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A MESSAGE FROM THE CHAIRMAN

Dear Shareholder
Two years have passed since our company Solagran Limited announced its intention to
bring to the market a natural, non-toxic compound for treating liver disease. I would like
to discuss with you the company’s achievements during these years.
You have supported and you are continuing to support Solagran, both morally and
financially. I would like to express my enormous gratitude to you for your support, your
understanding and your patience.
You all know that Solagran Limited is an Australian biotechnology company that traces its roots to Russia, the birthplace of Forest
Biochemistry. The axioms of this science were developed more than 75 years ago at the St Petersburg State Forest Technical
Academy (the Academy), under the direction of Professor F.T. Solodky.
The intellectual property created over the intervening years has been secured, protected and transferred into Solagran’s ownership.
Now, in turn, Solagran is generating new intellectual property. Our products are called Bioeffectives® and we have many promising
candidates in our development pipeline.
One of Solagran’s most interesting substances is Bioeffective R, the finished form of which is called Ropren. It belongs to a class
of natural organic compounds known as prenols. Prenols are extremely difficult to isolate and their properties are not yet well
studied.
Solagran, working in cooperation with scientists from the Academy, is the global leader in the isolation, extraction and application
of Bioeffectives.
As you may already know, Solagran has been granted an international technology patent for the production of Bioeffectives from
various plant sources, including pine and spruce. This patented technology is very flexible. It can be adapted for use in any country
of the world, depending on the types of raw materials available and the healthcare needs of the population. I am pleased to report
that IP Australia (the Australian patents office), has also confirmed its acceptance of our patent application. In doing so, it has
endorsed the viability of our international patent, and paved the way for Solagran to obtain an Australian patent. The technology
is currently also being patented via Patent Convention Treaty (PCT) provisions in a number of other countries, including the USA,
Canada and Germany. We have now received confirmation that the invention satisfies the required PCT criteria for novelty, level of
innovation, and industrial utility.
Solagran takes a very measured approach in all its strategic decision-making, to minimise expenditure, and so that every dollar
spent brings maximum return for shareholders. This also applies to our patenting strategy. We have many developments in the
works which can be protected by international patents. Every innovation already has a Russian Federation patent. These can be
taken internationally within a specific timeframe. We will only do this as and when needed to support Solagran’s commercialisation
priorities, since any patent protection requires a significant financial outlay. Every dollar spent at this stage must be clearly
justified.
During the two years since October 2003, the company has raised $3.6 million. What have we been able to accomplish with these
funds over this time?
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1.

Randomised, double blind, multi-centre, comparator-controlled Phase II clinical trials of Ropren have been completed. The
report has been submitted to the Russian Ministry of Health for evaluation. We are hopeful that we will receive a positive
response within three months. This in turn will give a green light to commercialisation of Ropren in Russia and beyond.

2.

The clinical trials that we conducted confirmed what earlier preclinical trials had indicated - that Bioeffective R has many
additional health-beneficial properties. These properties include decreasing blood sugar, the ability to affect enzymes not only
in the liver but also in the brain, antioxidant activity, and the ability to normalise immune response. This substance demonstrates
truly unique properties over a wide therapeutic spectrum.

3.

A three-stage series of animal experiments was completed at the Sechenov Institute of Evolutionary Physiology and
Biochemistry in St Petersburg, studying the effect of Bioeffective R on the liver and the brain, both in healthy animals and in
animal pathology models.

4.

The effect of Bioeffective R on a common strain of Type A influenza virus was studied in animal models with extremely
promising results. This study showed that Bioeffective R increases natural resistance to influenza infection. As part of the same
program, effects of Bioeffective R on adenovirus are also being studied. This is currently “work in progress” and information
processing is underway.

5.

A clinical efficacy trial was completed on 25 patients with advanced Alzheimer’s type dementia. The trial showed very interesting
preliminary results, which served as the basis for beginning Australian clinical trials in this area. These trials on healthy
volunteers will be conducted by the Centre for Neuropsychology at the Swinburne University of Technology. Preparations are
being finalised and the trial is scheduled to begin in September.

6.

A vegetable-based capsule end-user dose form of Bioeffective R required for the upcoming Swinburne trial was developed and
produced in conjunction with Cardinal Health – one of the world’s leading softgel manufacturers.

7.

The use and trials of Bioeffective B are ongoing with the players of the St Kilda Football Club. The feedback from the team
continues to be very positive. The players note that use of Bioeffective B allows for faster recovery and improved preparation
for the next game. Cardinal Health also manufactured the Bioeffective B finished dose form – twist-top gel caps for topical
application.

8.

Negotiations are progressing with Russia’s oldest and one of its largest pharmaceutical companies, Farmacon, in relation to
licensing the use of Bioeffective B for sports recovery applications. Licensing of applications of Bioeffective R is also being
discussed. Finalising the negotiations, signing the corresponding agreements and initiation of a potential joint trials program,
are planned for the end of September, when Farmacon’s Chairman and Directors are scheduled to visit Australia.

9.

All necessary documentation relating to Solagran’s application to list Bioeffective A (the first substance in the Bioeffectives
family) as a New Complementary Medicine Substance with the Australian Therapeutic Goods Administration (TGA) has been
submitted. A positive outcome will enable Solagran to market a variety of end user therapeutic products based on Bioeffective
A. We remain hopeful of approval by this regulatory body.

Over the past two years, in addition to completing its primary clinical trials on the hepatoprotective properties of Bioeffective R,
Solagran has managed to begin and complete a series of other valuable new experiments and trials, and to obtain new data on the
effects and potential of Bioeffective R for the human body.
We can say with confidence that this essentially non-toxic compound is not only capable of dealing with serious liver problems,
but can also deal with many disorders of the immune and central nervous systems. The data already obtained indicates that
Bioeffective R may be effective in treating Multiple Sclerosis, Parkinson’s Disease and immune deficiencies. New data just received,
demonstrating that Bioeffective R has powerful interferon inducing properties, opens up an extremely exciting and promising
research direction. Interferons are the body’s first line of defence against many pathogens, including viral attack.
It may seem surprising to you that Bioeffective R is effective in treating a range of seemingly unconnected disease states. But when
we consider that the liver performs no less than 500 different functions, in tandem with and in connection with all other parts of the
body, the wide therapeutic spectrum of activity of Bioeffective R becomes understandable.
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Prenols are the biochemical precursor of dolichols, which play a critical role in many vital functions. The following table shows the
relative concentration of dolichols in the heart, the liver and elements of the endocrine system.
Distribution of Dolichols in the Human Body
Organ or Gland

Micrograms per Gram
Wet Weight

Heart

262

Prostate

268

Thyroid

1,145

Liver

1,226

Adrenals

1,273

Pituitary (Brain)

1,400

Testes

3,226

Source: Wiegandt, H., Glycolipids: A New Comprehensive Biochemistry, Elsevier, Amsterdam, 1985.
The liver is the largest and most metabolically complex organ in the human body. Its rich enzymatic system enables the body
to metabolise many toxins, including alcohol. The liver also plays a central role in carbohydrate, protein and fat metabolism. It
stabilises sugar levels by taking up and storing glucose as glycogen. It packages triglycerides with cholesterol and phospholipids
into lipoproteins. Most cholesterol synthesis takes place in the liver.
Cholesterol is required to produce the myelin sheaths that insulate the brains “wiring”. Myelin is a lipid or fat insulation layer with the
highest cholesterol content of any brain tissue. Myelin sheaths wrap tightly around axons, insulating the neurons and allowing for
uninterrupted neurotransmission, speeding messages throughout the brain. As the brain continues to develop in adulthood, and as
myelin is produced in greater quantities, cholesterol levels in the brain grow and promote production of a toxic protein that attacks
the brain. Studies show that myelin deterioration is far greater in the brains of Alzheimer’s patients than in healthy elderly patients.
I would like to note that we also have preliminary data on the effects of Bioeffective R on spermatogenesis and on the related
rejuvenation of the ageing body.
Whether our company has achieved a little or a lot is now up to you to decide. Proper, objective and thoughtful analysis of Solagran’s
activities should enable you to see our accomplishments, and recognise both our world leading position and our exciting future.
With your help, we have brought a healthy, active and multi-talented child to the world. Let us not force the child to run before he is
capable of walking. Given a little time, he will come up to speed on his own, realising all his in-built potential.
I wish success, health and happiness in all undertakings to all of us.
Yours sincerely,

Vagif Soultanov
Chairman of the Board
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T

he Directors present their report on the consolidated entity consisting of Solagran Limited (“the Company”) and the controlled
entity (Solathera Limited) for the year ended 30 June, 2005.

