1300 SMILES Limited — Appendix 4E Preliminary Final Report

Appendix 4E

Preliminary Final Report to the Australian Stock

Exchange
Name of Entity 1300 SMILES Limited
ABN 91 094 508 166
Financial Year Ended 30 June 2006
Previous Corresponding Reporting Period 30 June 2005

Results for Announcement to the Market

$ Percentage increase
/(decrease) over previous
corresponding period

Revenue from ordinary activities 6,234,163 15.2%
Profit / (loss) from ordinary activities after tax 1,857,815 23.7%
attributable to members
Net profit / (loss) for the period attributable to 1,857,815 23.7%
members
Dividends (distributions) Amount per security Franked amount per security
Final Dividend 3.4 100%
Interim Dividend
Record date for determining entitlements to the dividends (if any) | 29 September 2006

Brief explanation of any of the figures reported above necessary to enable the figures to be understood:

Refer to the accompanying director’s report, financial statements and notes.
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Dividends
Date the dividend is payable 13 October 2006
Record date to determine entitlement to the 29 September 2006

dividend

Amount per security

3.4 cents per ordinary share

Total dividend $682,014
Amount per security of foreign sourced dividend or Nil
distribution

Details of any dividend reinvestment plans in N/a
operation

The last date for receipt of an election notice for N/a

participation in any dividend reinvestment plans

NTA Backing
Current Period Previous corresponding
period
Net tangible asset backing per ordinary security 24.1 cents 13.6 cents

Commentary on the Results for the Period

Refer to the accompanying director’s report, financial statements and notes.

Audit/Review Status

This report is based on accounts to which one of the following applies:

(Tick one)

The accounts have been audited X

The accounts have been subject to review

The accounts are in the process of being
audited or subject to review

The accounts have not yet been audited or
reviewed

Financial Statements

Refer to the accompanying director’s report, financial statements and notes.

By Order of the Board
Duncan Cornish
Company Secretary
13 September 2006




1300 SMILES Limited and Controlled Entity

Notes to the Financial Statements for the year ended 30 June 2006

NOTE 2: SIGNIFICANT ACCOUNTING POLICIES (continued)

(h) Leases

A distinction is made between finance leases which effectively transfer from the lessor to the lessee substantially all the risks and benefits
incidental to ownership of the leased property, without transferring the legal ownership, and operating leases under which the lessor
effectively retains substantially all the risks and benefits.

Where assets are acquired by means of finance leases, the present value of minimum lease payments is established as an asset at the
beginning of the lease term and amortised on a straight line basis over the expected useful life. A corresponding liability is also
established and each lease payment is allocated between such liability and interest expense. Lease Liabilities are secured against the
relevant assets they relate to. Operating lease payments are recognised as an expense on a straight line basis over the lease term.

(i) Intangibles - 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 reviewed for impairment, annually or more frequently if events or changes in circumstances indicate that the carrying value
may be impaired.

As at the acquisition date, any goodwill acquired is allocated to each of the cash-generating units expected to benefit from the
combination’s synergies.

Impairment is determined by assessing the recoverable amount of the cash-generating unit to which the goodwill relates.

Where the recoverable amount of the cash-generating unit is less than the carrying amount, an impairment loss is recognised.

(j) Cash and cash equivalents

Cash and cash equivalents includes cash on hand, deposits held on call with financial institutions, other short term, highly liquid

investments with original maturities with three months or less that are readily convertible to known amounts of cash and cash which is
subject to an insignificant risk of changes in value.

(k) Inventories

Inventories are measured at the lower of cost and net realisable value.

(I) Trade and other receivables

Trade and other receivables are stated at their cost less any impairment losses.

(m) Equity

Dividends

Dividends are recognised as a liability in the period in which they are declared.

Transaction costs

Transaction costs of an equity transaction are accounted for as a deduction from equity, net of any related income tax benefit applicable.

(n) Financial assets and liabilities

Financial assets and liabilities are recognised on the balance sheet when the Company becomes party to the contractual provisions of the
financial instrument.

A financial asset is derecognised when the contractual rights to the cash flows from the financial assets expire or are transferred and no
longer controlled by the entity.

A financial liability is removed from the balance sheet when the obligation specified in the contract is discharged or cancelled or expires.

