the disclosure
requirements under the ASX Listing Rules.

The company’s Continuous Disclosure Policy is also available in
the Corporate Governance section of the company’s website.

PARCUS

BeaTe 0 Trassww
Cavnini Py i i
LAl AC ki

ASDM Annual Report 2011 > 26



)

arthrosurfacee®

Articular Metal Resurfacing
Anatomic Solutions fo 1age to Degenerative Disease

Shoulder . g Shoulder
ARAAA NS K s s S
- R S a Asy ' ““*symmeﬁical

m Aaaa () Y .

e.a.aa- -

Hip - AV
Gdddddd@

Patello - Fe

L

- .

Condyle*

ASDM Annual Report 2011 > 27



financial report

FOR THE YEAR ENDED 30 JUNE 2011

Statement of comprehensive income 29
Statement of financial position 30
Statement of changes in equity 31
Statement of cash flows 32
Notes to the Financial Statements 33
Directors’ Declaration 73

Independent auditor’s report to the members of
Advanced Surgical Design & Manufacture Limited 74

GENERAL INFORMATION

The financial report covers Advanced Surgical Design &
Manufacture Limited as a consolidated entity consisting

of Advanced Surgical Design & Manufacture Limited and
the entities it controlled. The financial report is presented

in Australian dollars, which is Advanced Surgical Design &
Manufacture Limited'’s functional and presentation currency.

The financial report consists of the financial statements,
notes to the financial statements and the directors’
declaration.

Advanced Surgical Design & Manufacture Limited is a
listed public company limited by shares, incorporated and
domiciled in Australia. Its registered office and principal
place of business is:

Unit 2
12 Frederick Street
StiLeonardsINSW2065

A description of the nature of the consolidated entity’s
operations and its principal activities are included in the
directors’ report, which is not part of the financial report.

The financial report was authorised for issue, in accordance
with a resolution of directors, on 31 August 201. The
directors have the power to amend and reissue the financial
report.
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STATEMENT OF COMPREHENSIVE INCOME

Consolidated
Note 201 2010

$'000 $'000
Revenue 4 7,370 7470
Other income 5] 33
Expenses
Cost of sales and purchases of consumables (3,293) (3,385)
Corporate and administration expenses (3153) (2,094)
Quality and research and development expenses (1952) (1,369)
Sales and marketing expense (L,736) (L160)
Finance costs 5 (230) (132)
Loss before income tax expense (2989) (637)
Income tax expense 6 (276) (259)
Loss after income tax expense for the year attributable to the owners of 22 (3,265) (896)
Advanced Surgical Design & Manufacture Limited
Other comprehensive income
Foreign currency translation 80 1(33)
Other comprehensive income for the year, net of tax 801 (33)0
Total comprehensive income for the year attributable to the owners of (3185) (929)
Advanced Surgical Design & Manufacture Limited '

Cents Cents
Basic earnings per share 36 (9.25) (2.54)
Diluted earnings per share 36 (9.25) (2.54)

The above statement of comprehensive income should be read in conjunction with the accompanying notes.
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FOR THE YEAR ENDED 30 JUNE 2011

STATEMENT OF FINANCIAL POSITION

Consolidated

Note 201 2010
$'000 $'000

Assets
Current assets
Cash and cash equivalents 7 161 7231
Trade and other receivables 8 1,062] 1,005]
Inventories 9 2,868( 2,834
Total current assets 3,946 4 5620
Non-current assets
Receivables 10 2170 205!
Property, plant and equipment 1 3,682 41620
Intangibles 12 278 8861
Deferred tax 13 4621 7981
Totallnon-currentlassets 46390 6,051
Total assets 8,585 10,613!
Liabilities
Current liabilities
Trade and other payables 14 1,200 1,013
Borrowings 15 6511 906!
Provisions 16 1831 13
Total current liabilities 2,034[ 2,032
Non-current liabilities
Borrowings 17 1,9791 755
Provisions 19 3251 341
Totallnon-currentlliabilities 2,3041 1,096L
Total liabilities 4,338 3,128
Net assets 42471 7,485[
Equity
Contributed equity 20 8,855 89150
Reserves 21 568! 4810
Accumulated losses 22 (5176) (1919)
Total equity 42471 7485!

The above statement of financial position should be read in conjunction with the accompanying notes.
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STATEMENT OF CHANGES IN EQUITY

Contributed Accumulated Total
equity Reserves losses equity
$'000 $'000 $'000 $'000
Consolidated
Balance at 1 July 2009 8,9801 4891 (L,015)1 8,4541
Other comprehensive income for the year, net of tax [0 (33)0 - (33)
Loss after income tax expense for the year [0 - (896) (896)
Total comprehensive income for the year [0 (33)0 (896) (929)
Transactions with owners in their capacity as owners:
Share-basedlpayments [0 250 - 251
Tax effect on transaction costs arising on share issue (65) 10 I (65)
Balance at 30 June 2010 8915! 4811 (L91y) 7485
Contributed Accumulated Total
equity Reserves losses equity
$'000 $'000 $'000 $'000
Consolidated
Balance at 1 July 2010 8,915] 4810 (L1 7,4850
Other comprehensive income for the year, net of tax 00 801 - 80
Loss after income tax expense for the year I-0 - (3,265) (3,265)
Total comprehensive income for the year 00 800 (3,265) (3185)
Transactions with owners in their capacity as owners:
Share-basedlpayments 00 7l 7l
Tax effect on transaction costs arising on share issue (60) I I (60)
Balance at 30 June 20m 8,855! 568! (5176) 42471

The above statement of changes in equity should be read in conjunction with the accompanying notes.
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FOR THE YEAR ENDED 30 JUNE 2011

STATEMENT OF CASH FLOWS

Consolidated
Note 2011 2010
$'000 $000
Cash flows from operating activities
Receiptslfromicustomersi(inclusivelof.GST) 79391 8,329]
Paymentsitolsuppliersiandemployees (inclusivelof.GST) (8,872) (7,446)
(933)! 883!
Interest received 19 181
Interest and other finance costs paid (230) (132)
Netlcashfrom/(usedlin)loperatinglactivities 34 (L1441 769!
Cash flows from investing activities
Payment for purchase of business, net of cash acquired 31 -l 151
Payments for property, plant and equipment (482) (850)
Payments for intangibles 12 (50) (U4
Proceeds from sale of property, plant and equipment - 4]
Net cash used in investing activities (532) (945)
Cash flows from financing activities
Proceedslfromborrowingsl-_thirdlparty 1,8591 2041
Proceedslfromborrowingsl-relatedlparty 5700 -l
Repayment of borrowings (1,571 (120)
Finance lease repayments (77) (37)
Net cash from financing activities 7810 471
Net decrease in cash and cash equivalents (895) (129)
Cash and cash equivalents at the beginning of the financial year 7231 852/
Cash and cash equivalents at the end of the financial year 7 (172)1 7231

Thelabovelstatementloficashifowsishould’belreadliniconjunctioniwiththelaccompanying’notes.
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NOTE 1. SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies adopted in the preparation of the financial statements are set out below. These policies have
been consistently applied to all the years presented, unless otherwise stated.

New, revised or amending Accounting Standards and Interpretations adopted
The consolidated entity has adopted all of the new, revised or amending Accounting Standards and Interpretations issued by the
Australian’Accounting’Standards’Board (AASB’) that’arelmandatoryIforithelcurrentireporting’period.

Any new, revised or amending Accounting Standards or Interpretations that are not yet mandatory have not been early adopted.

Any significant impact on the accounting policies of the consolidated entity from the adoption of these Accounting Standards and
Interpretations are disclosed in the relevant accounting policy.

The adoption of these Accounting Standards and Interpretations did not have any impact on the financial performance or position
of the consolidated entity. The following Accounting Standards and Interpretations are most relevant to the consolidated entity:

AASB2IShare-basedlPayment/Transactionsl--amendments’foriGrouplCash-setled Share-based’Payment Transactions

The consolidated entity has applied the amendments to AASB 2 from 1 July 2010. The amendments clarified the scope of AASB
2lbylrequiringlanientity’that’receivesigoodsioriserviceslinla’share-based’payment’arrangementitolaccountifor’thoselgoods orl
services no matter which entity in the consolidated entity settles the transaction, and no matter whether the transaction is settled
in shares or cash.

Interpretationl9 ExtinguishinglFinanciallLiabilitiesiwith!EquitylInstruments

The consolidated entity has applied Interpretation 19 from 1 July 2010. The interpretation clarified that equity instruments issued
to a creditor to extinguish a financial liability qualifies as consideration paid. The equity instruments issued are measured at their
fair value, or if not reliably measured, at the fair value of the liability extinguished, with any gain or loss recognised in profit or loss

AASB2009-5/AmendmentstolAustralian/AccountingiStandards arising/fromithelAnnualllmprovements_Project

Thelconsolidatedlentitylhaslapplied’AASBI2009-5lamendmentsifromillJuly’2010..Thelamendmentsresultlinisomelaccounting!
changes for presentation, recognition or measurement purposes, while some amendments that relate to terminology and editorial
changes had no or minimal effect on accounting. The main changes were:

[ AASBIIO!'Presentationlof FinanciallStatements’l-_classifcationlisinotlafected byltheltermsiofialiabilitylthat'couldlbelsetled byl
thelissuanceloflequity’instrumentslatitheloptionlofithelcounterparty;

[ AASBI107!'Statementlof.CashlFlows-lonlylexpenditurelthatiresultslinlalrecognisedlassetican’be classifedlas’alcashifow from!
investing’activities;

I AASBIl7!'Leases-Iclassifcationloflleaseslofllandlandlbuildings;!

I AASBIl18‘Revenue’-Iprovidesiadditionallguidance’toldeterminelwhetherlanlentitylislactinglas’alprincipallorlagent;land

[ AASBI136 ' ImpairmentiofiAssets’-clarifesithat’the largestunit/permitediforiallocating/goodwill Jacquiredlinlalbusiness!
combination/lis’theloperating’segment’as’defnedlinlAASBI81‘Operating'Segmentsbeforelaggregationiforireportinglpurposes

AASB2009-10l/AmendmentsitolAASBI132]-IClassifcationloflRightslissues
Thelconsolidatedlentitylhas’appliedlAASB2009-10Ifromi1.July’2010.”Thelamendmentsiclarifed thatlrights,Joptionsioriwarrants’
to acquire a fixed number of an entity’s own equity instruments for a fixed amount in any currency are equity instruments if the
entitylofersithelrights, optionsioriwarrantsipro-rata’tolalllexistinglownerslofithelsamelclassloflitsilownlnon-derivativelequity!
instruments. The amendment therefore provides relief to entities that issue rights in a currency other than their functional
currency from treating the rights as derivatives with fair value changes recorded in profit or loss.
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AASB2010-3/AmendmentsitolAustraliani/AccountinglStandardslarising-fromlithelAnnualllmprovementsiProject

Thelconsolidatedlentitylhaslapplied’AASBI2010-3lamendments from1lJulyl2010..Thelamendmentsiresultiin’somelaccounting’
changes for presentation, recognition or measurement purposes, while some amendments that relate to terminology and editorial
changes had no or minimal effect on accounting. The main changes were:

AASBI127'Consolidated’and’Separate’FinanciallStatementsTandl/AASB3'BusinessICombinations’-Iclarifes that’contingent’
considerationifromlalbusinessicombinationlthatloccurredlbeforethelefectiveldateloflrevised]/AASBI3lisinotlrestated; thel
scopelofithelmeasurementichoicesiofinon-controllinglinterestlis/limited’tolwhenithelrightslacquirediincludelentitiement tol
alproportionatelsharelofinetlassetslinitheleventlofiliquidation;requiresianlentitylinla’businessicombinationitolaccount for!
thelreplacementloflacquiree’sishare-based paymentitransactions,lunreplaced’andvoluntarily’replaced,’bylspliting.betweenl
consideration and post combination expenses.

Going concern

Aslat’301Junel201L,ithelconsolidatedientitylhadicapitallreservesiofi$4,247,000land cashlandicashlequivalents’ofi$.6,000./The!
consolidatedlentitylhad’alconsiderableldecreaselinloperatingicashfowslandlexperiencedlnegativelcashfowslduring'thelfnanciall
yearldueltolnot'meetinglitsilbudgetedigrowthitargets,/investmentlinithelPeripherallAccessDevicel(‘PAD’)throughiresearchiand:
developmentlexpenditureland’somelone-oficonsulting’fees..Despiteltheldeclinelinicashfow, thelconsolidated’entity’continues’tol
invest in its sales and marketing team to support its growth initiatives.