Directors
The following persons are Directors of Solagran Limited at the date of this report:

Dr Vagif Soultanov
Chairman

Mr Denis Kilroy
Non-executive Director

Mr Charles Pellegrino
Non-executive Director

Mr Peter Stedwell
Executive Director /
Company Secretary

Dr Vagif Soultanov was a Director during the whole of the financial year and up to the date of this report.
Mr Denis Kilroy was a Director during the whole of the financial year and up to the date of this report.
Mr Charles Pellegrino a Director during the whole of the financial year and up to the date of this report.
Mr Peter Stedwell was a Director during the whole of the financial year and up to the date of this report.
Principal Activities
The principal activities of the Company are the continuing research and commercial development of Bioeffectives along with the
extension of patent protection for the extraction and applications of Bioeffectives.
Dividends
The Directors recommend that no dividend be paid. No dividends have been paid since the beginning of the financial year.
Review of Operations
During the year the Company continued research and progressed towards the commercialisation of Bioeffectives R, B and A.
(a) Bioeffective R
The Company completed Phase II Clinical Trials in Russia at four centres with a total of 120 patients testing Bioeffective R as a
treatment for serious liver diseases. The positive results from these trials were announced to the market on 16 November 2004.
A clinical efficacy trial was completed in Russia on 25 patients with advanced Alzheimer’s type dementia. The results of this trial
were announced to the market on 18 September 2005. Australian trials in this area are currently being conducted by the Centre for
Neuropsychology at the Swinburne University of Technology. And end user dose form of Bioeffective R for use in this trial has been
produced in Australia in conjunction with Cardinal Health.
Further research in Russia has measured the effect of Bioeffective R on a common strain of Type A influenza virus with promising
early results.
At the current point in the development of Bioeffective R, your Directors believe that it is a product capable of dealing with serious
liver problems and will ultimately be able to assist in the treatment of many disorders relating to the immune and central nervous
systems.
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(b) Bioeffective B
The successful use of Bioeffective B by the players from St Kilda Football Club has continued for the complete 2005 AFL season.
Feedback from the players as to the effect of Bioeffective B in match recovery and preparation has been positive.
The Directors believe that Bioeffective B will prove to be a valuable product in the sports market and congratulate the St Kilda
players on their performance in 2005.
Bioeffective B has been manufactured in a finished dose form, a 3ml twist top gel cap, for topical use.
(c) Bioeffective A
The Company has submitted to the Therapeutic Goods Administration (TGA) all the required documentation that the Directors
consider necessary to list Bioeffective A as a new complementary medicinal substance.
Significant Changes in the State of Affairs
On 30 November 2004 the Company completed a call of 2 cents per contributing share which raised $989,104 from the subscribers
for 49,455,180 contributing shares, now paid to 3 cents per share and listed on ASX as code SLACB.
On 16 March 2005 the Company announced that it had reduced its number of shareholders from 2,245 to 1,085 with the sale of
276,853 Solagran ordinary shares on behalf 1,160 shareholders who held less than a marketable parcel.
Matters Subsequent to the End of the Financial Year
Solagran’s Australian manufacturing partner, Cardinal Health Australia completed a manufacturing run for the finished form products
of Bioeffective R and Bioeffective B.
A voluntary Escrow Agreement was concluded between Solagran and two major shareholders whereby 36,211,524 ordinary shares
remain subject to further escrow (until 13 August, 2006).
IP Australia (Australian Patents Office) confirmed acceptance of the patent application for Australia (which is derived from the PCT
international technology patent) for the production of Bioeffectives from plant sources.
Likely Developments and Expected Results of Operations
The Directors believe that given the current state of commercial development, Bioeffective R, B and A will generate sales revenue
in calendar year 2006. The Company is not yet able to forecast the quantum and timing of this revenue.
Environmental Regulation
The consolidated entity is not subject to any environmental regulations within Australia.
Information on Directors
Dr Vagif Soultanov
Chairman
Vagif is the founder of Solagran and was the leader of the Bioeffectives research team in St Petersburg in the 1980’s. He is a
scientist and a medical practitioner who came to Australia in 1990 to work with the CSIRO as part of an inter-governmental scientific
exchange program. Vagif holds doctoral qualifications in organic chemistry. He has published over 60 scientific papers internationally
and in Russia and personally holds a number of patents.
Mr Denis Kilroy
Non-executive Director & Strategic Advisor
Denis is the founder and Managing Director of the KBA Consulting Group, and MFV Software Pty Ltd. He has been a strategy
consultant for nearly 20 years. Denis holds Bachelor of Engineering and Master of Engineering Science degrees from the University
of New South Wales.
Mr Charles Pellegrino
Non-executive Director
Charles has operated in public practice as an accountant and financial advisor for over 12 years. He is the founder and director of
the Stanford Group of Companies. Charles holds a Bachelor of Arts and a Bachelor of Business in Accounting. He provides Solagran
with financial advice and assistance in capital-raising.

6

DIRECTORS’ REPORT
Mr Peter Stedwell
Executive Director & Company Secretary
Peter is a graduate of University of Melbourne and has extensive corporate experience in Finance Director and Company Secretarial
roles. In the pharmaceutical industry he was previously Finance Manager and Company Secretary of E.R. Squibb and Sons (now
Squibb Bristol Myers).
Former Directorships in the last 3 years of other listed companies:
Alliance Resources Limited (resigned 15 October, 2003)
Pinnacle VRB Limited (resigned 31 July, 2002)
Federation Group Limited (resigned 31 July, 2002)
Meetings of Directors
The number of meetings of the Company’s Board of Directors held during the year ended 30 June 2004, and the number of meetings
attended by each Director who held office during the financial year were:
Meetings this Year Held whilst a
Director
11
11
11
11

Name
Dr V Soultanov
Mr D Kilroy
Mr C Pellegrino
Mr P Stedwell

Directors’ Meetings Attended
11
11
11
11

Results
The consolidated net loss of the Company for the financial year, after providing for income tax of nil (2004 - nil), was $2,115,204
(2004 - loss $1,312,316).
Directors’ Interests in Shares and Options
Ordinary Shares
The relevant interests of each Director in the share capital of the Company at the date of this report, are as follows:
Ordinary Shares
Directly held

Ordinary Shares
Indirectly held

Contributing Shares
Directly held

Contributing Shares
Indirectly held

Dr V Soultanov

484,674

7,307,633

912,456

3,369,651

Mr D Kilroy

110,377

6,487,728

196,172

6,607,380

-

3,583,649

-

4,237,090

12,000

740,000

-

-

Name

Mr C Pellegrino
Mr P Stedwell

Options
The relevant interests of each Director in options over ordinary shares in the Company are as follows:
Unlisted Options (exercisable at $0.20 on or before 30 April, 2008)

Name
Dr V Soultanov
Mr D Kilroy
Mr C Pellegrino
Mr P Stedwell
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Unlisted Options
Directly held

Unlisted Options
Indirectly held

-

1,200,000

30,000

402,487

-

269,900

2,000

513,988
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Remuneration Report
The Board reviews the remuneration packages and policies applicable to the Directors and other officers of the Company on
an annual basis. Where necessary the Board obtains independent advice on the appropriateness of remuneration packages.
Executive remuneration and other terms of reference are reviewed annually by the Board and are set at fair market value and not
the performance of the Company.
Details of the nature and amount of each element of the emoluments of each Director of Solagran Limited and the officers of the
Company for the year ended 30 June 2005 are set out in the following table:
Directors Fees
$

Consulting
Fees
$

Non-cash
Benefits
$

Total
$

Mr D Kilroy

43,000

-

-

43,000

Mr C Pellegrino

30,000

61,310

-

91,310

Dr V Soultanov

20,000

52,716

-

72,716

Mr P Stedwell

-

96,000

-

96,000

-

59,085

-

59,085

Name
Non-executive Directors

Executive Directors

Other Executives
Mr T Karantonis (CEO)

Other transactions with directors
Dr V Soultanov, is a director and shareholder of Eastok Pty Ltd. Solagran Limited has paid Eastok Pty Ltd for the rental of storage
space for office records, trial data and materials, trial equipment, raw materials and for staff services to Solagran.

Amounts recognised as an expense
Services provided by Eastok Pty Ltd

2005
$

2004
$

62,614

60,000

Mr D Kilroy is a director and shareholder of The KBA Consulting Group Pty Ltd. During the year Solagran Limited paid office rent
and other overhead expenses to The KBA Consulting Group Pty Ltd.
2005
$

2004
$

Share of office overheads

40,449

14,932

Share of rent

78,062

29,240

Share of insurance

7,018

2,976

Staff services

58,674

20,854

TOTAL

184,203

68,002

Amounts recognised as an expense

Share Options Granted to Directors and Other Officers
There were no options granted over unissued shares in the Company during or since the end of the year to any Director and any
other officer of the Company as part of their remuneration. All Directors subscribed for shares as part of the Entitlement Issue and
received Unlisted Options on the same basis as all other shareholders. Details of the number of options held are provided previously
in this report.
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Directors and Officers Insurance
The Company does not hold a Directors and Officers Liability Policy.
Non-audit Services
The board of directors, in accordance with advice from the audit committee, is satisfied that the provision of non-audit services
during the year is compatible with the general standard of independence for auditors imposed by the Corporations Act 2001. The
directors are satisfied that the services disclosed below did not compromise the external auditor’s independence for the following
reasons:
• all non-audit services are reviewed and approved by the audit committee prior to commencement to ensure they do not
adversely affect the integrity and objectivity of the auditor; and
• the nature of the services provided do not compromise the general principles relating to auditor independence as set
out in the Institute of Chartered Accountants in Australia and CPA Australia’s Professional Statement F1: Professional
Independence.
The following fees for non-audit services were paid/payable to the external auditors during the year ended 30 June 2005:
Other assurance services

$15,600

Auditor’s Independence Declaration
The lead auditor’s independence declaration for the year ended 30 June 2005 has been received and can be found after the
Directors’ Report.

