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A2 CORPORATION LIMITED
CHAIRMAN AND CHIEF EXECUTIVE’S REPORT
ANNUAL REPORT FOR THE YEAR ENDED 31 MARCH 2006

Dear Shareholder
The directors of A2 Corporation Ltd are pleased to present their report and audited financial statements for the year ended 31
March 2006.
Our sixth year of operation has seen several major developments, probably the most important being the implementation of
the revised business strategy that was adopted in November 2004. As we disclosed to the NZAX these developments saw the
Company assume a more direct role in the production and marketing of A2 Milk in key overseas markets, in contrast to the
previous strategy of licensing offshore operators with the right to use the Company’s intellectual property.
Our acquisition of A2 Australia Pty Ltd means we are now ready to significantly expand both the availability and volume of
sales of A2 Milk in that market. Strategically it also means we can develop and introduce further A2 Milk products into
Australia. Potential further capital raising will assist the Company in the additional marketing of new products and the funding
of the Company’s activities in current and developing markets.
In the United States, a well designed commercialisation strategy has been developed in conjunction with one of America’s
most respected consumer market research and development institutions, and the upcoming year will see it implemented and
led by the US based executive of our partner company there. This strategy is based on a recently completed series of analyses
of the market potential of A2 Milk in the US, which confirmed and delineated the strong commercial opportunity presented by
that important and lucrative market.
Financial Results
For the year ended 31 March 2006, the Company posted a pre-tax loss of $925,847 (last year $9,017,633).
Revenue has increased significantly, arising mainly from increased interest revenue as well as increased royalties from our
Australian licensee, A2 Australia Pty Ltd. Volumes of milk sold have more than doubled since formation of that company
after A2DM went into receivership. Greater gains realized from foreign exchange transactions, especially relating to dealings
in USD and AUD, have also contributed to this year’s higher revenue. Also included is a one-off licence fee of US$400,000
from our US partner, Ideasphere Inc.
This is the first year that the Company’s financial statements include its interests in the associate company, A2 Milk Company
LLC, a US entity formed in June 2005. The results of this associated company have been incorporated using the equity
method, and the Company’s share of the resulting associate’s loss for the year amounts to $202,554. These results are for a 9month trading period and further details of the carrying value and performance of A2 Milk Company LLC can be found under
note 21. The Company invested an amount of US$400,000 for its 50% share of the US associate company.
Expenses for the year were well controlled, assisted also by the write-back of provisions for doubtful debts raised over the
2005 year-end, and generally lower bad debt provisions. The absence of the historical patent and trademark amortisation
charges incurred during prior years has also contributed quite significantly. For comparison purposes, elimination of the
amortisation charges from last year’s total expenditure would have resulted in total expenses of $2,779,318 compared to the
current year’s $1,950,797. Some additional losses associated with last year’s sale of the Company’s investment in A2
Australia Pty Ltd amounted to $38,256 and relate to the terms of some purchase and sale agreement timing conditions. (Last
year $201,330).
Generally, with the conclusion of the capital raising initiated in September 2005, the Company was well funded and the
management were able to focus on meeting their objectives in developing overseas markets and further consolidating
operations in Australasia.
The Year in Review
The 2005-2006 financial year was the first under the Company’s new business plan. This plan called for a major shift in
business strategy and operational structure, with the Company becoming more directly involved in initiatives to
commercialise A2 Milk. Prior to this, our approach was to license outside parties and then rely on them to develop the
production and marketing of A2 Milk. The Company’s management has been restructured and expanded to meet the
requirements of this new strategy. One of the key outcomes of unwinding the previous relationships was that our senior
executives spent a significant amount of time offshore.
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The decision to appoint two joint Chief Executives has worked well and has proved justified in this new operational
environment. CEO Andrew Clarke has been able to devote much of his energy to US market development, IP consolidation
and development of human resources in the Company, while Richard Le Grice as CEO International Business has focussed
largely on seeking to expand and consolidate our offshore interests. We see having joint CEOs with respective roles as the
best way to utilise and harness the skills and resources of our management team in the best interests of the Company.
The first major initiative undertaken in terms of the new business strategy was to revise the agreement with our US partner,
Ideasphere Inc (ISI) of Grand Rapids, Michigan. We sought to move to a commercial structure that gave us a more direct
involvement in the exploitation of our technology in that extremely important market. As mentioned in last year’s annual
report, this arrangement was restructured amicably by negotiation. The satisfactory outcome involves a 50% shareholding in
an associated company, A2 Milk Company LLC. The other 50% is held by ISI. Further information about this can be found in
the CEOs’ report that follows.