Duringithelfnanciallyearlended’30.Junel2011,thelconsolidated entity’securedineti$781,000lof additionallborrowingslandian
extension on its related party loan until December 2012. The consolidated entity also secured a line of credit from a related party
forl$250,000aferlthelreportingldatelwhichiwillassistlitlwithlitslgrowthlexpansion’plans.

In a proactive response the consolidated entity implemented the following initiatives during the financial year ended 30 June 20m:

(i) Internallexpenditurelreductionlinitiativesiincludinglreductionlinlheadcountland’overtime’hours;

(ii). Focuslonlsaleslandmarketinglimpact’tolgrowlsales;

(i) iImprovediworking capitallvia’a'tighterfocusionthelcollection’of/debtorsiand'morele Fcientischedulingofiwork;’and
(iv))Containmentlofispendingloniresearchlandidevelopmentiactivities.

The ability of the consolidated entity to continue as a going concern beyond August 2012 is dependent upon the consolidated
entity being successful in achieving its growth targets of its Active Knee and its new product lines recently acquired.

As a result of the above matters, the directors are of the view that the consolidated entity will continue as a going concern and,
therefore, will realise its assets and liabilities and commitments in the normal course of business and at the amounts stated in
the financial report. The directors remain confident about the successful achievement of projected targets and therefore no
adjustments have been made to the financial report relating to the recoverability and classification of the asset carrying
amounts or the amounts and classification of liabilities that might be necessary should the consolidated entity not continue as a
going concern.

Basis of preparation

These general purpose financial statements have been prepared in accordance with Australian Accounting Standards and
Interpretationslissuediby’theAustralian’/AccountingStandards’Board (‘AASB’)andlthelCorporationsiAct’2001. Theselfnancial
statements also comply with International Financial Reporting Standards as issued by the International Accounting Standards

Board(1ASB)).

Historicallcostconvention

The financial statements have been prepared under the historical cost convention.

Critical accounting estimates

The preparation of the financial statements requires the use of certain critical accounting estimates. It also requires management
to exercise its judgement in the process of applying the consolidated entity’s accounting policies. The areas involving a higher
degree of judgement or complexity, or areas where assumptions and estimates are significant to the financial statements, are
disclosed in note 2.
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Parent entity information

In accordance with the Corporations Act 2001, these financial statements present the results of the consolidated entity only.
Supplementary information about the parent entity is disclosed in note 30.

Principles of consolidation

The consolidated financial statements incorporate the assets and liabilities of all subsidiaries of Advanced Surgical Design &
ManufacturelLimited!(‘companyorl‘parentientity’)/aslat’30.June’2011landthelresultsiof all’subsidiaries’forithelyear’thenlended.]
Advanced Surgical Design & Manufacture Limited and its subsidiaries together are referred to in these financial statements as the
‘consolidated entity’.

Subsidiaries are all those entities over which the consolidated entity has the power to govern the financial and operating policies,
generally’accompanyinglalshareholdinglof morelthanlone-halflofithelvoting'rights.IThelefects of potential’exercisablelvoting!
rights are considered when assessing whether control exists. Subsidiaries are fully consolidated from the date on which control is
transferreditolthelconsolidatedlentity. Theylarelde-consolidatedifrom’theldatelthaticontroliceases.

Intercompany transactions, balances and unrealised gains on transactions between entities in the consolidated entity are
eliminated. Unrealised losses are also eliminated unless the transaction provides evidence of the impairment of the asset
transferred. Accounting policies of subsidiaries have been changed where necessary to ensure consistency with the policies
adopted by the consolidated entity.

The acquisition of subsidiaries is accounted for using the acquisition method of accounting. Refer to the ‘business combinations’
accounting policy for further details. A change in ownership interest, without the loss of control, is accounted for as an equity
transaction,/\whereltheldiferencelbetween’thelconsideration’transferredlandithelbooklvaluelofithelshareloflthelnon-controlling!
interest acquired is recognised directly in equity attributable to the parent.

Wherelthelconsolidated’entityllosesicontrolloverla’subsidiary,itlderecognisesithelassetslincluding.goodwill,liabilitiesland’non-
controlling interest in the subsidiary together with any cumulative translation differences recognised in equity. The consolidated
entity recognises the fair value of the consideration received and the fair value of any investment retained together with any gain
or loss in profit or loss.

Operating segments

Operating segments are presented using the ‘management approach’, where the information presented is on the same basis as
thelinternallreportsiprovided tolthelChief.OperatingIDecision’Makers](‘CODM’)..The]CODMIisresponsiblelforithelallocationlof

resources to operating segments and assessing their performance.

Foreign currency translation

The financial report is presented in Australian dollars, which is Advanced Surgical Design & Manufacture Limited’s functional and
presentation currency.

Foreign currency transactions

Foreign currency transactions are translated into Australian dollars using the exchange rates prevailing at the dates of the
transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and from the translation at
fnanciallyear-endlexchangelratesiof monetarylassetslandiliabilities’denominatediniforeignicurrencieslarelrecognisedlinlproft!
or loss.

Foreign operations

The assets and liabilities of foreign operations are translated into Australian dollars using the exchange rates at the reporting date.
The revenues and expenses of foreign operations are translated into Australian dollars using the average exchange rates, which
approximates the rate at the date of the transaction, for the period. All resulting foreign exchange differences are recognised in
the foreign currency reserve in equity.

The foreign currency reserve is recognised in profit or loss when the foreign operation or net investment is disposed of.

ASDM Annual Report 2011 > 35



financial report continued

FOR THE YEAR ENDED 30 JUNE 2011

Revenue recognition

The consolidated entity recognises revenue when the amount of revenue can be reliably measured, it is probable that future
economic_beneftsiwill:fow tolthelentitylandispecifcicriterialhavelbeenimetforleach oflthelconsolidatedlentity’s’activities!

as described below. The amount of revenue is not considered to be reliably measurable until all contingencies relating to the
sale have been resolved. The consolidated entity bases its estimates on historical results, taking into consideration the type of
customer, the type of transaction and the specifics of each arrangement.

Sale of goods

A sale is recorded when goods have been shipped to the customer, the customer has accepted the goods and collectability of the
related receivables is probable.

Lease income

Lease income from operating leases is recognised in income on an accrual basis.

Interest

Interest revenue is recognised as interest accrues using the effective interest method. This is a method of calculating the
amortised cost of a financial asset and allocating the interest income over the relevant period using the effective interest rate,
which is the rate that exactly discounts estimated future cash receipts through the expected life of the financial asset to the net
carrying amount of the financial asset.

Other revenue

Other revenue is recognised when it is received or when the right to receive payment is established.

Income tax

The income tax expense or benefit for the period is the tax payable on that period’s taxable income based on the applicable
income tax rate for each jurisdiction adjusted by changes in deferred tax assets and liabilities attributable to temporary
differences and unused tax losses and under and over provision in prior periods, where applicable.

Deferred tax assets and liabilities are recognised for temporary differences at the tax rates expected to apply when the assets are
recovered or liabilities are settled, based on those tax rates that are enacted or substantively enacted, except for:

oI Whenltheldeferredlincomeltaxlasset orlliability’arises’fromthelinitiallrecognition’oflgoodwilllorlanassetlorlliabilitylinlal
transaction that is not a business combination and that, at the time of the transaction, affects neither the accounting nor
taxablelprofts;lor

I Whenltheltaxableltemporary.diferencelisiassociated withlinvestmentslinisubsidiaries,/associateslorlinterestslinjjointiventures,
and the timing of the reversal can be controlled and it is probable that the temporary difference will not reverse in the
foreseeable future.

Deferred tax assets are recognised for deductible temporary differences and unused tax losses only if it is probable that future
taxable amounts will be available to utilise those temporary differences and losses.

The carrying amount of recognised and unrecognised deferred tax assets are reviewed each reporting date. Deferred tax assets
recognised are reduced to the extent that it is no longer probable that future taxable profits will be available for the carrying
amount to be recovered. Previously unrecognised deferred tax assets are recognised to the extent that it is probable that there
are future taxable profits available to recover the asset.

Deferred tax assets and liabilities are offset only where there is a legally enforceable right to offset current tax assets against
current’taxliabilitieslandldeferred taxiassetsiagainst/deferred’tax’liabilities; and’theylrelateltolthelsameltaxablelauthoritylonl
either the same taxable entity or different taxable entity’s which intend to settle simultaneously.
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Cash and cash equivalents

Cashlandlcashlequivalentslincludesicashionlhand, depositsiheldlaticalllwithifnanciallinstitutions,lotherishort-term, highlylliquid:
investments with original maturities of three months or less that are readily convertible to known amounts of cash and which
are’subject’tolaninsignifcantlrisklofichangeslinivalue.For’thelstatementloficash fowslpresentation’purposes, cashlandicash!
equivalents also includes bank overdrafts, which are shown within borrowings in current liabilities on the statement of

financial position.

Trade and other receivables

Trade receivables are initially recognised at fair value and subsequently measured at amortised cost using the effective interest
method, less any provision for impairment. Trade receivables are generally due for settlement within 30 days.

Collectability of trade receivables is reviewed on an ongoing basis. Debts which are known to be uncollectable are written

off by reducing the carrying amount directly. A provision for impairment of trade receivables is raised when there is objective
evidence that the consolidated entity will not be able to collect all amounts due according to the original terms of the receivables.
Significant financial difficulties of the debtor, probability that the debtor will enter bankruptcy or financial reorganisation and
defaultioridelinquencylinipaymentsi(morelthani60ldaysloverdue)iarelconsideredlindicators’that’theltradelreceivablelmaylbel
impaired. The amount of the impairment allowance is the difference between the asset’s carrying amount and the present value of
estimated futurelcashIfows,ldiscounted atitheloriginal’efectivelinterestirate..Cashlfowslrelating'tolshort-term’receivablesiarelnot!
discounted if the effect of discounting is immaterial.

Other receivables are recognised at amortised cost, less any provision for impairment.

Inventories

Raw materials, work in progress and finished goods are stated at the lower of cost and net realisable value on a ‘first in first out’
basis. Cost comprises direct materials and delivery costs, direct labour, import duties and other taxes, an appropriate proportion
of variable and fixed overhead expenditure based on normal operating capacity. Costs of purchased inventory are determined
after deducting rebates and discounts received or receivable.

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

Investments and other financial assets

Investments and other financial assets are measured at either amortised cost or fair value depending on their classification.
Classification is determined based on the purpose of the acquisition and subsequent reclassification to other categories is
restricted. The fair values of quoted investments are based on current bid prices. For unlisted investments, the consolidated
entity establishes fair value by using valuation techniques. These include the use of recent arms length transactions, reference to
otherlinstruments’thatlarelsubstantially’thelsame,ldiscounted.cashfowlanalysis,;and.optionipricingiImodels.

Financiallassetslarelderecognisediwhenithelrights’tolreceivelcashifows fromithe fnanciallassetshavelexpiredior’havelbeen!
transferred and the consolidated entity has transferred substantially all the risks and rewards of ownership.

Loans and receivables

Loanslandlreceivablesiarelnon-derivativelfnanciallassetsiwith!fxed orldeterminablepayments thatlarelnotquotedinlaniactivel
market. They are carried at amortised cost using the effective interest rate method. Gains and losses are recognised in profit or
loss when the asset is derecognised or impaired.
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Impairment of financial assets

The consolidated entity assesses at the end of each reporting period whether there is any objective evidence that a financial
asset’or’groupofifnanciallassetslislimpaired..Objectivelevidencelincludessignifcant/fnancialdiFcultylofithelissuerloriobligor;lal
breachloflcontractisuchlasldefaultioridelinquency’inlpayments;thellender grantingitola’borrowericoncessionsidue’toleconomicl
orllegallreasonsithat’thellenderiwouldinotiotherwiseldo;littbecomesiprobable’that’thelborrowerlwilllenterlbankruptcy orlother!
fnanciallreorganisation;itheldisappearancelofian’activelmarketiforithelfnancial’asset;lorlobservableldatalindicatinglthat’therelisa
measurableldecreaselinlestimatedfuturelcashlfows.