Proceedings on Behalf of the Company
There are no proceedings on behalf of the Company pursuant to section 237 of the Corporations Act 2001.
This Directors’ Report is made in accordance with a resolution of the Board of Directors.

Peter Stedwell
Director
Dated at Melbourne the 27th day of September 2005.
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STATEMENT OF FINANCIAL PERFORMANCE
FOR THE YEAR ENDED 30 JUNE, 2005

CONSOLIDATED ENTITY

PARENT ENTITY

2005

2004

2005

2004

$

$

$

$

105,524

18,029

40,547

18,029,

4,128

882

2,411

Employee benefits expense

217,842

165,556

-

-

Depreciation and amortisation

11,960

8,990

-

-

1,073,346

605,403

711,398

447,861

913,452

549,514

507,121

108,778

(2,115,204)

(1,312,316)

(1,180,383)

(538,610)

-

-

-

-

Profit/(loss) from odinary activities after
income tax expense

(2,115,204)

(1,312,316)

(1,180,383)

(538,610)

Net profit/(loss)

(2,115,204)

(1,312,316)

(1,180,383)

(538,610)

Total changes in equity other than those
resulting from transactions with owners as
owners

(2,115,204)

(1,312,316)

(1,180,383)

(538,610)

(2.13)

(1.69)

Notes
Revenue from ordinary activities

2

Borrowing costs expense

Administration expenses

3

Research and development expenditure
Profit/(loss) from ordinary activities before
income tax expense
Income tax expense

Basic earnings per share (cents)

4

15

The above Statement of Financial Performance should be read in conjunction with the accompanying notes.
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STATEMENT OF FINANCIAL POSITION
AS AT 30 JUNE, 2005

CONSOLIDATED ENTITY
Notes

PARENT ENTITY

2005

2004

2005

2004

$

$

$

$

Current assets
Cash assets

5

673,424

282,606

666,313

277,959

Receivables

6

214,911

24,976

92,175

24,976

Inventories

7

1,476,500

1,372,670

-

-

2,364,835

1,680,252

758,489

302,935

Total current assets
Non-current assets
Receivables

8

2,614

-

2,249,446

986,330

Other financial assets

9

-

-

8,750,000

8,750,000

Plant and equipment

10

22,270

14,034,,

768

768

Intangibles

11

7,679,009

7,684,037

-

-

Total non-current assets

7,703,893

7,698,071

11,000,214

9,737,098

Total assets

10,068,728

9,378,323

11,758,703

10,040,033

154,593

160,841

146,191

58,996

Total current liabilities

154,593

160,841

146,191

58,996

Total liabilities

154,593

160,841

146,191

58,996

9,914,135

9,217,482

11,612,512

9,981,037

Current liabilities
Payables

12

Net assets
Equity
Contributed equity

13

40,965,260

38,153,403

40,965,260

38,153,403

Accumulated losses

14

(31,051,125)

(28,935,921)

(29,352,748)

(28,172,366)

9,914,135

9,217,482

11,612,512

9,981,037

Total equity

The above Statement of Financial Position should be read in conjunction with the accompanying notes
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STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 30 JUNE, 2005

CONSOLIDATED ENTITY

PARENT ENTITY

2005

2004

2005

2004

$

$

$

$

(2,442,414)

(1,236,018)

(1,225,909)

(622,090)

Receipts from customers

(4,004)

-

-

-

Interest received

40,547

8,029

40,546

8,029

(2,405,871)

(1,227,989)

(1,185,363)

(614,061)

Payments for property, plant and equipment

(15,168)

(2,373)

-

(768)

Net cash flows from investing activities

(15,168)

(2,373)

-

(768)

2,811,857

859,482

2,811,857

859,482

-

-

(1,238,140)

(551,330)

2,811,857

859,482

1,573,717

308,152

Net increase / (decrease) in cash held

390,818

(370,880)

388,354

(306,677)

Cash at the beginning of the year

282,606

653,486

277,959

584,636

673,424

282,606

666,313

277,959

Notes
Cash flows from operating activities
Payments to suppliers and employees

Net cash flows from operating activities

16

Cash flows from investing activities

Cash flows from financing activities
Proceeds from issue of share capital
Loan provided to controlled entity
Net cash flows from financing activities

Cash at the end of the year

5

The above Statement of Cash Flows should be read in conjunction with the accompanying notes.
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NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE, 2005

Note 1. Summary of significant accounting policies
This general purpose financial report has been prepared in accordance with Australian Accounting Standards, other authoritative
pronouncements of the Australian Accounting Standards Board, Urgent Issues Group Consensus Views and the Corporations Act
2001.
The financial report is prepared in accordance with the historical cost convention, except for certain assets, which, as noted, are at
valuation. Unless otherwise stated, the accounting policies adopted are consistent with those of the previous year.
a) Principles of consolidation
The consolidated financial statements incorporate the assets and liabilities of all entities controlled by Solagran Limited (“company”
or “parent entity”) during the year and the results of all controlled entities for the year. Solagran Limited and its controlled entities
together are referred to in this financial report as the consolidated entity. The effects of all transactions between entities in the
consolidated entity are eliminated in full.
Where control of an entity is gained during a financial year, its results are included in the Statement of Financial Performance from
the date on which control commences. Where control of an entity ceases during a financial year its results are included for that part
of the year during which control existed.
See Note 17 for details of controlled entities.
b) Income tax
Tax effect accounting procedures are followed whereby the income tax expense in the Statement of Financial Performance is
matched with the accounting loss after allowing for permanent differences. The future income tax benefit relating to tax losses is
not carried forward as an asset unless the benefit is virtually certain of realisation. Income tax on cumulative timing differences is
set aside to the deferred income tax or the future income tax benefit accounts at the rates which are expected to apply when those
timing differences reverse.
Tax consolidation legislation
Solagran Limited and its wholly owned Australian controlled entities have decided to implement the tax consolidation legislation as
of 1 July 2002.
As a consequence, Solagran Limited, as the head company of the tax consolidated group, recognises current and deferred tax
amounts relating to transactions, events and balances of the wholly owned Australian controlled entities in this group as if those
transactions, events and balances were its own, in addition to the current and deferred tax amounts arising in relation to its own
transactions, events and balances. Amounts receivable or payable under a tax sharing agreement with the tax consolidated entities
are recognised separately as tax related amounts receivable or payable. Expenses or revenues arising under the tax sharing
agreement are recognised as a component of income tax expense (revenue).
The deferred tax balances recognised by the parent entity in relation to wholly owned entities joining the tax consolidated group
are measured based on their carrying amounts at the level of the tax consolidated group before the implementation of the tax
consolidation regime, with one exception. The deferred tax balances relating to assets that had their tax values reset on joining the
tax consolidated group, have been remeasured based on the carrying amount of those assets at the tax consolidated group level
and their reset tax values. The remeasurement adjustments to these deferred tax balances are also recognised in the consolidated
financial statements as income tax expense or revenue, or as direct debits to the asset revaluation reserve to the extent the
adjustments relate to the revaluation of assets. The impact on the income tax expense for the year is disclosed in Note 4.
c) Acquisition of assets
The purchase method of accounting is used for all acquisition of assets regardless of whether equity instruments or other assets are
acquired. Cost is measured as the fair value of the assets given up, shares issued or liabilities undertaken at the date of acquisition
plus any incidental costs directly attributable to the acquisition. Where equity instruments are issued in an acquisition, the value of
the instruments is their market price at the acquisition date unless the notional price at which they could be placed in the market is a
better indicator of fair value. Transaction costs arising on the issue of equity instruments are recognised directly to equity.
Goodwill is brought to account on the basis described in Note 1 (g).
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d) Recoverable amount of non current assets
The recoverable amount of an asset is the net amount expected to be recovered through the cash inflows and outflows arising from
its continued use and subsequent disposal.
Where the carrying amount of an asset is greater than its recoverable amount, the asset is written down to its recoverable amount.
Where net cash inflows are derived from a group of assets working together, recoverable amount is determined on the basis of the
relevant group of assets. The decrement in the carrying amount is recognised as an expense in net profit or loss in the reporting
period in which the recoverable amount write down occurs. The expected net cash flows included in determining recoverable
amounts of non current assets have been discounted.
The consolidated entity has inventories and intellectual property, comprising Patents and Trademarks in relation to Bioeffectives®
technology. Whilst the Directors believe that the assets are fully recoverable by the exploitation or sale of these assets, their
recoverability is partially dependent on the outcome of clinical trials and TGA applications the entity is currently undertaking.
e) Revaluation of non current assets
Revaluation increments are credited directly to the asset revaluation reserve, except that, to the extent that an increment reverses
a revaluation decrement in respect of that class of asset previously recognised as an expense in the profit or loss, the increment is
recognised immediately as revenue in net profit or loss.
Revaluation decrements are recognised immediately as expenses in the net profit or loss, except to the extent that a credit balance
exists in the asset revaluation reserve in respect of the same class of assets, they are debited directly to the asset revaluation
reserve.
Revaluation increments and decrements are offset against one another within a class of non current assets, but not otherwise.
Potential capital gains tax is not taken into account in determining revaluation amounts unless it is expected that a liability for such
tax will crystallise.
f) Depreciation of plant and equipment
Depreciation is calculated on a straight-line basis to write off the net cost or revalued amount of each item of plant and equipment
over its expected useful life to the consolidated entity. Estimates of remaining useful lives are made on a regular basis for all assets,
with annual reassessments for major assets.
The expected useful lives are as follows:
Furniture and equipment 5 years
g) Intangible assets
Goodwill
Where an entity or operation is acquired, the identifiable net assets acquired are measured at fair value. The excess of the fair value
of the cost of acquisition over the fair value of the identifiable net assets acquired is brought to account as goodwill and amortised
on a straight line basis over 20 years, being the period during which the benefits are expected to arise.
Patents and trademarks
Significant costs associated with patents and trademarks are deferred and amortised on a straight line basis over the period of the
expected benefits, which vary from 3 to 5 years, commencing at the time the patents and trademarks are ready for exploitation or
sale.
h) Employee entitlements
Wages, salaries and annual leave
Liabilities for wages and salaries and annual leave are recognised, and are measured as the amount unpaid at the reporting date at
current pay rates in respect of employees’ services up to that date.
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Long service leave
A liability for long service leave is recognised, and 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. Consideration is given to expected future wage and salary
levels, experience of employee departures and periods of service. Expected future payments are discounted using interest rates
on national
Government guaranteed securities with terms of maturity that match, as closely as possible, the estimated future cash outflows.
Superannuation
The consolidated entity contributes to a superannuation plan in respect of Australian employees of the consolidated entity in
accordance with the Superannuation Guarantee (Administration) Act.
i) Borrowing costs
Borrowing costs are recognised as expenses in the period in which they are incurred. Borrowing costs include interest on bank
overdrafts and borrowings, amortisation of discounts or premiums relating to borrowings and finance lease charges.
j) Maintenance and repairs
Routine operating maintenance, repair and minor renewal costs are charged as expenses when incurred.
k) Trade and other creditors
These amounts represent liabilities for goods and services provided to the consolidated entity prior to the end of the financial year
and which are unpaid. The amounts are unsecured and are usually paid within 30 – 90 days of recognition.
l) Receivables
Receivables relate to GST credits due from the Australian Taxation Office. Collectability of this debtor is reviewed on an ongoing
basis.
m) Earnings per share
Basic earnings per share
Basic earnings per share is determined by dividing net profit after income tax attributable to members of the company, excluding any
costs of servicing equity other than ordinary shares, by the weighted average number of ordinary shares on issue during the financial
year, adjusted for bonus elements in ordinary shares issued during the 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.
n) Inventories
Raw materials and stores, work in progress and finished goods are stated at the lower of cost and net realisable value. Cost
comprises direct materials, direct labour and an appropriate portion of variable and fixed overhead expenditure, the latter being
allocated on the basis of normal operating capacity. Costs are assigned to individual items or stock on the basis of weighted average
costs.
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Note 2. Revenue
CONSOLIDATED ENTITY

