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Important Notice 
 
Structural Monitoring Systems Plc (the Company) is incorporated in the United Kingdom under the laws of England and Wales. 
The Company is not subject to Chapters 6, 6A, 6B and 6C of the Australian Corporations Act 2001 dealing with the acquisition of shares 
(including substantial holdings and takeovers) 
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MANAGING DIRECTOR’S REPORT 
 
2008 has been a year of contrasts for your Company. 
 
Significant progress has been made in the primary objective of having the Comparative Vacuum 
Monitoring (CVM™) technology accepted as a means of improving maintenance and reducing cost for 
both civil and military aircraft. On the other hand, the on-going crisis in the world’s financial markets has 
required the reduction of operations to direct the funds remaining to protect the Company’s Intellectual 
Property while additional funds are sought. 
 
The year started well with the announcement that the Directorate General Technical Airworthiness 
(DGTA) of the Australian Defence Force (ADF) had given accreditation to the CVM technology for use 
on ADF aircraft. This was an important milestone as it meant that CVM was then available to be used 
as a structural integrity tool for use on ADF aircraft to reduce maintenance costs and improve fleet 
availability. 
 
An important element of introducing CVM into use by the ADF is the RAAF /RAF collaborative Hercules 
C-130J fatigue test program and an ‘in-principle’ agreement has been reached to proceed with the 
integration of CVM into this program subject to the Company stabilising its funding requirements. The 
USAF Air Force Research Laboratories have also been evaluating CVM for use on their Hercules C-
130 aircraft in a program which is due to be completed by the end of 2008. Discussions have also been 
on-going during the year with a number of other air forces around the world regarding opportunities for 
military aircraft fleet-wide CVM applications. 
 
In March the Company announced that Bombardier Aerospace of Montreal, Canada (the third largest 
aircraft manufacturing company in terms of workforce) was the latest major aircraft designer and 
manufacturer to evaluate CVM technology. The Company received orders from Bombardier Aerospace 
to enable them to evaluate the performance of CVM technology and as a result of this the Company is 
now working closely with Bombardier, a North American airline, and Transport Canada to certify CVM 
technology to improve the maintenance planning and enable the reduction of maintenance costs of 
Bombardier CRJ Series aircraft, a fleet that comprises more than 1,500 aircraft worldwide. 
 
The Company has received initial orders from a North American airline for a CVM sensor application kit 
and the lease of a PM200 instrument which is an important milestone for the Company as they are the 
first by an airline for a commercial CVM application. The Company is looking forward to being able to 
introduce the benefits of using CVM technology to other operators of CRJ Series aircraft 
 
In April the Company announced the first installation of a production CVM system on a Boeing 
commercial aircraft structure. The installation was conducted at the FAA Airworthiness Assurance NDI 
Validation Center at Sandia National Laboratories. This achievement was recognised by Sandia with an 
award to the team involved with the installation for producing “the first on-board structural health 
monitoring sensor ever deployed on commercial aircraft”. 
 
Despite the success of this program The Boeing Company notified the Company in August that the 
regulatory approval process for this initial application of CVM sensors has been put on-hold due to a 
major restructure of operations of one of the US airlines that have sponsored this application. This 
decision is due to the on-going impact of high fuel prices on US airlines and as such beyond the control 
of the Company. Due to the progress that has been achieved thus far, The Boeing Company remains 
committed to the introduction of CVM technology on its commercial and large military aircraft.  
 
The Company also announced in April that Airbus, the major European commercial aircraft 
manufacturer acknowledged CVM technology as being “Technology Ready” for inclusion in its 
commercial aircraft maintenance programs. This marked the achievement of another major milestone 
for the Company as this opens up the large worldwide fleet of Airbus aircraft to now use a range of 
CVM products and comes after three years of extensive testing simulating performance in the harshest 
aircraft operating environments. This significantly increases the market now available for the retrofit of  
 



STRUCTURAL MONITORING SYSTEMS PLC – ANNUAL REPORT 2008 
Registered Number 04834265 

 

 5 

MANAGING DIRECTOR’S REPORT (continued) 
 
the Company’s CVM systems to existing civilian aircraft and agreement has been reached to 
commence an in-service trial on operational aircraft. 
 
During the year the Company received orders for US$231,000 from Embraer, the Brazilian regional 
aircraft manufacturer. These orders are the first stage of a 3-year program to develop and qualify CVM 
systems to be incorporated into their existing and future Embraer aircraft as a condition monitoring 
structural health system. As a part of this program the largest ever installation of sensors using CVM 
technology was successfully completed at Embraer’s facility in Sao Paulo, Brazil. 
 
The Company successfully completed certification tests for the PM200 product to enable it to be used 
in hazardous locations that may be encountered in aircraft operational environments and an initial 
production of a batch of these units is in progress. Successful demonstrations of the Company’s on-
board aircraft structural health monitoring system were given to Airbus, EADS Military Aircraft Systems 
and Embrear.  
 
The Company has also invested in improvements to its quality and enterprise management systems to 
enable the supply of CVM products and services to the global aerospace industry. 
 
Despite the progress that has been made, the Company reduced its staffing levels following the axing 
of the Commercial Ready Grant funding by the Federal Government in the May budget. The Company 
held discussions with various parties to raise capital to re-finance the Company and allow it to have 
sufficient cash reserves to continue commercialising the CVM technology. Due to the adverse financial 
market conditions these did not prove successful.  Since the end of the financial year the Company has 
had to down-size operations to minimise costs while continuing to protect the Intellectual Property of the 
CVM technology while additional funds have been sought. This has unavoidably resulted in all 
employee contracts being terminated and other cost cutting measures being implemented.  
 
During this challenging period the Company has still been receiving orders for CVM instrumentation 
and sensor products and has been filling these orders from stock on hand and manufacturing sensors 
as required. Key administrative and technical staffs are currently being employed on a casual basis. 
 
At the time of writing this report the Company was planning a Rights Issue subject first to shareholders 
passing a resolution to amend the “Nominal Value” of the Company’s shares at an EGM on 27 October 
2008. The success of the Rights Issue will very likely determine the future of the Company. 
 
 

 
 
Mark Vellacott  
Managing Director 
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DIRECTORS’ REPORT   
 
Your directors submit their report for the year ended 30 June 2008. 
 
BOARD OF DIRECTORS AS AT 30 JUNE 2008 
 
The names of the company’s directors in office during the year and until the date of this report are as 
below. Directors were in office for this entire period unless otherwise stated. 
 
 
Sir John Walker (Non-Executive Chairman) Sir John is a former Air Marshal who retired after a 41 
year distinguished career with the Royal Air Force in the UK. He held a number of commands both in 
the UK and abroad and prior to retirement he was Chief of Defence Intelligence and Deputy Chairman 
of the national Joint Intelligence Committee. He was appointed Knight Commander of the Bath early in 
1992 and was selected a fellow of the Royal Aeronautical Society later that year. More recently he was 
Special Advisor to the House of Commons Defence Committee.  He is author of three books and has 
written for the technical press specialising in Air Power, Command and Leadership.  He provides 
Structural Monitoring Systems with important expertise in relation to the development of the military 
applications of the Company’s technology.  
 
 
Robin John Dean (Non-Executive Director and member of audit committee)   Mr Dean has 
extensive experience in management, corporate and investment banking, having held the position as 
the Head of Project Finance at Bankwest (1989 – 1995). Mr Dean was also Chief Executive of St 
Barbara Mines Ltd from 1995 – 1997. At that time, the company was a successful Australian gold miner 
with market capitalisation in excess of $250 million and with 300 employees.  Mr Dean has also held 
prior corporate finance positions with Westchester Corporate Finance and Westpac Banking 
Corporation. Mr Dean holds a Bachelor of Economics from the University of Western Australia. 
 
 
Mark William George Vellacott (Managing Director) Mr Vellacott has an impressive record in the 
aerospace industry with BAE Systems where he was Head of Engineering Technology, Corporate 
Development based in Adelaide from 1998 to 2001. His last position before joining the Company was 
Technical Director, Asia Pacific Space Centre, based in Sydney. In 1998 Mr Vellacott worked for British 
Aerospace PLC Head Office Engineering in the UK on strategic investment and planning issues.  Mr 
Vellacott originally joined British Aerospace Military Aircraft in 1980, and completed a B.Sc in 
Aeronautical Engineering in 1986; an M.Sc in Systems Engineering in 1988 and his MBA in 1998. He 
was elected a Fellow of the Royal Aeronautical Society in 2000. 
 
Mr Vellacott is primarily responsible for the day to day management of the Company and the 
commercialisation of the CVM™ technology and overall strategic development of the company.  
He brings a depth of experience in management, dealing with the largest Companies in the aerospace 
industry as well as with Governments around the world.  
 
 
Malcolm Ross Richmond (Non-Executive Director) Professor Richmond is Professorial Fellow at the 
University of Western Australia, jointly to the Business School and Faculty of Engineering, Computing 
and Mathematics – his special interests include corporate strategy, technology management, 
entrepreneurship and innovation and commercialisation of research and development. 

 
Prior to this appointment, Professor Richmond spent 30 years with the Rio Tinto and CRA Groups 
including the position of Managing Director of Research and Development and Vice President Strategy 
and Acquisitions.  Immediately prior to his retirement he held the position of Managing Director 
Development of Hamersley Iron Pty Limited, Deputy Chairman of the Australian Minerals Industry 
Research Council, Vice President of the WA Chamber of Minerals and Energy, Non-Executive Director 
of Amdel Limited and Non-Executive Director of Hismelt Corporation (Australia’s single largest research 
project).   
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DIRECTORS’ REPORT (continued) 
 
Currently he holds a number of posts: Non-Executive Director of Magnesium International Ltd, and Safe 
Effect Pty Ltd.  Professor Richmond is a Fellow of the Australian Academy of Technology, Science and 
Engineering, Australian Institute of Company Directors and an ex-Chairman of both The Resources 
Institute of Western Australia and Territory Iron Pty Ltd.  
 
 
Rosalind Vivienne Dubs (Non-Executive Director and member of audit committee) – appointed 
20 July 2007, resigned 9 September 2008 
 
Dr Dubs is Deputy Vice-Chancellor (External Relations) of the University of Technology Sydney, 
responsible for driving external engagement with business, industry and government.   
 
Dr Dubs has wide-ranging commercial and international experience in both private and public sectors.  
During 16 years in business, she specialised in the management of large engineering organisations.  
As part of electronics multinational Thales SA, she was the Paris-based Vice-President Operations of 
its world-leading air traffic management business, and Managing Director of its aviation navaids 
business line in Stuttgart, Germany.  Most recently Director of Electronic Systems with Thales joint 
venture company ADI Limited, Dr Dubs’ earlier career included senior executive positions in Airservices 
Australia, the Civil Aviation Authority and CSIRO. 
 
Her special interests include product industrialisation and supply chain management.  Dr Dubs is a 
Fellow of the Australian Institute of Company Directors. 
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DIRECTORS’ REPORT (continued) 
 
REVIEW AND RESULTS OF OPERATIONS 
 
1. PRINCIPAL ACTIVITIES 

 
The principal activity of the company was as a holding company. The principal activity of the trading 
subsidiary during the year was the development and commercialisation of its intellectual property for 
products used in testing and monitoring the structural integrity of materials that are subject to 
operational stress and fatigue in structures such as aircraft, ships, rolling stock and power plants. 
 
2. REVIEW OF BUSINESS AND FUTURE EVENTS 
 
The following recent activities occurred and will continue into the near future:  
 
On 14 July 2008, the Company’s employees were issued with termination notices, which varied from 6 
weeks for executives to 4 weeks for other members of staff. 
  
The Company continued discussions with various interested parties to raise the working capital needed 
to continue the commercialising of its leading edge CVM™ aircraft structural integrity monitoring 
technology. 
 
Due to the adverse conditions in the financial markets, the Company has to date have not been able to 
secure the additional funding required to continue the process of commercialising the Company’s 
leading CVM™ structural integrity monitoring technology. 
 
As a result the Board undertook a further reduction in the activity of the Company to essential 
administration staff only, effective Tuesday 26 August 2008. 
 
The Company is at this stage still receiving orders for CVM™ equipment and filling these orders from 
stock on hand. 
 
The Managing Director Mark Vellacott and Directors will remain in place for the time being while trying 
various avenues of securing additional funding. 
 
The Company intends to undertake a rights issue to raise up to $4,064,396. The rights issue will be on 
the basis of four shares for every five shares held. The issue of the new shares will be subject to 
shareholders approving a change in the nominal value of the shares, and an extraordinary general 
meeting will be held in October 2008 to approve this change. The rights issue will occur if approval is 
obtained.  
 
At this stage of the Company’s development it does not have in place formal key performance 
indicators (KPIs). However, the Board held meetings at least monthly during the year where it reviewed 
reports prepared by senior executives which outlined progress in key areas such as finance, business 
development and technical development. Special Board meetings were held more regularly in the last 
half of the year as the monitoring of the financial position, cost restructuring and capital raising 
measures became critical.  
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DIRECTORS’ REPORT (continued) 
 
 
3. SIGNIFICANT EVENTS  
 
On 27 August 2007 the Company announced that the Directorate General Technical Airworthiness 
(DGTA) of the Australian Defence Force (ADF) had given accreditation to the Company’s Comparative 
Vacuum Monitoring (CVM™) structural health monitoring technology for use on ADF aircraft.  
 
This was a very important milestone for the Company’s unique CVM™ technology, as it meant that it 
was now available to be used as a structural integrity inspection and management tool for use on ADF 
aircraft to reduce maintenance costs and improve fleet availability 
 
On 27 March 2008 the Company announced that Bombardier Aerospace of Montreal, Canada (the third 
largest aircraft manufacturing company in terms of workforce) was the latest major aircraft designer and 
manufacturer to successfully evaluate the Company’s unique CVM™” structural health monitoring 
technology. The Company received two orders from Bombardier Aerospace to enable them to evaluate 
the performance of CVM technology.  
 
On 2 April 2008 the Company announced that Airbus, the major European commercial aircraft 
manufacturer has acknowledged that the Company’s CVM™ technology is “Technology Ready” for 
inclusion in its commercial aircraft maintenance programs. This marked the achievement of another 
major milestone for the Company as this opens up the large worldwide fleet of Airbus aircraft to now 
use a range of CVM products, and comes after three years of extensive testing simulating performance 
in the harshest aircraft operating environments. This significantly increases the market now available for 
the retrofit of the Company’s CVM systems to existing civilian aircraft. 
 
On 8 April 2008 the Company announced that an important milestone for the Company’s CVM™ 
technology was achieved with the first trial installation of a production CVM system on a Boeing 
commercial aircraft structure. The installation was conducted at the FAA Airworthiness Assurance NDI 
Validation Center at Sandia National Labs.  
 
On 21 April 2008 the Company announced that it had received orders for US$231,000 (AU$250,000) 
from Embraer, the large Brazilian regional aircraft manufacturer. The order is the first stage of a 3 year 
program to develop and qualify the Company’s leading edge Comparative Vacuum Monitoring (CVM) 
system to be incorporated into their existing and future aircraft. A further announcement was made on 
10 June 2008 that the initial phase of the largest ever installation of sensors using CVM ™ technology 
had been successfully completed at Embraer’s facility in Sao Paulo, Brazil.  
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DIRECTORS’ REPORT (continued) 
  
4.  STATEMENT OF DIRECTORS RESPONSIBILITIES  
 
The directors are responsible for preparing the annual report and the financial statements in 
accordance with applicable law and regulations, and in accordance with the Australian Stock Exchange 
listing rules. 
 
Company law requires the directors to prepare financial statements for each financial year. Under that 
law the directors have elected to prepare the financial statements in accordance with International 
Financial Reporting Standards as adopted by the European Union. The financial statements are 
required to give a true and fair view of the state of affairs of the company and the group and of the profit 
or loss of the group for that period. In preparing these financial statements the directors are required to:  
    
        -  select suitable accounting policies and then apply them consistently;   
        -  make judgments and estimates that are reasonable and prudent;  
        -  prepare the financial statements on the going concern basis unless it is inappropriate to   
   presume that the company will continue in business.  