The amount of the impairment allowance for loans and receivables carried at amortised cost is the difference between the asset’s
carryinglamountlandithelpresentivalueloflestimated’futurelcashfows,Idiscounted’atitheloriginal’e Fectivelinterestirate. Ifitherel

is a reversal of impairment, the reversal can not exceed the amortised cost that would have been had the impairment not been
recognised and is reversed to profit or loss.

Property, plant and equipment

Plantland’equipmentlisistated’at’historicallcostllesslaccumulatedldepreciationland’impairment.Historicallcostlincludes]
expenditure that is directly attributable to the acquisition of the items.

Depreciationlisicalculatedlonlalstraight-linelbasisitolwritelofthelnetcost ofleachlitemlofiproperty,plantiand’equipment!
(excludinglland)loveritheirlexpectediusefulllivesiasifollows:

1 Plantlandlequipment! 2-20lyears
1 Fixturesland ftings! 2-13years

I Leaseholdlimprovements] 2-10lyears
I Instrumentisets] 5-7lyears

The residual values, useful lives and depreciation methods are reviewed, and adjusted if appropriate, at each reporting date.

Leasehold improvements and plant and equipment under lease are depreciated over the unexpired period of the lease or the
estimated useful life of the assets, whichever is shorter.

An item of property, plant and equipment is derecognised upon disposal or when there is no future economic benefit to the
consolidated entity. Gains and losses between the carrying amount and the disposal proceeds are taken to profit or loss.

Leases

The determination of whether an arrangement is or contains a lease is based on the substance of the arrangement and requires
an assessment of whether the fulfilment of the arrangement is dependent on the use of a specific asset or assets and the
arrangement conveys a right to use the asset.

A distinction is made between finance leases, which effectively transfer from the lessor to the lessee substantially all the risks and
benefits incidental to ownership of leased assets, and operating leases, under which the lessor effectively retains substantially all
such risks and benefits.

Finance leases are capitalised. A lease asset and liability are established at the lease’s inception at the fair value of the leased
property, or if lower, the present value of minimum lease payments. Lease payments are allocated between the principal
component of the lease liability and the finance costs, so as to achieve a constant rate of interest on the remaining balance of
the liability.

Leased assets acquired under a finance lease are depreciated over the asset’s useful life or over the shorter of the asset’s useful
life and the lease term if there is no reasonable certainty that the consolidated entity will obtain ownership at the end of the
lease term.

Operatingllease’payments,inetloflany’incentivesireceived from’thellessor, arelcharged tolproftiorilossionia’straight-linelbasislover!
the term of the lease.
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Intangible assets

Intangible assets acquired as part of a business combination, other than goodwill, are initially measured at their fair value at the
date of the acquisition. Intangible assets acquired separately are initially recognised at cost. Intangible assets are subsequently
measured at cost less amortisation and any impairment. The gains or losses recognised in profit or loss arising from the
derecognition of intangible assets are measured as the difference between net disposal proceeds and the carrying amount of the
intangible asset. The method and useful lives of finite life intangibles are reviewed annually. Changes in the expected pattern of
consumption or useful life are accounted for prospectively by changing the amortisation method or period.

Goodwill

WherelanZentitylorloperationlisiacquiredlinialbusinessicombination, thelidentifablelnetlassetslacquiredlarelmeasurediatifairl
value. The excess of the fair value of the cost of the acquisition over the fair value of the identifiable net assets acquired is
brought to account as goodwill. Goodwill is not amortised. Instead, goodwill is tested annually for impairment, or more frequently
if events or changes in circumstances indicate that it might be impaired, and is carried at cost less accumulated impairment losses.
Impairment losses on goodwill are taken to profit or loss and are not subsequently reversed.

GoodwilllisTallocated tolcash-generatinglunitsifor’thelpurposeloflimpairmentitesting./ThelallocationlisTmadeltolthoselcash-
generatinglunitsiorgroupsoficash-generatinglunitsithat’arelexpecteditolbeneftifrom thelbusinessicombinationliniwhich’thel
goodwill arose.

Website

Significant costs associated with the development of the revenue generating aspects of the website, including the capacity of
placinglorders,/are deferrediandlamortisedionlalstraight-linelbasisloverithelperiodiofitheirlexpectedlbeneft,lbeingitheirifnitellife
of between 10 and 20 years

Patents and trademarks

Signifcanticostslassociatediwithipatentsianditrademarksiare deferrediandlamortisedlonlalstraight-linelbasislover’thelperiod ofl
their expected benefit, being their finite life of between nil and 20 years.

Research and development

Research costs are expensed in the period in which they are incurred. Development costs are capitalised when it is probable that
thelprojectiwilllbela’success consideringlits.commercialland technical’feasibility;‘thelconsolidatedlentitylisiableltoluselorisell’thel
asset;'thelconsolidatedlentity’has’suFcientliresources; andlintent’tolcompletetheldevelopmentlandlitsicostsicanbel

measured reliably.

Impairment of non-financial assets

Goodwill and other intangible assets that have an indefinite useful life are not subject to amortisation and are tested annually
forlimpairment,lorimorelfrequentlylifieventsiorichangeslinicircumstancesiindicatelthat’theylmight'belimpaired./Otherlnon-
financial assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount may
not be recoverable. An impairment loss is recognised for the amount by which the asset’s carrying amount exceeds its
recoverable amount.

Recoverablelamountlisithe’higherloflanlasset'sifairivaluellessicostsitolselllandivalue-in-use.[ Thelvalue-in-uselisithelpresentivaluelof]
thelestimated futurelcashifows relatingtolthelassetlusingla’pre-taxidiscountiratelspecifcitolthelassetioricash-generating_unit’tol
whichlthelassetlbelongs./Assets that’doinot’havelindependent.cashfowslarelgroupeditogetheritolformlaicash-generatinglunit.

Trade and other payables

These amounts represent liabilities for goods and services provided to the consolidated entity prior to the end of the financial
yearland:whichlarelunpaid.lDuelto’theirlshort-terminatureltheylarelmeasuredlat’amortised.cost’and’notldiscounted.[Thelamounts!
are unsecured and are usually paid within 30 days of recognition.
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Borrowings

Loans and borrowings are initially recognised at the fair value of the consideration received, net of transaction costs. They are
subsequently measured at amortised cost using the effective interest method.

Whereltherelislanlunconditionallright’toldeferise tlementliofithelliability’forlatlleast’{2Imonthsiaferithelreportingldate,thelloans!
orlborrowings’arelclassifedlasinon-current.

Finance costs

Finance costs attributable to qualifying assets are capitalised as part of the asset. All other finance costs are expensed in the
period in which they are incurred, including:

-1 interestlonthelbankloverdraf
-1 interestlonishort-term’andllong-termlborrowings
-I interestlonfnancelleases

Provisions

Provisionslarelrecognisediwhenlthelconsolidatedlentitylhaslapresent (legalloriconstructive)lobligationZasialresult oflalpastievent,
it is probable the consolidated entity will be required to settle the obligation, and a reliable estimate can be made of the amount
of the obligation. The amount recognised as a provision is the best estimate of the consideration required to settle the present
obligation at the reporting date, taking into account the risks and uncertainties surrounding the obligation. If the time value of
moneylisimaterial,[provisionslareldiscountediusinglalcurrentlpre-taxiratelspecifcitolthelliability. Thelincreaselinithelprovision!
resulting from the passage of time is recognised as a finance cost.

Employee benefits
Wageslandsalarieslandlannual’leave
Liabilities'forlwageslandsalaries,’includinginon-monetarylbenefts,/andlannuallleavelexpectedlto be’setledwithinll2imonths]

of the reporting date are recognised in current liabilities in respect of employees’ services up to the reporting date and are
measured at the amounts expected to be paid when the liabilities are settled.

Long service |eave
Thelliabilitylforllong’servicelleavelisirecognisedlin’current’andinon-currentlliabilities,\dependinglon’thelunconditional’right’tol
defer settlement of the liability for at least 12 months after the reporting date. The liability is measured as the present value of
expected future payments to be made in respect of services provided by employees up to the reporting date using the projected
unit credit method. Consideration is given to expected future wage and salary levels, experience of employee departures and
periodsiofiservice.[Expected futurelpaymentsiareldiscountedlusingimarketlyieldslat'thelreportingidateloninationaligovernment’
bondsiwith’termsitolmaturity’andicurrency that’match, as/closely’asipossible, thelestimated futurelcashloutfows.

Defined contribution superannuation expense

Contributions to defined contribution superannuation plans are expensed in the period in which they are incurred.

Share-basedlpayments

Share-basedlcompensationlbeneftsiarelprovideditolemployeeslviaithe]lASDMIEmployeelOption Planlandlanlemployeelsharel
scheme.lInformationlrelatinglto’theselschemeslisisetloutlininotel37.

The fair value of options granted under the ASDM Option Plan is recognised as an employee benefit expense with a
corresponding increase in equity. The fair value is measured at grant date and recognised over the period during which the
employees become unconditionally entitled to the options.

Thefairlvaluelatigrantidatelislindependentlyldeterminedlusing’a’Black-ScholesloptionlpricingiImodel‘that'takes’intolaccountthe’
exercise price, the term of the option, the impact of dilution, the share price at grant date and expected price volatility of the
underlying share, the expected dividend yield and the risk free interest rate for the term of the option.

Thelfairivaluelofitheloptionsigrantediisiadjusted’tolrefect’marketivestinglconditions, but’excludes’thelimpactiofianylinon-market!
vesting_conditions((forlexample, proftabilitylandlsalesgrowthtargets)._.Non-marketivestinglconditionslarelincludedlinlassumptions!
about the number of options that are expected to become exercisable. At each reporting date, the entity revises its estimate

ASDM Annual Report 2011 > 40



financial report continued

AS AT 30 JUNE 2011

of the number of options that are expected to become exercisable. The employee benefit expense recognised each period
takes into account the most recent estimate. The impact of the revision to original estimates, if any, is recognised in the income
statement with a corresponding adjustment to equity.

Contributed equity
Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue of new shares or options are shown in equity as a deduction, net of tax, from
the proceeds.

Business combinations

The acquisition method of accounting is used to account for business combinations regardless of whether equity instruments or
other assets are acquired.

Thelconsiderationitransferredlisithelsumlofithelacquisition-datelfairivaluesiof'thelassetsitransferred,lequitylinstrumentslissued?
orlliabilitieslincurredibylthelacquirerltolformeriownersiofithelacquireeland’thelamountiofianylnon-controllinglinterestlin‘thel
acquiree.[Forleachlbusinessicombination,lthelnon-controllinglinterestlinithelacquireelisimeasurediatieither fairivalueloriatithel
proportionate share of the acquiree’s identifiable net assets. All acquisition costs are expensed as incurred to profit or loss.

On the acquisition of a business, the consolidated entity assesses the financial assets acquired and liabilities assumed for
appropriate classification and designation in accordance with the contractual terms, economic conditions, the consolidated
entity'sloperatingloriaccountinglpolicieslandlother pertinentconditionslinlexistencelatlthelacquisition-date.

Wherelthelbusinessicombinationlislachievedlinistages, thelconsolidated’entitylremeasures’itsipreviously’heldlequitylinterest!
inithelacquireelat’thelacquisition-datelfairivalueland’theldiferencelbetween the fairivaluelandithelpreviousicarryinglamountlis’
recognised in profit or loss.

Contingent’consideration’tolbeltransferredibythelacquirerlisirecognisedlat'thelacquisition-datelfairivalue..Subsequentichangeslin!
the fair value of contingent consideration classified as an asset or liability is recognised in profit or loss. Contingent consideration
classified as equity is not remeasured and its subsequent settlement is accounted for within equity.

Theldiferencelbetweenlthelacquisition-datelfairivalueloflassetsiacquired,liabilitieslassumedlandianylnon-controllinginterestin’
thelacquireelandthelfairlvaluelofithelconsiderationitransferredland thelfairivaluelofiany pre-existinglinvestmentlinithelacquireelis]
recognisedlasigoodwill.”Ifithelconsiderationltransferredlandithelpre-existinglfairivaluelisilessithanthelfairivaluelofithelidentifable!
net assets acquired, being a bargain purchase to the acquirer, the difference is recognised as a gain directly in profit or loss by the
acquirerion’thelacquisition-date,lbutlonlylaferalreassessmentlofithelidentifcation’andimeasurementlofithelnetlassetslacquired,’
thelnon-controllinglinterestlinithelacquiree,iflany, thelconsiderationitransferredland’thelacquirer'sipreviously’heldlequityinterest!
in the acquirer.