PARENT ENTITY

2005

2004

2005

2004

$

$

$

$

Revenue from operating activites
Other sales revenue

64,977

-

-

-

Revenue from outside the operating activities
Interest income

40,547

8,029

40,547

8,029

-

10,000

-

10,000

40,547

18,029

40,547

18,029

105,524

18,029

40,547

18,029

5,000

2,030

-

-

6,960

6,960

-

-

(2,115 204)

(1,312,316)

(1,180,383)

(538,610)

Income tax expense/(benefit) calculated at 30%

(634,561)

(393,695)

(354,115)

(161,583)

Tax losses not brought to account

634,561

393,695

354,115

161,583

-

-

-

-

Recovery of bad debt
Total revenue from ordinary activities

Note 3. Operating profit/(loss) from ordinary activities
Net expenses
Depreciation
Plant and equipment
Amortisation
Goodwill

Note 4. Income tax
Income tax expense for the financial year differs from the amount
calculated on the profit/(loss).
The differences are reconciled as follows:
Profit/(loss) from ordinary activities before income tax expense

Income tax expense
The franking account balance is $Nil.

The directors estimate that the potential future income tax benefit at year end in respect of tax losses not brought to account is
$1,643,025 (2004: $1,008,464).
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Note 5. Current assets – cash
CONSOLIDATED ENTITY

PARENT ENTITY

2005

2004

2005

2004

$

$

$

$

673,424

282,606

666,313

277,959

Trade debtors

72,000

-

-

-

GST credit due from ATO

142,911

24,976

92,175

24,976

214,911

24,976

92,175

24,976

1,476,500

1,372,670

-

-

2,614

-

2,249,446

986,330

-

-

8,750,000

8,750,000

Furniture and office equipment - at cost

34,300

21,064

768

768

Less: Accumulated depreciation

(12,030)

(7 030)

-

-

22,270

14,034

768

768

Cash at bank and on hand
Note 6. Current assets – receivables

Note 7. Current assets – inventories
Stock on hand
Note 8. Non current assets – receivables
Loan to related parties
Note 9. Non current assets – other financial assets
Investment in controlled entity - at cost
Note 10. Non current assets – plant and equipment

Reconciliations
Reconciliations of the carrying amounts of each class of property, plant and equipment at the beginning and end of the current
financial year are set out below:
Furniture
and office
equipment

17

Carrying amount at beginning of financial year

14,034

Additions

13,236

Depreciation expense

(5,000)

Carrying amount at end of financial year

(22,270)
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Note 11. Non-current assets – intangibles
CONSOLIDATED ENTITY

PARENT ENTITY

2005

2004

2005

2004

$

$

$

$

Goodwill

139,209

139,209

-

-

Less: Accumulated amortisation

(13,920)

(6,960)

-

-

125,289

132,249

-

-

Patents and trademarks - at cost

7,553,720

7,551,788

-

-

Total intangibles

7,679,009

7,684,037

-

-

Trade creditors

151,575

82,075

143,172

58,996

Other creditors

3,019

78,766

3,019

-

154,594

160,841

146,191

58,996

Ordinary shares - fully paid

101,576,219

84,137,370

39,476,157

37,653,403

Contributing 20 cent shares - paid to 3 cents

49,455,180

50,000,000

1,489,104

500,000

151,031,399

134,137,370

40,965,261

38,153,403

Note 12. Current liabilities - payables

Note 13. Contributed equity

Share capital

Movements in ordinary share capital
Opening balance

84,137,370

37,653,403

Entitlement issue

9,063,886

906,388

Underwriting fee (replacement prospectus)

1,080,335

108,033

Corporate fee

2,006,336

200,633

Share placement

4,900,000

490,000

Share placement

577,250

115,450

Option conversion

11,250

2,250

101,776,427

39,476,157

50,000,000

500,000

-

989,104

50,000,000

1,489,104

Closing balance

Movements in contributing share capital
Opening balance
Call of 2 cents
Closing balance
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Note 14. Accumulated losses
CONSOLIDATED ENTITY

PARENT ENTITY

2005

2004

2005

2004

$

$

$

$

Accumulated losses at the beginning of the financial
year

(28,935,921)

(27,623,605)

(28,172,366)

(27,633,756)

Net profit / (loss) attributable to members

(2,115,204)

(1,312,316)

(1,180,383)

(538,610)

Accumulated losses at the end of the financial year

(31,051,125)

(28,935,921)

(29,352,749)

(28,172,366)

Note 15. Earnings per share
CONSOLIDATED ENTITY

Basic earnings per share
Weighted average number of ordinary shares used as the denominator in calculating basic
earnings per share.

2005

2004

Cents

Cents

(2.13)

(1.69)

Shares

Shares

99,087,583

77,537,075

Note 16. Reconciliation of net cash flow from operating activities to
operating profit / (loss) after income tax expense
CONSOLIDATED ENTITY

PARENT ENTITY

2005

2004

2005

2004

$

$

$

$

(2,115,204)

(1,312,316)

(1,122,918)

(538,610)

11,960

8,990

-

-

(Increase)/decrease in receivables

(192,549)

(21,530)

(92,175)

(24,976)

(Increase)/decrease in inventories

(103,830)

84,330

-

-

(6,248)

12,537

29,730

(50,475)

(2,405,871)

(1,227,989)

(1,185,363)

(614,061)

Net profit/(loss) from ordinary activities after income
tax expense
Depreciation and amortisation
Movements in assets and liabilities:

Increase/(decrease) in creditors
Net cash flow from operating activities
Note 17. Investment in controlled entities

The consolidated financial statements incorporate the assets, liabilities and results of the following subsidiaries in accordance with
the accounting policy note described in Note 1a).
Name of Entity

Solathera Limited
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EQUITY HOLDING

Country of
incorporation

Class of
shares

2005

2004

Australia

Ordinary

100%

100%
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Note 18. Financial instruments
a) Interest rate risk exposures
The consolidated entity’s exposure to interest rate risk and the effective weighted average interest rate by maturity periods is set
out in the following table. For interest rates applicable to each class of asset or liability refer to individual notes to the financial
statements.
Exposures arise predominantly from assets and liabilities bearing variable interest rates as the consolidated entity intends to hold
fixed rate assets and liabilities to maturity.
Fixed interest maturing in:
Floating
interest rate