The directors are responsible for keeping proper accounting records that disclose with reasonable 
accuracy at any time the financial position of the company and the group and enable them to ensure 
that the financial statements comply with the Companies Act 1985. They are also responsible for 
safeguarding the assets of the group and hence for taking reasonable steps for the prevention and 
detection of fraud and other irregularities. 

The directors are responsible for the maintenance and integrity of the corporate and financial 
information included on the company’s website. Legislation in the United Kingdom governing the 
preparation and dissemination of the financial statements and other information included in annual 
reports may differ from legislation in other jurisdictions.  

5. EVENTS OCCURRING AFTER BALANCE SHEET DATE 
 
Since the end of the financial year the Company has made several announcements regarding the down 
sizing of operations in order to minimise costs. This resulted in all employee contracts being terminated 
and other cost cutting measures being implemented. The Board is still in negotiations with various 
parties to raise further capital. As at the date of this report there was no outcome to these negotiations. 
 
The cost of redundancy payments made to terminated employees since the end of the financial year 
was $198,502. As the Company has no permanent employees at the date of this report, there are no 
further employee entitlements payable. 
 
On 31 August 2008 428,000 employee options exercisable at 25 cents expired unexercised. 
 
During September 2008 the following employee options were cancelled following the termination of 
employees: 

• 178,000 employee options exercisable at 30 cents on or before 31 August 2009; 
• 4,500,000 employee options exercisable at 20 cents on or before 31 March 2011; and 
• 4,500,000 employee options exercisable at 25 cents on or before 31 March 2011. 

 
The Company intends to undertake a rights issue to raise up to $4,064,396. The rights issue will be on 
the basis of four shares for every five shares held. The issue of the new shares will be subject to 
shareholders approving a change in the nominal value of the shares, and an extraordinary general 
meeting will be held in October 2008 to approve this change. The rights issue will occur if approval is 
obtained.  
 
No other significant events have occurred between the end of the financial year and the date of this 
report. 
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DIRECTORS’ REPORT (continued) 
 
6. RESULTS AND DIVIDEND 

 
The operating loss, after income tax, for the year was $3,371,514 (2007: $2,973,397). No dividends 
were proposed or paid during the financial year. 
 
7. SHARE CAPITAL 
 
There were no issues of shares during the year.  
 
 
8. DIRECTORS MEETINGS 
 
The number of directors’ meetings (including meetings of committees of directors) and number of 
meetings attended by each of the directors of the Company during the financial year are: 
 

 Board Meetings Audit Committee Remuneration Committee 

Director A B A B A B 

Sir J Walker 15 16   1 1 

M Vellacott 16 16     

R Dean 14 16 2 2   

M Richmond 15 16   1 1 

R Dubs 16 16 2 2   
A – Number of meetings attended 
B – Number of meetings held during the time which the director held office during the year 
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DIRECTORS’ REPORT (continued) 
 

9. REMUNERATION OF DIRECTORS AND EXECUTIVE OFFICERS 
 

Details of the nature and amount of each major element of remuneration of each director of the 
Company and each of the Company executives who receive the highest remuneration are: 
 

 
Primary 

Post 
Employ-

ment Other Equity Total 

Specific Directors 
Salary & 

Fees 
Cash 
Bonus 

Super-
annuation 

Social  
Security 
Costs Options 

 

 $ $ $ $ $ $ 

30 June 2008       
Sir. John Walker 100,554 - - 10,505  111,059 
Mr. Robin Dean 43,750 - 3,938 -  47,688 
Mr. Mark Vellacott 292,605 7,435 27,004 - 45,971 373,015 
Prof Malcolm Richmond 43,750 - 3,938 -  47,688 
Dr. Rosalind Dubs 38,885 - 3,500 -  42,385 
       
Total Remuneration:       
Specified Directors 519,544 7,435 38,380 10,505 45,971 621,835 

30 June 2008    -   
Mr. Andrew Chilcott 170,899 4,343 15,772 - 18,388 209,402 
Mr. Michael Southern 168,651 4,285 15,564 - 18,388 206,888 
Mr. Colin McDonald 168,651 4,285 15,564 - 18,388 206,888 
Mr. Alistair Lang 151,125 3,823 - 18,433 18,388 191,769 
Total Remuneration:       
Specified Executives 659,326 16,736 46,900 18,433 73,552 814,947 

 
30 June 2007       

Sir John Walker 106,232 - - 12,111 - 118,343 
Mr Robin Dean 38,750 - 2,138 - - 40,888 
Mr Mark Vellacott 273,720 6,955 25,261  2,903 308,839 
Prof Malcolm Richmond 22,500 - 2,025 - - 24,525 
Mr David Forsyth 15,000 - - - - 15,000 
Mr Anthony Brennan 7,500 - 675 - - 8,175 
Total Remuneration:       
Specified Directors 463,702 6,955 30,099 12,111 2,903 515,770 
 
30 June 2007       
Mr Andrew Chilcott 159,867 4,062 14,754 - 2,009 180,692 
Mr Michael Southern 157,765 4,009 14,560 - 1,688 178,022 
Mr Colin McDonald 157,762 2,159 14,393 - 1,742 176,056 
Mr Alistair Lang 169,922 4,143 - 20,212 1,529 195,806 
Total Remuneration:       
Specified Executives 645,316 14,373 43,707 20,212 6,968 730,576 
 
The remuneration policy of the Company is outlined in Note 23 (b) in the Notes to the Financial 
Statements. 
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DIRECTORS’ REPORT (continued) 
 
10. OPTIONS GRANTED AS COMPENSATION 

 
Details on options over ordinary shares in the Company that were granted as incentives to each key 
management person during the reporting period are as follows. 

 

 Grant Date 
Tranche A 
Granted 

Value per 
option at 

grant date 
Tranche B 
Granted 

Value per 
option at 

grant date 
  No. ($) No ($) 
Director      
Mr Mark Vellacott 31 Mar 08 3,000,000 0.0149 2,000,000 0.0105 
Specified Executives      
Mr. Andrew Chilcott 31 Mar 08 1,000,000 0.0149 1,000,000 0.0105 
Mr Michael Southern 31 Mar 08 1,000,000 0.0149 1,000,000 0.0105 
Mr Colin McDonald 31 Mar 08 1,000,000 0.0149 1,000,000 0.0105 
Mr Alistair Lang 31 Mar 08 1,000,000 0.0149 1,000,000 0.0105 
      
Total  7,000,000  6,000,000  
 
 
These options were issued pursuant to the Employee Share Option Scheme. Refer to Note 13 (a) of the 
Notes to the Financial Statements for details of the exercise prices and periods for each tranche of 
options. Of the above options, Tranche A options have vested. 
 
Subsequent to the end of the year the options granted to the specified executives were cancelled on 
the termination of their employment. The options granted to Mr Vellacott remain in place as he remains 
a director at the date of this report. 
 
No shares were issued on exercise of remuneration options. 
 
 
11. SHAREHOLDINGS OF DIRECTORS AND EXECUTIVE OFFICERS 
 

 
Director 

 
Date Appointed 

 
Ordinary Shares 

Percentage of 
total issued 

shares of SMS 

Options 
remaining in 

issue 
Specified Directors     

J R Walker 17 September 2003 100,000 0.039 - 
R J Dean 21 July 2003 4,807,267 1.89 - 
M W G Vellacott 15 June 2006 600,000 0.236 5,250,000 
M R Richmond 17 October 2006 200,000 0.787 - 
Specified Executives     
C R McDonald  52,000 0.020 - 

Total  5,759,267 2.97 5,250,000 
 
The above relates to share and option holdings as at 29 September 2008. 
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DIRECTORS’ REPORT (continued) 
 
12. AUDITORS 
 
Details of the amounts paid to the auditor of the Company, PKF (UK) LLP, and other auditors for audit 
and non-audit services provided during the year are set out below. 
 

 CONSOLIDATED PARENT 
 2008 2007 2008 2007 
 $ $ $ $ 
Amounts received or due and receivable by PKF (UK) 
LLP for:     
• an audit or review of the financial report of the entity  
and the Group 39,451 44,397 39,451 44,397 
• other services in relation to the entity and any other 
entity in the consolidated entity 7,775 10,308 7,775 10,308 
Amounts received or due and receivable by PKF Perth 
for:   -  
• an audit or review of the financial report of the 
principal trading subsidiary 40,788 39,690 21,100 18,755 
• other services in relation to the entity and any other 
entity in the consolidated entity     
(a) tax compliance 11,591 33,000 4,743 9,400 
(b) corporate advice - 17,814 - - 
(c) government grant R&D 1,655 1,500 - - 
     
 101,260 146,709 73,069 82,860 
 
 
13.  INFORMATION GIVEN TO AUDITORS 
 
Each of the directors has confirmed that so far as he is aware, there is no relevant audit information of 
which the company's auditors are unaware, and that he has taken all the steps that he ought to have 
taken as a director in order to make himself aware of any relevant audit information and to establish 
that the company's auditors are aware of that information. 
 
 
14.  CREDITOR PAYMENT POLICY 
 
The Group’s policy during the year was to pay suppliers in accordance with agreed terms and this 
policy will continue for the year ended 30 June 2009.  The Group does not follow a specific code or 
standard in respect of such creditors. As at 30 June 2008, the Group’s trade creditors represented 
41.81 days’ purchases (2007: 32 days). 
 
 
15.  FINANCIAL INSTRUMENTS 
 
The company does not actively use financial instruments as part of its financial risk management. It is 
exposed to the usual credit risk and cash flow risk associated with selling on credit and manages this 
through credit control procedures. The nature of its financial instruments means that they are not 
subject to price risk or liquidity risk. 
 
As a result of operations in both the United Kingdom and Australia, the Group’s balance sheet can be 
affected by movements in the UK£/A$ exchange rates. 
 
The Group also has transactional currency exposures. Such exposure arises from sales or purchases 
by an operating unit in currencies other than the unit’s measurement currency. 
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DIRECTORS’ REPORT (continued) 
 
The foreign currency risk exposure is not deemed to be significant at this time although the risk could 
increase in the future as international commercialisation of the Group’s technologies increase. There is 
currently no form of currency hedging or risk strategy in place, but this policy will be reviewed and 
strategies implemented when deemed prudent. 
 
 
 
 
By Order of the Board 
 
 

 
 
Mark Vellacott 
Executive Director 
30 September 2008 
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Income Statement 
FOR THE YEAR ENDED 30 June 2008 
 

 Notes CONSOLIDATED PARENT 

  2008 2007 2008 2007 
    $ $ $ $ 
      
Continuing Operations      
Revenue      
Sale of goods  495,622 459,625 75,624 28,915 
Cost of Sales 
Changes in inventories  - (4,340) - - 
Raw materials and consumables used  (281,309) (115,210) (15,964) - 
      
      
Gross profit  214,313 340,075 59,660 28,915 
Other Income 4(a) 579,080 1,627,954 - - 
Depreciation charges  (139,045) (138,330) (2,117) (2,930) 
Impairment charges 4 (d) (173,533) - (3,466,646) (8,017,261) 
Occupancy expenses  (112,850) (102,067) - - 
Marketing expenses  (884,666) (628,988) (2,619) (3,165) 
Research and development expenses  (2,874,284) (3,043,436) (475,927) (448,222) 
Selling expenses  (1,521) (7,836) - - 
Administrative expenses  (195,543) (1,206,132) (349,308) (329,433) 
      
Loss from continuing operations 
before income tax and finance costs  (3,588,049) (3,158,760) (4,236,957) (8,772,096) 
Finance income 4(c) 222,786 189,389 706 571 
Finance costs 4(b) (6,251) (4,026) - - 
Income tax expense 5 - - - - 
Loss after finance costs and tax from 
continuing operations  (3,371,514) (2,973,397) (4,236,251) (8,771,525) 
      
Loss attributable to members of the 
parent  (3,371,514) (2,973,397) (4,236,251) (8,771,525) 
      
Earnings per share ($ per share) 6     
- basic for loss from continuing 
operations  (0.0133) (0.0131)   
- diluted for loss from continuing 
operations 

 (0.0124) (0.016)   
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Balance Sheet 
AS AT 30 June 2008 
 

 
Notes CONSOLIDATED PARENT 

  2008 2007 2008 2007 
    $ $ $ $ 
ASSETS      
Non-Current Assets      
Property, plant and equipment 7 89,255 254,428 13,310 13,440 
Other financial assets  8 - - - 5,772,742 
Deferred tax asset 5 587,020 - 7,164 - 
Total Non-current assets  676,275 254,428 20,474 5,786,182 
      
Current Assets      
Inventories 10 172,636 71,812 - - 
Prepayments  11,232 33,953 - 515 
Trade and other receivables 11 388,282 115,183 5,480 - 
Cash and cash equivalents 12 (b) 1,054,682 6,130,140 3,549 12,194 
Total Current Assets  1,626,832 6,351,088 9,029 12,709 
      
TOTAL ASSETS   2,303,107 6,605,516 29,503 5,798,891 
      
LIABILITIES      
Non-Current Liabilities      
Deferred tax liabilities 5 587,020 - 7,164 - 
Total Non-current liabilities  587,020 - 7,164 - 
Current Liabilities      
Trade and other payables 15 478,823 490,079 32,948 24,123 
Provisions 16 159,500 162,633 17,351 62,951 
Total Current Liabilities  638,323 652,712 50,299 87,074 
      
TOTAL LIABILITIES  1,225,343 652,712 57,463 87,074 
NET ASSETS  1,077,764 5,952,804 (27,960) 5,711,817 

 
 
EQUITY      
Equity attributable to equity 
holders of the parent      
Issued capital 17 30,499,685 30,499,685 30,499,685 30,499,685 
Share premium account 17 10,841,078 10,841,078 10,841,078 10,841,078 
Accumulated losses   (38,332,319) (34,960,807) (39,438,043) (35,201,794) 
Other reserves 17 (1,930,680) (427,152) (1,930,680) (427,152) 
TOTAL EQUITY  1,077,764 5,952,804 (27,960) 5,711,817 

 
Approved by the Board and authorised for issue on 30 September 2008  

 

 
……………………………………….. 
Director 
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Cash Flow Statement  
FOR THE YEAR ENDED 30 June 2008 
 
 Notes CONSOLIDATED PARENT 
  2008 2007 2008 2007 
   $ $ $ $ 
      
Cash flows from operating activities      

Receipts from customers   423,432 733,739 70,144 28,916 
  Payments to suppliers and employees   (5,942,777) (5,915,414) (745,209) (703,638) 
  Receipt of government grants  397,540 1,591,067 - - 
Other income  18,802 36,887 - - 

Net cash flows from/(used in) operating 
activities 12(a) (5,103,003) (3,553,721)    (675,065)    (674,722) 
      
Cash flows from investing activities      

Interest received  222,786 189,389 706 571 
Finance costs  (6,251) (4,026) - - 
Proceeds from sale of property, plant 
and equipment  - 909 - - 
Purchase of property, plant and 
equipment  (147,405) (82,292) (1,987) - 
Purchase of option to acquire 
technology rights  (3,845) (44,748) (3,845) (44,748) 

Net cash flows from/(used in) investing 
activities  65,285 59,232 (5,126) (44,177) 
      
Cash flows from financing activities      

Proceeds from issue of shares  17 - 6,807,987 - 6,807,987 
Loan to subsidiary  - - 2,306,096 (5,498,323) 

Net cash flows from/(used in) financing 
activities  - 6,807,987 2,306,096 1,309,664 
      

Net increase/(decrease) in cash and 
cash equivalents  (5,037,718) 3,313,498 1,625,905 590,765 
Net foreign exchange differences  (37,740) 54,590 (1,634,550) (584,585) 
Cash and cash equivalents at 
beginning of year  6,130,140 2,762,052 12,194 6,014 

Cash and cash equivalents at end of 
year 12(b) 1,054,682 6,130,140 3,549 12,194 
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Notes to the Financial Statements 
FOR THE YEAR ENDED 30 June 2008 
 

1 CORPORATE INFORMATION 
 
 The financial report of Structural Monitoring Systems Plc for the year ended 30 June 2008 was 

authorised for issue in accordance with a resolution of the directors on XX September 2008. 
 

Structural Monitoring Systems Plc is a company limited by shares incorporated in the United Kingdom 
whose shares are publicly traded on the Australian Stock Exchange.  