Business combinations are initially accounted for on a provisional basis. The acquirer retrospectively adjusts the provisional
amounts recognised and also recognises additional assets or liabilities during the measurement period, based on new information
obtainedlaboutlthelfactslandcircumstancesithatlexistedlat'thelacquisition-date.]Thelmeasurementlperiodiendslonieither’thel
earlierlof(i)12Zmonthsifrom theldatelof’thelacquisitionlorl(ii);when’thelacquirerireceiveslall’thelinformationlpossibleltoldeterminel
fair value.

Earnings per share
Basic earnings per share

Basic earnings per share is calculated by dividing the profit attributable to the owners of Advanced Surgical Design & Manufacture
Limited, excluding any costs of servicing equity other than ordinary shares, by the weighted average number of ordinary shares
outstanding during the financial year, adjusted for bonus elements in ordinary shares issued during the financial year.

Diluted earnings per share

Diluted earnings per share adjusts the figures used in the determination of basic earnings per share to take into account the after
income tax effect of interest and other financing costs associated with dilutive potential ordinary shares and the weighted average
number of shares assumed to have been issued for no consideration in relation to dilutive potential ordinary shares.

ASDM Annual Report 2011 > 41



financial report continued

FOR THE YEAR ENDED 30 JUNE 2011

Goods and Services Tax (‘GST’) and other similar taxes

Revenues, expenses and assets are recognised net of the amount of associated GST, unless the GST incurred is not recoverable
from the tax authority. In this case it is recognised as part of the cost of the acquisition of the asset or as part of the expense.

Receivables and payables are stated inclusive of the amount of GST receivable or payable. The net amount of GST recoverable
from, or payable to, the tax authority is included in other receivables or other payables in the statement of financial position.

Cashlfowslarelpresentedion’algrossbasis./ ThelGSTIlcomponentsioficashifowslarisinglfromlinvestinglorifnancinglactivitiesiwhichl
arelrecoverablelfrom,lorlpayableltoltheltaxlauthority,larelpresentediasioperatingicashifows.

Commitments and contingencies are disclosed net of the amount of GST recoverable from, or payable to, the tax authority.

Rounding of amounts

Thelcompanylisiofiakkindlreferred toliniClassiOrder98/100,lissuedlby thelAustralianSecuritieslandlInvestments:Commission,]
relatingltol'rounding-of’.JAmountslinithisireportlhavelbeenroundedloflinlaccordancelwith’that!ClassiOrder’tolthelnearest!
thousand dollars, or in certain cases, the nearest dollar.

New Accounting Standards and Interpretations not yet mandatory or early adopted

Australian Accounting Standards and Interpretations that have recently been issued or amended but are not yet mandatory, have
not been early adopted by the consolidated entity for the annual reporting period ended 30 June 2011. The consolidated entity’s
assessment of the impact of these new or amended Accounting Standards and Interpretations, most relevant to the consolidated
entity, are set out below.

AASB2009-121AmendmentsitolAustralian/Accounting’Standards

These amendments are applicable to annual reporting periods beginning on or after 1 January 2011. These amendments make
numerous editorial amendments to a range of Australian Accounting Standards and Interpretations, which have no major impact
onlthelrequirementsiofithelamended pronouncements.[Thelmainlamendmentlis’tolAASBI8I'‘Operating.SegmentsTandlrequiresian’
entity to exercise judgement in assessing whether a government and entities known to be under the control of that government
are considered a single customer for the purposes of certain operating segment disclosures. The adoption of these amendments
from 1 July 2011 will not have a material impact on the consolidated entity.

AASB9Financialllnstruments,[2009-11lAmendmentsitolAustralian’/Accounting’Standardslarisinglfrom!AASBI9land2010- 7!
Amendments to Australian Accounting Standards arising from AASB ¢

This standard and its consequential amendments are applicable to annual reporting periods beginning on or after 1 January
2013land completesiphaselllofithell ASB's projectitolreplacell ASI39](beinglthelinternationallequivalentito! AASB139 Financial’
Instruments:’RecognitionlandMeasurement’)./ ThisIstandard’introducesinewclassifcationlandimeasurementmodels’for/fnancial’
assets, using a single approach to determine whether a financial asset is measured at amortised cost or fair value. To be classified
and measured at amortised cost, assets must satisfy the business model test for managing the financial assets and have certain
contractuallcashlfow.characteristics./AlllotherIfnanciallinstrumentlassetsiaretolbelclassifedandimeasuredatifairivalue [This!
standardlallowslanlirrevocablelelectionlonlinitiallrecognition’to/present’gains’and’lossesonlequity’instrumentsi(that’are’not’held-
for-trading)linlothericomprehensivelincome, with!dividendslaslalreturnionltheselinvestmentsibeinglrecognisediinlproftioriloss.linl
addition, those equity instruments measured at fair value through other comprehensive income would no longer have to apply any
impairment requirements nor would there be any ‘recycling’ of gains or losses through profit or loss on disposal. The accounting
for financial liabilities continues to be classified and measured in accordance with AASB 139, with one exception, being that the
portion of a change of fair value relating to the entity’s own credit risk is to be presented in other comprehensive income unless
it would create an accounting mismatch. The consolidated entity will adopt this standard from 1 July 2013 but the impact of its
adoption is yet to be assessed by the consolidated entity.
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AASB124RelatedPartylDisclosuresi(Decemberi2009)

This revised standard is applicable to annual reporting periods beginning on or after 1 January 20m. This revised standard
simplifies the definition of a related party by clarifying its intended meaning and eliminating inconsistencies from the definition.
Theldefnitionlnowlidentifes’asubsidiarylandlan’associatelwith'thelsamelinvestoriasirelated’parties ofleachlother;lentities]
signifcantlylinfuencedlbylonelpersonlandlentitiesisignifcantlylinfuencedlbylalcloseImemberlofithelfamilylofithat person’arelnol
longerlrelated’partiesiofleachlother;land:wheneverlalperson’orientitylhasiboth’jointicontrolloveria’secondlentitylandljointicontroll
orlsignifcantlinfuenceloverlalthirdlparty,thelsecondlandithirdlentitieslare related toleachlother. Thislrevisedlstandardlintroduces!
alpartiallexemptionlofidisclosurelrequirementiforigovernment-relatedentities. Theladoption ofthisistandard from1/July’2011willl
not have a material impact on the consolidated entity.

AASB2010-4IFurther’Amendments(to’Australian’/Accounting’Standards’arising:fromithelAnnualllmprovementsProject

These amendments are applicable to annual reporting periods beginning on or after 1 January 2011. These amendments are
alconsequencelofithelannuallimprovementsiprojectland’make numerousinon-urgentlbutinecessary’amendmentstolalrangel
oflAustralianl/AccountingiStandards’andlinterpretations..Thelamendmentsiprovidelclarifcationlofldisclosuresiin/AASBI7!

‘Financial Instruments: Disclosures’, in particular emphasis of the interaction between quantitative and qualitative disclosures
andlthelnatureland’extentlofiriskslassociatediwith’fnanciallinstruments; clarifesithatlanlentitylcanipresentlanianalysisiofiother]
comprehensive income for each component of equity, either in the statement of changes in equity or in the notes in accordance
with/AASBI101*Presentation’oflFinancial’Statements’;;andlprovidesiguidancelonltheldisclosurelofisignifcantleventsiand!
transactionslinf/AASBI134 InterimlFinancial’Reporting’ [Theladoptionlofitheselamendmentsifrom1lJuly’201lwilllnotlhavelaimateriall
impact on the consolidated entity.

AASB2010-5]/Amendmentsitol/Australian’/AccountingiStandards

These amendments are applicable to annual reporting periods beginning on or after 1 January 2011. These amendments makes
numerous editorial amendments to a range of Australian Accounting Standards and Interpretations, including amendments to
refectichanges'madeltoltheltextlof InternationallFinanciallReporting’StandardsibylthellnternationallAccountingIStandardsBoard..
The adoption of these amendments from 1 July 2011 will not have a material impact on the consolidated entity.

IFRSII0I(AASBI10).ConsolidatediFinanciallStatements

This standard is applicable to annual reporting periods beginning on or after 1 January 2013. The standard has a new definition of
‘control’IControllexistsiwhenthelreportinglentitylisiexposed,lor’has thelrights,tolvariablelreturnsi(e.g. dividends,.remuneration,’
returns’thatlarelnotlavailableltolotherlinterest’holderslincludingllosses) fromiitslinvolvementiwithlanotherlentity’and’has’thel
abilityltolafectithoselreturnsithroughlitsl‘power’loverthatlotherlentity.lAlreportinglentitylhasipoweriwhenlit’haslrightsi(e.g..voting!
rights,/potentialivotinglrights,rightsito’appointlkeylmanagement, decision’makinglrights, kickloutlrights) that'givelit'thelcurrentl
abilityltoldirect’thelactivities'thatlsignifcantlylafectlthelinvestee’sireturnsi(e.g.loperatinglpolicies, capitalldecisions,;appointment!
oflley’management)._Thelconsolidatedlentity’willlnotlonly’haveltolconsiderlitsiholdingslandlrightsibutialsolthelholdingsiandirights]
of other shareholders in order to determine whether it has the necessary power for consolidation purposes. The adoption of this
standard from1lJuly’2013may havelanlimpact'where’thelconsolidatedentitylhasia’holdingloflless’thanl50%inlan entity,/has de’
facto control, and is not currently consolidating that entity.

IFRSI12[(AASB12)IDisclosure oflInterestsiinlOtherlEntities

This standard is applicable to annual reporting periods beginning on or after 1 January 2013. It contains the entire disclosure
requirement associated with other entities, being subsidiaries, associates and joint ventures. The disclosure requirements have
beenisignifcantly’enhancediwhenicompared toltheldisclosuresipreviouslyllocatedlinlAASBI1271‘Consolidated TandISeparatel
FinanciallStatements’ /AASB128['Investmentslin]/Associates’,JAASBIL3!I'Interestslin’JointlVentures'[Interpretation’12]‘Service!
Concession Arrangements’ and Interpretation 13 ‘Customer Loyalty Programmes’. The adoption of this standard from 1 July 2013
will significantly increase the amount of disclosures required to be given by the consolidated entity such as significant judgements
andlassumptionsimadelby’thelconsolidatedlentitylin’determiningiwhetherlit’has’a’controllinglorinon-controllinglinterestlinlanother’
entity’anditheltypelofinon-controllinglinterest’andithelnaturelandlriskslinvolved.
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IFRSI13[(AASBI13) FairlValuelMeasurement

This standard is applicable to annual reporting periods beginning on or after 1 January 2013. The standard provides a single
robust measurement framework, with clear measurement objectives, for measuring fair value using the ‘exit price’ and it provides
guidance on measuring fair value when a market becomes less active. The ‘highest and best use’ approach would be used to
measure assets, but not liabilities. As the standard does not introduce any new requirements for the use of fair value, its impact
on adoption by the consolidated entity from 1 July 2013 should be minimal, although there will be increased disclosures where fair
value is used.

IASI271(AASBI127)ISeparatelFinancial'Statements(Revised)
IASI28[(AASBI128)linvestmentsiinf/Associates’andlJoint’Ventures (Reissued)

These standards are applicable to annual reporting periods beginning on or after 1 January 2013. They have been modified to
remove specific guidance that is now contained in IFRS 10, IFRS 11 and IFRS 12. The adoption of these revised standards from 1
July 2013 will not have a material impact on the consolidated entity.

IASIII(AASBI101)IPresentationloflFinancial’Statements](Revised)

This revised standard is applicable to annual reporting periods beginning on or after 1 July 2012. The amendments requires
grouping together of items within other comprehensive income on the basis of whether they will eventually be ‘recycled’ to the
profit or loss. The change provides clarity about the nature of items presented as other comprehensive income and their future
impact. The adoption of the revised standard from 1 July 2012 will impact the consolidated entity’s presentation of its statement
of comprehensive income.

AASBI1054]AustralianlAdditionallDisclosures

ThisIStandardlislapplicableltolannuallreportinglperiodslbeginninglonlorlaferil’Julyl201LIThelstandardisetslout’thelAustralian-
specific disclosures, which are in addition to International Financial Reporting Standards, for entities that have adopted
Australian Accounting Standards. The adoption of these amendments from 1 July 2011 will not have a material impact on the
consolidated entity.