1 year or
less

Over 1 to
5 years

$

$

$

$

$

$

Cash at bank

673,424

-

-

-

-

673,424

Receivables

-,

-

-

-

217,525

217,525

673,424

-

-

-

217,525

890,949

Note

More than Non interest
5 years
bearing

Total

2005
Financial assets

Total financial assets
Weighted average interest rate

2.87%

Financial liabilities
Payables

-

-

-

-

146,191

146,191

Total financial liabilities

-

-

-

-

146,191

146,191

673,424

-

-

-

71,334

744,758

Cash at bank

282,606

-

-

-

-

282,606

Receivables

-

-

-

-

24,976

24,976

282,606

-

-

-

24,976

307,582

Net financial assets/(liabilities)

2004
Financial assets

Total financial assets
Weighted average interest rate

2.45%

Financial liabilities
Payables

-

-

-

-

160,841

160,841

Total financial liabilities

-

-

-

-

160,841

160,841

282,606

-

-

-

(135,865)

146,741

Net financial assets/(liabilities)
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b) Credit risk exposure
The credit risk on financial assets of the consolidated entity, which have been recognised on the statement of financial position, other
than investments in shares, is generally the carrying amount, net of any provision for doubtful debts. The consolidated entity does
not have any material credit risk exposure to any single debtor or group of debtors under financial instruments entered into by it.
c) Net fair value of financial assets and liabilities
On balance sheet
The net fair value of cash and cash equivalents and non-interest bearing monetary financial assets and financial liabilities of the
consolidated entity approximates their carrying amounts.
Note 19. Events occurring subsequent to balance date
Solagran Limited’s Australian manufacturer, Cardinal Health Australia, completed a manufacturing run for the finished form products
of Bioeffective® R and Bioeffective® B.
A voluntary escrow agreement was concluded between Solagran Limited and two major shareholders whereby 36,211,524 ordinary
shares remain subject to further escrow (until 13 August 2006).
IP Australia (Australian Patents Office) confirmed acceptance of the patent application for Australia (which is derived from the PCT
international technology patent) for the production of Bioeffectives® from plant sources.
Note 20. Related party transactions
Directors and specified executives
Disclosures relating to directors and specified executives are set out in Note 21.
Wholly owned group
The wholly owned group consists of Solagran Limited and its wholly owned controlled entity Solathera Limited.
Transactions between Solagran Limited and Solathera Limited during the years ended 30 June 2005 and 30 June 2004 consisted
of loans advanced by Solagran Limited. There is no fixed term for repayment of the loans advanced by Solagran Limited and there
is no interest payable on the loans advanced.
Aggregate amounts receivable from Solathera Limited at balance date:
PARENT ENTITY

Non-current receivables (loans)

2005

2004

$

$

2,249,446

986,330

Note 21. Director and executive disclosures
Directors
The following persons were directors of Solagran Limited during the financial year:
Executive Directors
Dr V Soultanov - Chairman
Mr P Stedwell
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Note 21. Director and executive disclosures (continued)
Non-executive Directors
Mr D Kilroy
Mr C Pellegrino
Executives (other than directors) with the greatest authority for strategic direction and
management
The following person was the only executive with the greatest authority for the strategic direction and management of the
consolidated entity (“specified executive”) during the financial year:
Name
Mr T Karantonis

Position
Chief Executive Officer

Employer
Solagran Limited

Mr T Karantonis ceased employment with the Group on 2 February 2005.
Remuneration of executives and directors
Principles used to determine the nature and amount of remuneration
The Board reviews the remuneration packages and policies applicable to the Directors and other officers of the company on an
annual basis. Where necessary the Board obtains independent advice on the appropriateness of remuneration packages.
Details of remuneration
Details of the remuneration of each director and the one executive of the consolidated entity, including their personally related
entities, are set out in the following tables:
Directors
2005

Primary

Post-employment

Equity

Cash salary
and fees

Cash
bonus

Non
monetary
benefits

Superannuation

Retirement
benefits

Options

$

$

$

$

$

$

$

Dr V Soultanov

72,716

-

-

-

-

-

72,716

Mr P Stedwell

96,000

-

-

-

-

-

96,000

Mr D Kilroy

43,000

-

-

-

-

-

43,000

Mr C Pellegrino

91,310

-

-

-

-

-

91,310

Total

303,026

-

-

-

-

-

303,026

64,995

-

-

-

-

-

64,995

64,995

-

-

-

-

-

64,995

Name

Total

Executive

Non-executive

Executives
Mr T.Karantonis
(From 1/7/04 - 5/2/05)
Total
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Note 21. Director and executive disclosures (continued)
Directors
2004

Primary

Post-employment

Equity

Cash salary
and fees

Cash
bonus

Non
monetary
benefits

Superannuation

Retirement
benefits

Options

$

$

$

$

$

$

$

Dr V Soultanov

81,700

-

-

-

-

-

81,700

Mr P Stedwell

88,000

-

-

-

-

-

88,000

Mr D Kilroy

-

-

-

-

-

-

-

Mr C Pellegrino

-

-

-

-

-

-

-

Mr G Vincent

22,500

-

-

-

-

-

22,500

Mr P Harford

-

-

-

-

-

-

-

Mr M Mair

-

-

-

-

-

-

-

192,200

-

-

-

-

-

192,200

82,500

-

-

-

-

-

82,500

Name

Total

Executive

Non-executive

Total
Executives
Mr T.Karantonis

Equity instrument disclosures relating to directors and executives
Options provided as remuneration
There were no options granted over unissued shares in the company during or since the year end to any Director or Officer of the
company as part of their remuneration. All Directors subscribed for shares as part of their Entitlement Issue and received unlisted
options on the same basis as all other shareholders.
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Note 21. Director and executive disclosures (continued)
Share holdings
The number of shares in the company held during the financial year by each Director of Solagran Limited and the specified executive
of the consolidated entity, including their personally related entities, are set out below.
Balance at the start
of the year

Received during
the year on
exercise of options

Other changes
during the year

Balance at the end
of the year

-

-

453,674

453,674

6,107,633

-

1,200,000

7 307,633

80,377

-

30,000

110,377

6,447,728

-

402,487

6,850,215

Mr P Stedwell

10,000

-

2,000

12,000

Mr P Stedwell (indirectly)

110,000

-

530,000

640,000

3,553,649

-

269,900

3,823,549

-

-

912,456

912,456

3,369,651

-

-

3,369,651

196,172

-

-

196,172

Mr D Kilroy (indirectly)

6,215,036

-

-

6,215,036

Mr C Pellegrino (indirectly)

4,237,090

-

-

4,237,090

Name
Directors of Solagran Limited
Ordinary shares
Dr V Soultanov
Dr V Soultanov (indirectly)
Mr D Kilroy
Mr D Kilroy (indirectly)

Mr C Pellegrino (indirectly)
Contributing shares
Dr V Soultanov
Dr V Soultanov (indirectly)
Mr D Kilroy

Other transactions with directors and specified executives
A director, Dr V Soultanov, is a director and shareholder of Eastok Pty Ltd. Solagran Limited has paid Eastok Pty Ltd for the rental of
storage space for office records, trial data and materials, trial equipment, raw materials and for staff services to Solagran.
2005

2004

$

$

62,614

60,000

Amounts recognised as an expense
Rental of storage space

Mr D Kilroy is a director and shareholder of The KBA Consulting Group Pty Ltd. During the year Solagran Limited paid office rent
and other overhead expenses to The KBA Consulting Group Pty Ltd.
2005

2004

$

$

184,203

68,002

Amounts recognised as an expense
Office rental and overheads
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Note 22. Segment information
The consolidated entity conducts biomedical research in Australia and Russia.
Secondary reporting - geographical segments

Segment revenues from
sales to external
customers

Australia
Russia

Segment Assets

Acquisition of property, plant
and equipment, intangibles
and other non-current segment
assets

2005

2004

2005

2004

2005

2004

$

$

$

$

$

$

64,977

-

10,068,728

9,378,323

15,168

2,373

-

-

-

-

-

-

64,977

-

10,068,728

9,378,323

15,168

2,373

Notes to and forming part of the segment information
Accounting policies
Segment information is prepared in conformity with Accounting Standard AASB 1005 Segment Information and the following
accounting policy:
Segment revenues, expenses, assets and liabilities are those that are directly attributable to a segment and the relevant portion that
can be allocated to the segment on a reasonable basis. Segment assets include all assets used by a segment and consist primarily
of operating cash, receivables, inventories, property, plant and equipment and goodwill and other intangible assets, net of related
provisions. While most of these assets can be directly attributed to individual segments, the carrying amounts of certain assets used
jointly by segments are allocated based on reasonable estimates of usage. Segment liabilities consist primarily of trade and other
creditors. Segment assets and liabilities do not include income taxes.
Note 23. Remuneration of auditors
During the year the following amounts were paid to the auditor of the parent entity, its related practices and non-related audit firms:
CONSOLIDATED ENTITY

PARENT ENTITY

2005

2004

2005

2004

$

$

$

$

Horwath Audit (WA) Pty Ltd

15,600

14,500

15,600

14,500

D Penman & Co

1,000

1,595

-

-

Total remuneration for audit services

16,600

16,095

15,600

14,500

Horwath Audit (WA) Pty Ltd

15,600

15,000

15,600

15,000

Total remuneration for other assurance services

15,600

15,000

15,600

15,000

Total remuneration for assurance services

32,200

31,095

31,200

29,500

Assurance services
Audit Services

Other Assurance Services
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Note 24. Contingent liabilities
The parent entity and consolidated entity had no contingent liabilities at 30 June 2005.
Note 25. Commitments for expenditure