 
  

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
(a)   Basis of Preparation 

The consolidated financial statements and those of the parent entity are presented in Australian 
dollars and have been prepared on the historical cost basis or the fair value basis where the fair 
valuing of relevant assets and liabilities has been applied. The exchange rate at the balance sheet 
date was £1:$2.07 and the average for the year was £1:$2.24.  
 
Going Concern 
 
Although it has been reported in the Directors' Report that the company has achieved a number of 
significant milestones and accreditations which will ultimately lead to new revenue streams for the 
Group and enhance the commercialisation of the technology, the combined effect of the withdrawal of 
the AusIndustry Commercial Ready Grant and the long lead time in converting a sale and ultimately 
achieving cash realisation has put considerable pressure on the Group's working 
capital. Consequently, the ability of the consolidated entity and the parent entity to continue as going 
concerns is principally dependent upon the ability of the Company to raise capital in the short term. 
The Company has, at the date of this report, not been able to secure funding for the Company due to 
the adverse financial markets. These conditions indicate a material uncertainty that may cast 
significant doubt about the consolidated entity’s and parent entity’s ability to continue as going 
concerns.  
 
 In order to address these pressures the directors have implemented a significant cost reduction plan 
(see note 21).   
  
In addition, the directors have already announced a rights issue, the successful outcome of which will 
depend upon obtaining shareholder approval to the redesignation of the company's share capital at 
an Extraordinary General Meeting to be convened for that purpose.  In order to ensure that the 
company maintains sufficient cash resources during and up to the date of the receipt of issue 
proceeds, the directors have taken steps to undertake a short term small placing of up to 15% of the 
company's issued share capital.  From the discussions which the directors have had with existing 
shareholders and the group’s brokers, they remain confident that, even if the lower end of the likely 
acceptance of the short term placing and rights issue is achieved, this would provide the Group with 
sufficient cash resources to continue as a going concern for a period of at least 12 months from the 
date of approving these financial statements.  Consequently the directors consider that it is 
appropriate to prepare the financial statements on the basis that the company is able to continue as a 
going concern.  The directors recognise that there can be no certainty that the short term placing and 
rights issue will be sufficiently subscribed for and that if this occurs the company will not be able to 
continue as a going concern.  No adjustments have been made to these financial statements to 
record the impact of such an occurrence, however, the directors do not consider that such 
adjustments would be significant and are most likely to relate to reclassification of non-current assets 
as current and non-current liabilities to current liabilities. 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 

 
(b)  Statement of compliance 
 The consolidated financial statements and the financial statements of the parent company have been 

prepared in accordance with International Financial Reporting Standards (‘IFRS’) and its 
interpretations adopted by the European Union. The financial statements have been prepared in 
accordance with those parts of the Companies Act 1985 and the Australian Corporations Act. 

 
The financial statements are prepared in accordance with International Financial Reporting Standards 
and Interpretations in force at the reporting date.  The Group has not adopted any standards or 
interpretations in advance of the required implementation dates.  It is not expected that adoption of 
standards or interpretations which have been issued by the International Accounting Standards Board 
but have not been adopted will have a material impact on the financial statements. 

 
The accounting policies set out below have been applied consistently to all periods presented in 
these consolidated and parent entity financial statements. 

 

Adoption of new accounting standards  
The consolidated entity has adopted AASB 7 ‘Financial Instruments; Disclosures’ and all 
consequential amendments which became applicable on 1 January 2007. The adoption of this 
standard has only affected the disclosure in these financial statements. There has been no affect on 
profit and loss or the financial position of the entity. 
 
New accounting standards and Interpretations not yet adopted 
Certain new accounting standards and interpretations have been published that are not mandatory for 
30 June 2008 reporting periods. The Group’s and the parent entity’s assessment of the impact of 
these new standards and interpretations is set out below. 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
 
New or revised requirement Effective for 

annual reporting 
periods 
beginning/ending 
on or after 

More 
information 

Impact on Group 

New and revised Standards    

IAS 1 Presentation of Financial 
Statements (January 2008) 
 
 

Beginning 1 
January 2009 

This will be 
adopted for the 
year ended 30 
June 2010 

This is a disclosure 
standard, therefore 
adoption has no 
impact on amounts 
recognised in the 
financial statements. 

IAS 23 Borrowing Costs (January 2008) Beginning 1 
January 2009 

This will be 
adopted for the 
year ended 30 
June 2010 

Unless, the group 
engages in such 
transactions in future 
periods, there will be 
no impact to amounts 
recognised. 

IFRS 3 Business Combinations, IAS 27 
Consolidated and Separate Financial 
Statements (January 2008)  

Beginning 1 July 
2009 

This will be 
adopted for the 
year ended 30 
June 2010 

The impact of this 
standard on the group 
has not yet been 
determined. 

IFRS 8 Operating Segments (January 
2008)  

Beginning 1 
January 2009 

This will be 
adopted for the 
year ended 30 
June 2010 

This is a disclosure 
standard, therefore 
adoption has no 
impact on amounts 
recognised in the 
financial statements. 

IFRS 2 Share Based Payments 
 
 

Beginning 1 
January 2009 

This will be 
adopted for the 
year ended 30 
June 2010 

The impact of this 
standard will impact of 
the effect on the 
valuation of options 
issued by the Group.  
Impact will only be 
known when new 
grants occur. 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
  
(c)  Basis of consolidation 
 The consolidated financial statements comprise the financial statements of Structural Monitoring 

Systems Plc and its subsidiaries as at 30 June each year (‘the Group’). 
 
 The financial statements of subsidiaries are prepared for the same reporting period as the parent 

company, using consistent accounting policies. 
   
 All intercompany balances and transactions, including unrealised profits arising from intra-group 

transactions, have been eliminated in full.  Unrealised losses are eliminated unless costs cannot be 
recovered. 

 
 Subsidiaries are consolidated from the date on which control is transferred to the Group and cease to 

be consolidated from the date on which control is transferred out of the Group. 
 
   
(d)  Foreign currency translation 
 The presentation currency of the group is Australian dollars ($AUD). The functional currency of 

Structural Monitoring Systems Plc is pounds sterling and the functional currency of its Australian 
subsidiary is Australian dollars. 

  
 Transactions in foreign currencies are initially recorded in the functional currency at the exchange 

rates ruling at the date of the transaction.  Monetary assets and liabilities denominated in foreign 
currencies are retranslated at the rate of exchange ruling at the balance sheet date. 

 
 Non-monetary items that are measured in terms of historical cost in a foreign currency are translated 

using the exchange rates as at the date of the initial transaction. 
 
 As at the reporting date the assets and liabilities of the group are translated into the presentation 

currency of Structural Monitoring Systems Plc at the rate of exchange ruling at the balance sheet date 
and the income statements are translated at the weighted average exchange rates for the year. The 
exchange difference arising on translation is taken directly to a separate component of equity. 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
(e)  Property, plant and equipment 
 Plant and equipment is stated at cost less accumulated depreciation and any impairment in value. 
 
 Depreciation is calculated on a straight-line basis to write off the cost less estimated residual value 

over the estimated useful life of the asset as follows: 
   Plant and equipment   6.66% - 20% 

Furniture and fittings  6.66%-20% 
Office fit-out   33.33% 
Computers   20%-40% 
Manufactured equipment 33.33% 

 
Leasehold buildings and improvements are written off over the period of the lease. 

 
 Impairment 
 The carrying values of plant and equipment are reviewed for impairment when events or changes in 

circumstances indicate the carrying value may not be recoverable. 
   
 An item of property, plant and equipment is derecognised upon disposal or when no future economic 

benefits are expected to arise from the continued use of the asset. 
 
 Any gain or loss arising on derecognition of the asset (calculated as the difference between the net 

disposal proceeds and the carrying amount of the item) is included in the income statement in the 
period the item is derecognised. 

 
(f)    Goodwill 
 Goodwill on acquisition is initially measured at cost being the excess of the cost of the business 

combination over the acquirer’s interest in the net fair value of the identifiable assets, liabilities and 
contingent liabilities.  

 
 Following initial recognition, goodwill is measured at cost less any accumulated impairment losses. 
 Goodwill is not amortised. 
 
 Goodwill is reviewed for impairment, annually or more frequently if events or changes in 

circumstances indicate that the carrying value may be impaired. 
 
(g)   Intangible Assets 
 (i) Research and patent costs are expensed as incurred.  

(ii) Development expenditure incurred is carried forward when its future recoverability can 
reasonably be regarded as assured. 

 Following the initial recognition of the development expenditure, the cost model is applied requiring 
the asset to be carried at cost less any accumulated amortisation and accumulated impairment 
losses. Any expenditure carried forward is amortised over the period of expected future sales from 
the related project. 

 The carrying value of development costs is reviewed for impairment annually when the asset is not 
yet in use or more frequently when an indicator of impairment arises during the reporting year 
indicating that the carrying value may not be recoverable. 

 
A summary of the policies applied to the Group’s intangible assets is as follows: 
 Technology Licence Patents and Licences 
Useful lives Finite Finite 
Method used 5 years – Straight line 5 years- Straight line 
Internally generated/ 
Acquired 

Acquired Acquired 

Impairment test / 
Recoverable amount 
testing 

The balance has been fully 
amortised 

The balance has been fully 
amortised 
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Notes to the Financial Statements (continued) 
 FOR THE YEAR ENDED 30 June 2008 
 

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 

(h) Other financial assets 
At each reporting date, the Group assesses the value of other financial assets for any indication that 
the asset may be impaired. Refer to note 2 (i) for the policy on recoverable amounts of assets. 

 
The terms, conditions and circumstances of loans between entities in the Group are assessed at 
each reporting date to determine whether the loan is more likely to be in the nature of an investment, 
and if so, the loans are reclassified accordingly.   

  
(i) Recoverable amount of assets 

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

      Recoverable amount is the greater of fair value less costs to sell and value in use.  It is determined for 
an individual asset, unless the asset’s value in use cannot be estimated to be close to its fair value 
less costs to sell and it does not generate cash inflows that are largely independent of those from 
other assets or groups of assets, in which case, the recoverable amount is determined for the cash-
generating unit to which the asset belongs. 

 
 In assessing value in use, the estimated future cash flows are discounted to their present value using 

a pre tax discount rate that reflects current market assessments of the time value of money and the 
risks specific to the asset. 

 
(j) Inventories 

 Inventories are valued at the lower of cost and net realisable value. 
 
 Costs incurred in bringing each product to its present location and condition are accounted for as 

follows: 
 
 Raw materials - purchase cost on a first-in, first-out basis; and 
 Finished goods and work-in-progress - cost of direct materials and labour and a proportion of 

manufacturing overheads based on normal operating capacity but excluding borrowing costs. 
 
 Net realisable value is the estimated selling price in the ordinary course of business, less estimated 

costs of completion and the estimated costs necessary to make the sale. 
 

(k) Trade and other receivables 
 Trade receivables, which generally have 30-90 day terms, are recognised and carried at original 

invoice amount less an allowance for any uncollectible amounts. 
 
 An estimate for doubtful debts is made when collection of the full amount is no longer probable. Bad 

debts are written off when identified. 
 

(l) Cash and cash equivalents 
 Cash and short-term deposits in the balance sheet comprise cash at bank and in hand and short-term 

deposits with an original maturity of three months or less. 
 

For the purposes of the Cash Flow Statement, cash and cash equivalents consist of cash and cash 
equivalents as defined above, net of outstanding bank overdrafts. 
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 Notes to the Financial Statements (continued) 
 FOR THE YEAR ENDED 30 June 2008 
 

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
(m) Provisions 

 Provisions are recognised when the Group has a present obligation (legal or constructive) as a result 
of a past event, it is probable that an outflow of resources embodying economic benefits will be 
required to settle the obligation and a reliable estimate can be made of the amount of the obligation. 

 
 Where the Group expects some or all of a provision to be reimbursed, for example under an 

insurance contract, the reimbursement is recognised as a separate asset but only when the 
reimbursement is virtually certain.  The expense relating to any provision is presented in the income 
statement net of any reimbursement.  

 
 If the effect of the time value of money is material, provisions are determined by discounting the 

expected future cash flows at a pre-tax rate that reflects current market assessments of the time 
value of money and, where appropriate, the risks specific to the liability. 
 
(n) Share-based payment transactions 

 The Group provides benefits to employees (including executive directors) of the Group in the form of 
share-based payment transactions, whereby employees render services in exchange for rights over 
shares (‘equity-settled transactions’). 

 
There is currently one plan in place to provide these benefits, the Employee Share Option Plan 
(ESOP), which provides benefits to directors and employees. 

 
 The cost of these equity-settled transactions with employees is measured by reference to the fair 

value at the date at which they are granted. Refer to note 13 for details of the determination of the fair 
value. 

  
 In valuing equity-settled transactions, no account is taken of any performance conditions, other than 

conditions linked to the price of the shares of Structural Monitoring Systems Plc (‘market conditions’). 
 
 The cost of equity-settled transactions is recognised, together with a corresponding increase in 

equity, over the period in which the performance conditions are fulfilled, ending on the date on which 
the relevant employees become fully entitled to the award (‘vesting date’). 

 
 The cumulative expense recognised for equity-settled transactions at each reporting date until vesting 

date reflects the extent to which the vesting period has expired. This opinion is formed based on the 
best available information at the balance sheet date. No adjustment is made for the likelihood of 
market performance conditions being met as the effect of these conditions is included in the 
determination of fair value at grant date. 

   
(o) Revenue 

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

 
 Sale of goods 
 Revenue is recognised when the significant risks and rewards of ownership of the goods have 

passed to the buyer and can be measured reliably.  Risks and rewards are considered passed to the 
buyer at the time of delivery of the goods to the customer. 

 
 (p)  Government grants 

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

 
 The gross amount of grants received are recognised as Other Income over the periods necessary to 

match the grant on a systematic basis to the costs that it is intended to compensate. 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
(q) Income tax 

 The charge for taxation is based on the profit or loss for the year and takes into account deferred tax. 
Deferred tax is the tax expected to be payable or recoverable on differences between the carrying 
amounts of assets and liabilities in the financial statements and the corresponding tax bases used in 
the computation of taxable profit or loss, and is accounted for using the balance sheet method. 
Deferred tax assets are only recognised to the extent that it is probable that future taxable profit will 
be available in the foreseeable future against which the temporary differences can be utilised.  
 

 
(r)  Other taxes 
Revenues, expenses and assets are recognised net of the amount of VAT/GST except: 

 
• where the VAT/GST incurred on a purchase of goods and services is not recoverable from the 

taxation authority, in which case the VAT/GST is recognised as part of the cost of acquisition of 
the asset or as part of the expense item as applicable; and 

• receivables and payables are stated with the amount of VAT/GST included. 
 
 The net amount of VAT/GST recoverable from, or payable to, the taxation authority is included as part 

of receivables or payables in the balance sheet. 
 
 Cash flows are included in the Cash Flow statement on a gross basis and the VAT/GST component 

of cash flows arising from investing and financing activities, which is recoverable from, or payable to, 
the taxation authority are classified as operating cash flows. 

 
Commitments and contingencies are disclosed net of the amount of VAT/GST recoverable from, or 
payable to, the taxation authority 

 
 

(s)  Employee Entitlements 
 (i)  Provision is made for long service and annual leave payable to employees on the basis of relevant      
      statutory requirements or contractual entitlements applicable in Australia. 
 

(ii) Group employees are rewarded with share based options. These are stated at fair value at the 
date of grant and this is expensed on a straight line basis over the estimated vesting period. 
 
Fair value is estimated using the binomial valuation model. The assumptions made in determining 
the fair value of the options granted in the year to 30 June 2008 are set out in Note 13. 
 

(t)  Trade and other payables 
These amounts represent liabilities for goods and services provided to the Group prior to the end 
of the financial year which are unpaid.  These amounts are unsecured and are usually paid within 
30 days of recognition.  Disclosures concerning the risks associated with these liabilities are 
contained in Note 18. 
 