The second major initiative, concluded in April 2006, was the reacquisition of the business of A2 Australia Pty Ltd from F&N
Dairy Investments Limited (FNDI). This reacquisition offers excellent opportunities for further consolidation which we
consider very practical in view of the increasingly close integration between New Zealand and Australian dairy interests.
Importantly, FNDI has done very well in expanding the production and sales in Australia of A2 Milk, and in opening up
markets in additional states of that country. This arrangement was already yielding significant revenues which appeared likely
to increase substantially. Working from the platform already established by FNDI, we are very confident that the Australian
market is likely to generate strong revenues.
Realising that the restructuring of our offshore partnerships would require additional capital, the Company offered a two for
one renounceable rights issue to provide the approximately $5 million we estimated would be required over a three-year
period. Acceptances were received in respect of 29.34% of the rights offered, representing about 50% of eligible shareholders.
Machin Investments Ltd which held 40% of the shares in the Company did not take up its rights or renounce them in favour of
any other party. The total shortfall of 70.66% (including Machin’s un-exercised rights) was underwritten by Mountain Road
Investments Ltd, which is now the Company’s majority shareholder.
However, as we indicated in an announcement to the NZAX shortly after the end of the 2006 financial year, it has also
become clear that in order to maintain the momentum arising from our new arrangements especially in Australia, a further
capital raising will be necessary. This will raise sufficient cash through a new rights issue, the quantum of which is yet to be
determined pending an assessment of the capital required for the various projects under investigation. Details of the capital
raising will be notified in a prospectus later this year. The Company is now at a point where it is benefiting from significant
and ongoing revenue streams, and thus has every confidence that the new operational structures in Australia and the US will
put us on a firm path to profitability in the near term.
I am also pleased to report we have made important progress during the year under review in securing the grant of key
intellectual property rights to aspects of A2 technology in both New Zealand and Europe. Grant of further US patents is
expected in the year ahead. Although this process is costly and time-consuming, it is a vital platform for the development of
our future operations.
Another very pleasing development has been the completion of a series of market studies and consumer surveys
commissioned by A2 Milk Company LLC to provide us with a firm research basis for launching A2 Milk in the North
American market. These have shown clearly that a significant segment of consumers respond very positively to the perceived
benefits associated with A2 Milk and are willing to pay a premium price for our product. Planning for a product launch in
selected markets in the United States is now at a very advanced stage, with our partners being enthusiastic about sales
prospects. The commercialisation of A2 Milk in the US will become a reality during the present year.
In conclusion, I wish to thank our Board and staff for their unrelenting efforts during a year in which I believe we have seen a
major turnaround in the Company’s overall position. A solid platform for growth has been laid and I am very confident about
the future. What gives me particular pleasure is knowing that profitability is now not just a hope in years to come, but, I
believe, a firm near-term prospect.
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Report by the Chief Executive Officers
Further to the Chairman’s report, 2006 has been an extremely busy and eventful year as the Company implemented the
changes to its business strategy adopted a little over a year ago.
USA
The new associate company, A2 Milk Company LLC (A2MC LLC), was formed in June 2005 and registered in Delaware.
The Company’s share of 50% comprises the investment of US$400,000, and is matched by an equal consideration in value
from Ideasphere Inc.
Mr Grant Prentice was appointed acting President of A2MC LLC. Mr Prentice is an executive with wide experience in the US
and internationally in a range of food-related industries including the dairy sector. He is responsible for leading the marketing,
communications and business development operations in relation to such products, and we are very fortunate to have his
services. We are also impressed by his enthusiasm for our product.
We have spent significant time in the US over the past few months working with Mr Prentice and other personnel in the new
company to select suitable commercial partners in various parts of the country to undertake the roles necessary to successfully
launch our product, from farmers through milk processors to distributors.
To ensure we had a solid basis of consumer research, we commissioned a detailed market study from the New York based
Beverage Marketing Corporation, which has a high reputation for expertise in this field. This included detailed analysis of
market data relating to milk consumption. It also involved the establishment of consumer focus groups consisting of typical
shoppers in selected areas of the United States, who provided excellent feedback in response to a variety of possible
marketing, pricing and presentational scenarios. This research enabled us to make a number of important decisions relating to
the positioning of A2 Milk as a premium dairy product. In addition, we believe this research will also have useful application,
with minor modification, in other A2 markets as well.
Presently A2MC LLC in conjunction with Company executives is engaged in discussions with a number of regional dairy