Remuneration commitments
Commitment to complete medical trial with Swinburne University:
Within one year

148,000

-

148,000

-

Later than one year but not later than 5 years

352,000

-

352,000

-

500,000

-

500,000

-

Note 26. Impacts of adopting australian equivalents to international financial reporting standards
The Australian Accounting Standards Board (AASB) is adopting International Financial Reporting Standards (IFRS) for application
to reporting periods beginning on or after 1 January 2005. The AASB has issued Australian equivalents to IFRS, and the Urgent
Issues Group has issued interpretations corresponding to IASB interpretations originated by the International Financial Reporting
Interpretations Committee or the former Standing Interpretations Committee. These Australian equivalents to IFRS are referred to
hereafter as AIFRS. The adoption of AIFRS will be first reflected in the consolidated entity’s financial statements for the half year
ended 31 December 2005 and the year ended 30 June 2006.
Entities complying with AIFRS for the first time will be required to restate their comparative financial statements to amounts reflecting
the adoption of AIFRS to that comparative period. Most adjustments required on transition to AIFRS will be made, retrospectively,
against retained earnings as at 1 July 2004.
The consolidated entity has analysed all of the AIRFS and has identified the accounting policy changes that will be required. In some
cases choices of accounting policies are available, including elective exemptions under Accounting Standard AASB 1 First-time
Adoption of Australian Equivalents to International Financial Reporting Standards. These choices have been analysed to determine
the most appropriate accounting policy for the consolidated entity.
Although the adjustments disclosed in this note are based on management’s best knowledge of expected standards and
interpretations, and current facts and circumstances, these may change. For example, amended or additional standards or
interpretations may be issued by the AASB and IASB. Therefore, until the company prepares its first full AIFRS financial statements,
the possibility cannot be excluded that the accompanying disclosures may have to be adjusted.
The key potential implications on the adoption of AIFRS to the company are as follows:
a) Income tax
Under AASB 112 Income Taxes, deferred tax balances are determined using the balance sheet method which calculates
temporary differences based on the carrying amounts of an entity’s assets and liabilities in the statement of financial position and
their associated tax bases. In addition, current and deferred taxes attributable to amounts recognised directly in equity are also
recognised directly in equity.
This will result in a change to current accounting policy, under which deferred tax balances are determined using the income
statement method, items are only tax effected if they are included in the determination of pre-tax accounting profit or loss and/or
taxable income or loss and current and deferred taxes cannot be recognised directly in equity.
If the policy required by AASB 112 had been applied during the year ended 30 June 2005 there would have been no impact.
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b) Intangible assets – goodwill
Under AASB 3 Business Combinations, amortisation of goodwill will be prohibited, and will be replaced by annual impairment testing
focusing on the cash flows of the related cash-generating unit.
This will result in a change to the current accounting policy, under which goodwill is amortised on a straight line basis over the period
during which the benefits are expected to arise and not exceeding 20 years.
Impairment testing as at 1 July 2005 confirmed no impairment of the $139,209 goodwill less accumulated amortisation of $13,920
as disclosed in the economic entity’s financial statements at 30 June 2005.
c) Equity based compensation benefits
Under AASB 2 Share Based Payments, from 1 July 2004 the group is required to recognise an expense for those options that were
issued to employees under an employee option plan after 7 November 2002 but that had not vested by 1 January 2005.
This will result in a change to the current accounting policy, under which no expense is recognised for equity-based compensation.
The consolidated entity had not issued options to employees under an employee option plan after 7 November 2002 and there is
therefore no impact on adoption of the new accounting policy.
d) Intangible assets
Under AASB 138 Intangible Assets, the amortisation of an intangible asset with an infinite life is prohibited and will be replaced by
annual impairment testing focusing on cash flows of the related cash-generating unit.
This will result in a change to the current accounting policy, under which significant costs associated with patents and trademarks are
deferred and amortised on a straight line basis over the period of their expected benefits, which vary from 3 to 5 years, commencing
at the time the patents and trademarks are ready for exploitation or sale.
The consolidated entity tested intangible assets for impairment at 1 July 2005 and is satisfied there is no impact upon adoption of
the new accounting policy.
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In the directors’ opinion:
a) the financial statements and notes set out therein are in accordance with the Corporations Act 2001, including:
i) complying with Accounting Standards, the Corporations Act 2001 and other mandatory professional reporting requirements;
and
ii) giving a true and fair view of the company’s and consolidated entity’s financial position as at 30 June 2005 and their
performance, as represented by the results of their operations and their cash flows, for the financial year ended on that date;
and
b) the General Manager and Company Secretary have each declared that:
i) the financial records of the company for the financial year have been properly maintained in accordance with Section 286 of
the Corporations Act 2001;
ii) the financial statements and notes for the financial year comply with the Accounting Standards; and
iii) the financial statements and notes for the financial year give a true and fair view.
c) there are reasonable grounds to believe that the company will be able to pay its debts as and when they become due and
payable.
This declaration is made in accordance with a resolution of the directors.

Peter Stedwell
Director
Dated at Melbourne on this the 27th day of September 2005.
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Horwath Perth
ABN 13 412 308 092
Chartered Accountants
A member of Horwath International
128 Hay Street Subiaco WA 6008
PO Box 700 West Perth WA 6872
Email horwath@perth.horwath.com.au
Telephone (08) 9380 8400
Facsimile (08) 9380 8499

Independent audit report to members of Solagran Limited
Scope
The financial report and directors’ responsibility
The financial report comprises the statement of financial performance, statement of financial position, statement of cash flows,
and accompanying notes to the financial statements for both Solagran Limited (the company) and the consolidated entity, and the
directors’ declaration for the year ended 30 June 2005. The consolidated entity comprises both the company and the entities it
controlled during that year.
The directors of the company are responsible for the preparation and true and fair presentation of the financial report in accordance
with the Corporations Act 2001. This includes responsibility for the maintenance of adequate accounting records and internal
controls that are designed to prevent and detect fraud and error, and for the accounting policies and accounting estimates inherent
in the financial report.
Audit approach
We conducted an independent audit in order to express an opinion to the members of the company. Our audit was conducted in
accordance with Australian Auditing Standards in order to provide reasonable assurance as to whether the financial report is free of
material misstatement. The nature of an audit is influenced by factors such as the use of professional judgement, selective testing,
the inherent limitations of internal control, and the availability of persuasive rather than conclusive evidence. Therefore, an audit
cannot guarantee that all material misstatements have been detected.
We performed procedures to assess whether in all material respects the financial report presents fairly, in accordance with the
Corporations Act 2001, including compliance with Accounting Standards and other mandatory financial reporting requirements in
Australia, a view which is consistent with our understanding of the company’s and the consolidated entity’s financial position, and of
their performance as represented by the results of their operations and cash flows.
We formed our audit opinion on the basis of these procedures, which included:
• examining, on a test basis, information to provide evidence supporting the amounts and disclosures in the financial report,
and
• assessing the appropriateness of the accounting policies and disclosures used and the reasonableness of significant
accounting estimates made by the directors.
While we considered the effectiveness of management’s internal controls over financial reporting when determining the nature and
extent of our procedures, our audit was not designed to provide assurance on internal controls.
Independence
We are independent of the company and group, and have met the independence requirements of Australian professional ethical
pronouncements and the Corporations Act 2001. In addition to our audit of the financial report, we were engaged to undertake the
services disclosed in the notes to the financial statements. The provision of these services has not impaired our independence.
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Audit opinion
In our opinion, the financial report of Solagran is in accordance with:
(a) the Corporations Act 2001, including:
(i) giving a true and fair view of the company’s and consolidated entity’s financial position as at 30 June 2005 and of their
performance for the year ended on that date; and
(ii) complying with Accounting Standards in Australia and the Corporations Regulations 2001; and
(b) other mandatory financial reporting requirements in Australia.
Dated at Perth on this the 27th day of September 2005.

HORWATH
Audit (WA) Pty Ltd

GLYN O’BRIEN
Director

Partners: Glyn O Brien CA Anthony Bevan CA

Horwath Perth conducts its practice independently of Horwath (WA) Pty Ltd and of all other firms of chartered accountants who are members of Horwath International in Australia
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Horwath Perth
ABN 13 412 308 092
Chartered Accountants
A member of Horwath International
128 Hay Street Subiaco WA 6008
PO Box 700 West Perth WA 6872
Email horwath@perth.horwath.com.au
Telephone (08) 9380 8400
Facsimile (08) 9380 8499

27 September 2005
The Board of Directors
Solagran Limited
Level 11, 492 St Kilda Road
MELBOURNE VIC 3004

Auditor’s Independence Declaration

This declaration is made in connection with our audit of the financial report of Solagran Limited and Controlled Entities for the year
ended 30 June 2005 and in accordance with the provisions of the Corporations Act 2001.
We declare that, to the best of our knowledge and belief, there have been:
• No contraventions of the auditor independence requirements of the Corporations Act 2001 in relation to this audit;
• No contraventions of the Code of Professional Conduct of the Institute of Chartered Accountants in Australia in relation to
this audit.
Yours faithfully
HORWATH
Audit (WA) Pty Ltd

GLYN O’BRIEN
Director

Partners: Glyn O Brien CA Anthony Bevan CA

Horwath Perth conducts its practice independently of Horwath (WA) Pty Ltd and of all other firms of chartered accountants who are members of Horwath International in Australia
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S

olagran Limited (the Company) and the Board of Directors (the Board) are committed to Corporate Governance and, to the
extent they are applicable to the Company, have adopted the 10 Principles of Good Corporate Governance and Best Practice
Recommendations as published by the Australian Stock Exchange (ASX) Corporate Governance Council in March 2003.