26



1300 SMILES Limited and Controlled Entity

Notes to the Financial Statements for the year ended 30 June 2006

NOTE 2: SIGNIFICANT ACCOUNTING POLICIES (continued)

(0) Tax consolidation

1300 SMILES Limited and its Controlled Entity have not formed a tax consolidated group.

NOTE 3: REVENUE

Operating Revenue

Dental fees received
Service fees contract dentists

Non-Operating Revenue
Interest
Other revenue

NOTE 4: ITEMS INCLUDED IN PROFIT

Depreciation and amortisation of non-current assets
Operating lease payments

Audit services

Audit and review of financial reports — PKF
Audit and review of financial reports — Other

Other services

Accounting assistance - Other

Consolidated Entity

Parent Entity

2006 2005 2006 2005
$ $ $ $
1,835,808 1,530,246 1,577,055 1,176,495
4,209,318 3,808,779 3,952,566 3,550,634
6,045,126 5,339,025 5,629,621 4,727,129
189,037 70,122 188,657 69,968
- 4,400 36,000 36,000
6,234,163 5,413,547 5,754,278 4,833,097
156,652 167,355 148,673 157,742
488,146 507,614 449,385 482,044
21,332 - 21,332 -
- 31,287 - 31,287
- 3,000 - 3,000
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1300 SMILES Limited and Controlled Entity

Notes to the Financial Statements for the year ended 30 June 2006

Consolidated Entity

Parent Entity

2006 2005 2006 2005

$ $ $ $
NOTE 5: INCOME TAX
The components of tax expense comprise:
Current tax 786,139 682,244 754,394 629,692
Deferred tax 19,188 (47,033) 11,137 (37,581)
Under/(over) provision for tax in prior period 21,280 - 7,966 -

826,607 635,211 773,497 592,111
Explanation of the relationship between tax expense and accounting profit:
Accounting profit before income tax 2,684,425 2,185,080 2,551,769 1,949,972
Tax at the applicable rate of 30% 805,327 655,524 765,531 584,992
Under/(over) provision for tax in prior period 21,280 - 7,966 -
Other - (20,313) - 7,119
Income tax expense 826,607 635,211 773,497 592,111
Current tax liability 402,915 394,389 400,729 357,550
Deferred tax assets and liabilities for each type of temporary difference:
Deferred tax assets
Accrued expenses 7,606 8,906 7,159 8,292
Provision for employee benefits 19,286 20,041 10,961 11,203
Lease liabilities 31,275 18,086 31,275 18,086
Unamortised equity raising costs 21,728 28,371 21,728 28,371
Other - 12,583 - 13,009
Deferred tax asset 79,895 87,987 71,123 78,961
Deferred tax liabilities
Other 20,110 1,921 10,392 -
Deferred tax liability 20,110 1,921 10,392 -
Movements in deferred tax balances recognised in income tax expense:
Provision for employee benefits 217 (8,906) (296) (11,203)
Accruals (963) (20,041) (1,130) (8,292)
Other 19,934 (18,086) 12,563 (18,086)
Deferred tax expense 19,188 (47,033) 11,137 (37,581)
Unamortised equity raising costs recognised in
equity 7,093 (28,371) 7,093 (28,371)
Other - (10,662) - (13,009)
Total movement in deferred tax balances 26,281 (86,066) 18,230 (78,961)
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1300 SMILES Limited and Controlled Entity

Notes to the Financial Statements for the year ended 30 June 2006

Consolidated Entity Parent Entity

2006 2005 2006 2005
NOTE 6: DIVIDENDS $ $ $ $
Paid fully franked dividend of 1.32 cents* per share at a

rate of 30% in relation to the year ended 30 June 2004 - 211,458 - 211,458

Paid fully franked dividend of 2.44 cents* per
share at a rate of 30% proposed at 30 June 2004 - 390,352 - 390,352

Paid fully franked dividend of 1.91 cents* per share at a
rate of 30% in relation to the September 2004 quarter - 305,951 - 305,951

Paid fully franked dividend of 1.32 cents per share at a
rate of 30% in relation to the December 2004 quarter - 148,639 - 148,639

Paid fully franked dividend of 3.0 cents per share at a rate
of 30% in relation to the June 2005 half-year 565,778 - 565,778 -

Paid fully franked dividend of 3.6 cents per share at a rate
0f30% in relation to the December 2005 half-year 678,893 - 678,893 -

1,244,671 1,506,400 1,244,671 1,506,400

Note: * The number of shares used to calculate the dividend rate
has been adjusted as if the share split that took place on 7 October
2004 was effective since 1 July 2004.

Franking credits

Balance of franking account at financial year-end adjusted
for franking credits arising from payment of provision for
income tax and dividends recognised as receivables,
franking debits arising from payment of proposed
dividends and any credits that may be prevented from
distribution in subsequent years

345,246 86,493 232,589 53,932

Note: A final fully franked dividend of 3.4 cents per share ($682,014) has been declared since 30 June 2006. This will reduce the balance of the franking
account by $292,292.