(u) Operating leases 
Leases in which a significant portion of the risks and rewards of ownership are not transferred to 
the Group as lessee are classified as operating leases (note 19). Payments made under 
operating leases are charged to the income statement on a straight-line basis over the period of 
the lease.  
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
 
(v) Critical accounting estimates and judgements  
 

The preparation of a financial report in conformity with International Accounting Standards 
requires management to make judgements, estimates and assumptions that affect the application 
of policies and reported amounts of assets and liabilities, income and expenses.  The estimates 
and associated assumptions are based on historical experience and various other factors that are 
believed to be reasonable under the circumstances, the results of which form the basis of making 
the judgements about carrying values of assets and liabilities that are not readily apparent from 
other sources.  Actual results may differ from these estimates.  These accounting policies have 
been consistently applied by each entity in the consolidated entity. 
 
The estimates and underlying assumptions are reviewed on an ongoing basis.  Revisions to 
accounting estimates are recognised in the period in which the estimate is revised if the revision 
affects only that period, or in the period of the revision and future periods if the revision affects 
both current and future periods. 
 
The main areas where estimates and judgements have been made is in the following: 
 

- provisions for employee entitlements (which have subsequent to year end been 
paid out) 

- valuation of inventories 
- carrying value of plant and equipment 
- classifications of intercompany loans and investments. 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 
 

3 SEGMENT INFORMATION 
 
 The Group’s primary reporting format is geographical segments. The Group does not report by 

business segment as it is involved in one segment only, the development and commercialisation of its 
structural health monitoring technology. 

  
 Geographical segments 
 The Group’s geographical segments are determined by the location of the Group’s assets and 

operations. 
 
  The following tables present revenue, expenditure and certain asset information regarding 

geographical segments for the years ended 30 June 2008 and 2007. 
 

 Australia UK/Europe Total 
Year ended 30 June 2008    

Revenue    
Sales to external customers 419,998 75,624 495,622 
Finance income 222,080 706 222,786 
Other revenues from external parties 579,080 - 579,080 
Revenue from continuing operations 1,221,158 76,330 1,297,488 
Inter-segment sales - - - 
Segment revenue 1,221,158 76,330 1,297,488 
    
Sales revenue by customer location    
Australia 7,167 - 7,167 
Asia - - - 
Europe 99,539 75,624 175,163 
Americas 313,292 - 313,292 
Total revenue 419,998 75,624 495,622 
Result    
Segment result (2,601,909) (769,605) (3,371,514) 
Unallocated expenses - - - 
Loss before tax (2,601,909) (769,605) (3,371,514) 
Income tax expense - - - 
Loss for the year (2,601,909) (769,605) (3,371,514) 
Assets and liabilities    
Segment assets 2,273,604 29,503 2,303,107 
Unallocated assets - - - 
Total assets 2,273,604 29,503 2,303,107 
Segment liabilities 1,167,880 57,463 1,225,343 
Unallocated liabilities - - - 
Total liabilities 1,167,880 57,463 1,225,343 
Other segment information    
Capital expenditure 145,418 1,987 147,405 
Depreciation 136,928 2,117 139,045 
Impairment of fixed assets 173,533 - 173,533 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

3 SEGMENT INFORMATION (continued) 
 Australia UK/Europe Total 
Year ended 30 June 2007    

Revenue    
Sales to external customers 430,710 28,915 459,625 
Finance income 188,818 571 189,389 
Other revenues from external parties 1,627,954 - 1,627,954 
Revenue from continuing operations 2,247,482 29,486 2,276,968 
Inter-segment sales - - - 
Segment revenue 2,247,482 29,486 2,276,968 
    
Sales revenue by customer location    
Australia 154,677 - 154,677 
Asia 7,836 - 7,836 
Europe 202,176 28,915 231,091 
North America 66,021 - 66,021 
Total revenue 430,710 28,915 459,625 
Result    
Segment result (2,219,133) (754,264) (2,973,397) 
Unallocated expenses - - - 
Loss before tax (2,219,133) (754,264) (2,973,397) 
Income tax expense - - - 
Loss for the year (2,219,133) (754,264) (2,973,397) 
Assets and liabilities    
Segment assets 6,579,367 26,149 6,605,516 
Unallocated assets - - - 
Total assets 6,579,367 26,149 6,605,516 
Segment liabilities 565,638 87,074 652,712 
Unallocated liabilities - - - 
Total liabilities 565,638 87,074 652,712 
Other segment information    
Capital expenditure 73,641 - 73,641 
Depreciation 135,400 2,930 138,330 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2007 

 
4 INCOME AND EXPENSES 

 

An AusIndustry Commercial Ready grant was received to assist with commercialisation and 
marketing of the CVM ™ technology. The grant funding concluded during the financial year and no 
further grants will be received under this scheme as it has been terminated by the Federal 
Government. 

 
(b) Finance costs 
 

Interest expense 6,251  4,026 - - 
 
(c) Finance income 
 

     
Bank interest receivable  222,786 189,389 706  571 

 
 
(d) Depreciation, amortisation, impairment and foreign exchange  
 differences included in  
 income statement 
 

Included in cost of sales:     
Depreciation 139,045 138,330 2,117     2,930 
Impairment of investments - - 3,466,646 8,017,261 
Net foreign exchange differences 24,173 54,581 1,620,981 584,592 
Impairment of plant and equipment 173,533 - - - 

 
(e) Lease payments and other expenses included in  
 income statement 
 

Included in administrative expenses:     
Charges in respect of operating 

leases 
103,055 93,735 - - 

 
(f) Employee benefits expense 

Wages and salaries 2,786,209 2,676,899 364,333  447,110 
Workers’ compensation costs 26,649     17,243 - - 
Superannuation costs 220,322 197,293 - - 
Social security costs 55,361 48,832 55,361    48,832 
Expense of share-based payments 131,127      20,947 131,127    20,947 
 3,219,668 2,961,214 550,821   516,889 

 

 CONSOLIDATED PARENT 
 2008 2007 2008 2007 
 $ $ $ $ 

(a)  Other income 
 
AusIndustry Commercial Ready grant 

 
 

470,745 

 
 

1,544,434 

 
 

- 

 
 

- 
Export Market Development grant 89,533 46,633 - - 
Insurance refund 18,802 36,887 - - 
 579,080 1,627,954 - - 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 

   
 
4 INCOME AND EXPENSES (continued) 

 
 CONSOLIDATED PARENT 
 2008 2007 2008 2007 
 $ $ $ $ 

 No No No No 
Average monthly number of 

employees 
    

Administration 3  
3 

- - 

Business development 5 4 2 2 
Operations and technical 17 18 1 1 
Total average employees 25 25 3 3 

 
 
g) Research and development costs 
 

Research and development costs 
charged  2,874,284 3,043,436 475,927 448,222 

 
 

5 INCOME TAX 
 
 

Accounting loss before tax from continuing 
operations (3,371,514) (2,973,397) (4,236,251) (8,771,525) 

Accounting loss before income tax (3,371,514) (2,973,397) (4,236,251) (8,771,525) 
     

At the statutory income tax rate of 30% 
(2006: 30%)   (1,011,454) (892,019) (1,270,875) (2,631,458) 
Expenditure not allowable for income tax 
purposes 39,143 83,031 951,401 9,827 
Tax losses not brought to account as a 
deferred tax asset 
Temporary differences not brought to 
account as a deferred tax asset 
Net non-assessable income 

  1,303,271 
 

   (330,961) 
 

                - 

1,145,872 
 

(205,634) 
 

(131,250) 

379,198 
 

(59,724) 
 

- 

258,412 
 

2,363,218 
 

- 
     
       
Income tax expense reported in income 

statement - - - - 
     
(At effective income tax rate of 0% (2007: 0%) - - - - 

A reconciliation of income tax expense applicable to accounting profit before income tax at the statutory 
income tax rate to income tax expense at the group’s effective income tax rate for the years ended 30 
June 2008 and 2007 is as follows: 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

5 INCOME TAX (continued) 
 

Recognised deferred tax 
assets and liabilities       
Deferred tax assets and liabilities are 
attributable to the following:      
 Assets Liabilities Net 
 2008 2007 2008 2007 2008 2007 
 $ $ $ $ $ $ 
CONSOLIDATED       

Accrued Expenses 9,375 - - - 9,375 - 
Employee entitlement     

provisions 57,279 - - - 57,279 - 
Superannuation accrued 5,438 - - - 5,438 - 
Capital raising cost 48,022 - - - 48,022 - 
Unrealised FX Gain - - (483,145) - (483,145) - 
Property Plant and Equipment - - (103,875) - (103,875) - 
Tax Losses 466,906 - - - 466,906 - 

Tax (assets) liabilities 587,020 - (587,020) - - - 
Set off of tax (587,020) - 587,020 - - - 
Net tax (assets) liabilities - - - - - - 

       
 

 Assets Liabilities Net 
 2008 2007 2008 2007 2008 2007 
 $ $ $ $ $ $ 
PARENT       

Employee entitlement 
provisions 7164 - - - 7164 - 

Unrealised FX Gain - - (4,102) - (4,102) - 
Property Plant and Equipment - - (3,062) - (3,062) - 
Tax Losses - - - - - - 

Tax (assets) liabilities 7,164 - (7,164) - - - 
Set off of tax (7,164) - 7,164 - - - 
Net tax (assets) liabilities - - - - - - 

 
Unrecognised deferred tax assets 
  

 CONSOLIDATED PARENT 
 2008 2007 2008 2007 
 $ $ $ $ 

     
Provisions - 18,885 7,471 18,885 
Capital raising costs 
Unrealised forex losses 
Intercompany loan  

- 
- 
- 
 

87,727 
117,812 

- 

48,022 
- 
- 

85,052 
- 

9,750,749 

Other temporary differences - - - - 
Tax losses 8,209,203 8,107,844 1,172,140 792,942 
 8,209,203 8,332,268 1,227,633 10,647,628 

 
The tax losses do not expire under current tax legislation.  Deferred tax assets have not been 
recognised in respect of these items because it is not probable that future taxable profit will be 
available against which the Group can utilise benefits. 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 

  
6 EARNINGS PER SHARE 

 
 Basic earnings per share amounts are calculated by dividing net loss for the year attributable to 

ordinary equity holders of the parent by the weighted average number of ordinary shares outstanding 
during the year. 

 
 Diluted earnings per share amounts are calculated by dividing the net loss attributable to ordinary 

shareholders by the weighted average number of ordinary shares outstanding during the year 
(adjusted for the effects of dilutive options). 

 
 The following reflects the income and share data used in the total operations basic earnings per 

share computations: 
 
  

 CONSOLIDATED 
 2008 2007 
 $ $ 
Net loss attributable to equity holders from continuing operations (3,371,514) (2,973,397) 

 
Number of 

shares 
Number of 

Shares 
Weighted average number of ordinary shares for basic earnings per 
share 254,024,768 226,175,132 

Weighted average number of ordinary shares for diluted earnings 
per share 272,154,707 256,804,933 

  
 There have been no other transactions involving ordinary shares or potential ordinary shares since 

the reporting date and before the completion of these financial statements. 
 
There have been no share issues since the end of the year. 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

7  PROPERTY, PLANT AND EQUIPMENT 
 
 CONSOLIDATED PARENT 
 Leasehold 

Improvements 
Plant and 
equipment Total 

Leasehold 
Improvements 

Plant and 
equipment Total 

 $ $ $ $ $ $ 
Year ended 30 June 
2008       
Cost       
At 1 July 2007 110,611 788,908 899,519 - 27,619 27,619 
Additions 43,468 103,937 147,405 - 1,987 1,987 
Disposals - - - - - - 
 154,079 892,845 1,046,924    
At 30 June 2008    - 29,606 29,606 
Depreciation       
At 1 July 2007 106,464 538,627 645,091 - 14,179 14,179 
Charge for the year 10,857 128,188 139,045 - 2,117 2,117 
Eliminated on disposal - - - - - - 
Impairment  36,758 136,776 173,533  - - 
At 30 June 2008 154,079 803,591 957,670 - 16,296 16,296 
Net book value at 30 
June 2008 - 89,255 89,255 - 13,310 13,310 

 
Year ended 30 June 
2007 

      

Cost       
At 1 July 2006 110,611 716,585 827,196 - 27,619 27,619 
Additions - 73,641 73,641 - - - 
Disposals - (1,318) (1,318) - - - 
       
At 30 June 2007 110,611 788,908 899,519 - 27,619 27,619 
Depreciation       
At 1 July 2006 97,107 410,452 507,559 - 11,249 11,249 
Charge for the year 9,357 128,973 138,330 - 2,930 2,930 
Eliminated on disposal - (798) (798) - - - 
At 30 June 2007 106,464 538,627 645,091 - 14,179 14,179 
       
Net book value at 30 
June 2007 4,147 250,281 254,428 - 13,440 13,440 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 

 
8 OTHER FINANCIAL ASSETS (NON-CURRENT) 

 CONSOLIDATED PARENT 
 2008 2007 2008 2007 
 $ $ $ $ 

 
 
Loan to subsidiary undertaking - - - - 
Investment in subsidiary 
undertaking - - - 5,772,742 
 - - - 5,772,742 

Included in the consolidation are the following wholly-owned subsidiaries:  
Structural Monitoring Systems Ltd (registered in Australia) 
Structural Health Monitoring Ltd (registered in United Kingdom) 
Structural Monitoring Systems Inc (registered in USA) 
 

 
 CONSOLIDATED PARENT 

  

Total 

Loan to 
Subsidiary 

Undertaking 

Investment in 
Subsidiary 

Undertaking Total 
 $ $ $ $ 
Year ended 30 June 2008     
Cost     
At 1 July 2007 - - 38,275,237 38,275,237 
Arising during the year - (2,306,096) - (2,306,096) 
Reclassification of loan as 
investment 

- 
2,306,096 (2,306,096) - 

At 30 June 2008 - - 35,969,141 35,969,141 
Impairment     
At 1 July 2007  - 32,502,495 32,502,495 
Impairment charge - - 3,466,646 3,466,646 
 - - 35,969,141 35,969,141 
Net carrying amount at 30 June 
2008 - - - - 
     
Year Ended 30 June 2007     
Cost     
At 1 July 2006 - - 32,776,914 32,776,914 
Arising during the year - 5,498,323 - 5,498,323 
Reclassification of loan as 
investment - (5,498,323) 5,498,323 - 

At 30 June 2007 - -     38,275,237 38,275,237 
Impairment     
At 1 July 2006 - - 24,485,234 24,485,234 
Impairment charge - - 8,017,261 8,017,261 
 - - 32,502,495 32,502,495 
Net carrying amount at 30 June 
2007 - 

 
- 5,772,742 5,772,742 

 
The intercompany loan has been reclassified as an investment as at 30 June 2008 based on the assessment of 
the terms, conditions and circumstances of the loan. There are no set repayment dates and estimated future 
cashflows cannot be determined for the loan. The intention is to make the loan available indefinitely. Therefore 
the loan is likely to be the nature of an investment. The investment has had an impairment charge applied to 
write the balance down to nil due to the uncertainty of recovery.  
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2007 
 

 
9 INTANGIBLE ASSETS 

 CONSOLIDATED PARENT 
    

 
                

Goodwill Technology 
Licence 

Patents 
and 

licenses Total Total 
 $ $ $ $ $ 
Year ended 30 June 2008      
Cost      
At 1 July 2007 and  30 June 2008 20,868,694 125,000 1,760,616 22,754,310 - 
      
Impairment      
At 1 July 2007 and 30 June 2008 20,868,694 - - 20,868,694 - 
      
Amortisation      
At 1 July 2007 and 30 June 2008 - 125,000 1,760,616 1,885,616 - 
Net book value at 30 June 2008 - - - - - 
      
Year ended 30 June 2007      
Cost      
At 1 July 2006 and 30 June 2007 20,868,694 125,000 1,760,616 22,754,310 - 
      
Impairment      
At 1 July 2006 and 30 June 2007 20,868,694 - - 20,868,694 - 

Amortisation 
 

    

At 1 July 2006 and 30 June 2007 
                     

- 125,000 
           

1,760,616       1,885,616 - 
      
Net book value at 30 June 2007 - - - - - 

 
 
10 INVENTORIES 
 

 CONSOLIDATED PARENT 
 2008 2007 2008 2007 
 $ $ $ $ 
Work-in-progress (at cost) 131,939 26,140 - - 
Finished goods (at net realisable 
value) 40,697 45,672 - - 
Total inventories at lower of cost 
and net realisable value 172,636 71,812 - - 

 
 

11 TRADE AND OTHER RECEIVABLES (CURRENT) 
 
Trade receivables 388,282 115,183 5,480 - 
 388,282 115,183 5,480 - 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 
 
12(a) RECONCILIATION FROM THE NET LOSS AFTER TAX TO THE NET CASH FLOWS FROM 
 OPERATIONS 
 

 CONSOLIDATED PARENT 
 2008 2007 2008 2007 
 $ $ $ $ 
     
     
Net Loss (3,371,514) (2,973,397) (4,236,251) (8,771,525) 
     
Adjustments for:     
Finance income (222,786) (189,389) (706) (571) 
Finance costs 6,251 4,026 - - 
Purchase of option to acquire 
technology rights 3,845 44,748 3,845 44,748 
Depreciation and amortisation 139,045 138,330 2,117 2,930 
Net (profit)/loss on disposal of plant 
and equipment - 520 - - 
Writeoffs and adjustments in carrying 
value of plant and equipment 173,533 - - - 
Currency translation (1,596,808) (639,172) - - 
Share options expensed 131,127 20,947 131,127 20,947 
Impairment of investment in subsidiary - - 3,466,646 8,017,261 
Changes in assets and liabilities     
(increase)/decrease in inventories (100,824) (13,402) - - 
(increase)/decrease in trade and other 
receivables (273,911) 246,818 (5,480) 407 
(increase)/decrease in prepayments 18,960 111,554 507 (517) 
(decrease)/increase in trade and other 
payables (9,921) (305,306) (36,870) 11,598 

Net cash from operating activities (5,103,003) (3,553,721) (675,065) 674,722 
 
 
 
12(b) CASH AND CASH EQUIVALENTS 
 

Cash at bank 1,054,682 6,130,140 3,549 12,194 
 
 
 
 
 
 
 
  
 
 
  
 

 



STRUCTURAL MONITORING SYSTEMS PLC – ANNUAL REPORT 2008 
Registered Number 04834265 

 

 39 

Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 

 
13 EMPLOYEE BENEFITS 
 
(a) Employees share option plan 
 
The Group has an employee share options plan (ESOP) for the granting of non-transferable options to 
executive directors and employees with more than six months’ service at the grant date. 
 