AASB2011-’AmendmentsitolAustralian/AccountingStandardslarising’fromithelTrans-TasmanConvergencelProjectland/AASB!
2011-2IAmendments’tolAustralianlAccountingIStandardslarisinglfromithelTrans-TasmanlConvergencelProject’-IReduced!
Disclosure Requirements

These amendments are applicable to annual reporting periods beginning on or after 1 July 2011. They make changes to a range of
Australian Accounting Standards and Interpretations for the purpose of closer alignment to IFRSs and harmonisation between
Australianland/NewiZealand Standards._Thelamendmentsiremovelcertainlguidancelandldefnitionsifrom Australian’/Accounting’
Standards for conformity of drafting with International Financial Reporting Standards but without any intention to change
requirements. The adoption of these amendments from 1 July 2011 will not have a material impact on the consolidated entity.

AASB2011-4]AmendmentsitolAustralianlAccountingIStandardsitolRemovelindividuallKeyManagementPersonnelDisclosure!l
Requirement

These amendments are applicable to annual reporting periods beginning on or after 1 July 2013, with early adoption not permitted.
Theylamend!AASB124]'RelatedIPartylDisclosures’byremovingitheldisclosurelrequirementsiforlindividuallkeylmanagementl
personnel (KMP).[Theladoptionlofitheselamendmentsfromill.July’2013willlremovelthelduplicationlof relatingltolindividuallKMPI
inithelnotesitolthelfnanciallstatementslanditheldirectorsireport. /AsithelaggregateldisclosureslarelstilllrequiredibylAASBI1247and]
during the transitional period the requirements may be included in the Corporations Act or other legislation, it is expected that
the amendments will not have a material impact on the consolidated entity.
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NOTE 2. CRITICAL ACCOUNTING JUDGEMENTS, ESTIMATES AND ASSUMPTIONS

The preparation of the financial statements requires management to make judgements, estimates and assumptions that affect

the reported amounts in the financial statements. Management continually evaluates its judgements and estimates in relation to
assets, liabilities, contingent liabilities, revenue and expenses. Management bases its judgements, estimates and assumptions on
historical experience and on other various factors, including expectations of future events, management believes to be reasonable
under the circumstances. The resulting accounting judgements and estimates will seldom equal the related actual results. The
judgements, estimates and assumptions that have a significant risk of causing a material adjustment to the carrying amounts of
assets and liabilities within the next financial year are discussed below.

Provision for impairment of inventories

The provision for impairment of inventories assessment requires a degree of estimation and judgement. The level of the provision
is assessed by taking into account the recent sales experience, the ageing of inventories and other factors that affect inventory
obsolescence.

Estimation of useful lives of assets

The consolidated entity determines the estimated useful lives and related depreciation and amortisation charges for its

property, plant and equipment and finite life intangible assets. The useful lives could change significantly as a result of technical
innovations or some other event. The depreciation and amortisation charge will increase where the useful lives are less than
previouslylestimated(lives,lor’technicallylobsoletelorinon-strategiclassets thatlhavelbeenlabandonedorisoldiwilllbelwritenlofor]
written down

Goodwill

The consolidated entity tests annually, or more frequently if events or changes in circumstances indicate impairment, whether
goodwill have suffered any impairment, in accordance with the accounting policy stated in note 1. The recoverable amounts
oflcash-generatinglunitsihavelbeenldetermined’based onlvalue-in-uselcalculations.”Theselcalculationsirequire’theluselof!
assumptions, including estimated discount rates based on the current cost of capital and growth rates of the estimated future
cashlfows.

Impairment of non-financial assets other than goodwill

Thelconsolidatedlentitylassesseslimpairmentiofinon-fnanciallassetsiotherithanigoodwilllat’eachreportingldate’bylevaluating!
conditions specific to the consolidated entity and to the particular asset that may lead to impairment. If an impairment trigger
exists, thelrecoverablelamountlofithelassetlisildetermined..Thislinvolveslfairlvaluellessicostsitolselllorivalue-in-uselcalculations,!
which incorporate a number of key estimates and assumptions.

Recovery of deferred tax assets

Deferred tax assets are recognised for deductible temporary differences only if the consolidated entity considers it is probable
that future taxable amounts will be available to utilise those temporary differences and losses.

Long service leave provision

As discussed in note 1, the liability for long service leave is recognised and measured at the present value of the estimated future
cashlfowsltolbelmadelinlrespectlofialllemployeesiat’thelreportingidate./Inldetermining’thelpresentivaluelofithelliability,/estimates]
oflatritionlrateslandlpay’increases'through!promotioniandiinfationlhave beenltakenlintolaccount.

Lease make good provision

A provision has been made for the present value of anticipated costs for future restoration of leased premises. The provision
includes future cost estimates associated with closure of the premises. The calculation of this provision requires assumptions such
as application of closure dates and cost estimates. The provision recognised for each site is periodically reviewed and updated
based on the facts and circumstances available at the time. Changes to the estimated future costs for sites are recognised in the
statement of financial position by adjusting both the expense or asset, if applicable, and provision.
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FOR THE YEAR ENDED 30 JUNE 2011

NOTE 3. OPERATING SEGMENTS

Identification of reportable operating segments

The consolidated entity operates in one segment being the sale, manufacture and design of surgical implants This is based on the
internallreportsithatlarelreviewedlandlused’by’thelBoardlof Directorsi(wholarelidentifedlasitheChiefiOperatingIDecision]Makers!
(‘CODM))linlassessing performancelandlinideterminingthelallocationloflresources.[Therelisinolaggregationlof!

operating segments.

The consolidated entity operates predominately in one geographical region being Australia.

Major customers

Duringlthelyearlended’301Junel201llapproximately’66%(2010:164%) of thelconsolidated entity’slexternallrevenuelwas derived!
from sales to two major hospital groups.

NOTE 4. REVENUE

Consolidated
2011 2010
$'000 $000
Sales revenue

Sale of goods 71951 6,027!
Sale of intellectual property - 1,2801
71950 7,3071

Other revenue
Interest 19 181
Sub-leaselrentals 1561 145]
1750 1631
Revenue 7,3701 74701
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FOR THE YEAR ENDED 30 JUNE 2011

NOTE 5. EXPENSES
Consolidated

201 2010

$'000 $000
Loss before income tax includes the following specific expenses:
Depreciation
Plant and equipment 415] 5391
Fixtures and fittings 208! 18610
Leasehold improvements 49] 28
Lease make good 60! 6010
Instrument sets 230 268
Total depreciation 9620 1,081
Amortisation
Website 21 9
Patents and trademarks 520 341
Total amortisation 730 431
Total depreciation and amortisation 1,0350 1,1241
Impairment
Goodwill 585 -
Inventories 184 107
Trade receivables 122 -
Total impairment 891 107
Finance costs
Interestland’fnancelchargesipaid/payable 230 132
Net foreign exchange loss
Net foreign exchange loss 63! 1160
Net loss on disposal
Net loss on disposal of property, plant and equipment -l 1
Rental expense relating to operating leases
Minimum lease payments 697! 688!
Superannuation expense
Defined contribution superannuation expense 2531 232
Share-basedipaymentsiexpense
Share-basedlpaymentsiexpense 70 250
Employeelbeneftsiexpense
Employeelbeneftsiexpense 2,659 2,232
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FOR THE YEAR ENDED 30 JUNE 2011

NOTE 6. INCOME TAX EXPENSE

Consolidated

201 2010
$'000 $000
Income tax expense
Deferred tax 2761 2597
Aggregate income tax expense 276! 2591
Deferred tax included in income tax expense comprises:
Decreaselinldeferreditaxiassets!(notell3) 27610 2771
Decreaselinldeferreditaxiliabilitiesl(notell8) -l (18)1
2761 2591
Numerical reconciliation of income tax expense to prima facie tax payable
Loss before income tax expense (2989) (637)
TaxlatlthelAustralian'tax‘ratelof’30% (897) (199)
Taxlefectlamountsiwhichlare’not’deductible/(taxable)linlcalculatingltaxablelincome:
Impairment of goodwill 1750 Sl
[7Share-based payments 2 7l
Concessional research and development expenditure treatment (241) (1oy)
Investment allowance - (28)
Sundry items (59) (27
(1,020) (340)
Current year tax losses not recognised 8971 2781
Prior year tax losses previously recognised now not recognised 399 321
Income tax expense 276! 2591
Amounts charged directly to equity
Deferredtaxlassetsl(notell3) 60! 65!
Tax losses not recognised
Unused tax losses for which no deferred tax asset has been recognised 6,317] 1,995!
Potentialitaxlbeneft/@130% 1,895] 599!

The above potential tax benefit for tax losses has not been recognised in the statement of financial position. These tax losses can
only be utilised in the future if the continuity of ownership test is passed, or failing that, the same business test is passed.
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NOTE 7. CURRENT ASSETS - CASH AND CASH EQUIVALENTS

Consolidated

201 2010
$'000 $'000
Cash on hand 161 7231

Reconciliation to cash and cash equivalents at the end of the financial year

The above figures are reconciled to cash and cash equivalents at the end of the financial year as shown in the statement of cash
flows as follows:

Consolidated

2011 2010

$'000 $000

Balances as above 16 723
Bankloverdrafti(notel5) (188) -
Balance as per statement of cash flows (172) 723

NOTE 8. CURRENT ASSETS - TRADE AND OTHER RECEIVABLES

Consolidated

2011 2010

$'000 $000

Trade receivables 1,019 9590
Less: Provision for impairment of receivables (122) -
897 959

Other receivables 1 50
Prepayments 1641 410
1,062! 1,008]

Impairment of receivables

Thelconsolidated’entitylhasirecognised’alprovision’$122,0007(2010:I$nil) inlcorporateland’administration’expensesiiniproftiorloss,]
in respect of impairment of receivables for the year ended 30 June 20m.

The ageing of impaired receivables recognised above are as follows:

Consolidated

20 2010

$'000 $'000

1to 2 months overdue 471 -
3ltol4Imonthsloverdue 750 -
122 -
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Movements in the provision for impairment of receivables are as follows:

Consolidated

20M 2010
$'000 $000
Additional provisions recognised 122 Sl

Past due but not impaired

Customers with balances past due but without provision for impairment of receivables amount to $32,000 as at 30 June 2011
($304,0000at’301Junel2010).[Thelconsolidatedentityldidinoticonsideria’creditlrisklon’thelaggregatelbalanceslaferireviewingl
agency credit information and credit terms of customers based on recent collection practices.

The ageing of the past due but not impaired receivables are as follows:

Consolidated

20m 2010
$'000 $'000
1to 2 months 171 2810
3tol4imonths 150 23
32 304!
NOTE 9. CURRENT ASSETS - INVENTORIES

Consolidated
201 2010
$'000 $'000
Rawlmaterials-latlcost 4221 550!
Worklinlprogressl-laticost 1471 162!
Finished goods-latllowerloficostlorinetirealisablelvalue 2,299 2,122
2,868 2,8341

Writeldownsloflinventoriestolnetlrealisablelvaluelrecognisedlasianlexpenselduringithelyearlended’301Junel201lamounted’tol
$184,0001(2010:1$107,000).]Thelexpense’hasibeen’includedlin’costiofisalesTinlproftiorlloss.

NOTE 10. NON-CURRENT ASSETS - RECEIVABLES

Consolidated

201 2010
$'000 $'000
Other receivables 2171 205]

Impaired receivables or receivables past due

Nonelofithelnon-currentireceivablesiarelimpairedloripast’duelbutinotlimpaired.
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NOTE 11. NON-CURRENT ASSETS - PROPERTY, PLANT AND EQUIPMENT
Consolidated

201 2010

$000 $000

Plantlandlequipment’-laticost 6,659! 6,625!
Less: Accumulated depreciation (5173) (4,758)
1,486! 1,867

FixtureslandIftings -laticost 1,763 1,419
Less: Accumulated depreciation (902) (694)
861! 7251

Leaseholdlimprovements’-laticost 2791 2791
Less: Accumulated depreciation (224) (L75)
550 1041

Leaselmakelgoodi-lat’cost 2941 288
Less: Accumulated depreciation (200) (140)
94 1481

Instrumentisets-latlcost 2,190 2,092
Less: Accumulated depreciation (1,004) (774)
1,186 1,318!