processors and distributors about the integration of A2 Milk into existing or new product lines. The goal is to have A2 Milk
commercialised and offered to selected markets in the United States in the 2006-07 financial year.
Australia
The 2005-06 year saw A2 Milk launched into the Sydney and Melbourne markets, and it is now available in more than 700
supermarkets throughout Australia. That number continues to grow, and significant revenues are now being derived from
Australian sales. The Australian consumer market for premium dairy products is significant by New Zealand standards.
As mentioned in the Chairman’s report and also disclosed in public statements, we have recently negotiated with F&N Dairy
Investments Limited (FNDI) to reacquire the business operations of A2 Australia Pty Ltd. The negotiation was concluded just
after the end of the 2006 reporting year.
We have continued to receive very favourable consumer feedback in Australia concerning the perceived benefits resulting
from the consumption of A2 Milk, especially by consumers who are subject to various conditions that affect their quality of
life. This feedback has come spontaneously and is particularly interesting because there are attractive scientific hypotheses
concerning the structural and functional differences between the beta casein variants in milk that may explain some such
reports.
We believe future market development prospects in Australia are extremely positive, and we envisage expansion not only in
terms of distribution and sales but also in introducing new A2-based products to the market.
New Zealand
A2 Milk continues to be produced in the home market by the two original licensees, Ridge and Fresha. It must be said that
sales have not expanded as rapidly as might have been hoped, and we would like to see A2 Milk more widely and readily
available.
Our priority during the year under review has been to develop our potentially much larger offshore markets, particularly
Australia and the US, but it is our intention to invest appropriate resources and work with the two licensees this year to expand
New Zealand sales.
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Science and Research
The scientific hypotheses linking the consumption of A1 and A2 beta caseins to human conditions and health continue to
attract international research attention, with reviews being published in scientific journals by independent parties as well as
those with vested interests in the outcome of such research.
The various hypotheses have been debated by way of an evaluation of existing research in the peer reviewed journal The
European Journal of Clinical Nutrition 1,2,3. This ongoing debate serves to draw out a balance of facts and opinions to support
the views held by A2 Corporation Ltd and to rebut certain statements and interpretations of research that the Company
believes are inaccurate or out of context.
A further comprehensive review of existing research into the potential benefits associated with A2 Milk was presented in the
journal Critical Reviews in Food Science and Nutrition4. And the journal Medical Hypotheses published new theories
concerning adverse effects of A1 breakdown products in association with food additives5.
A further epidemiological study of the A1/A2 relationship and the incidence of type 1 diabetes was also published in the past
year6. The conclusion of this study not only served to support the hypothesis favoured by the Company, but took it further by
pinpointing the likely age range in which a child may have a higher susceptibility to the development of this prevalent disease.
Studies were also conducted this year into hypotheses, not shared by the Company, concerning the possible relationship
between the beta casein variants and surrogate markers of pulmonary and cardiac health. Though not addressing the current
hypothesis held by the Company, such studies are important and contribute to the growing base of knowledge of the biological
processes associated with the digestive products of the beta casein proteins.
These studies concerned the modulation of serum cholesterol by the beta casein variants7 and the supplementation of them (as
opposed to their complete elimination)8. The former study, following up on an observation made in an animal feeding trial
published in 20039, demonstrated that the consumption of neither A1 nor A2 beta casein proteins affected cholesterol or fat
levels in healthy adult humans. The latter study examined a range of risk factors over a six week period following diet
supplementation with respect to individuals at high risk of cardiovascular disease.
A further study relating to improved detection techniques for A1 and A2 beta caseins in milk10, in which A2 Corporation Ltd
was involved, was reported to a scientific congress. These techniques have important scientific and commercial applications.
A2 Corporation Ltd will continue to encourage and support research activities relating to A2 beta caseins and their health
implications, as the thrust of such research not only continues to test the original hypothesis pointing to health benefits from
A2 Milk but also enhances understanding and realisation of the benefits imparted by dairy products.
Intellectual Property
The Company’s principal asset is its intellectual property relating to the A1 and A2 hypothesis. This past year saw the grant of
A2 Corporation Ltd’s key patent in New Zealand following a number of years of opposition as reported in past annual reports.
This patent relates to the genetic testing of animals for the purpose of forming A2 Milk producing herds and stems from Dr
McLachlan’s initial studies focussing on the epidemiological link between A1 beta casein and coronary heart disease
conducted in 1996. The grant of the patent is viewed as a milestone, given the multiple grounds of opposition, notably one that
implied a lack of scientific support for the “invention”. A very similar patent was also granted in Europe over the past year,
1