NOTE 7: CASH AND CASH EQUIVALENTS

Cash on hand 2,000 1,400 1,900 1,300
Cash at bank 221,129 172,090 213,321 140,211
Deposits at call 4,720,350 2,684,307 4,720,350 2,684,307

4,943,479 2,857,797 4,935,571 2,825,818

NOTE 8: TRADE & OTHER RECEIVABLES

Trade receivables 142,137 137,525 139,452 133,320

NOTE 9: INVENTORIES

Stock on hand 125,177 - 108,820 -
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1300 SMILES Limited and Controlled Entity

Notes to the Financial Statements for the year ended 30 June 2006

NOTE 10: OTHER ASSETS

Prepayments
Other current assets

NON-CURRENT
Other non-current assets

NOTE 11: PROPERTY, PLANT AND EQUIPMENT

Plant and equipment under finance lease at cost
Less accumulated amortisation
Total plant and equipment under finance lease

Leasehold improvements at cost
Less accumulated amortisation

Total leasehold improvements

Plant and equipment at cost
Less accumulated depreciation

Total property, plant and equipment

Consolidated Entity

Parent Entity

2006 2005 2006 2005
$ $ $ $
16,206 13,309 11,563 9,431
6,545 4,190 6,345 3,747
22,171 17,499 17,908 13,178
- 3,563 - 3,563
574,735 574,735 574,735 574,735
(431,316) (316,368) (431,316) (316,367)
143,419 258,367 143,419 258,368
284,444 91,215 261,638 68,409
(40,586) (39,952) (20,317) (20,317)
243,858 51,263 241,321 48,092
652,549 291,093 521,317 161,782
(197,998) (156,929) (96,363) (62,639)
454,551 134,164 424,954 99,143
841,828 443,794 809,694 405,603
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1300 SMILES Limited and Controlled Entity

Notes to the Financial Statements for the year ended 30 June 2006

NOTE 11: PROPERTY, PLANT AND EQUIPMENT (continued)

Movements during the year

Consolidated Entity

2006

Balance from 1 July 2005

Additions

Additions through business acquisitions
Disposals

Depreciation/Amortisation

Balance at 30 June 2006

2005

Balance from 1 July 2004

Additions

Additions through business acquisitions
Disposals

Depreciation/Amortisation

Balance at 30 June 2005

Parent Entity

2006

Balance from 1 July 2005

Additions

Additions through business acquisitions
Disposals

Depreciation/Amortisation

Balance at 30 June 2006

2005

Balance from 1 July 2004

Additions

Additions through business acquisitions
Disposals

Depreciation/Amortisation

Balance at 30 June 2005

Plant and Leasehold Plant and Total
equipment under improvements equipment
finance lease
$ $ $ $
258,368 51,263 134,164 443,795
- 193,229 108,735 301,964
- - 256,000 256,000
- - (3,279) (3,279)
(114,949) (634) (41,069) (156,652)
143,419 243,858 454,551 841,828
Plant and Leasehold Plant and Total
equipment under improvements equipment
finance lease
$ $ $ $
373,316 63,942 117,429 554,686
- 8,430 48,033 56,463
(114,948) (21,109) (31,298) (167,355)
258,368 51,263 134,164 443,794
Plant and Leasehold Plant and Total
equipment under improvements equipment
finance lease
$ $ $ $
258,368 48,092 99,143 405,603
- 193,229 103,535 296,764
- - 256,000 256,000
(114,949) - (33,724) (148,673)
143,419 241,321 424,954 809,694
Plant and Leasehold Plant and Total
equipment under improvements equipment
finance lease
$ $ $ $
373,316 59,979 85,309 518,604
- 8,430 36,311 44,741
(114,948) (20,317) (22,477) (157,742)
258,368 48,092 99,143 405,603
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1300 SMILES Limited and Controlled Entity

Notes to the Financial Statements for the year ended 30 June 2006

Consolidated Entity Parent Entity
2006 2005 2006 2005

$ $ $ $
NOTE 12: INTANGIBLE ASSETS
Goodwill at cost 614,724 345,093 614,724 345,093
Movements during the year
Opening balance 345,093 315,093 345,093 306,250
Acquisitions through business combinations 269,631 30,000 269,631 38,843

614,724 345,093 614,724 345,093

The total amount of goodwill has been allocated to the following individual cash generating units (dental practice):

Cash generating unit (dental practice)

Mackay 20,173 - 20,173 -
Belgian Gardens 138,215 138,215 138,215 138,215
Fulham Road 38,843 38,843 38,843 38,843
The City 104,285 84,285 104,285 84,285
Upper Ross 83,750 83,750 83,750 83,750
Bardon 167,215 - 167,215 -
Chevron Island 62,243 - 62,243 -

614,724 345,093 614,724 345,093

The recoverable amount of goodwill is based on value in use calculations. Value in use has been determined by reference to the expected
future performance of each dental practice. During the current period each dental practice’s cash flows exceeded the goodwill value
allocated to the relevant cash generating unit. The Company forecasts similar performance from each cash generating unit in coming
periods and consequently no impairment losses have been recognised.

Details of each practices’ contribution to the Company’s profit:
1300 SMILES operates multiple dental practices through a central head office to achieve cost savings. Head office expenses attributable
to each operation cannot be determined and consequently it is not practical to determine the amount of each practice’s profit included in

the Company’s profit for the period.