The Company and its controlled entity together are referred to as the Group in this Statement.
The relationship between the Board and senior management is critical to the Group’s long-term success. The Directors are
responsible to the shareholders for the performance of the Company in both the short and the longer term. Their key focus is to
enhance the interests of shareholders and other key stakeholders and to ensure the Group is properly managed.
Day to day management of the Group’s affairs and the implementation of the corporate strategy and policy initiatives are delegated
by the Board to the Chief Executive Officer or when that position is not filled, the Executive Directors and the General Manager.
This Statement outlines the main corporate governance practices in place during the financial year, noting where practices depart
from the ASX Corporate Governance Council recommendations and the Board’s reasons for an alternate approach. Where the
Board supports a recommendation, but it has not yet been fully implemented, a complementary policy or practice has also been
identified.
The following additional information about the Company’s corporate governance practices is set out on the Company’s website at
www.solagran.com
Board Charter;
Summary of policy on securities trading;
Summary of continuous disclosure policy;
Summary of arrangements regarding communication with shareholders;
Summary of Company’s risk management policy; and
Code of Conduct.
Principle 1: Lay a solid foundation for management and oversight
Council Recommendation 1.1: Formalise and disclose the functions reserved to the Board and those delegated to management.
Responsibilities of the Board of Directors
The Board of Directors of Solagran Limited is responsible for the corporate governance of the Company. The Board guides and
monitors the business of the Company on behalf of shareholders, by whom they are elected and to whom they are accountable. The
Board is responsible for setting corporate direction, defining policies and monitoring the business of the Company to ensure that it
is conducted appropriately and in the best interests of shareholders. Details of the Board’s Charter are located on the Company’s
website www.solagran.com.
The Board’s key objectives are to:
- Increase shareholder value within an appropriate framework which safeguards the rights and interests of the Company’s
shareholders;
- To ensure the Company is properly managed and operates with effective cost and risk controls;
- To ensure that the Company invests funds in properly managed research projects; and
- To ensure that the Company’s products (Bioeffectives) are given the opportunity to become commercial and viable products
in the worldwide market.
Principle 2: Structure the Board to Add Value
Composition of the Board
Council Recommendation 2.1: The majority of the Board should be Independent Directors’.
The majority of the Board is not independent.
Mr Peter Stedwell is the only Independent Director on the Board.
Dr Vagif Soultanov, Mr Denis Kilroy and Mr Charles Pellegrino are not independent as they are substantial shareholders of the
Company.
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The Board considers that the Company is not currently of a size, nor are its affairs of such complexity to justify the expense of
appointing additional independent non-executive Directors.
Details of the members of the Board, their experience and expertise are set out in the Directors’ Report in the Annual Report.
Council Recommendation 2.2: The chairperson should be an Independent Director.
Dr Vagif Soultanov is the Chairman of the Company. He is not independent as he is a substantial shareholder of the Company.
The Board believes that Dr Vagif Soultanov is the person who best understands the technical nature and background of the
Company’s business. Dr Soultanov is highly qualified in the areas of Solagran’s business pursuit and can make informed decisions
on all relevant issues falling within the scope of the role of a Chairman.
The Board considers that given these factors and that the Company is not currently of a size, nor are its administrative affairs of such
complexity, the appointment of an independent Chairman is not justified.
Chairman and Chief Executive Officer
Council Recommendation 2.3: The roles of chairperson and Chief Executive Officer / General Manager should not be exercised by
the same individual.
Dr Vagif Soultanov is the Chairman of the Company and Mr Gene Litinsky is the General Manager.
The Chairman is responsible for leading the Board, ensuring Directors are properly briefed in all matters relevant to their role and
responsibilities, facilitating Board discussions and managing the Board’s relationship with the Company’s General Manager.
The Executive Directors and the General Manager are responsible for implementing Group strategies and policies. The Board
Charter specifies that these are separate roles to be undertaken by separate people.
Nomination Committee
Council Recommendation 2.4: The Board should establish a Nomination Committee.
Currently a separate Nomination Committee has not been formed. The Board considers that at this stage in the Company’s
development, no benefits or efficiencies are to be gained by delegating this function to a separate committee.
The Board as a whole undertakes the process of reviewing the skill base and experience of existing Directors to enable identification
or attributes required in new Directors. Where appropriate independent consultants could be engaged to identify possible new
candidates for the Board.
Independent Professional Advice
With the prior approval of the Chairman, Directors may seek independent professional advice at the Company’s expense.
Term of Office
The Company’s Constitution specifies that Director’s must retire from office on a two year rotational basis.
Principle 3: Establish a Code of Conduct
Council Recommendation 3.1: Establish a Code of Conduct to guide the Directors, the Chief Executive Officer (or equivalent), the
Chief Financial Officer (or equivalent) and any other key executives as to:
3.1.1
The practices necessary to maintain confidence in the Company’s integrity;
3.1.2
The responsibility and accountability of individuals for reporting and investigating reports of unethical practices.
The Company has adopted a Code of Conduct to guide the Directors and Officers.
Prior to the adoption of the formal written Code of Conduct, the Board considers that its business practices, as overseen by the
Board, were the equivalent to the Code of Conduct formally adopted.
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Code of Conduct
All Directors and Officers will:
-

Actively promote the highest standards of ethics and integrity in carrying out their duties for the Company;
Disclose any actual or perceived conflicts of interest of a direct or indirect nature of which they become aware and which they
believe could compromise in any way the reputation or performance of the Company;
Respect confidentiality of all information of a confidential nature, which is acquired in the course of the Company’s business
and not disclose or make improper use of such confidential information to any person unless specific authorisation is given
for disclosure or disclosure is legally mandated;
Deal with the Company’s customers, suppliers, competitors and each other with the highest level of honesty, fairness and
integrity and to observe the rule and spirit of the legal and regulatory environment in which the Company operates; and
Protect the assets of the Company to ensure availability for legitimate business purposes and ensure all corporate
opportunities are enjoyed by the Company and that no property, information or position belonging to the Company or
opportunity arising from these are used for personal gain or to compete with the Company.

Trading in the Company’s Securities by Directors, Officers and Employees
Council Recommendation 3.2: Disclose the policy concerning trading in Company securities by Directors, Officers and employees.
The Board has adopted a policy and procedure on dealing in the Company’s securities by Directors, Officers and employees which
prohibits dealing in the Company’s securities when those persons possess unpublished market price sensitive information.
The policy provides for the Directors and officers to notify the market immediately of any relevant information in accordance with
Listing Rule 3.1.
Directors must notify the Company Secretary of the completion of any trade in the Company’s securities within 2 days of such trade
being completed so that the Company Secretary can comply with ASX Listing Rule 3.19A.2 requirement to notify ASX of any change
in a notifiable interest held by a Director.
Principle 4: Safeguard Integrity in Financial Reporting
Council Recommendation 4.1: Require the Chief Executive Officer (or equivalent) and the Chief Financial Officer (or equivalent)
to state in writing to the Board that the Company’s financial reports present a true and fair view, in all material respects, of the
Company’s financial condition and operational results and are in accordance with relevant accounting standards.
The Company Secretary of the Company on behalf of the Board and after a resolution passed by the Board signs off the Directors’
Report, Directors’ Declaration and an audit representation letter addressed to the Auditor, which states that the Company’s financial
reports present a true and fair view, in all material respects, of the Company’s financial condition and operational results and are in
accordance with relevant accounting standards.
Audit Committee
Council Recommendation 4.2: The Board should establish an Audit Committee.
A separate Audit Committee has not been formed. The Board considers that at this stage in the Company’s development, no benefits
or efficiencies are to be gained by delegating this function to a separate committee.
The Board as a whole undertakes the functions normally associated with an Audit Committee.
Council Recommendation 4.3: Structure the Audit Committee so that it consists of:
-