Truswell, A. S. (2005) ‘A2 Milk: A Critical Review.’ European Journal of Clinical Nutrition 59, pp 623-631
Clarke, A. J. & Allison, A. J. (2005) ‘Further Research for Consideration in ‘The A2 Milk case’.’. European Journal of
Clinical Nutrition. 28 Sept [Electronic publication ahead of print]
3
Woodford, K. W. ‘A Critique of Truswell’s A2 Milk Review’. (2006) European Journal of Clinical Nutrition 60 (3), pp 437439
4
Bell S. J., Grochoski, G. T. & Clarke, A. J. ( 2006) ‘Health Implications of Milk Containing !-casein with the A2 genetic
variant.’ Critical Reviews in Food Science and Nutrition 46, pp 93-100.
5
Elliot R.B.(2006) ‘Diabetes – A man made disease’. Medical Hypotheses Mar 9, [Electronic publication ahead of print]
6
Bridgetdoitter et al, (2006) ‘Lower Consumption of Cow Milk Protein A1 !-Casein at 2 years of Age, Rather than
Consumption among 11-14 year old Adolescents, May Explain the Lower Incidence of Type 1 Diabetes in Iceland than in
Scandinavia’ Annals of Nutrition & Metabolism 50, pp 177-183
7
Venn et al, (2006) ‘A Comparison of the effects of A1 and A2 !-casein protein variants on blood cholesterol concentration
in New Zealand adults.’ Atherosclerosis Nov 17, [Electronic publication ahead of print]
8
Chin-Dusting et al (2006) ‘Effect of dietary supplementation with !-casein A1 or A2 on markers of disease development in
inirviduals of high risk of cardiovascular disease’. British Journal of Nutrition 95 pp136-144
9
Tailford et al, (2003) A casein variant in cows milk is atherogenic. Atherosclerosis 170 pp13-19
10
Huynh, M-L., Walsh, B. J. & Clarke A. J. ‘A MSs Approach to Determine the relative Content of Beta Casein Variants in
Milk. Lorne Protemics Conference, Melbourne 2006.
2
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opening the way for A2 Milk commercialisation initiatives in Europe once the US operation is firmly established. While the
Company’s core US patent was granted in 2003, a further US patent is expected to be granted in 2006. Others will follow in
due course.
In addition to the awarding of our key patent, further applications are being actively pursued in relation to alternative testing
for the beta casein genes, the applications of A2 Milk proteins to human health, the fatty acid content of A2 Milk and the
breeding of A2 Milk producing animals.
Conclusion
We are very pleased by the significant progress made by A2 Corporation Ltd in the past year, and have great confidence in the
progress and direction of the Company. We would like especially to thank the Board and Chairman for their proactive support,
and also our small and dedicated corporate team who have been tremendous in ensuring that the business operates smoothly,
even when senior management are often away overseas.
We look forward to the year ahead and hope that our shareholders and key stakeholders will continue to join with us on what
promises to be a very exciting and interesting journey.