During the period the following dental practices were acquired:

2006

Dental Practice Date of acquisition Consideration paid Net fair value of Goodwill arising on
or payable assets acquired acquisition
$ $ $

Mackay 1 September 2005 32,173 12,000 20,173
Bardon 30 May 2006 263,215 96,000 167,215
Chevron Island 13 June 2006 222,243 160,000 62,243
517,631 268,000 249,631

During the period, a $20,000 (goodwill) (2005: $30,000) payment was paid for The City practice, representing the final acquisition
payment following achievement of performance milestones.

Prior to acquisition each practice operated as a stand alone entity. Due to the differing cost structures, it is not practicable to determine

the amount of each practices’ profit that would be included in the Company’s profit for the period if the practices were owned for the
whole period.
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1300 SMILES Limited and Controlled Entity

Notes to the Financial Statements for the year ended 30 June 2006

Consolidated Entity

Parent Entity

2006 2005
$ $
14,765 14,765

2006 2005
$ $
NOTE 13: OTHER FINANCIAL ASSETS
Investment in controlled entity at cost - -
Details of controlled entity Balance Date Country of

Incorporation

Gentle Dental Pty Limited 30 June Australia

Consolidated Entity

% of shares held

30 June 2006 30 June 2005

100 100

Parent Entity

2006 2005 2006 2005

$ $ $ $
NOTE 14: TRADE AND OTHER PAYABLES
CURRENT
Trade creditors 265,838 53,456 258,533 49,979
Sundry creditors and accruals 304,873 131,484 297,315 126,454
Payable to wholly owned subsidiary - - 199,288 126,116

570,711 184,940 755,136 302,549
NON-CURRENT
Payable to related parties - 34,609 - 34,609
NOTE 15: PROVISIONS
Employee benefits 64,286 65,390 36,537 37,344
NOTE 16: FINANCIAL LIABILITIES
CURRENT
Lease liabilities 132,858 108,907 132,858 108,907
NON-CURRENT
Lease liabilities 98,748 209,748 98,748 209,748
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1300 SMILES Limited and Controlled Entity

Notes to the Financial Statements for the year ended 30 June 2006

NOTE 17: SHARE CAPITAL

Issued and paid up capital
Balance 1 July

Shares issued

Costs of issue

Paid up capital 30 June

(a) Ordinary Shares

Balance 1 July

- On 7 October 2004 a share split occurred under which the
Company’s 211,001 shares were split into 16,000,000
ordinary shares

Issued during the year:

- On 12 November 2004 1,000,000 fully paid ordinary shares
were issued at $0.50 to raise $500,000

- On 11 March 2005 1,586,250 fully paid ordinary shares
were issued as a result of the initial public offering

- Costs associated with the initial public offering

- On 29 June 2005 272,985 options were exercised at a
weighted average price of $0.4396 per share and converted
into 272, 985 fully paid ordinary shares

- On 13 June 2006 1,200,000 fully paid ordinary shares were
issued at $1.65 to raise $1,980,000

- Costs associated with the issue on 13 June 2006

Balance 30 June

Ordinary shares participate in dividends and the proceeds on winding up of the Parent Entity in proportion to the number of shares held.
At shareholders meetings each ordinary share is entitled to one vote when a poll is called, otherwise each shareholder has one vote on a

show of hands.

(b) Options

During 2005, $272,985 (unlisted) options were issued over ordinary shares, to be exercised on or before 30 June 2005. The options had an
average exercise price of $0.4396. All of these options were exercised on 29 June 2005 and converted into 272,985 ordinary shares. A

total of $120,000 was paid to the Company.

During the 2006 financial year, no options were issued over ordinary shares. At 30 June 2006 there were no (2005: Nil) unissued ordinary

shares in respect of which options were outstanding.

Consolidated Entity

Parent Entity

2006 2005 2006 2005
$ $ $ $
2,017,251 211,001 2,017,251 211,001
1,980,000 1,889,000 1,980,000 1,889,000
(5,535) (82,750) (5,535) (82,750)
3,991,716 2,017,251 3,991,716 2,017,251
2006 2005
Number of $ Number of $
Shares Shares
18,859,235 2,017,251 211,001 211,001
- - 15,788,999 -
- _ 1,000,000 500,000
’ ) 1,586,250 1,269,000
. . - (82,750)
- - 272,985 120,000
1,200,000 1,980,000 - -
- (5,535) - -
20,059,235 3,991,716 18,859,235 2,017,251
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1300 SMILES Limited and Controlled Entity

Notes to the Financial Statements for the year ended 30 June 2006

Consolidated Entity Parent Entity
2006 2005 2006 2005
$ $ $ $

NOTE 18: COMMITMENTS

Operating lease commitments

Non-cancellable operating leases contracted for but not capitalised in the financial statements:

Payable

- not later than one year 398,068 372,080 398,068 372,080
- later than one year and not later than five years 713,899 884,048 713,899 884,048
- later than five years - 83,672 - 83,672
Aggregate lease expenditure contracted for at reporting date 1,111,967 1,339,800 1,111,967 1,339,800

Operating leases relate to the lease of premises and the hire of dental equipment.