Options were issued under the ESOP in two tranches. 
 

1. Tranche A options are exercisable at any time between 1 April 2008 and 31 March 2011 
at 20 cents each. 

2. Tranche B options are exercisable at any time between 1 April 2009 and 31 March 
2011at 25 cents each. 

 
The options are cancelled upon the director or employee leaving the service of the Group. 
 
The following options were granted during the year ended 30 June 2008.  
 

Date of 
allotment Tranche A Tranche B Total 

 
Number 

of options 

Fair 
Value 

$ 
Number 

of options 

Fair 
Value 

$ 
Number of 

options 

Fair 
Value 

$ 
31 March 2008 7,500,000 111,750 6,500,000 16,969 14,000,000 128,719 

Total 7,500,000 111,750 6,500,000 16,969 14,000,000 128,719 
 
 
 
A further charge of $2,408 was made relating to options issued under the previous ESOP scheme in 
previous years, so the total cost of options for the year ended 30 June 2008 was $131,127 (2007: 
$20,947). 
 
The fair value of the options are estimated at the date of grant using the binomial option value method. 
The following table gives the assumptions made in determining the fair value of the options granted in the 
year to 30 June 2008. 
 

  2008 
Interest rate (%) 7.25 
Expected volatility (%) 50 
Expected life of option (years) Over vesting period of each tranche 
Option exercise price ($) 20c/25c 
Share price at grant date ($) 0.09 

 
 
During the year ended 30 June 2008 the following options were issued pursuant to the previous ESOP 
scheme. 
 

Date of 
allotment Tranche A Tranche B Tranche C Total 

 
Number 

of options 

Fair 
Value 

$ 
Number 

of options 

Fair 
Value 

$ 
Number 

of options 

Fair 
Value 

$ 
Number 

of options 

Fair 
Value 

$ 
13 July 2007 65,000 - 65,000 - 65,000 - 195,000 - 

Total 65,000 - 65,000 - 65,000 - 195,000 - 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 

 
13     EMPLOYEE BENEFITS 

 
(a) Employees share option plan (continued) 
 
No value has been brought to account for these options, as the Tranche A options expired soon after 
issue and the value of the remaining options was not material. The remaining options have subsequently 
expired unexercised and been cancelled on the termination of the employee. 
 
The weighted average exercise price of the options granted during the year was 22.36 cents (2007: 25 
cents).  
The weighted average vesting period of the options granted during the year was 8 months. 
 
The terms of the previous ESOP scheme were as follows: 
 

1. Tranche A options were exercisable at any time between 1 September 2005 and 31 
August 2007 at 20 cents each. 

2. Tranche B options are exercisable at any time between 1 September 2006 and 31 
August 2008 at 25 cents each. 

3. Tranche C options are exercisable at any time between 1 September 2007 and 31 
August 2009 at 30 cents each. 

 
During the year ended 30 June 2008, no options were exercised over ordinary shares. 
 
There were no other movements in share options in the year. 
 
The following options were granted under the previous ESOP scheme during the year ended 30 June 
2007.  
 

Date of 
allotment Tranche A Tranche B Tranche C Total 

 
Number 

of options 

Fair 
Value 

$ 
Number 

of options 

Fair 
Value 

$ 
Number 

of options 

Fair 
Value 

$ 
Number 

of options 

Fair 
Value 

$ 
28 August 
2006 152,000 319 152,000 745 152,000 1,140 456,000 2,204 
18 October 
2006 130,000 975 130,000 1,560 130,000 2,067 390,000 4,602 

Total 282,000 1,294 282,000 2,305 282,000 3,207 846,000 6,806 
 
There were no other movements in share options in the year. 
 
The fair value of the options were estimated at the date of grant using the Black Scholes option value 
method. The following table gives the assumptions made in determining the fair value of the options 
granted in the year to 30 June 2007. 
 

  2007 
Interest rate (%) 6.25 
Expected volatility (%) 50 
Expected life of option (years) Over vesting period of each tranche 
Option exercise price ($) 20c/25c/30c 
Share price at grant date ($)  
  28 August 2006 12 c 
18 October 2006 12 c 

 
During the year ended 30 June 2007, no options were exercised over ordinary shares. 
All these options have subsequently expired unexercised or been cancelled on the termination of 
employees. 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

13 EMPLOYEE BENEFITS (continued)  
 
b) Pensions and other post-employment benefit plans 
 
The Company is below the threshold requiring it to maintain a Stakeholder Pension for its UK employees 
and there is no equivalent legislation in Australia. Accordingly, the Group does not maintain a pension 
fund for its employees or directors. 
  
 

14    SHARE BASED PAYMENTS 
 
 CONSOLIDATED PARENT 
 2008 2007 2008 2007 
 $ $ $ $ 
Employee benefits 131,127 20,947 131,127 20,947 
     
 131,127 20,947 131,127 20,947 

 
 

15 TRADE AND OTHER PAYABLES (CURRENT) 
  

 CONSOLIDATED PARENT 
 2008 2007 2008 2007 
 $ $ $ $ 
Trade payables 247,702 250,488 463 394 
Other payables 3,272   9,746 1,054 4,345 
Accruals and deferred income  129,373 132,861 - - 
Payroll liabilities 98,476 96,984 31,431 19,384 
 478,823 490,079  32,948 24,123 

 
 Trade payables are non-interest bearing and are normally settled on 60-day terms. Other payables 

are non-interest bearing and have an average term of 6 months. 
  
 

16 PROVISIONS  
 

 CONSOLIDATED PARENT 
 2008 2007 2008 2007 
 $ $ $ $ 
Provision for annual leave entitlements  159,500 162,633 17,351 62,951 
     
 159,500 162,633 17,351 62,951 

 
The movements in the provision were: 
. 
Opening balance  162,633 150,614 62,951 55,116 
Additional provision in the year 193,872 181,399 13,782 11,738 
Utilised during the year (197,005) (169,380) (59,382) (3,903) 
 159,500 162,633 17,351 62,951 

 
Since the end of the year, following termination of all employee contracts, all entitlements owing to 
employees have been paid out and there are no further provisions necessary. 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 
 

17 ISSUED CAPITAL AND RESERVES 
 2008 2007 2008 2007 
 Number Number GBP GBP 
Authorised Capital      
Ordinary shares of 5p each 500,000,000 500,000,000 25,000,000 25,000,000 
   
 CONSOLIDATED PARENT 
 2008 2007 2008 2007 
 $ $ $ $ 
Ordinary Shares      
Issued and fully paid 30,499,685 30,499,685 30,499,685 30,499,685 
     
 Shares in 

Issue $   
Movement in ordinary shares in issue     
At 1 July 2006 207,660,701 24,841,678   
Issued on 20 December 2006 for cash 30,000,000 3,750,000   
Issued on 30 April 2007 for cash 16,364,067 1,908,007   
At 30 June 2007 254,024,768 30,499,685   
At 30 June 2008 254,024,768 30,499,685   
 
Share Premium Reserve     
Share Premium Reserve 10,841,078 10,841,078 10,841,078 10,841,078 
     
 Shares in 

Issue $   
Movement in Share Premium Reserve     
At 1 July 2006 207,660,701 9,691,094   
Placement 20 December 2006 30,000,000 -   
Option conversion 30 April 2007 16,364,067 1,300,943   
Cost of issues - (150,959)   
At 30 June 2007 254,024,768 10,841,078   
At 30 June 2008 254,024,768 10,841,078   
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 
 

17 ISSUED CAPITAL AND RESERVES (continued) 
 CONSOLIDATED PARENT 
 2008 2007 2008 2007 
 $ $ $ $ 

 
Other Reserves     
Option Reserve 195,326 64,199 195,326 64,199 
 Unlisted Options 

on Issue $   
Movement in Option Reserve     
     
     
     
At 1 July 2006 14,139,000 43,252   
Issued to employees through ESOP 
(note 13) 1,149,000 20,947   
Cancelled (528,000) -   
At 30 June 2007  14,760,000 64,199   
Issued to employees through ESOP 195,000 -   
Issued to director and executives 
through ESOP (note 13) 14,000,000 131,127   
Expired 31 August 2007 (1,420,666) -   
Cancelled (2,678,334) -   
Outstanding unlisted options at 30 
June 2008 24,856,000 195,326   
 
Listed Options     
At 1 July 2006 62,179,622 -   
Granted during the year to 30 June 
2006 - -   
Outstanding options at 30 June 2006 62,179,622 -   
Options exercised (16,364,067) -   
Options cancelled (45,815,555) -   
     
Outstanding listed options at 30 
June 2007 and 30 June 2008 - -   
Total outstanding options at 30 June 
2008 24,856,000 195,326   
   
 CONSOLIDATED PARENT 
 2008 2007 2008 2007 
 $ $ $ $ 
     
Currency translation reserve (2,126,006) (491,351) (2,126,006) (491,351) 
Total other reserves (1,930,680) (427,152) (1,930,680) (427,152) 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

18 FINANCIAL RISK MANAGEMENT OBJECTIVE AND POLICIES 
 
 Financial Risk Management 

Overview 
 

The Company and Group have exposure to the following risks from their use of financial instruments: 
o Interest rate risk 
o Credit risk 
o Liquidity risk 
o Commodity risk 

 
This note presents information about the Company’s and Group’s exposure to each of the above risks, their 
objectives, policies and processes for measuring and managing risk, and the management of capital. 
The Board of Directors has overall responsibility for the establishment and oversight of the risk management 
framework. 
 
Risk management policies are established to identify and analyse the risks faced by the Company and 
Group, to set appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk 
management policies and systems are reviewed regularly to reflect changes in market conditions and the 
Company’s and Group’s activities. 
 
The Group Audit Committee oversees how management monitors compliance with the Company’s and 
Group’s risk management policies and procedures and reviews the adequacy of the risk management 
framework in relation to the risks faced by the Company and Group. 
 
The company and the group's principal financial instruments are cash, receivables and payables. 
 
Interest Rate Risk 
 
Interest rate risk is the risk that the value of a financial instrument or cash flows associated with the 
instrument will fluctuate due to changes in market interest rates.  Interest rate risk arises from fluctuations in 
interest bearing financial assets and liabilities that the group uses. 
 
Interest bearing assets comprise cash and cash equivalents which are considered to be short-term liquid 
assets.  It is the Group's policy to settle trade payables within the credit terms allowed and therefore not 
incur interest on overdue balances. 
 
The following table sets out the carrying amount, by maturity, of the financial instruments that are exposed to 
interest rate risk: 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

18 FINANCIAL RISK MANAGEMENT OBJECTIVE AND POLICIES (continued) 
 
  Fixed interest rate 

maturing in 
   

 
Consolidated - 30 June 
2008 

Floating 
interest 
rate 

1 Year or 
less 

Over 1 to 
5 years 

More 
than 5 
years 

Non-
interest 
bearing Total 

       
Financial assets:       

Cash and cash equivalents 
    

1,054,682  
     

-   
          

-   
           

-   
      

-   
 

1,054,682  
Trade and other 
receivables 

                 
-                  -   

                
-   

                
-   

       
388,282     388,282  

 
    

1,054,682                 -   
                

-   
                

-   
        

388,282  
 

1,442,964  
       
Weighted average interest 
rate 7.69% - - - -  
       
Financial liabilities:       

Trade and other payables  -   -   -   -  
       

478,823     478,823  

Interest bearing liabilities 
                 

-                  -   
           

-   
                

-   
                  

-                 -   

 
                 

-                  -   
                

-   
                

-   
        

478,823  
    

478,823  
       
Weighted average interest 
rate 

- 
 - - - -  

 Consolidated - 30 June 
2007 

Floating 
interest 
rate 

1 Year or 
less 

Over 1 to 
5 years 

More 
than 5 
years 

Non-
interest 
bearing Total 

       
Financial assets:       

Cash and cash equivalents 
  

6,130,140                 -   
                

-   
                

-  
                  

-   6,130,140  
Trade and other 
receivables 

                 
-                  -   

                
-   

                
-   

       
115,183     115,183  

     
6,130,140                 -   

                
-   

                
-   

        
115,183  

 
6,245,323  

 
 
Weighted average interest 
rate 4.79% - - - - - 
       
Financial liabilities:       
Trade and other payables - - - - 490,079 490,079 
Interest bearing liabilities - - - - - - 
 - - - - 490,079 490,079 
       
Weighted average interest 
rate 4.79% - - - -  
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

18 FINANCIAL RISK MANAGEMENT OBJECTIVE AND POLICIES (continued) 
 
  Fixed interest rate 

maturing in 
   

 
Parent - 30 June 2008 Floating 

interest 
rate 

1 Year or 
less 

Over 1 to 
5 years 

More 
than 5 
years 

Non-
interest 
bearing Total 

Financial assets:       
Cash and cash equivalents           

3,549  -  -  -  -  
       

3,549  
Trade and other 
receivables         

           
5,480  

     
5,480  

            
3,549                 -   

                
-   

                
-   

            
5,480  

        
9,029  

       
Weighted average interest 
rate 

0.85% 
 -     

       
Financial liabilities:       
Trade and other payables 

 -   -   -   -  
         

32,948  
     

32,948  
Interest bearing liabilities 

 - - -  -  -  
              

-   
                  

-                  -   
                

-   
                

-   
          

32,948  
      

32,948  
Weighted average interest 
rate - - - - -  
       

 
Parent- 30 June 2007 Floating 

interest 
rate 

1 Year or 
less 

Over 1 to 
5 years 

More 
than 5 
years 

Non-
interest 
bearing Total 

Financial assets:       
Cash and cash equivalents         

12,194  - - -  -  
     

12,194  
Trade and other 
receivables  -  -  - -  

                  
-   

              
-   

          
12,194                 -   

                
-   

                
-   

                  
-   

      
12,194  

       
Weighted average interest 
rate 1.25% -     
       
Financial liabilities:       
Trade and other payables 

- - - - 
         

24,123  
     

24,123  
Interest bearing liabilities  -  -  -  -  - -  
                  

-                  -   
                

-   
                

-   
          

24,123  
      

24,123  
       
Weighted average interest 
rate 

- - - - -  

 
 



STRUCTURAL MONITORING SYSTEMS PLC – ANNUAL REPORT 2008 
Registered Number 04834265 

 

 48 

Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

18 FINANCIAL RISK MANAGEMENT OBJECTIVE AND POLICIES (continued) 
 
Fair value sensitivity analysis for fixed rate instruments 
 
The Group does not account for any fixed rate financial assets and liabilities at fair value through profit or 
loss. Therefore a change in interest rates at the reporting date would not affect profit or loss. 
 