3,6821 4162
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Reconciliations

Reconciliations of the written down values at the beginning and end of the current and previous financial year are set out below:

Plant and Fixtures and Leasehold Lease make Instrument
equipment fittings improvements good sets Total
$'000 $'000 $'000 $'000 $'000 $'000

Consolidated
Balance at 1 July 2009 2,368 595! 132 203 1,1510 4,449]
Additions 421 3160 -l 50 492] 8550
Additions through business
combinationsl(notel31) 1 - -l - - 1
Disposals (5) - 10 10 - (5)
Transferslin/(out) 4 - 00 00 (57) (57)
Depreciation expense (539) (186) (28) (60) (268) (1,081
Balance at 30 June 2010 1,8671 7251 1041 1481 1,3181 41621
Additions 341 3441 IS 67 981 4821
Depreciation expense (415) (208) (49) (60) (230) (962)
Balance at 30 June 20m 1,4861 861l 550 941 11860 3,6821

Property, plant and equipment secured under finance leases

Referltolnotel28forldetailedlinformationioniproperty,plantiandlequipment’securedliunderifnancelleases.:

NOTE 12. NON-CURRENT ASSETS - INTANGIBLES

Consolidated

20M 2010

$'000 $'000

Goodwilll-lat’cost 585 585]
Less: Impairment (585) Sl
-l 5851

Websitel-latlcost 121 121
Less: Accumulated amortisation (74) (53)
471 68!

Patents’andltrademarks[-lat’cost 4721 4221
Less: Accumulated amortisation (241 (189)
231 233

278 8861
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Reconciliations

Reconciliations of the written down values at the beginning and end of the current and previous financial year are set out below:

Patents and

Goodwill Website trademarks Total
$'000 $'000 $'000 $'000

Consolidated
Balance at 1 July 2009 [0 22 208! 230
Additions [0 550 591 114
Additions’throughlbusiness.combinationsi(notel31) 585! I IS 5851
Amortisation expense -0 9 (34) (43)
Balance at 30 June 2010 15851 68! 233 886!
Additions - -l 501 50!
Impairment of assets 1(585) 10 - (585)
Amortisation expense [0 (21 (52) (73)
Balance at 30 June 201 - 471 231 278

Impairment tests for goodwill

GoodwilllisTallocated tolthelconsolidated entity’sicash-generatinglunitsl('CGUs')lidentifedlinlaccordanceltolbusiness’segmentland!
country of operation. All of the goodwill has been allocated to the consolidated entity’s UK operations.

Due to market conditions in the UK, management considered the recoverability of goodwill and determined that it was fully
impaired. The impairment for the year is included in corporate and administration expenses in profit or loss.
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NOTE 13. NON-CURRENT ASSETS - DEFERRED TAX

Consolidated

20mM 2010
$000 $'000
The balance comprises temporary differences attributable to:
Amounts recognised in profit or loss:
Tax losses ol 399
Other provisions and accruals 4241 301
4241 7001
Amounts recognised in equity:
Transaction costs on share issue 380 98l
381 98]
Deferred tax asset 4620 7981
Movements:
Opening balance 798[ 114010
Chargeditolproftlorilossi(notel6) (276) (277)
Charged to equity (60) (65)
Closing balance 4620 7981

At 30 June 2070 tax losses were recognised to the extent that they were forecast to be utilised in 2011. The tax losses were
subsequently reversed to profit or loss in the current financial year due to the financial results not meeting expectations.

NOTE 14. CURRENT LIABILITIES - TRADE AND OTHER PAYABLES

Consolidated
20mM 2010
$000 $'000
Trade payables 445] 274]
Accrued expenses 4031 393
Other payables 352 3460
1,200 1,013

Referltolnotel24fordetailedlinformationlon fnanciallinstruments.
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NOTE 15. CURRENT LIABILITIES - BORROWINGS

Consolidated

20M 2010

$'000 $'000

Bank overdraft 188! -l
Bank loans 399 2070
Other loans - 609!
Lease liability 64[ 90
6511 906!

Referltolnotell7[forlfurtherlinformationlonlassets pledgedias’security’and fnancinglarrangementsiand.notel24 forldetailed!

information on financial instruments.

NOTE 16. CURRENT LIABILITIES - PROVISIONS

Consolidated

201 2010
$000 $'000
Employeelbenefts 1831 13

NOTE 17. NON-CURRENT LIABILITIES - BORROWINGS

Consolidated

201 2010

$'000 $000

Bank loans 1,3631 658!
Related party loans 5700 -
Lease liability 461 97l
19791 755]

Referltolnotel24lforldetailedlinformationlonifnanciallinstruments.

Total secured liabilities

Theltotallsecuredliabilities(current’andinon-current)larelasifollows:

Consolidated

201 2010

$'000 $'000

Bank overdraft 1881 -l
Bank loans 1,7620 8650
Lease liability 10 1871
2,060! 1,052]
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Note 17. Non-Current Liabilities - Borrowings (continued)

Assets pledged as security
Thelcarryinglamountsiofiassetsipledged asisecuritylforicurrent’and’non-current’borrowingslare:

Consolidated

201 2010

$000 $000

Cash and cash equivalents 160 7231
Receivables 1,019 9591
Plant and equipment 5281 2171
1,5630 1,8991

Financing arrangements

Unrestricted access was available at the reporting date to the following lines of credit:

Consolidated

2011 2010
$'000 $'000
Total facilities
Bank overdraft 500! 500!
Bank loans 1,762 8650
2,262] 1,365]
Used at the reporting date
Bank overdraft 1881 Bl
Bank loans 1,7620 865(
1,9501 865!
Unused at the reporting date
Bank overdraft 312 500!
Bank loans Il -
312 500!
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NOTE 18. NON-CURRENT LIABILITIES - DEFERRED TAX

Consolidated
20mM 2010
$'000 $'000
Movements:
Opening balance -l 18]
Crediteditolproftlorilossi(notel6) -l (L8)1
Closing balance Sl Bl

NOTE 19. NON-CURRENT LIABILITIES - PROVISIONS

Consolidated

20m 2010
$000 $'000

Employeelbenefts 31 53]
Lease make good 2941 288!l
325] 3411

Lease make good

The provision represents the present value of the estimated costs to make good the premises leased by the consolidated entity at
the end of the respective lease terms.

Lease
make good
$'000

Consolidated - 20m
Carrying amount at the start of the year 288
Additional provisions recognised 6
Carrying amount at the end of the year 294
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NOTE 20. EQUITY - CONTRIBUTED

Consolidated Consolidated

201 2010 2011 2010

Shares Shares $'000 $'000

Ordinarylshares[-fully’paid 35,298,996! 35,298,996( 8,855!( 8915
Movements in ordinary share capital

Details Date No of shares  Issue price $’000

Balance 1July 2009 35,298,996 - 8980

Less: Tax effect on transaction costs arising on share issue 30 June 2010 Sl - (65)

Balance 30 June 2010 35,298,996! 8915

Less: Tax effect on transaction costs arising on share issue 30 June 201 -l - (60)

Balance 30 June 2011 35,298,996 8,855

Ordinary shares
Ordinary shares entitle the holder to participate in dividends and the proceeds on the winding up of the company in proportion

to the number of and amounts paid on the shares held. The fully paid ordinary shares have no par value.

On a show of hands every member present at a meeting in person or by proxy shall have one vote and upon a poll each share
shall have one vote.

Share buy-back
Therelisinolcurrentlon-marketisharelbuy-back.

Capital risk management

The consolidated entity’s objectives when managing capital are to safeguard its ability to continue as a going concern, so that it
can provide returns for shareholders and benefits for other stakeholders and to maintain an optimum capital structure to reduce
the cost of capital.

In order to maintain or adjust the capital structure, the consolidated entity may adjust the amount of dividends paid to
shareholders, return capital to shareholders, issue new shares or sell assets to reduce debt.

The consolidated entity would look to raise capital when an opportunity to invest in a business or company was seen as value
adding relative to the current parent entity’s share price at the time of the investment. The consolidated entity is not actively
pursuing additional investments in the short term as it continues to integrate and grow its existing businesses in order to
maximise synergies.

The capital risk management policy remains unchanged from the 30 June 2010 Annual Report.

The consolidated entity monitors capital on the basis of the gearing ratio. This ratio is calculated as net debt divided by total
capital.Net'debtlislcalculated’astotal’borrowingsl(including’‘tradeland.otherlpayables’and*borrowingsTasishownlin‘thelstatement’
of fnanciallposition)llessi‘cashland.cash’equivalentsTas’shownin‘thelstatementlof fnanciallposition. Total_capitallisicalculatedlas!
‘totallequityTasishownlinithe statementloflfnanciallpositioni(includinglnon-controllinglinterest) plusinet’debt.
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The gearing ratio at the reporting date was as follows:

Consolidated

20m 2010

$'000 $'000

Currentlliabilitiesl-‘tradelandlotherlpayablesi(notell4) 1200 1,013
Currentlliabilitiesl-lborrowingsi(notell5) 6511 906!
Non-currentlliabilities!-.borrowings(notell7) 19791 755!
Total borrowings 3,830 2,6741
Currentlassets!-Icashland cashlequivalents (notel7) (16) (723)
Net debt 3,8141 1,951
Total equity 4,247] 7,485]
Total capital 8,061 9,436!
Gearing ratio 47% 21%

NOTE 21. EQUITY - RESERVES

Consolidated

2011 2010
$'000 $'000

Foreign currency reserve 47 (33)
Share-basedlpaymentsireserve 5211 5141
568! 4811

Foreign Share-based

currency payments Total
$'000 $'000 $'000

Consolidated
Balance at 1 July 2009 (33)0 489! 4561
Share-basedlpayments Sl 25] 250
Balance at 30 June 2010 (33)0 5141 4811
Foreign currency translation 80 [0 80
Share-basedipayments 10 70 7l
Balance at 30 June 20m 47 5211 568

Foreign currency reserve

The reserve is used to recognise exchange differences arising from translation of the financial statements of foreign operations to
Australian dollars. It is also used to recognise gains and losses on hedges of the net investments in foreign operations.

Share-based payments reserve

The reserve is used to recognise the value of equity benefits provided to employees and directors as part of their remuneration,
and other parties as part of their compensation for services.
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NOTE 22. EQUITY - ACCUMULATED LOSSES

Consolidated

201 2010

$'000 $'000

Accumulated losses at the beginning of the financial year 1919 (L015)
Loss after income tax expense for the year (3,265) (896)
Accumulated losses at the end of the financial year (5176) (Lot

NOTE 23. EQUITY - DIVIDENDS

Dividends

There were no dividends paid or declared during the current or previous financial year.

Franking credits

Consolidated

20m 2010
$'000 $'000
Franking creditslavailablelfor’subsequent’fnanciallyears’basedlonlaltaxiratelofl30% 320 320

The above amounts represent the balance of the franking account as at the end of the financial year, adjusted for:

o1 frankinglcreditsthat'willlariselfrom’thelpaymentiof.thelamountiofithelprovisioniforlincomeltaxat’thelreporting'date
. frankingldebitsithat'willlarise’fromithelpaymentiofidividendsirecognisedlasialliabilitylatithelreportingidate
. frankinglcreditsithatiwilllariselfromithelreceiptlofidividendsrecognisedlasireceivablesiatithelreportingidate

NOTE 24. FINANCIAL INSTRUMENTS
Financial risk management objectives

Thelconsolidatedlentity'slactivitieslexposelititolalvarietylofifnancial’risks:Imarketlriski(including foreignicurrencylrisk’andlinterest!
ratelrisk),/creditlrisklandlliquiditylrisk..Thelconsolidatedlentity'sloveralllrisklmanagementlprogramifocusesionithelunpredictabilityl
of financial markets and seeks to minimise potential adverse effects on the financial performance of the consolidated entity.

The consolidated entity uses different methods to measure different types of risk to which it is exposed. These methods include
sensitivity analysis in the case of interest rate, foreign exchange and other price risks, ageing analysis for credit risk and beta
analysis in respect of investment portfolios to determine market risk.

Riskimanagementisicarriedloutlby’seniorifnancelexecutives(‘fnance’).underipoliciesiapprovedibyithelBoard ofIDirectors]
(‘Board’).[Theselpoliciesiincludelidentifcationland analysisiof thelrisklexposurelofithelconsolidatedlentitylandlappropriatel
procedures, controls and risk limits. Finance identifies, evaluates and hedges financial risks within the consolidated entity’s
operating units. Finance reports to the Board on a monthly basis.