Finance lease commitments

Reconciliation of Finance lease commitments of the Company to the carrying amount of Lease liabilities:

Time expected to elapse to expected date of payment:

- not later than one year 145,534 129,315 145,534 129,315
- later than one year and not later than five years 102,404 223,382 102,404 223,382

247,938 352,697 247,938 352,697
- future finance charges (16,332) (34,042) (16,332) (34,042)
Carry amount of lease liabilities 231,606 318,655 231,606 318,655
Current lease liability 132,858 108,907 132,858 108,907
Non current lease liability 98,748 209,748 98,748 209,748
Total lease liability per Note 16 231,606 318,655 231,606 318,655

NOTE 19: DIRECTORS AND KEY MANAGEMENT PERSONNEL COMPENSATION

Information about the remuneration of Directors and Key Management Personnel Compensation which is currently required under
Section 300A of the Corporations Act and under Accounting Standard AASB 124 “Related Parties” is included in the
Remuneration Report within the Director’s Report. The Company has taken the relief provided by Corporations Amendments
Regulations 2006 (No. 50).
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1300 SMILES Limited and Controlled Entity

Notes to the Financial Statements for the year ended 30 June 2006

NOTE 20: RELATED PARTY DISCLOSURES

Transactions between related parties are on normal commercial terms and conditions no more favourable than those available to other
parties unless otherwise stated.

a) Transactions with Directors and Director-Related Entities

The Company has entered into the following agreements with the managing director, Dr Daryl Holmes, or entities related to Dr Holmes.

Note Consolidated Entity Parent Entity
2006 2005 2006 2005
$ $ $ $

(i) Dentist Income*

Daryl Holmes provided dental services and
has been remunerated based on normal
commercial terms and conditions for this work 105,719 94,789 105,719 94,789

(if) Rental Expense

Ashbourne Park Pty Limited ATF the Holmes
Family Trust provides equipment rental based
on normal commercial terms and conditions 164,288 175,340 - 175,340

Golden Arch Pty Limited ATF the Whistler

Trust provides rental on normal commercial

terms and conditions 31,571 175,340 - 175,340
Ashbourne Park Pty Limited ATF Daryl

Holmes Superannuation Fund provides rental

and storage on normal commercial terms and

conditions 56,072 175,340 - 175,340
* Forms part of remuneration included in the remuneration report on page 13
(b) Share and Option transactions of Directors and Director-Related Entities are shown in the Remuneration Report within the

Directors Report

NOTE 21: EARNINGS PER SHARE

Consolidated Consolidated
2006 2005
Basic earnings per share (cents) 9.82 9.06
Diluted earnings per share (cents) 9.82 9.06
Earnings used in the calculation of basic and diluted earning per $1,857,818 $1,549,869
share
Weighted average number of ordinary shares used in the calculation 18,915,125 17,113,279

of basic and diluted earnings per share
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1300 SMILES Limited and Controlled Entity

Notes to the Financial Statements for the year ended 30 June 2006

NOTE 22: RECONCILIATION OF PROFIT AFTER INCOME TAX TO NET CASH INFLOW FROM OPERATING

ACTIVITIES
Note Consolidated Entity Parent Entity
2006 2005 2006 2005

$ $ $ $
Profit for the year 1,857,818 1,549,869 1,778,272 1,357,861
Non-cash flows in profit from ordinary activities
Depreciation 156,652 167,355 148,673 157,742
Net (gain) / loss on disposal of property, plant and
equipment (318) - - -
Changes in assets and liabilities
(Increase)/decrease in receivables (4,612) (64,331) (6,132) (66,529)
(Increase)/decrease in other assets (1,690) (6,118) (1,167) (5,300)
(Increase)/decrease in inventories (113,777) - (96,820) -
Increase/(decrease) in payables 172,523 10,466 239,342 74,964
Increase in income tax payable 15,619 200,511 50,272 196,235
Decrease in deferred taxes 19,188 (41,530) 11,137 (32,503)
Increase/(decrease) in employee entitlements (1,104) 6,051 (807) 11,210
Cash flows from operations 2,100,299 1,822,273 2,122,770 1,693,680
Businesses Acquired
Aggregate purchase consideration:
Cash and cash equivalents 358,995 30,000 358,995 30,000
Trade and other payables 178,636 - 178,636 -

537,631 30,000 537,631 30,000
Aggregate fair value of assets acquired:
Inventory 12,000 - 12,000 -
Plant and equipment 256,000 - 256,000 -

268,000 - 268,000 -
Goodwill on acquisition 269,631 30,000 269,631 30,000
Outflow of cash 358,995 30,000 358,995 30,000

NOTE 23: EVENTS SUBSEQUENT TO REPORTING DATE

There have been no events since the end of the financial year that impact upon the financial report as at 30 June 2006.