 
Cash flow sensitivity analysis for variable rate instruments 
 
A change of 100 basis points in interest rates at the reporting date would have increased (decreased) equity 
and profit or loss by the amounts shown below. The analysis is performed on the same basis for 2007. 
 
  Profit or loss Equity 
Consolidated - 30 June 
2008 

Carrying 
Value at 
year end 

100bp 
increase 

100bp 
decrease 

100bp 
increase 

100bp 
decrease 

      

Cash and cash equivalents 
   

1,054,682  
       

10,547  
     

(10,547)  
       

10,547  
  

(10,547)  

Trade receivables 
      

388,282                 -   
                

-   
                

-   
                  

-   

Cash flow sensitivity (net)  
       

10,547  
     

(10,547)  
  

10,547  (10,547)  
      
Consolidated - 30 June 
2007 

     

Cash and cash equivalents 
    

6,130,140  
        

61,301  
  

(61,301)  
        

61,301  
  

(61,301)  

Trade receivables 
       

115,183                 -   
                

-   
                

-   
                  

-   

Cash flow sensitivity (net)  
       

61,301  (61,301)  
       

61,301  
       

(61,301)  
      
  Profit or loss Equity 

Parent - 30 June 2008 

Carrying 
Value at 
year end 

100bp 
increase 

100bp 
decrease 

100bp 
increase 

100bp 
decrease 

Cash and cash equivalents 
         

3,549  35  
  

(35)             35           35  

Trade receivables 
          

5,480                 -   
                

-   
                

-   
                  

-   

Cash flow sensitivity (net)             35  
            

(35)  35               35  
      
Parent - 30 June 2007      

Cash and cash equivalents 12,194 122 (122)             
            

122  (122)   

Trade receivables 
                 

-                  -   
                

-   
                

-   
                  

-   
Cash flow sensitivity (net)  122 (122)          122 (122) 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

18 FINANCIAL RISK MANAGEMENT OBJECTIVE AND POLICIES (continued) 
 
Credit risk 
 
Credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial instrument fails 
to meet its contractual obligations, and arises principally from the Group’s receivables from customers and 
investment securities. 
 
The Group trades only with recognised, creditworthy third parties. In addition, receivable balances are 
monitored on an ongoing basis with the result that the Group’s exposure to bad debts is not significant. 
 
With respect to credit risk arising from the other financial assets of the Group, which comprise cash and 
cash equivalents, the Group’s exposure to credit risk arises from default of the counter party, with a 
maximum exposure equal to the carrying amount of these instruments.  This risk is minimised by reviewing 
term deposit accounts from time to time with approved banks of a sufficient credit rating which is AA and 
above.  The company does not place funds on terms longer than 30 days and has the facility to place the 
deposit funds with more than one bank. 
 
 
Exposure to credit risk 
 
The carrying amount of the Group’s financial assets represents the maximum credit exposure. The Group’s 
maximum exposure to credit risk at the reporting date was: 
 
  Consolidated Parent 
  Carrying amount Carrying amount 
Consolidated   2008 2007 2008 2007 
      
Cash and cash equivalents 

 
   

1,054,682  
   

6,130,140  
          

3,549  12,194 
Trade and other receivables 

 
      

388,282  
      

115,183  
          

5,480  
                  

-   

  
   

1,442,964  
   

6,245,323  
          

9,029  
          

24,123  
      

The Group’s maximum exposure to credit 
risk for trade receivables at the reporting 
date by geographic region was:   

Consolidated Parent 

    Carrying amount Carrying amount 
    2008 2007 2008 2007 
Australia   226,423 46,337  - - 
Europe   5,481 2,254 5,480 - 
America   13,762 66,592  - - 
Other regions   142,616    - - 
          

388,282  
      

115,183  
          

5,480  
                  

-   
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

18 FINANCIAL RISK MANAGEMENT OBJECTIVE AND POLICIES (continued) 
 
Impairment  Losses 
 
None of the company's receivables are past due (2007: nil).  The aging of the Group’s trade receivables at 
the reporting date was: 
 Consolidated Consolidated 
 Gross Impairment Gross Impairment 
 2008 2008 2007 2007 
Not past due     211,782                 -      115,183                  -   
Past due 0-30 days     176,500                 -   -                 -   
Past due 31-120 days -                -   -                 -   
Past due 121 days to one year -                -   -                 -   
More than one year - - - - 
 388,282 0 115,183 0 

 
There is no impairment losses at 30 June 2008 (2007: Nil). 
 
Liquidity Risk 
 
Liquidity risk is the risk that the Group will not be able to meet its financial obligations as they fall due. The 
Group’s approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient 
liquidity to meet its liabilities when due, under both normal and stressed conditions, without incurring 
unacceptable losses or risking damage to the Group’s reputation. 
 
The following are the contractual maturities of financial liabilities: 
Consolidated - 30 June 2008 Carrying 

amount 
Contractual 
cash flows 6 mths or less 

Trade and other payables        478,823        478,823        478,823  
Interest bearing liabilities                  -                  -                   -   
        478,823        478,823        478,823  

Consolidated  - 30 June 2007 Carrying 
amount 

Contractual 
cash flows 6 mths or less 

Trade and other payables        490,079        490,079        490,079  
Interest bearing liabilities                  -                  -                   -   
        490,079        490,079        490,079  

Parent- 30 June 2008 Carrying 
amount 

Contractual 
cash flows 6 mths or less 

Trade and other payables          32,948          32,948          32,948  
Interest bearing liabilities                  -                   -   
          32,948          32,948          32,948  

Parent  - 30 June 2007 Carrying 
amount 

Contractual 
cash flows 6 mths or less 

Trade and other payables          24,123          24,123          24,123  
Interest bearing liabilities                  -                  -                   -   
          24,123          24,123          24,123  
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

18 FINANCIAL RISK MANAGEMENT OBJECTIVE AND POLICIES (continued) 
 
Fair Value of Financial Assets and Liabilities 
The fair value of cash and cash equivalents and non-interest bearing financial assets and financial liabilities 
of the Group is equal to their carrying value. 
 
Foreign Currency Risk 
The Group is exposed to currency risk on sales, purchases and borrowings that are denominated in a 
currency other than the respective functional currencies of Group entities, primarily the Australian dollar 
(AUD), but also the USD, the EUR and the GBP. The currencies in which these transactions primarily are 
denominated are AUD, USD, and GBP. 
 
Exposure to Currency Risk 
The Group’s exposure to foreign currency risk at balance date was as follows, based on notional amounts 
 
In AUD AUD GBP USD AUD EUR USD 
  30-Jun-08 30-Jun-07 
Trade receivables 226,423  5,481  156,378  46,337  5,481 66,592  
Trade payables  478,823 -  -   490,079 -  -  
Gross balance sheet 
exposure  (252,400) 5,481  156,378   (443,742) 5,481  66,592  

 
The following significant exchange rates applied during the year: 
 
  Average rate Reporting date spot 

rate 
AUD 2008 2007 2008 2007 
GBP  0.44764  0.40675  0.48210  0.42360 
USD  0.78592  0.89646  0.9615  0.84880 

 
Sensitivity Analysis 
A 10 percent strengthening of the Australian dollar against the following currencies at 30 June would have 
increased (decreased) equity and profit or loss by the amounts shown below. This analysis assumes that all 
other variables, in particular interest rates, remain constant. The analysis is performed on the same basis for 
2007. 
 
 Consolidated Company 
 Equity Profit or loss Equity Profit or loss 
30-Jun-08     
GBP  -  1,268,980  (1,268,980)                 -   
     
30-Jun-07     
GBP  -  1,250,434   (1,250,434)                 -   

 
Commodity Price Risk 
The Group’s exposure to price risk is minimal at this stage of the operations. 
 
Capital Risk Management 
The Company and the Group’s objectives when managing capital are to safeguard the Company and the 
Group’s ability to continue as a going concern in order to provide returns for shareholders and benefits for 
other stakeholders and to maintain an optimal capital structure to reduce the cost of capital. The 
management of the Company and the Group’s capital is performed by the Board.  
 
None of the Group’s entities are subject to externally imposed capital requirements 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

 
19  COMMITMENTS AND CONTINGENCIES 

 
 Operating lease commitments - Group as lessee 
 The Group has entered into an operating lease on office equipment where it is not in the best interest of 

the Group to purchase these assets. 
 
 These leases have an average life of 5 years with renewal terms included in the contracts. Renewals 

are at the option of the specific entity that holds the lease. 
 
 There are no restrictions placed upon the lessee by entering into these leases. 
 
 Future minimum rentals payable under non-cancellable operating leases as at 30 June are as follows: 
 
  

 CONSOLIDATED PARENT 
 2008 2007 2008 2007 
 $ $ $ $ 
Within one year 103,046 103,106 - - 
After one year but not more than five years 15,880 118,918 - - 
More than five years - - - - 
 118,926 222,024 - - 

 
 
 

20 RELATED PARTY DISCLOSURE 
 
 The consolidated financial statements include the financial statements of Structural Monitoring Systems 

Plc and the subsidiaries listed in the following table. 
 
  
 % Equity interest Investment ($) 
 

Country of 
incorporation 2008 2007 2008 2007 

Structural Monitoring Systems Ltd Australia 100 100 - 5,772,742 

Structural Health Monitoring Ltd 
United 

Kingdom 100 100 - - 
Structural Monitoring Systems Inc United States 100 100 - - 
    - 5,772,742 

 
 Structural Monitoring Systems Plc is the ultimate parent entity and is incorporated in the United 

Kingdom.  
 
 The UK and US subsidiaries are both dormant. The Australian subsidiary carries on the business of 

developing the Group’s structural health monitoring technology. 
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Notes to the Financial Statements (continued) 
FOR THE YEAR ENDED 30 June 2008 
 

20 RELATED PARTY DISCLOSURE (continued) 
 
Structural Monitoring Systems Ltd (SMS) has at various times paid various expenses of Structural 
Monitoring Systems Plc (SMS plc) for which SMS plc accepts liability.  These expenses were paid from 
Australia with SMS funds, some payments were made in Great British pounds and others were in Australian 
dollars. 
During the 2004 financial year SMS plc raised capital in the UK and after paying certain fees and expenses, 
transferred net proceeds in the amount of £952,416.19 to a Great British pounds bank account in the name 
of SMS ("GBP Account").  This bank account is maintained by SMS for the purpose of paying SMS plc 
expenses and was established so that control of the funds would be in Australia.  The account is in Great 
British pounds so as to avoid exposure to movements in exchange rates as the funds were raised in the UK 
and are intended for use in the UK. 
Since then SMS plc has raised capital of AUD$15,333,487 in Australia.  The net proceeds of the capital 
raisings were deposited to a SMS Cash Management Account held by SMS.  This bank account is 
maintained by SMS for the purpose of paying SMS and SMS plc expenses; control of the funds remains in 
Australia. 
 
As a consequence of the above, there is an amount owing by SMS to SMS plc. 
• There is no written or formal loan agreement in place; 
• The loan is interest free and repayable on demand; 
• The denomination of loan account is Great British pounds and is repayable in Great British pounds; 
• Transactions on the GBP Account retain their Great British pounds value when calculating the 

balance of the loan account; 
• As the loan is interest free and to minimise compliance costs associated with withholding taxes, any 

interest earned on the GBP account is to be retained by SMS and is not repayable to SMS plc; 
• At 30 June 2008 the net balance owed to SMS plc by SMS was £5,536,391.36.  When converted at 

an exchange rate of 0.4821 the balance expressed in Australian dollars is $11,483,906.58. 
 
 

21 EVENTS AFTER THE BALANCE SHEET DATE 
 
Since the end of the financial year the Company has made several announcements regarding the down 
sizing of operations in order to minimise costs. This resulted in all employees being terminated and other 
cost cutting measures being implemented. The Board is still in negotiations with various parties to raise 
further capital. As at the date of this report there was no outcome to these negotiations. 
 
The cost of redundancy payments made to terminated employees since the end of the financial year was 
$198,502. As the Company has no permanent employees at the date of this report, there are no further 
employee entitlements payable. 
 
On 31 August 2008 428,000 employee options exercisable at 25 cents expired unexercised. 
 
During September 2008 the following employee options were cancelled following the termination of 
employees: 

• 178,000 employee options exercisable at 30 cents on or before 31 August 2009; 
• 4,500,000 employee options exercisable at 20 cents on or before 31 March 2011; and 
• 4,500,000 employee options exercisable at 25 cents on or before 31 March 2011. 

 
The Company intends to undertake a rights issue to raise up to $4,064,396. The rights issue will be on the 
basis of four shares for every five shares held. The issue of the new shares will be subject to shareholders 
approving a change in the nominal value of the shares, and an extraordinary general meeting will be held in 
October 2008 to approve this change. The rights issue will occur if approval is obtained.  
 
No other significant events have occurred between the end of the financial year and the date of this report. 
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FOR THE YEAR ENDED 30 June 2008 
 

22 AUDITORS’ REMUNERATION 
 
Details of the amounts paid to the auditor of the Company, PKF (UK) LLP, and other auditors for audit and 
non-audit services provided during the year are set out below. 

 CONSOLIDATED PARENT 
 2008 2007 2008 2007 
 $ $ $ $ 
Amounts received or due and receivable by PKF (UK) LLP for:     
• An audit or review of the financial report of the entity    and 
the group entity 39,451 44,397 39,451 44,397 
• Other services in relation to the entity and an other entity in 
the consolidated entity 7,775 10,308 7,775 10,308 
Amounts received or due and receivable by PKF Perth for:     
• An audit or review of the financial report of the principal 
trading entity 40,788 39,690 21,100 18,755 
• other services in relation to the entity and any other  entity 
in the consolidated entity     

-     tax compliance 11,591 33,000 4,743 9,400 
-     corporate advice - 17,814 - - 
-     government grant R&D 1,655 1,500 - - 

 101,260 146,709 73,069 82,860 
 

23  DIRECTOR AND EXECUTIVE DISCLOSURES 
 

 (a) Details of Specified Directors and Specified Executives 
 (i)Specified directors 
 Sir John Walker  Chairman (non-executive) 
 Mr Mark Vellacott Managing Director 
 Mr Robin Dean  Director (non-executive) 
 Prof Malcolm Richmond Director (non-executive) appointed 17 October 2006 
 Dr Rosalind Dubs  Director (non-executive) appointed 20 July 2007, resigned 9 Sept 2008 
 (ii)Specified executives 
 Mr Colin McDonald  Chief Financial Officer and Company Secretary 
 Mr Mike Southern Chief Operating Officer 
 Mr Andrew Chilcott Vice President, Sales and Marketing 
 Mr Alistair Lang Head of Engineering UK 
 
 (b) Remuneration of Specified Directors and Specified Executives 
  (i) Remuneration Policy 
 The Remuneration Committee of the Board of Directors of Structural Monitoring Systems Plc is responsible for 

determining and reviewing compensation arrangements for the directors, the chief executive officer and the 
executive team. The Remuneration Committee assesses the appropriateness of the nature and amount of 
emoluments of such officers on a periodic basis by reference to relevant employment market conditions with the 
overall objective of ensuring maximum stakeholder benefit from the retention of a high quality board and 
executive team. Such officers are given the opportunity to receive their base emolument in a variety of forms 
including cash and fringe benefits such as motor vehicles and expense payment plans. It is intended that the 
manner of payment chosen will be optimal for the recipient without creating undue cost for the company. 

 
 To assist in achieving these objectives, the Remuneration Committee links the nature and amount of executive 

directors’ and senior executives’ emoluments to the company’s financial and operational performance. 
Executive directors and employees have the opportunity to qualify for participation in the Employee Share 
Option Plan. 