Market risk

Foreign currency risk

The consolidated entity undertakes certain transactions denominated in foreign currency and are exposed to foreign currency
risk’throughlforeigniexchangelratelfuctuations.

Foreign exchange risk arises from future commercial transactions and recognised financial assets and financial liabilities
denominatedlinlialcurrencyithatlisinot’thelentity'sifunctional’currency.IThelrisklisimeasuredlusingsensitivitylanalysisiand.cash fow:
forecasting.
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The carrying amount of the consolidated entity’s foreign currency denominated financial assets and financial liabilities at the
reporting date was as follows:

Assets Liabilities

201 2010 2071 2010
$'000 $'000 $'000 $'000

Consolidated
Euros 90 202 571 1801
Pound Sterling - 10 Sl 6l
Swiss Francs - - 16l 8!
US Dollars 1261 10 1431 180
1161 222 2161 212

Thelconsolidatedlentitylhadlnetlliabilities’denominatedliniforeignicurrencies ofl$100,000(assets!$116,000lesslliabilities$216,000)1
aslatl301June2011[(2010:Inetlcurrentlassets of $10,0001(assets!$222,000 lesslliabilities$212,000)).[Based.onthislexposure lhadthe!l
AustralianiDollar’weakened/strengthened’byll0%(2010::weakened / strengthened by10%) against’these foreignicurrenciesiwith’
alllotherlvariableslheldiconstant, thelconsolidatedlentity'siproftibeforeltax’for’thelyeariwouldihavelbeen’$10,000 higher/llower’
(2010:$1,000lower /’higher)landlequitylwouldlhavelbeen’$10,00 higher/llower(2010:1$1,000lower/’higher).[ Thelpercentage!
change is the expected overall volatility of the significant currencies, which is based on management’s assessment of reasonable
possiblelfuctuationsitakinglintolconsiderationiImovementsioverthellast/6lmonthsieach’yearlandithelspotiratelatieachlreportingl
date.[Thelactuallforeignlexchangellossiforithelyearlended 30 June’201iwas $63,0000(2010:/loss 0f’$116,000).

Price risk

The consolidated entity is not exposed to any significant price risk.

Interest rate risk
Thelconsolidatedlentity’simainlinterestiratelrisk’arises:fromllong-termlborrowings..Borrowingslissuedlatlvariablerates’expose!

the consolidated entity to interest rate risk. Borrowings issued at fixed rates expose the consolidated entity to fair value interest
rate risk.

Forlthelconsolidatedlentity’thelbanklandlotherlloansioutstanding, totalling$1,950,0001(2010:1$865,000), arelprincipallandlinterest!
paymentlloans..ThelminimumIprincipallirepaymentslof$399,0001(2010:1$816,000)/arelduelduring’thelyearlending’30June2012]
(2010:1301June’2011)for theselloans.

The consolidated entity is not exposed to any significant interest rate risk.

Credit risk

Credit risk is managed on a consolidated entity basis. 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 a strict code of credit,
including obtaining agency credit information, confirming references and setting appropriate credit limits. The consolidated
entity obtains guarantees where appropriate to mitigate credit risk. The maximum exposure to credit risk at the reporting date
to recognised financial assets, is the carrying amount, net of any provisions for impairment of those assets, as disclosed in the
statement of financial position and notes to the financial statements. The consolidated entity does not hold any collateral.

Liquidity risk
VigilantZliquidityZriskkmanagementirequires thelconsolidatedlentityltolmaintainisufcientlliquidiassetsi(mainlylcashlandcashl
equivalents)landlavailablelborrowingfacilities'tolbelabletolpayldebtsiasiandiwhenitheylbecomelduelandipayable.

The consolidated entity manages liquidity risk by maintaining adequate cash reserves and available borrowing facilities by
continuously’monitoringlactualland’forecasticash fowslandmatchingithelmaturitylprofles oflfnanciallassetsiandlliabilities.
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Financing arrangements

Unused borrowing facilities at the reporting date:

Consolidated
201 2010
$'000 $'000
Bank overdraft 312 500!

The bank overdraft facilities may be drawn at any time and is subject to an annual review by the bank.

Remaining contractual maturities

The following tables detail the consolidated entity’s remaining contractual maturity for its financial instrument liabilities. The
tableslhavelbeen drawnlupbasedlonlthelundiscountedicashfowslof/fnanciallliabilitieslbasedlon’thelearliest’dateloniwhichl
thelfnanciallliabilitieslarelrequired’tolbelpaid.[Theltableslincludelbothlinterestland principalicashifowsldisclosed asiremaining’
contractual maturities and therefore these totals may differ from their carrying amount in the statement of financial position.

Weighted Between Remaining
average 1year Between1 2 and Over contractual
Consolidated - 201 interest rate orless and2years 5 years 5 years maturities
% $'000 $'000 $'000 $'000 $'000
Non-derivatives
Non-interestibearing
Trade payables [0 445] [0 0 I 445]
Accrued expenses 171 403! 00 [ I 403!
Other payables I 3521 10 10 5 3521
Interest-bearing-ivariablelrate
Bank overdraft 13.85] 201 - Sl 0 201
Interest-bearing-'fxedirate
Bank loans 9941 507! 5071 1,090 Izl 21041
Other loans 12.00 68! 6041 I Iz 672
Lease liability 9.00 67! 63! I IS 103
Totalnon-derivatives 2,043 1741 1,090 I 4,307
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Weighted Between Remaining
average 1year Between1 2 and Over contractual
Consolidated - 2010 interest rate orless and2years 5 years 5 years maturities
% $'000 $'000 $'000 $'000 $'000
Non-derivatives
Non-interestibearing
Trade payables 10 2741 10 0 I 274]
Accrued expenses I 393 10 -l IS 393
Other payables I 346! I -l - 3460
Interest-bearingl-'fxedlrate
Bank loans 8.581 283! 2791 4461 IS 1,008!1
Other loans 6.50 629 - - - 629
Lease liability 9.00 105! 1141 -0 0 219
Totallnon-derivatives 2,030 393 446! H 2,869

Thelcashlfowslin‘thelmaturitylanalysisabovelarelnot’expecteditoloccurlsignifcantlylearlierithandisclosed.

Fair value of financial instruments

Unlesslotherwisestated, thelcarryinglamountsiofifnanciallinstrumentsirefectitheirlfairivalue./Thelcarryingamounts ofltradel
receivableslanditradelpayablesiarelassumed tolapproximateltheirfairivaluesidueltoltheirishort-terminature.[Thelfairivaluelof]
financial liabilities is estimated by discounting the remaining contractual maturities at the current market interest rate that is

available for similar financial instruments.

NOTE 25. KEY MANAGEMENT PERSONNEL DISCLOSURES

Directors

The following persons were directors of Advanced Surgical Design & Manufacture Limited during the financial year:

Peter Kazacos!] Non-ExecutivelDirectorland’Chairman’

Dr Gregory James Roger [ ExecutivelDirectorland ChieflExecutivelOFcer!
John O’Mearal Non-ExecutiveDirector]

Walter Kmet

(resignedion’5.Novemberi2010)! FormerINon-ExecutivelDirectorl

Michael Spooner
(appointedioni{3iSeptember’2010!
andlresignedionii6February201)T FormerINon-ExecutivelDirector]

Other key management personnel

The following persons also had the authority and responsibility for planning, directing and controlling the major activities of the
consolidated entity, directly or indirectly, during the financial year:

Richard Ulrick Company Secretary
Tom Milicevic Chief Financial Officer
Jari Hyvarinen Chief Operating Officer
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Compensation

The aggregate compensation made to directors and other members of key management personnel of the consolidated entity is

set out below:

Consolidated
2011 2010
$ $
Short-termlemployee’benefts 695,317! 681,036L
Post-employmentibenefts 499971 45,7570
Termination benefits - 9,845[
Share-basedlpayments 7,200 24,7241
752,514] 761,362]

Shareholding

The number of shares in the parent entity held during the financial year by each director and other members of key management
personnel of the consolidated entity, including their personally related parties, is set out below:

Balance at Received as Balance at
the start of part of re- end of the
20m the year muneration Additions Disposals/ year
other

Ordinary shares
PeterlKazacos 715,8101 I 1 10 715,8101
Dr Gregory James Roger 7,554,690! [-] - - 7,554,690
John O'Meara 300,000 I - 10 300,000
Walter’Kmet* 98,278! I ISl (98,278)1 -
Richard Ulrick 177,453 I 20,000 I 197,4531
Tom Milicevic 66,335! I-] 1,666!0 - 68,001l
JarilHyvarinen 8,668! I -l I 8,668!
8912234 - 21,666 (98,278) 8,844,622

*Disposals/other-Irepresentsithisimemberinollongerlbeingla’key.management personnel,_notnecessarilyphysical’disposallofitheir]

shareholding

Balance at Received as Balance at
the start of part of re- end of the
2010 the year muneration Additions Disposals/ year
other

Ordinary shares
PeterlKazacos 715,8100 H Il [ 715,8101
DriGregory James[Roger’* 7954,690! [0 Il (400,000) 7,554,690!
JohnlO'Meara™* 10 [ - 300,000 300,000
WalterlKmet 98,278l 00 izl Izl 98,2781
Richard Ulrick 85,334 - 92,119 H 177,453
Tom Milicevic 50,001 - 16,334!( [ 66,335!
JarilHyvarinen 8,668! I-] - - 8,668!
8,912,781 - 108,453 (100,000) 8,912,234

*Disposals/other-representsi400,000 shares transferredlasia’resultoflalCourt’Order
**Disposals/other-Irepresentsiexistinglholding’whenlthisimemberlbecamela’keylmanagementipersonnel
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Option holding

The number of options over ordinary shares in the parent entity held during the financial year by each director and other

members of key management personnel of the consolidated entity, including their personally related parties, is set out below:

Balance at Expired/ Balance at

the start of forfeited/ the end of

20Mm the year Granted Exercised other the year

Options over ordinary shares

PeterlKazacos 106,000! I3l - [0 106,000!
Dr Gregory James Roger 254,000! [-] - - 254,0000
Walter’Kmet* 100,000 I -1 [(100,000)1 -l
Tom Milicevic 200,000 [0 - [0 200,000
JarilHyvarinen 99,000 [0 IS (99,0001 Bl
759,000 - (199,000) 560,000

*Expired/forfeited/other-lrepresentsithisimemberinollongeribeingla’key.managementipersonnel,.notinecessarily’physical’disposall

of their options over ordinary shares.

Balance at Expired/ Balance at

the start of forfeited/ the end of

2010 the year Granted Exercised other the year

Options over ordinary shares

PeterlKazacos 106,0001 -l Il I 106,000!
Dr Gregory James Roger 254,000! 250,0001 0 (250,000) 254,000!
Walter’Kmet 100,000 [ I 00 100,000
Tom Milicevic 200,000 I3 IS [0 200,000
JarilHyvarinen 99,000 [ Il [ 99,000
759,000 250,000 - (250,000) 759,000

Related party transactions

Related party transactions are set out in note 29.

NOTE 26. REMUNERATION OF AUDITORS

During the financial year the following fees were paid or payable for services provided by PricewaterhouseCoopers, the auditor

of the company, and its related practices:

Consolidated
201 2010
$ $
Audit services - PricewaterhouseCoopers
Audit or review of the financial report 122,650 96,0001
Other services - PricewaterhouseCoopers
Tax compliance services 20,6801 21,3180
Other assurance services - 13,7501
20,6801 35,068
143,330! 131,068!
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NOTE 27. CONTINGENT LIABILITIES

The consolidated entity had no contingent liabilities at 30 June 2011 and 30 June 2070.

NOTE 28. COMMITMENTS FOR EXPENDITURE

Consolidated

20mM 2010
$000 $000
Lease commitments - operating
Committed at the reporting date but not recognised as liabilities, payable:
Withinlonelyear 7220 707!
One to five years 4961 1,225]
1,218 1,932
Lease commitments - nance
Committed at the reporting date and recognised as liabilities, payable:
Withinlonelyear 671 1051
One to five years 630 1141
Total commitment 130 219
Less: Future finance charges (20) (32)
Net commitment recognised as liabilities 110 187!
Representing:
Leaselliabilityl-lcurrentl(notell5) 64! 90
Leaselliabilityl-lnon-currentl(notell7) 46! 97l
110 187!