NOTE 24: SEGMENT INFORMATION

The Company operates predominantly in one business and geographical segment being in the provision of dental services in Australia.
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1300 SMILES Limited and Controlled Entity

Notes to the Financial Statements for the year ended 30 June 2006

NOTE 25: FINANCIAL INSTRUMENTS

(a) Terms and Conditions relating to financial assets and liabilities:

Receivables — Trade debtors are non-interest bearing and are normally settled on 30 day terms.
Payables — Trade creditors are non-interest bearing and normally settled on 30 day terms.

(b) Credit Risk

The maximum exposure to credit risk, excluding the value of any collateral or other security, at balance date to recognised financial assets
is the carrying amount of those assets, net of any provisions for doubtful debts, as disclosed in the balance sheet and notes to the financial
report.

The Company does not have any material credit risk exposure to any single debtor or group of debtors under financial instruments entered
into by the Company.

(c) Interest Rate Risk

The Company's exposure to interest rate risk, which is the risk that a financial instrument's value will fluctuate as a result of changes in
market interest rates and the effective weighted average interest rates on classes of financial assets and financial liabilities, is as follows:

Fixed interest rate maturing
30 June 2006 Non 1year or less | More than 1 More Floating Total Weighted
interest and less than 5 interest average
bearing than 5 years years rate %
$ $ $ $ $ $
Financial assets
Cash 2,000 - - - 4,941,479 4,943,479 5.69%
Trade and other receivables 142,137 - - - - 142,137
Other financial assets 597 - - - - 597
144,734 - - - 4,941,479 5,086,213
Financial liabilities
Trade and other payables 570,711 - - - - 570,711
Financial liabilities - 132,858 98,748 - - 231,606 7.73%
570,711 132,858 98,748 - - 802,317
Net assets (liabilities) (425,977) (132,858) (98,748) 4,941,479 4,283,896
Fixed interest rate maturing
30 June 2005 Non 1year or less | More than 1 More Floating Total Weighted
interest and less than 5 interest average
bearing than 5 years years rate %
$ $ $ $ $ $
Financial assets
Cash 1,400 2,684,307 - - 172,090 2,857,797 4.05%
Trade and other receivables 137,525 - - - - 137,525
Other financial assets 597 - - - - 597
139,522 2,684,307 - - 172,090 2,995,919
Financial liabilities
Trade and other payables 217,211 - - - - 217,211
Financial liabilities - 108,907 209,748 - 318,655 7.73%
217,211 108,907 209,748 - 535,866
Net assets (liabilities) (77,689) 2,575,400 (209,748) 172,090 2,460,053
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1300 SMILES Limited and Controlled Entity

Notes to the Financial Statements for the year ended 30 June 2006

NOTE 26: IMPACTS OF ADOPTING AUSTRALIAN EQUIVALENTS TO INTERNATIONAL FINANCIAL
REPORTING STANDARDS

(@) AASB 1 Transitional Exemptions

The Company has elected to use the transitional exemptions allowed by AASB 1: First-Time Adoption of Australian Equivalents to
International Financial Reporting Standards.

(b) Reconciliation of equity as presented under AGAAP to that under AIFRS

The impact of adopting AIFRSs on the total equity as reported under Australian Accounting Standards of the previous conceptual
framework of Accounting Standards in Australia and Australian Generally Accepted Accounting Principles ("AGAAP") is as follows:

(i) Reconciliation of Share Capital as presented under AGAAP to that under AIFRS

30-Jun-05 1-Jul-04
Notes
Total Share Capital under AGAAP 0] 1,981,787 211,001
Tax effect of equity raising costs 35,464 -
Total Share Capital under AIFRSs 2,017,251 211,001

(ii) Reconciliation of retained earnings under AGAAP to that under AIFRS

30-Jun-05 1-Jul-04
Notes
Total retained earnings under AGAAP 860,990 415,473
Reversal of goodwill amortisation (i) 57,912 -
Retained earnings under AIFRSs prior to correction of 918,902 415,473

prior period error (Note 27)

(iii) Reconciliation of profit for the period presented under AGAAP to that under AIFRS

Year ended Year ended
30-Jun-05 1-Jul-04
Notes
Profit for the period as previously reported under 1,501,920 _
AGAAP
Reversal of goodwill amortisation (i) 57,912 _
Profit for the period under AIFRSs prior to correction 1,559,832 _

of prior period error (Note 8)

Note

(i) AASB 112 Income Tax, requires transaction costs of an equity transaction to be accounted for as a deduction from equity, net of any
related income tax benefit. The entity has recorded the deferred tax balance to recognise the deduction and increased share capital to
reflect the reduction in transaction costs.

(ii) Goodwill was amortised under AGAAP but is no longer amortised under AASB 3: Business Combinations. This results in a positive
impact on profit and retained earnings for the comparative AIFRSs period.

AIFRS applies to all annual reporting periods commencing on or after 1 January 2005. In accordance with this, the financial report of
1300 SMILES Limited for the year ended 30 June 2006 is the first financial report prepared under AIFRS by the entity.