 
It is the Remuneration Committee’s policy that employment agreements shall be entered into with the Managing 
Director and all other executives. The current employment agreement is consistent for all executives. The 
agreement has a 3 month notice period and provides for payment of an amount of three months salary at the 
end of the three month notice period. Any options held lapse when the service period is completed.  
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23  DIRECTOR AND EXECUTIVE DISCLOSURES (continued) 
 

 (ii)Remuneration of Specified Directors and Specified Executives 

 
Primary 

Post 
Employ-

ment Other Equity Total 

Specific Directors 
Salary & 

Fees 
Cash 
Bonus 

Super-
annuation 

Social  
Security 
Costs Options 

 

 $ $ $ $ $ $ 

30 June 2008       
Sir. John Walker 100,554 - - 10,505  111,059 
Mr. Robin Dean 43,750 - 3,938 -  47,688 
Mr. Mark Vellacott 292,605 7,435 27,004 - 45 971 373,015 
Prof Malcolm Richmond 43,750 - 3,938 -  47,688 
Dr. Rosalind Dubs 38,885 - 3,500 -  42,385 
       
Total Remuneration:       
Specified Directors 519,544 7,435 38,380 10,505 45,971 621,835 

30 June 2008    -   
Mr. Andrew Chilcott 170,899 4,343 15,772 - 18,388 209,402 
Mr. Michael Southern 168,651 4,285 15,564 - 18,388 206,888 
Mr. Colin McDonald 168,651 4,285 15,564 - 18,388 206,888 
Mr. Alistair Lang 151,125 3,823 - 18,433 18,388 191,769 
Total Remuneration:       
Specified Executives 659,326 16,736 46,900 18,433 73,552 814,947 

 
30 June 2007       

Sir John Walker 106,232 - - 12,111 - 118,343 
Mr Robin Dean 38,750 - 2,138 - - 40,888 
Mr Mark Vellacott 273,720 6,955 25,261  2,903 308,839 
Prof. Malcolm Richmond 22,500 - 2,025 - - 24,525 
Mr. David Forsythe 15,000 - - - - 15,000 
Mr Anthony Brennan 7,500 - 675 - - 8,175 
Total Remuneration:       
Specified Directors 463,702 6,955 30,099 12,111 2,903 515,770 
 
30 June 2007       
Mr Andrew Chilcott 159,867 4,062 14,754 - 2,009 180,692 
Mr Michael Southern 157,765 4,009 14,560 - 1,688 178,022 
Mr Colin McDonald 157,762 2,159 14,393 - 1,742 176,056 
Mr Alistair Lang 169,922 4,143 - 20,212 1,529 195,806 
Total Remuneration:       
Specified Executives 645,316 14,373 43,707 20,212 6,968 730,576 
 
 
 
 
 

(iii) Bonus payments 
 

Mr Vellacott, the specified executives and all other employees of the Company were paid a bonus of 2.5% 
of their salaries in December 2006 and December 2007 by way of a Christmas bonus and as a reward for 
their efforts during the year. 
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23   DIRECTOR AND EXECUTIVE DISCLOSURES (continued) 
 
 
 (c) Remuneration options: Granted and vested during the year 
  

During the financial year options were granted as equity compensation benefits under the employee 
share option plan (ESOP) to certain specified directors and specified executives as disclosed below. 
The options were issued free of charge. For further details of the terms and conditions refer to note 13. 
 

 Grant Date 
Tranche A 
Granted 

Value per 
option at grant 

date 
Tranche B 
Granted 

Value per 
option at grant 

date 
  No. ($) No ($) 
Director      
Mr Mark Vellacott 31 Mar 08 3,000,000 0.0149 2,000,000 0.0105 
Specified Executives      
Mr. Andrew Chilcott 31 Mar 08 1,000,000 0.0149 1,000,000 0.0105 
Mr Michael Southern 31 Mar 08 1,000,000 0.0149 1,000,000 0.0105 
Mr Colin McDonald 31 Mar 08 1,000,000 0.0149 1,000,000 0.0105 
Mr Alistair Lang 31 Mar 08 1,000,000 0.0149 1,000,000 0.0105 
      
Total  7,000,000  6,000,000  
 

 
 Refer to Note 13 (a) for details of the exercise prices and periods for each tranche of options. Of the 

above options, Tranche A options have vested. 
 
 
 (d) No shares were issued on exercise of remuneration options 
 
 
 (e) Option holdings of specified directors and specified executives 
  
 Balance at 

beg of period 
01-Jul-07 

Granted as 
Remuneration 

Options 
Exercised 

Net Change 
Other 

Balance at 
end of period  

30-Jun-08 

Not Vested & 
Not 

Exercisable 
Vested & 

Exercisable 
        
Specified Directors        
Sir John Walker - - - - - - - 
Mr Robin Dean - - - - - - - 
Mr Mark Vellacott 750,000 5,000,000 - (250,000) 5,500,000 2,250,000 3,250,000 
Prof Malcolm 
Richmond - - - - - -  
Dr Rosalind Dubs - - - - - - - 
Specified 
Executives        
Mr Andrew Chilcott 456,000 2,000,000 - (152,000) 2,304,000 1,152,000 1,152,000 
Mr Michael Southern 450,000 2,000,000 - (150,000) 2,300,000 1,150,000 1,150,000 
Mr Colin McDonald 450,000 2,000,000 - (150,000) 2,300,000 1,150,000 1,150,000 
Mr Alistair Lang 395,000 2,000,000 - (131,666) 2,263,334 1,131,667 1,131,667 
        
Total 2,501,000 13,000,000 - (833,666) 14,667,334 6,833,667 7,833,667 

 
Following the termination of all executive contracts subsequent to the end of the year, only Mr McDonald 
remains as company secretary on a consulting basis. Hence details of the other specified executives’ 
share and option holdings are not included in the Directors’ Report. 
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23  DIRECTOR AND EXECUTIVE DISCLOSURES (continued) 
 
 (f) Shareholdings of Specified Directors and Specified Executives 
 
 Shares held in Structural Monitoring Systems Plc 
  

 Balance at beg 
of period 01-

Jul-07 
Granted as 

Remuneration 
Options 

Exercised 
Net Change 

Other 

Balance at end 
of period  30-

Jun-08 
      
Specified Directors      
Sir John Walker 100,000 - - - 100,000 
Mr Robin Dean 4,807,267 - - - 4,807,267 
Mr Mark Vellacott 600,000 - - - 600,000 
Prof Malcolm Richmond 200,000 - - - 200,000 
Dr Rosalind Dubs - - - - - 
Specified Executives      
Mr Andrew Chilcott - - - - - 
Mr Michael Southern 60,000 - - - 60,000 
Mr Colin McDonald 52,000 - - - 52,000 
Mr Alistair Lang 100,000 - - - 100,000 
      
Total 5,919,267 - -  5,919,267 

 
Following the termination of all executive contracts subsequent to the end of the year, only Mr McDonald 
remains as company secretary on a consulting basis. Hence details of the other specified executives’ 
share and option holdings are not included in the Directors’ Report. 
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF 
STRUCTURAL MONITORING SYSTEMS PLC 
 
We have audited the group and parent company financial statements ('the financial statements') of 
Structural Monitoring Systems plc for the year ended 30 June 2008 which comprise the consolidated and 
company income statements, balance sheets, cash flow statements and statements of changes in equity 
and the related notes. The financial statements have been prepared under the accounting policies set out 
therein. 
 
We have also audited the remuneration disclosures contained in points 9 to 11 of the directors’ report under 
the heading “Directors and senior executives”  
 
This report is made solely to the company's members, as a body, in accordance with section 235 of the 
Companies Act 1985. Our audit work has been undertaken so that we might state to the company's 
members those matters we are required to state to them in an auditors' report and for no other purpose. To 
the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the 
company and the company's members as a body, for our audit work, for this report, or for the opinions we 
have formed. 
 
Respective responsibilities of directors and auditors 
 
The directors' responsibilities for preparing the annual report and the financial statements in accordance with 
applicable law and International Financial Reporting Standards ('IFRSs') as adopted by the European Union 
are set out in the statement of directors' responsibilities. 
 
The directors are also responsible for the remuneration disclosures contained in the directors’ report in 
accordance with the Corporation Regulations 2001. 
 
Our responsibility is to audit the financial statements and the remuneration disclosures contained in the 
directors’ report in accordance with relevant legal and regulatory requirements and International Standards 
on Auditing (UK and Ireland). 
 
We report to you our opinion as to whether the financial statements give a true and fair view and have been 
properly prepared in accordance with the Companies Act 1985 and whether, in addition, the group financial 
statements have been properly prepared in accordance with article 4 of the IAS Regulation. Our 
responsibility is also to express an opinion on the remuneration disclosures in the directors’ report based on 
our audit. We also report to you whether in our opinion the information given in the directors' report is 
consistent with the financial statements.  
 
In addition we report to you if, in our opinion, the company has not kept proper accounting records, if we 
have not received all the information and explanations we require for our audit, or if information specified by 
law regarding directors' remuneration and other transactions is not disclosed. 
 
We read the directors' report and consider the implications for our report if we become aware of any 
apparent misstatements within it. 
 
Basis of audit opinion 
 
We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by 
the Auditing Practices Board. An audit includes examination, on a test basis, of evidence relevant to the 
amounts and disclosures in the financial statements and the remuneration disclosures in the directors’ 
report. It also includes an assessment of the significant estimates and judgments made by the directors in 
the preparation of the financial statements, and of whether the accounting policies are appropriate to the 
group's and company's circumstances, consistently applied and adequately disclosed. 
 
We planned and performed our audit so as to obtain all the information and explanations we considered 
necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial 
statements are free from material misstatement, whether caused by fraud or other irregularity or error. In 
forming our opinion we also evaluated the overall adequacy of the presentation of information in the financial 
statements and the remuneration disclosures in the directors’ report. 
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF 
STRUCTURAL MONITORING SYSTEMS PLC (continued) 
 
Independence 
 
In conducting our audit, we have complied with the independence requirements of the Australian 
Corporations Act 2001. 
 
Opinion 
 
In our opinion: 
 

• the group financial statements give a true and fair view, in accordance with IFRSs as adopted by the 
European Union, of the state of the group's affairs as at 30 June 2008 and of its loss for the year 
then ended; 

 
• the parent company financial statements give a true and fair view, in accordance with IFRSs as 

adopted by the European Union as applied in accordance with the provisions of the Companies Act 
1985, of the state of the parent company’s affairs as at 30 June 2008 and of its loss for the year 
then ended; 

 
• the group financial statements have been properly prepared in accordance with article 4 of the IAS 

Regulation; 
 

• the financial statements have been properly prepared in accordance with the United Kingdom 
Companies Act 1985; 

 
• the information given in the directors' report is consistent with the financial statements; and 

 
• the remuneration disclosures in the directors’ report comply with Section 300A of the Australian 

Corporations Act 2001. 
 

 
Emphasis of matter – Going concern 
 
In forming our opinion, which is not qualified, we have considered the adequacy of the disclosure made in 
note 2(a) of the financial statements concerning the company’s and the group’s ability to continue as a going 
concern.  The company incurred a net loss of $4,236,251 during the year ended 30 June 2008 and the 
group incurred a net loss of $3,371,514 for the same period.  At 30 June 2008 the company had net 
liabilities of $27,962 and the group had net assets of $1,077,764.  These conditions, along with the other 
matters explained in note 2(a) to the financial statements, indicate the existence of a material uncertainty 
which may cast significant doubt about the company’s and the group’s ability to continue as a going 
concern.  The financial statements do not include the adjustments that would result if the company and the 
group were unable to continue as a going concern. 
 
 

 
 
Guildford, UK PKF (UK) LLP 
 Registered Auditors 
 
 29 September 2008 
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 ASX ADDITIONAL INFORMATION 
 
Additional information required by the Australian Stock Exchange and not shown elsewhere in this report is 
as follows.  The information is current as at 22 October 2008. 
 

(a) Distribution of CDI securities 

 

 

 
The number of CDI security holders holding less than a 
marketable parcel of CDI securities are: 

967 29,158,881 

 
(b) Substantial shareholders 
 
The names of substantial shareholders who have notified the Company in accordance with section 671B of 
the Corporations Act 2001 are: 
 
Holder Number of shares 

Goldman Sachs Group Inc 20,363,978 
 
The Company is also aware that Orbis Capital Limited, a company incorporated in the British Virgin Islands, 
is a substantial shareholder holding 19,800,000 shares. 
 
(c) Twenty largest CDI holders (ASX Code: SMN) 
 
The names of the twenty largest holders of quoted CDI securities are: 
 Holder Number of 

shares 

% of CDI 

Securities 

1 Citicorp Nominees Pty Ltd 23,362,461 9.20% 
2 HSBC Custody Nominees (Australia) Limited 19,420,800 7.65% 
3 Irrewarra Investments Pty Ltd <ST2 A/C> 12,850,000 5.06% 
4 Irrewarra Investments Pty Ltd <Strategic 1 A/C> 7,987,672 3.14% 
5 Densley Holdings Pty Ltd <The Densley A/C> 4,554,800 1.79% 
6 Lindane Pty Ltd <Captech Superfund A/C> 4,270,406 1.68% 
7 Darlinghurst Pty Ltd 4,142,691 1.63% 
8 Clatworthy Nominees Ltd  3,999,843 1.58% 
9 MR (WA) Pty Ltd 3,924,981 1.55% 
10 Landmark Construction Pty Ltd <Meyer Shircore Unit S/F A/C> 3,850,000 1.52% 
11 RBC Dexia Investment Services Australia Nominees Pty Ltd <MLCI A/C> 3,657,032 1.44% 
12 ANZ Nominees Limited <Cash Income A/C> 3,253,784 1.28% 
13 AMP Capital Management Pty Ltd 2,811,800 1.11% 
14 Mr Simon Marais 2,674,999 1.05% 
15 Professional Holdings Pty Ltd 2,665,600 1.05% 
16 Tulip Bay Pty Ltd 2,428,690 0.96% 
17 JP Morgan Nominees Australia Limited 2,285,880 0.90% 
18 Mr Ross Spencer 2,248,518 0.89% 
19 Mr Stephen Mahnken & Mrs Dior Mahnken <Three Fish A/C> 2,150,000 0.85% 
20 Mr Robin John Dean & Mrs Carol Elizabeth Dean <RJ Dean Super Fund A/C> 2,141,666 0.84% 
  114,681,623 45.15% 

 

   CDI Securities 

   Number of holders Number of shares 

1 - 1,000 32 3,877 
1,001 - 5,000 113 470,961 
5,001 - 10,000 212 1,846,483 
10,001 - 100,000 608 26,739,137 
100,001 and over  292 224,964,280 
   1,259 254,024,738 



STRUCTURAL MONITORING SYSTEMS PLC – ANNUAL REPORT 2008 
Registered Number 04834265 

 

 61 

 

ASX ADDITIONAL INFORMATION (Continued) 
 
(d) Voting rights 
 
All ordinary shares have attached a voting right of one vote per fully paid ordinary share.  The same voting 
rights will be attached to ordinary shares that issue when options are exercised. 
 
(e) Unquoted options 

 
There are ten million unquoted options on issue with an expiry date of 31 December 2009 and an exercise 
price of 25 cents. 
Persons holding 20% or more of the unquoted options are: 
Holder Number of options 

Vickie McGrouther 4,500,000 
Keith Kerridge 4,500,000 

 
 
There are 5,250,000 unquoted options with various expiry dates and exercise prices of 20 cents, 25 cents 
and 30 cents. All these options are held by the Managing Director, Mr Mark Vellacott. 
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CORPORATE GOVERNANCE 
 
The Company is committed to implementing high standards of corporate governance.  In determining what 
those high standards should be the Company has turned to the ASX Corporate Governance Council’s 
Principles of Good Corporate Governance and Best Practice Recommendations.  The Company’s practices 
are largely consistent with those ASX guidelines.  Consistency with the guidelines is being implemented on 
an ongoing basis, where the Company did not have certain policies or committees recommended by the 
ASX Corporate Governance Council (the Council) in place during the reporting period, such policies or 
committees have been identified. 
 
Where the Company’s corporate governance practices do not correlate with the practices recommended by 
the Council, the Company is working towards compliance however it does not consider that all the practices 
are appropriate for the Company due to the size and scale of Company operations. 
 