ThelfutureIminimumInon-cancellablelsub-leaseloperatingllease paymentsiexpected tolbelreceivedlby thelconsolidatedlentitylis]
$129,0001(2010:1$100,000).

Operatingllease.commitmentslincludesicontractedlamounts forivariouslofceslandlplantiandlequipmentiunderinon-cancellablel
operating leases expiring within one to five years with, in some cases, options to extend. The leases have various escalation
clauses. On renewal, the terms of the leases are renegotiated.

Finance lease commitments includes contracted amounts for various plant and equipment with a written down value of $129,000
(2010:$217,000)lunderIfnancelleaseslexpiringiwithinloneto fvelyears.JlUnderltheltermsiofithelleases, thelconsolidatedlentitylhas!
the option to acquire the leased assets for predetermined residual values on the expiry of the leases.

NOTE 29. RELATED PARTY TRANSACTIONS

Parent entity
Advanced Surgical Design & Manufacture Limited is the parent entity.

Subsidiaries

Interests in subsidiaries are set out in note 32.
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Key management personnel

Disclosuresirelating’tolkey’management/personnel’arelsetioutlinlnotel25/and thelremunerationireportlinitheldirectorsreport.

Transactions with related parties

The following transactions occurred with related parties:

Consolidated

201 2010
$ $

Payment for goods and services:
Purchases of computer hardware, software and installation from Anittel Group Limited 1 971391
(shareholder’andidirectorirelated’entity’oflPeterlKazacos) '
Feelformaintenance’and’support’servicesifromlAnitellGrouplLimited(shareholder’and!director!

. 170,8931 42,0001
related’entitylofiPeterlKazacos)
Payment for strategic review to an entity related to Micheal Spooner 175,0001 Sl
Feeslpaid’tolLawlCorporationl(directorirelatedentitylofiPeterlKazacos) 16,8450 -l
Payment for other expenses: 56021 1

Interest paid to parties related to Tom Milicevic

Receivable from and payable to related parties

There were no trade receivables from or trade payables to related parties at the reporting date.

Loans to/from related parties

The following balances are outstanding at the reporting date in relation to loans with related parties:

Consolidated

2011 2010
$ $
Non-currentlborrowings:
Loan with parties related to Tom Milicevic 570,0201 -
Terms and conditions
All transactions were made on normal commercial terms and conditions and at market rates.
NOTE 30. PARENT ENTITY INFORMATION
Set out below is the supplementary information about the parent entity.
Statement of comprehensive income
Parent
20mM 2010
$'000 $000
Loss after income tax (2,409) (830)
Total comprehensive income (2,409) (830)

ASDM Annual Report 2011 > 67



financial report continued

FOR THE YEAR ENDED 30 JUNE 2011

Statement of financial position

Parent

2071 2010

$'000 $'000

Total current assets 47401 44441

Total assets 9,378! 9,909

Total current liabilities 1,9520 1,229

Total liabilities 4,256 2,325]
Equity

Contributed equity 8,855 89150

Reserves 5211 514]

Accumulated losses (4,254) (1,845)

Total equity 51221 7,584

Contingent liabilities

The parent entity had no contingent liabilities at 30 June 2011 and 30 June 2010.

Capital commitments - Property, plant and equipment

The parent entity had no capital commitments for the purchase of property, plant and equipment at 30 June 201 and
30 June 20710.

Significant accounting policies

The accounting policies of the parent entity are consistent with those of the consolidated entity, as disclosed in note 1, except for
the following:

. Investmentslinisubsidiarieslarelaccounted forlat’cost, lesslanylimpairment inithelparentlentity.Dividendsireceivedlfrom]
subsidiaries are recognised as other income by the parent entity and its receipt may be an indicator of an impairment of
the investment.

NOTE 31. BUSINESS COMBINATIONS

Advanced Surgical Design & Manufacture (UK) Limited (comparative period)

OnlllApril’2010,JASDMIHoldingsPtylLimited, a’subsidiary,;acquired’100%oflthelordinarysharesliof’Advanced SurgicallDesignl
&IManufacturel(UK)ILimitedl(incorporatedinithelUnited’Kingdom)Ifor’$17,000.. Thelprincipallactivitylof’/AdvancedSurgicall
Designi&Manufacturel(UK)ILimitedlisithelsalelandldistributionlofisurgicallimplants./Thelacquired’businessicontributedirevenues!
0f$139,000land’allosslaferltax’ofl$52,000 tolthelconsolidatedlentity for’thelperiod from{IAprili20107tol30June2010. Iflthel
acquisitionloccurred’on1July’2009, thefulllyearicontributionsiwould’havelbeen’revenuesiof $.,061,0007andlalloss’aferltaxof]
$433,000.Thelvaluesiidentifedlinirelationitolthelacquisitionlof’/Advanced SurgicallDesigni& Manufacturel(UK)ILimitediwerelfnall
at 30 June 2010.
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Details of the acquisition are as follows:

Acquiree’s

carrying
amount Fair value
$000 $000
Cash equivalents 2 32
Trade receivables 1881 1881
Other receivables - 13
Inventories 3701 233
Plant and equipment I 1
Trade payables (318) (318)
Other payables (158) (158)
Other loans (559) (559)
Net liabilities acquired (445) (568)
Goodwill 585]
Acquisition-datelfairlvaluelof’theltotallconsiderationitransferred 170

Representing:

Cash paid or payable to vendor 171

Consolidated

20mM 2010
$'000 $'000

Cash used to acquire business, net of cash acquired:
Acquisition-datelfairlvaluelof'theltotallconsiderationitransferred -l 170
Less: cash equivalents - (32)
Net cash used - (15)

NOTE 32. SUBSIDIARIES

The consolidated financial statements incorporate the assets, liabilities and results of the following subsidiaries in accordance
with the accounting policy described in note 1:

Equity holding

Name of entity Country of incorporation 2011 % 2010 %
ASDMHoldingsIPtyLimited Australia 100.00 100.00
AdvancediSurgical'Designi& Manufacturel(UK)ILimited! United Kingdom 100.00 100.00
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NOTE 33. EVENTS OCCURRING AFTER THE REPORTING DATE
On25/Augusti2011’thelconsolidatedientitylsecuredlallineloficredit:fromlalrelatedpartyfor’$250,000lwhichiwillassistlitwithlits]

growth expansion plans.

Oni25Augusti2011thelconsolidated entity’extendedithelmaturitylon’itsirelated party’loanluntil’Decemberi2012(noted thelloan!
willlbelrepaidlby thelconsolidatedlentitylbetween!December2012land’Junel2013,linlaccordancelwithltheltermsiofithelloan).

No other matter or circumstance has arisen since 30 June 201 that has significantly affected, or may significantly affect the
consolidated entity’s operations, the results of those operations, or the consolidated entity’s state of affairs in future
financial years.

NOTE 34. RECONCILIATION OF LOSS AFTER INCOME TAX TO NET CASH FROM/(USED IN) OPERATING ACTIVITIES

Consolidated

2011 2010
$'000 $'000

Loss after income tax expense for the year (3,265) (896)
Adjustments for:
Depreciation and amortisation 1,035 1124]
Impairment of intangible assets 1585] I
Netllosslonldisposallofinon-current’assets -l 1
Share-basedlpayments 7 25
Foreign exchange differences 80 (33)
Change in operating assets and liabilities:

Decrease in trade and other receivables 54] 3181
[I(Increase)/decreaselinlinventories (34)1 273

Decrease in deferred tax assets 27610 2770
I(Increase)/decreaselinlprepayments (123)1 180
[Increase/(decrease)linitradelandliotherlpayables 177 (342)

Decrease in deferred tax liabilities - (18)

Increase in other provisions 640 22
Netlcashifrom/(usedlin).operatinglactivities (L144)0 7691
NOTE 35. NON-CASH INVESTING AND FINANCING ACTIVITIES

Consolidated
20M 2010
$'000 $'000

Leaseholdlimprovements’-lleaselmake’good - 50

ASDM Annual Report 2011 > 70



financial report continued

FOR THE YEAR ENDED 30 JUNE 2011

NOTE 36. EARNINGS PER SHARE

Consolidated

2011 2010

$'000 $'000

Loss after incorne. tax attributable to the owners of Advanced Surgical Design & (3.265) (896)
Manufacture Limited

Number Number

Weightedaveragelnumberlofiordinarylsharesiusedincalculating’basiclearningsiperishare 35,298996  35,298996!

Weightedaveragelnumberlofiordinarylsharesiusedinicalculating’dilutedlearningsiperishare 352989960  35,298,996!

Cents Cents

Basic earnings per share (9.25) (2.54)

Diluted earnings per share (9.25) (2.54)

OptionsigranteditolemployeesiunderithelEmployeelOptionPlaniforlyearlended!30lJune’201landlpriorlyearsiarelnotlincludedlin]
theldeterminationlofidilutediearningsiperisharelbecause’theylarelanti-dilutivelfor’thelyear Theseloptionsicouldlpotentiallyldilutel
basic earnings per share in the future. The options have not been included in the determination of basic earnings per share.

NOTE 37. SHARE-BASED PAYMENTS

Thelconsolidatedlentitylhas’established’anlEmployee SharelOptionlPlanlapproved by shareholderslatlan’Extraordinary’Generall
Meetinglheld’linZlMay 2006..Keymanagementlpersonnel’sllong-termlincentivesiwilllbylway oflparticipationlin’thelOptionlPlan. This]
long term incentive program aligns the interests of key management personnel more closely with those of ASDM shareholders

and rewards sustained superior performance.

The objective of the Option Plan is to assist in the recruitment, reward, retention and motivation of employees of ASDM while

advancing the interests of the company by affording such persons the opportunity of benefiting from increases in shareholder

value, thereby more closely aligning their interests with those of shareholders.

Options under the Option Plan are granted for no consideration. Any options granted do not give any right to participate in

dividends or rights issues until shares are allotted pursuant to the exercise of the relevant option. Options granted under the Plan

are not transferable.

There were no options issued during the year.

Set out below are summaries of options granted under the plan:

2071
Expired/

Exercise Balance at the Forfeited/ Balance at the
Grant date Expiry date price start of the year Granted Exercised other end of the year
01/07/07 30/06/12* $0.50 254,000! 00 I 171 254,000!
01/07/071 05/12/12* $0.50 206,000! (-0 I I 206,000!
16/11/07 16/11/13* $0.60 200,000 [ - 1] 200,000
30/11/07 30/06/11 $0.60 636,000! 1] - (636,000) -
26/03/10 30/06/13 $0.60 28,0001 -1 I (8,000) 20,000
1,324,000 I- - (644,000) 680,000
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Note 37. Share-based payments (continued]

2010
Expired/

Exercise Balance at the Forfeited/ Balance at the
Grant date Expiry date price start of the year Granted Exercised other end of the year
01/07/07 30/06/12* $0.50 254,000! - I 0 254,000!
01/07/07! 05/12/12* $0.50 206,000! - IS Izl 206,000!
16/11/07 16/11/13 $0.60 200,000 10 gl IS 200,000
30/11/07 30/06/11 $0.60 735,000! 10 Il (99,000) 636,000!
03/12/09 07/09/12 $0.60 I-1 250,0001 I (250,000) I
26/03/10 30/06/13 $0.60 I 30,000 I (2,000) 28,000
1,395,000 280,000 - (351,000) 1,324,000

*Atlthelreportingldatel660,0001(2010:1460,000)loptionsiwerefullylvested.

Thelweightedlaveragelremaining’contractualllifelofishareloptionsioutstandinglat’thelend ofithelperiodiwas .57 years!

(2010:11.82lyears).
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In the directors’ opinion:

the attached financial statements and notes thereto comply with the Corporations Act 2001, the Accounting Standards, the
CorporationsiRegulations’200lland’other’mandatoryprofessionallreportinglrequirements;

the attached financial statements and notes thereto comply with International Financial Reporting Standards as issued by the
International’AccountingiStandardsiBoardlasldescribedlinnotell'to’thelfnanciallstatements;

o] thelatachedIfnancial’statementsiandinotesitheretolgivela’trueland fairlview oflthelconsolidatedlentity’'s:fnanciallpositioniasiat!
300Junel201lland oflitslperformancelforithelfnanciallyear’ended onlthatldate; and

. therelarelreasonablelgroundstolbelievelthat’thelcompanyiwilllbelableltolpaylitsdebtslasliandiwhenltheybecomelduelan