Only non-executive Directors;
A majority of Independent Directors;
An independent chairperson, who is not the chairperson of the Board; and
At least 3 members.
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Refer Council Recommendation 4.2.
Council Recommendation 4.4: The Audit Committee should have a formal charter.
Refer Council Recommendation 4.2.
Principle 5: Make Timely and Balanced Disclosure
Continuous Disclosure
Council Recommendation 5.1: Establish written policies and procedures designed to ensure compliance with ASX Listing Rule
disclosure requirements and to ensure accountability at a senior management level of that compliance.
The Company has adopted a Continuous Disclosure Policy that requires all Directors, Officers and Executives to inform the
Chairman and the Company Secretary of any potentially material information as soon as practicable after they become aware of
that information.
Information is material if it is likely that the information would influence investors who commonly acquire securities on ASX in
deciding whether to buy sell or hold the Company’s securities.
The Company Secretary is responsible for interpreting and monitoring the Company’s disclosure policy and where necessary
informing the Chairman and the Board.
Prior to the adoption of the Continuous Disclosure Policy there were no written policies and procedures designed to ensure
compliance with ASX Listing Rule disclosure requirements and accountability for the compliance however the policies and
procedures enunciated in the formally adopted policy were applied prior to their adoption in writing.
The Company Secretary has been nominated as the person responsible for communications with the ASX. This role includes
responsibility for ensuring compliance with the Continuous Disclosure requirements in the ASX Listing Rules and overseeing and
co-ordinating information disclosure to the ASX, analysts, brokers, shareholders, the media and the public.
Principle 6: Respect the Rights of Shareholders
Shareholder Communication
Council Recommendation 6.1: Design and disclose a communications strategy to promote effective communication with
shareholders and encourage effective participation at general meetings.
All information disclosed to the ASX is posted on the Company’s web site as soon as it is disclosed to the ASX.
The Company’s communication strategy requires communication with shareholders in an open, regular and timely manner so that
the market has sufficient information to make informed investment decisions on the operations and results of the Company. As part
of the communications strategy the Company has appointed a Manager of Investor Relations and Corporate Communications, who
directly responds to all appropriate shareholder enquiries.
All shareholders receive a copy of the Company’s annual report.
External Auditor
Council Recommendation 6.2: Request the External Auditor to attend the Annual General Meeting and be available to answer
shareholder questions about the conduct of the Audit and the preparation and content of the Auditor’s Report.
The External Auditor, Horwath Perth, is requested to attend the Annual General Meeting of the Company and be available to answer
shareholder questions about the conduct of the Audit and the preparation and content of the Audit Report.
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Principle 7: Recognise and Manage Risk
Risk Management
Council Recommendation 7.1: The Board or appropriate Board Committee should establish policies on risk oversight and
management.
The Board is responsible for risk management and control and they examine and consider areas of significant business risk on an
ongoing basis and implement policy to minimise exposure to these risks.
Arrangements put in place by the Board to monitor risk management include:
Technical review of all products prior to clinical trials and identification of possible product risk factors in trials;
Monitoring all product liability and insurance policies;
Constant review of cash resources and cash projection; and
Review of staff structure and roles.
The risk management policy of the Company will continue to be developed as its operations and risks evolve.
Council Recommendation 7.2: The Chief Executive Officer (or equivalent) and the Chief Financial Officer (or equivalent) should
state in writing that:
7.2.1
The statement given in accordance with best practice recommendation 4.1 (the integrity of financial statements) is founded
on a sound system of risk management and internal compliance and control which implements the policies adopted by the Board;
7.2.2
The Company’s risk management and internal compliance and control system is operating efficiently and effectively in all
material respects.
The Company complies with this recommendation.
Principle 8: Encourage Enhanced Performance
Performance Appraisal
Council Recommendation 8.1: Disclose the process for performance evaluation of the Board, its committees and individual
Directors, and key executives.
The Board has adopted a self-evaluation process to measure its own performance during each financial year. This process includes
a review in relation to the composition and skills mix of the Directors of the Company.
Principle 9: Remunerate Fairly and Responsibly
Council Recommendation 9.1: Provide disclosure in relation to the Company’s remuneration policies to enable investors to
understand (i) the costs and benefits of those policies and (ii) the link between remuneration paid to Directors and key executives
and corporate performance.
The Board determines the level of remuneration for Directors and executives based on the provision of services to the Company
for executive management and for their services as Directors. Remuneration levels were set with reference to industry and market
conditions and with regard to the size, nature and volume of operations and overall market capitalisation of the Company. In addition,
all matters of remuneration will continue to be determined in accordance with the Corporations Act 2001 requirements, especially in
respect of related party transactions. That is, no Directors participate in any deliberations regarding his own remuneration or related
issues.
Remuneration Committee
Council Recommendation 9.2: The Board should establish a Remuneration Committee.
A separate Remuneration Committee has not been formed. The Board considers that based on the Company’s stage of development,
no benefits or efficiencies are to be gained by delegating this function to a separate committee.
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Council Recommendation 9.3: Clearly distinguish the structure of the non-executive Directors’ remuneration from that of
executives.
The Company complies with this recommendation.
Council Recommendation 9.4: Ensure that the payment of equity based executive remuneration is made in accordance with
thresholds set in plans approved by shareholders.
The Company complies with this recommendation.
The Company currently has no equity based plans.
Principle 10: Recognise the Legitimate Interests of Stakeholders
Stakeholders
Council Recommendation 10.1: Establish and disclose a Code of Conduct to guide compliance with legal and other obligations to
legitimate stakeholders.
The Board of Directors has adopted a Code of Conduct.
The Code of Conduct formalises, in written form, business practices and principles previously adopted by the Board.
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Range of Shares As at 31 August, 2005
Total
Holders

Units

% Issued
Capital

1 - 1,000

93

24,564

0.02

1,001 - 5,000

225

687,435

0.68

5,001 - 10,000

190

1,680,506

1.65

10,001 - 100,000

388

14,764,508

14.51

100,001 -9,999,999,999

85

84,619,414

83.14

Total

981

101,776,427

100.00

Range

Top 20 Holders As at 31 August, 2005
Fully Paid Ordinary Shares

Number

%

Solamind Pty Ltd

36,125,000

35.49

ANZ Nominees Limited

16,118,534

15.84

Avondry Pty Ltd

3,050,090

3.00

Nova Vita Pty Ltd

2,500,000

2.46

Tirman Pty Ltd

2,000,000

1.97

Eastok Pty Ltd

1,888,883

1.86

Mr Barry Andrews

1,684,080

1.65

Mr Denis B Kilroy & Ms Fiona M Brown

1,410,108

1.39

Gold Spring Ltd

900,000

0.88

Mr Peter Stedwell

734,500

0.72

Mrs Guixing Jian

720,600

0.71

Mrs Kerry Thomas

650,000

0.64

Trayburn Pty Ltd

600,000

0.59

Comp-World Limited

575,000

0.56

Kilroy Brown & Associates Pty Ltd

546,067

0.54

UBS Private Clients Australia Nominees Limited

525,000

0.52

Westpac Custodian Nominees Limited

521,323

0.51

Mr Kevin Anglin

500,000

0.49

Mr Russell Frajman

500,000

0.49

Ponterosa Holdings Pty Ltd

450,000

0.44

Report Total

71,999,185

70.75

Remainder

29,777,234

29.25

Grand Total

101,776,419

100.00
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$0.20 Contributing Shares
(paid to $0.03)

39

Number

%

Solamind Pty Ltd

11,250,000

22.75

ANZ Nominees Limited

5,122,090

10.36

Mr Denis B Kilroy & Ms Fiona M Brown

2,460,382

4.97

Perpetual Custodians Limited

2,088,678

4.22

Mr David Christopher Kemp

1,814,250

3.67

Eastok Pty Ltd

1,682,151

3.40

Kilroy Brown & Associates Pty Ltd

1,424,371

2.88

Mr Christopher Robert Rogerson

1,400,000

2.83

Mr Glenn Peter Crotty

1,250,000

2.53

Mr Charles Robert Todd & Ms Andrea Michelle Treble

1,200,000

2.43

Kilroy Brown & Associates Pty Ltd

924,033

1.87

Dr Vagif Sultanovich Soultanov

912,456

1.85

Mr David Christopher Kemp

890,000

1.80

Mr Christopher Robert Rogerson

600,000

1.21

Hartkon Investments Pty Ltd

563,000

1.14

Mr Steven Wiggs

555,000

1.12

Gold Spring Ltd

500,000

1.01

Mrs Wilhelmina Christina Kroeze

500,000

1.01

Mr Edwin Leslie Ronald Moss

500,000

1.01

Trayburn Pty Ltd

500,000

1.01

Report Total

36,136,411

73.07

Remainder

13,318,769

26.93

Grand Total

49,455,180

100.00
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Unlisted Options expiring 30/04/2008 @ $0.20

Number

%

Sunshore Holdings Pty Ltd

12,250,000

27.49

Bejjal Pty Ltd (Bejjal Super Fund)

10,000,000

22.44

Gun Capital Management Pty Ltd

2,910,000

6.53

Nova Vita Pty Ltd

2,500,000

5.61

Eastok Pty Ltd

1,200,000

2.69

Austock Nominees Pty Ltd

1,000,000

2.24

Real Grumpy Pty Ltd

1,000,000

2.24

Novacourt Pty Ltd

1,000,000

2.24

Mrs Kerri Thomas

650,000

1.46

Peter Stedwell (Stedwell Family Super Fund)

513,988

1.15

Valentino Ignatius Adami

504,000

1.13

Suzanne Ellis

500,000

1.12

Russell Frajman (Frajman Family Super Fund)

500,000

1.12

Trayburn Pty Ltd

500,000

1.12

Christina Wilson

450,000

1.01

Denis Kilroy&Fiona Brown (DBK Superannuation Fund)

402,487

0.90

Avondry Pty Ltd

400,000

0.90

Philip Laurence Heading

400,000

0.90

Ponderosa Holdings Pty Ltd (Currenti Super Fund)

400,000

0.90

ANZ Nominees Pty Ltd

389,538

0.87

Report Total

37,470,013

84.06

Remainder

7,086,347

15.94

Grand Total

44,556,360

100.00

Voting Rights

Each shareholder is entitled to recieve notice of and vote at general meetings of the Company. At a general meeting, every
shareholder present in person or by proxy, representative or attorney will have, on a show of hands or a poll, one vote for
each share held.
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