To illustrate where the Company has addressed the Council’s recommendations, the following table 
cross-references each recommendation with sections of this report.  The table does not provide the full text 
of each recommendation but rather the topic covered.  Details of all of the recommendations can be found 
on the ASX Corporate Governance Council’s website at  
http://www.asx.com.au/about/CorporateGovernance_AA2.shtm. 
 

Recommendation Section 

Recommendation 1.1  Functions of the Board and Management 1.1 

Recommendation 1.2  Evaluation of Senior Executives 1.3 

Recommendation 1.3 Reporting on Principle 1 1.2 and 1.3 

Recommendation 2.1  Independent Directors 1.2 

Recommendation 2.2  Independent Chairman 1.2 

Recommendation 2.3  Role of the Chairman and CEO 1.2 

Recommendation 2.4  Establishment of Nomination Committee 2.3 

Recommendation 2.5 Evaluation of Board 1.4.10 

Recommendation 2.6  Reporting on Principle 2 1.2, 1.4.6, 2.3.2 and 
the Directors’ Report 

Recommendation 3.1  Directors’ and Key Executives’ Code of Conduct 1.1 

Recommendation 3.2  Company Security Trading Policy 1.4.9 

Recommendation 3.3  Reporting on Principle 3 1.1 and 1.4.9  

Recommendation 4.1  Establishment of Audit Committee 2.1 

Recommendation 4.2  Structure of Audit Committee 2.1.2 

Recommendation 4.3  Audit Committee Charter 2.1 

Recommendation 4.4  Reporting on Principle 4 2.1  

Recommendation 5.1  Policy for Compliance with Continuous Disclosure 1.4.4 

Recommendation 5.2  Reporting on Principle 5 1.4.4   

Recommendation 6.1  Communications Strategy 1.4.8 

Recommendation 6.2  Attendance of Auditor at General Meetings 1.4.8 

Recommendation 7.1  Policies on Risk Oversight and Management 1.3 

Recommendation 7.2  Implementation of Risk Management and Internal Control Systems 1.3 

Recommendation 7.3  Attestations by CEO and CFO 1.4.11 

Recommendation 7.3  Reporting on Principle 7 1.3   

Recommendation 8.1  Establishment of Remuneration Committee 2.2 

Recommendation 8.2  Executive and Non-Executive Director Remuneration 2.2 
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CORPORATE GOVERNANCE (continued) 
 
1. Board of Directors 
 
1.1 Role of the Board 
The Board’s role is to govern the Company rather than to manage it.  In governing the Company, the 
Directors must act in the best interests of the Company as a whole.  It is the role of senior management to 
manage the Company in accordance with the direction and delegations of the Board and the responsibility of 
the Board to oversee the activities of management in carrying out these delegated duties.   
In carrying out its governance role, the main task of the Board is to drive the performance of the Company.  
The Board must also ensure that the Company complies with all of its contractual, statutory and any other 
legal obligations, including the requirements of any regulatory body.  The Board has the final responsibility 
for the successful operations of the Company. 
To assist the Board carry out its functions, it intends to develop a Code of Conduct to guide the Directors, 
the Chief Executive Officer, the Chief Financial Officer and other key executives in the performance of their 
roles. 
 
1.2 Composition of the Board 
To add value to the Company the Board has been formed so that it has effective composition, size and 
commitment to adequately discharge its responsibilities and duties given its current size and scale of 
operations.  The names of the Directors and their qualifications and experience are stated in the Directors’ 
Report along with the term of office held by each of the Directors.  Directors are appointed based on the 
specific skills required by the Company and on their decision-making and judgment skills. 
The Company recognises the importance of Non-Executive Directors and the external perspective and 
advice that Non-Executive Directors can offer.  Mr R J Dean, Sir John Walker and Professor Malcolm 
Richmond are Non-Executive Directors.  All of these directors with the exception of Mr Dean are also 
independent directors as they meet the Company's criteria for independence as set out below. 
An Independent Director is a Non-Executive Director and: 
• is not a substantial shareholder of the Company or an officer of, or otherwise associated directly with, a 

substantial shareholder of the Company; 
• within the last three years has not been employed in an executive capacity by the Company or another 

group member, or been a Director after ceasing to hold any such employment; 
• within the last three years has not been a principal of a material professional adviser or a material 

consultant to the Company or another group member. Or an employee materially associated with the 
service provided; 

• is not a material supplier or customer of the Company or another group member, or an officer of or 
otherwise associated directly or indirectly with a material supplier or customer; 

• has no material contractual relationship with the Company or other group member other than as a 
Director of the Company;  

• has not served on the Board for a period which could, or could reasonably be perceived to, materially 
interfere with the Director’s ability to act in the best interests of the Company; and 

• is free from any interest and any business or other relationship which could, or could reasonably be 
perceived to, materially interfere with the Director’s ability to act in the best interests of the Company. 

Mr R Dean is a Non-Executive Director of the Company and does not meet the Company’s criteria for 
independence.  However, his experience and knowledge of the Company makes his contribution to the 
Board such that it is appropriate for him to remain on the Board. 
 
1.3 Responsibilities of the Board 
In general, the Board is responsible for, and has the authority to determine, all matters relating to the 
policies, practices, management and operations of the Company.  It is required to do all things that may be 
necessary to be done in order to carry out the objectives of the Company. 
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CORPORATE GOVERNANCE (continued) 
 
Without limiting this general role of the Board, the principal functions and responsibilities of the Board 
include the following. 
• Leadership of the Organisation:  Overseeing the Company and establishing codes that reflect the 

values of the Company and guide the conduct of the Board. 
 
• Strategy Formulation:  To set and review the overall strategy and goals for the Company and ensuring 

that there are policies in place to govern the operation of the Company. 
• Overseeing Planning Activities:  The development of the Company’s strategic plan. 
• Shareholder Liaison:  Ensuring effective communications with shareholders through an appropriate 

communications policy and promoting participation at general meetings of the Company. 
• Monitoring, Compliance and Risk Management:  The development of the Company’s risk management, 

compliance, control and accountability systems and monitoring and directing the financial and 
operational performance of the Company. 

• Company Finances:  Approving expenses and approving and monitoring acquisitions, divestitures and 
financial and other reporting. 

• Human Resources:  Appointing, and, where appropriate, removing the Chief Executive Officer (CEO) 
and Chief Financial Officer (CFO) as well as reviewing the performance of the CEO and monitoring the 
performance of senior management in their implementation of the Company’s strategy. 

• Ensuring the Health, Safety and Well-being of Employees:  In conjunction with the senior management 
team, developing, overseeing and reviewing the effectiveness of the Company’s occupational health 
and safety systems to ensure the safety and well-being of all employees. 

• Delegation of Authority:  Delegating appropriate powers to the CEO to ensure the effective day-to-day 
management of the Company and establishing and determining the powers and functions of the 
Committees of the Board. 

Full details of the Board’s role and responsibilities are contained in a Board Charter, a copy of which is 
available for inspection at the Company’s registered office. 
 
1.4 Board Policies 
1.4.1 Conflicts of Interest 
Directors must: 
• disclose to the Board actual or potential conflicts of interest that may or might reasonably be thought to 

exist between the interests of the Director and the interests of any other parties in carrying out the 
activities of the Company; and 

• if requested by the Board, within seven days or such further period as may be permitted, take such 
necessary and reasonable steps to remove any conflict of interest. 

If a Director cannot or is unwilling to remove a conflict of interest then the Director must absent himself or 
herself from the room when discussion and/or voting occurs on matters about which the conflict relates. 
1.4.2 Commitments 
Each member of the Board is committed to spending sufficient time to enable them to carry out their duties 
as a Director of the Company. 
1.4.3 Confidentiality 
In accordance with legal requirements and agreed ethical standards, Directors and key executives of the 
Company have agreed to keep confidential, information received in the course of the exercise of their duties 
and will not disclose non-public information except where disclosure is authorised or legally mandated. 
1.4.4 Continuous Disclosure  
The Board has designated the Company Secretary as the person responsible for overseeing and 
coordinating disclosure of information to the ASX as well as communicating with the ASX.  In accordance 
with the ASX Listing Rules the Company immediately notifies the ASX of information: 
• concerning the Company that a reasonable person would expect to have a material effect on the price 

or value of the Company’s securities; and 
• that would, or would be likely to, influence persons who commonly invest in securities in deciding 

whether to acquire or dispose of the Company’s securities. 
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CORPORATE GOVERNANCE (continued) 
 
1.4.5 Education and Induction 
It is the policy of the Company that new Directors undergo an induction process in which they are given a full 
briefing on the Company.  Where possible this includes meetings with key executives, tours of the premises, 
an induction package and presentations.  Information conveyed to new Directors includes: 
• details of the roles and responsibilities of a Director;  
• formal policies on Director appointment as well as conduct and contribution expectations;  
• access to a copy of the Board Charter; 
• guidelines on how the Board processes function; 
• details of past, recent and likely future developments relating to the Board; 
• background information on and contact information for key people in the organisation; 
• an analysis of the Company;  
• a synopsis of the current strategic direction of the Company; and 
• a copy of the Constitution of the Company. 
In order to achieve continuing improvement in Board performance, all Directors are encouraged to undergo 
continual professional development.  Specifically, Directors are provided with the resources and training to 
address skills gaps where they are identified. 
1.4.6 Independent Professional Advice 
The Board collectively and each Director has the right to seek independent professional advice at the 
Company’s expense, up to specified limits, to assist them to carry out their responsibilities. 
1.4.7 Related Party Transactions 
Related party transactions include any financial transaction between a Director and the Company.  Unless 
there is an exemption under the Corporations Act from the requirement to obtain shareholder approval for 
the related party transaction, the Board cannot approve the transaction.  
1.4.8 Shareholder Communication 
The Company respects the rights of its shareholders and to facilitate the effective exercise of those rights 
the Company is committed to: 
• communicating effectively with shareholders through releases to the market via the ASX, information 

mailed to shareholders and the general meetings of the Company; 
• giving shareholders ready access to balanced and understandable information about the Company and 

corporate proposals;  
• making it easy for shareholders to participate in general meetings of the Company; and 
• requesting that the external auditor be represented at 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 Company also makes available a telephone number and email address for shareholders to make 
enquiries of the Company. 
1.4.9 Trading in Company Shares 
Due to the size of the Company, the Board does not consider it appropriate to implement a Share Trading 
Policy.  Rather, it reminds directors, officers and employees of the prohibition in the Corporations Act 2001 
concerning trading in the Company’s securities when in possession of “inside information”. 
1.4.10 Performance Review/Evaluation 
It is the policy of the Board to conduct evaluation of its performance.  The evaluation process will be 
conducted in accordance with a Board Charter that has been adopted and implemented for the financial 
year ending 30 June 2006. The objective of this evaluation will be to provide best practice corporate 
governance to the Company. 
1.4.11 Attestations by CEO and CFO 
It is the Board’s policy, that the CEO and the CFO make the attestations recommended by the ASX 
Corporate Governance Council as to the Company’s financial condition prior to the Board signing the Annual 
Report.  
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CORPORATE GOVERNANCE (continued) 
 
2. Board Committees 
 
2.1 Audit Committee 
As at the date of this report the Board has an Audit Committee comprising Mr R J Dean (Director) and Mr C 
R McDonald (CFO/Company Secretary) and a representative from the Perth office of PKF.  A replacement 
committee member for Dr Rosalind Dubs, who has resigned as a non-executive director, has not yet been 
made. Below is a summary of the role and responsibilities of an Audit Committee.   
2.1.1 Role  
The Audit Committee is responsible for reviewing the integrity of the Company’s financial reporting.  
As at the date of this report the Audit Committee reviews the audited annual and half-yearly financial 
statements and any reports which accompany published financial statements and recommends their 
approval to the Board. 
A Charter for the Audit Committee has been adopted. 
2.1.2 Responsibilities 
As at the date of this report the full Board of the Company each year reviews the appointment of the external 
auditor, their independence, the audit fee, and any questions of resignation or dismissal. 
As the whole Board only consists of four (4) members and only two are considered to be independent, it is 
not possible for the Audit Committee to have a majority of independent directors and it would not be efficient 
for the Audit Committee to be comprised solely by directors. 
As at the date of this report the full Board of the Company is responsible for establishing policies on risk 
oversight and management. 
 
2.2 Remuneration Committee 
2.2.1 Role 
The role of a Remuneration Committee is to assist the Board in fulfilling its responsibilities in respect of 
establishing appropriate remuneration levels and incentive policies for employees. 
The Company appoints a remuneration committee when remuneration of directors and senior executives 
needs to be reviewed. As at the date of this report a remuneration committee has been formed comprising 
Sir John Walker and Professor Richmond to review remuneration for the 2009 financial year. 
2.2.2 Responsibilities 
The responsibilities of a Remuneration Committee, or the full Board include setting policies for senior 
officers’ remuneration, setting the terms and conditions of employment for the Chief Executive Officer, 
reviewing and making recommendations to the Board on the Company’s incentive schemes and 
superannuation arrangements, reviewing the remuneration of both Executive and Non-Executive Directors 
and making recommendations on any proposed changes and undertaking reviews of the Chief Executive 
Officer’s performance, including, setting with the Chief Executive Officer goals and reviewing progress in 
achieving those goals. 
2.2.3 Remuneration Policy 
2.2.3.1 Senior Executive Remuneration Policy 
The Company is committed to remunerating its senior executives in a manner that is market-competitive and 
consistent with best practice as well as supporting the interests of shareholders.  Consequently, the 
Company's policy regarding the remuneration of senior executive is that remuneration may be comprised of 
the following: 
• fixed salary that is determined from a review of the market and reflects core performance requirements 

and expectations; 
• a performance bonus designed to reward actual achievement by the individual of performance 

objectives and for materially improved Company performance; 
• participation in an option scheme approved by shareholders; 
• statutory superannuation. 
By remunerating senior executives through performance and long-term incentive plans in addition to their 
fixed remuneration the Company aims to align the interests of senior executives with those of shareholders 
and increase Company performance. 
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CORPORATE GOVERNANCE (continued) 
 
The value of options, if granted to senior executives, will be calculated using the Black and Scholes method. 
The objective of this remuneration structure is to drive improved Company performance and thereby 
increase shareholder value as well as aligning the interests of executives and shareholders. 
The Board may use its discretion with respect to the payment of bonuses, stock options and other incentive 
payments. 
2.2.3.2 Non-Executive Director Remuneration Policy 
Non-Executive Directors are to be paid their fees out of the maximum aggregate amount approved by 
shareholders for the remuneration of Non-Executive Directors. Non-Executive Directors do not receive 
performance based bonuses. 
Superannuation contributions are made on behalf of Non-Executive Directors where there is a statutory 
obligation to do so. 
2.2.4 Current Director Remuneration 
Full details regarding the remuneration of Directors, is included in the Directors’ Report. 
 

2.3 Nomination Committee 
2.3.1 Role 
The role of a Nomination Committee is to help achieve a structured Board that adds value to the Company 
by ensuring an appropriate mix of skills are present in Directors on the Board at all times. 
As the whole Board consists of five (5) members, the Company does not have a nomination committee 
because it would not be a more efficient mechanism than the full Board for focusing the Company on 
specific issues.   
2.3.2 Responsibilities 
The responsibilities of a Nomination Committee would include devising criteria for Board membership, 
regularly reviewing the need for various skills and experience on the Board and identifying specific 
individuals for nomination as Directors for review by the Board.  The Nomination Committee would also 
oversee management succession plans including the CEO and his/her direct reports and evaluate the 
Board’s performance and make recommendations for the appointment and removal of Directors. Currently 
the Board as a whole performs this role. 
2.3.3 Criteria for selection of Directors 
Directors are appointed based on the specific governance skills required by the Company.  Given the size of 
the Company and the business that it operates, the Company aims at all times to have at least one Director 
with experience appropriate to the Company’s target market.  In addition, Directors should have the relevant 
blend of personal experience in accounting and financial management and Director-level business 
experience. 
 
3. Company Code Of Conduct 
The Board has decided against the implementation of a code of conduct as it does not believe that it is in the 
best interests of its employees or other stakeholders to have what purports to be an exhaustive code of 
conduct. The Board feels that such a code may be too prescriptive and not allow the employees the 
discretion they need to best serve the Company’s stakeholders. 
 