There is no change to the cashflows as reported in prior reporting periods on adoption of AIFRS.

When comparing the reconciliations mentioned above to previously reported information and reported information in these financial
statements, readers should consider the matters and effects noted in Note 27 “Correction of Errors”.
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1300 SMILES Limited and Controlled Entity

Notes to the Financial Statements for the year ended 30 June 2006

NOTE 27: CORRECTION OF ERRORS

During the year it was identified that some leases that were treated as operating leases in prior periods were in fact financing leases. The
effects of this are corrected in this year.
The effects on the prior reporting period 30 June 2005 were as follows:

e torecognise the finance lease asset and accumulated amortisation from inception of the lease up to 30 June 2005;
Adjust the Deferred Tax Benefit for temporary differences arising in the change in treatment;

e to recognise current and non-current financial liabilities equivalent to the fair value of future lease payments outstanding as at
30 June 2005;

e  to adjust the charge to expenses during the period, reversing the lease payments which had been expensed, and charging as an
expense the related amortisation and interest expenses as for the year ended 30 June 2005, and also the related tax effect of the
change in treatment; and

e adjust retained profits for the effect of these adjustments as related to prior periods.

For the period ended 30 June 2005

Adjusted balance 30 June 2005 - Assets,

Original balance Adjustment Revenue, (Liabilities), (Equity), (Expenses)
Balance sheet items
Property Plant and Equipment (Net of depreciation and
amortisation) 185,426 258,368 443,794
Deferred Tax Benefit 41,530 18,086 59,616
Financial Liabilities Current - (108,907) (108,907)
Financial Liabilities Non-Current - (209,748) (209,748)
Retained Earnings (918,902)* 42,202 (876,700)
Income statement items
Depreciation and amortisation expense (52,408) (114,947) (167,355)
Finance costs (1,047) (28,376) (29,423)
Equipment leases/rental (327,287) 129,092 (198,195)
Income tax expense (639,480) 4,269 (635,211)
(Profit) for the period (1,559,832)* 9,963 (1,549,869)
Cash flow statement items
Cash provided by operating activities 1,726,273 96,000 1,822,273
Cash used in investing activities (56,453) (30,000) (86,453)
Cash provided by financing activities 696,766 (66,000) 630,766

*Note: AIFRS adjusted per Note 26.
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1300 SMILES Limited and Controlled Entity
DIRECTORS' DECLARATION

In the directors’ opinion:

(@ the financial statements and notes set out on pages 20 to 40 are in accordance with the Corporations Act 2001,
including :

0] complying with Accounting Standards, the Corporations Regulations 2001and other mandatory
professional reporting requirements; and

(ii) giving a true and fair view of the Company’s and Consolidated Entity’s financial position as at 30 June
2006 and of its performance, as represented by the results of its operations, changes in equity and its
cash flows, for the financial year ended on that date; and

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

(© the audited remuneration disclosures set out on pages 12 to 14 of the directors’ report comply with Accounting
standards AASB 124 Related Party Disclosures and the Corporations Regulations 2001: and

The directors have been given the declarations by the managing director and chief financial officer required by section
295A of the Corporations Act 2001.

This declaration is made in accordance with a resolution of the directors.

Daryl Holmes
Director

Townsville

Dated this 13" day of September 2006
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INDEPENDENT AUDIT REPORT

To the members of 1300 SMILES Limited

Scope
The financial report, remuneration disclosures and directors’ responsibility

The financial report comprises the balance sheet, income statement, statement of changes in equity, cash flow
statement, notes to the financial statements and the directors’ declaration for both 1300 SMILES Limited (the
company) and 1300 SMILES Limited and Controlled Entity (the consolidated entity), for the year ended 30 June
2006. The consolidated entity comprises both the company and the entities it controlled during that year.

The company has disclosed information about the remuneration of key management personnel (“remuneration
disclosures”), as required by Accounting Standard AASB 124 Related Party Disclosures under the heading
“remuneration report” on pages 12 to 14 of the directors’ report, as permitted by the Corporations Regulations 2001.

The directors of the company are responsible for the preparation and true and fair presentation of the financial
report in accordance with the Corporations Act 2001. This includes responsibility for the maintenance of adequate
accounting records and internal controls that are designed to prevent and detect fraud and error, and for the
accounting policies and accounting estimates inherent in the financial report. The directors are also responsible for
the remuneration disclosures contained in the directors’ report.

Audit approach

We conducted an independent audit in order to express an opinion to the members of the company. Our audit was
conducted in accordance with Australian Auditing Standards, in order to provide reasonable assurance as to whether
the financial report is free of material misstatement and the remuneration disclosures comply with Accounting
Standard AASB 124 and the Corporations Regulations 2001. The nature of an audit is influenced by factors such as
the use of professional judgement, selective testing, the inherent limitations of internal control, and the availability
of persuasive rather than conclusive evidence. Therefore, an audit cannot guarantee that all material misstatements
have been detected.

We performed procedures to assess whether in all material respects the financial report presents fairly, in
accordance with the Corporations Act 2001, including compliance with Accounting Standards and other mandatory
financial reporting requirements in Australia, a view which is consistent with our understanding of the company’s
financial position, and of its performance as represented by the results of its operations and cash flows and whether
the remuneration disclosures comply with Accounting Standard AASB 124 and the Corporations Regulations 2001.

We formed our audit opinion on the basis of these procedures, which included:

e examining, on a test basis, information to provide evidence supporting the amounts and disclosures in the
financial report and remuneration disclosures, and

e assessing the appropriateness of the accounting policies and disclosures used and the reasonableness of

significant accounting estimates made by the directors.

While we considered the effectiveness of management’s internal controls over financial reporting when determining
the nature and extent of our procedures, our audit was not designed to provide assurance on internal controls.

Independence

In conducting our audit, we followed applicable independence requirements of Australian professional ethical
pronouncements and the Corporations Act 2001.
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Audit opinion
In our opinion, the financial report of 1300 SMILES Limited is in accordance with:
(&) The Corporations Act 2001, including:

(i) giving a true and fair view of the Company’s and consolidated entity's financial position as at 30 June 2006
and of their performance for the year ended on that date; and

(if) complying with Accounting Standards in Australia and the Corporations Regulations 2001; and
(b) other mandatory financial reporting requirements in Australia.
(c) the remuneration disclosures required by Accounting Standard AASB 124, which are contained in pages 12 to

14 of the remuneration report to the director’s report, comply with that standard and the Corporations
Regulations 2001.

PKF

Chartered Accountants

C G Bellamy
Partner

Dated at Brisbane this 13th day of September, 2006.
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1300 SMILES Limited and Controlled Entity

SHAREHOLDER INFORMATION

Additional information required by the Australian Stock Exchange Limited and not shown elsewhere in this
report is as follows. The information is current as at 4 September 2006.

€)) Distribution of equity securities

The number of holders, by size of holding, in each class of security are:

Ordinary shares
Number of Number of
holders shares
1-1,000 16 14,300
1,001 - 5,000 319 854,643
5,001 - 10,000 42 345,275
10,001 - 100,000 52 1,409,603
100,001 and over 8 17,435,414
Total 437 20,059,235

There are no shareholders holding less than a marketable parcel of ordinary shares.
(b) Twenty largest holders
The names of the twenty largest holders, in each class of security are:

Ordinary shares:

1 Dr Daryl Holmes <TFD Hybrid Fixed A/C> 14,352,137 71.5%
2 Gandel Springwest Pty Ltd <Gandel Investment No 1 A/C> 1,200,000 6.0%
3 Upper Avalon Pty Ltd <Avalon Family Account> 557,145 2.8%
4 Golden Arch (QIld) Pty Ltd <Whistler Discretionary A/C> 470,000 2.3%
5 JP Morgan Nominees Australia Limited 368,824 1.8%
6  Ashbourne Park Pty Ltd <TFD Hybrid Fixed A/C> 265,402 1.3%
7  Dr Alex Taurany 121,326 0.6%
8 Landel Pty Ltd <Lancini Family Discret A/C> 100,580 0.5%
9  Ashbourne Park Pty Ltd <Super Fund A/C> 100,000 0.5%
10  Mrs Ingrid Margrethe Marrinon 80,000 0.4%
11 Ancam Pty Ltd <Ancam Family Discret Account> 77,500 0.4%
12 Mr Kevin John Holmes & Mrs Janita Dawn Holmes 75,829 0.4%
13 Dr Brendan Mudge 75,829 0.4%
14  Citicorp Nominees Pty Limited 49,064 0.2%
15  Mr Bradley John Holmes & Mrs Seiko Holmes 47,100 0.2%
16  Mr John Honnery & Mrs June Honnery <Honnery Super Fund A/C> 43,000 0.2%
17 S M P Dawson Pty Ltd <No 2 Fund Account> 42,500 0.2%
18 Tomman (NQ) Pty Ltd <Birt Family Account> 42,500 0.2%
19 Mr William Briggs Osterland & Mrs Jeanne Miriam Osterland <John 34,000 0.2%
Shlegeris Account>
20 New Avalon Pty Ltd <Asian Tools Super Fund A/C> 33,500 0.2%
Top 20 18,136,236 90.4%
Total 20,059,235 100.0%
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1300 SMILES Limited and Controlled Entity

Shareholder Information continued:
(c) Substantial shareholders

The name of substantial shareholder who has notified the Company in accordance with section 671B of the
Corporations Act 2001 is:

Daryl Holmes 15,187,539 Ordinary Shares
(d) Voting rights

All ordinary shares carry one vote per share without restriction.

(e) Restricted securities

There are no restricted securities (held in escrow).

f Business objectives

The Company has used its cash and assets that are readily convertible to cash in a way consistent with its business
objectives.
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