Clifford James Cook
(Chairman)

Andrew John Clarke
(Chief Executive Officer)
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Richard Oram Le Grice
(CEO International Business)

A2 CORPORATION LIMITED
STATEMENT OF FINANCIAL PERFORMANCE
FOR THE YEAR ENDED 31 MARCH 2006

Notes

2006
$

2005
$
449,104
9,466,737
!!!!!!!
(9,017,633)

Revenue
Expenses

7

Operating surplus (deficit) before income tax

7

1,227,504
1,950,797
!!!!!!!
(723,293)

Taxation expense

6

-

-

!!!!!!!
(723,293)

!!!!!!!
(9,017,633)

(202,554)
!!!!!!!
(925,847)
"""""""

!!!!!!!
(9,017,633)
"""""""

Operating surplus (deficit) after income tax
Share of associates’ net surplus (deficit)

8

Net surplus / (deficit) for the year

This statement should be read in conjunction with the Notes on Pages 12 to 26
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A2 CORPORATION LIMITED
STATEMENT OF MOVEMENTS IN EQUITY
FOR THE YEAR ENDED 31 MARCH 2006

Notes
Net surplus
Foreign currency translation reserves

4

Total recognised revenue and expenses for the period
Contributions by owners
Movement for the year
Equity at the beginning of the year
Equity at the end of the year

2006
$

2005
$

(925,847)
27,005
!!!!!!!
(898,842)

(9,017,633)
!!!!!!!
(9,017,633)

4,837,099
!!!!!!!
3,938,257

3,363,913
!!!!!!!
(5,653,720)

(223,756)
!!!!!!!
3,714,501
"""""""

5,429,964
!!!!!!!
(223,756)
"""""""

This statement should be read in conjunction with the Notes on Pages 12 to 26
Page 9

A2 CORPORATION LIMITED
STATEMENT OF FINANCIAL POSITION
AS AT 31 MARCH 2006

Notes

2006
$

2005
$

21,193,512
(17,506,016)
27,005
!!!!!!!
3,714,501
"""""""

16,356,413
(16,580,169)

3,196,475
255,149
7,703
!!!!!!!
3,459,327

1,578
158,138
18,630
!!!!!!!
178,346

Total current liabilities

198,933
31,093
!!!!!!!
230,026

109,704
335,655
13,712
!!!!!!!
459,071

WORKING CAPITAL

3,229,301

(280,725)

48,934
436,266
!!!!!!!
485,200
!!!!!!!
3,714,501
"""""""

30,818
26,151
!!!!!!!
56,969
!!!!!!!
(223,756)
"""""""

EQUITY
Share capital
Retained earnings (deficit)
Reserves

2
3
4

Total equity
CURRENT ASSETS
Cash and short term deposits
Accounts receivable and accruals
RWT refund due

16
11
6

Total current assets
CURRENT LIABILITIES
Bank overdraft (secured)
Accounts payable and accruals
Employee entitlements

10

NON CURRENT ASSETS
Property, plant and equipment
Investments
Intangible assets

9
5
12

Total non current assets
NET ASSETS

!!!!!!!
(223,756)
"""""""

For and on behalf of the Board of Directors, which authorised the issue of these Financial Reports on the 13th day of June
2006.

C J Cook
Director

G P Hinton
Director

This statement should be read in conjunction with the Notes on Pages 12 to 26
Page 10

A2 CORPORATION LIMITED
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 MARCH 2006

Notes

2006
$

2005
$

1,107,148
23,335
18,630

96,928
32,047
-

2,004,657
9,943
30,212
7,703
!!!!!!!
(903,402)
!!!!!!!

2,122,914
6,866
28,664
6,410
!!!!!!!
(2,035,879)
!!!!!!!

249

1,152,465
-

33,418
595,927
!!!!!!!
(629,096)
!!!!!!!

18,616
1,353,796
!!!!!!!
(219,947)
!!!!!!!

4,837,099

3,363,913

!!!!!!!
4,837,099
!!!!!!!
3,304,601
!!!!!!!
(108,126)
!!!!!!!
3,196,475
!!!!!!!

625,000
!!!!!!!
2,738,913
!!!!!!!
483,087
!!!!!!!
(591,297)
84
!!!!!!!
(108,126)
!!!!!!!

3,196,475
!!!!!!!
3,196,475
!!!!!!!

1,578
(109,704)
!!!!!!!
(108,126)
!!!!!!!

CASH FLOWS FROM OPERATING ACTIVITIES
Cash was provided from:
Receipts from customers
Interest received
Tax refunds received
Cash was disbursed to:
Payments to suppliers and employees
Research costs
Interest expense
RWT paid
Net cash flows from (used in) operating activities

20

CASH FLOWS FROM INVESTING ACTIVITIES
Cash was received from:
Sale of investment in A2 Australia Pty Ltd
Sale of fixed assets
Cash was applied to:
Purchase of property, plant and equipment
Purchase of investment in A2 Australia Pty Ltd
Purchase of shares in A2 Milk Company LLC
Net cash flows from (used in) investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Cash was provided from:
Increase in share capital
Cash was applied to:
BNZ term loan (repayment)
Net cash flows from (used in) financing activities
NET INCREASE (DECREASE) IN CASH BALANCES
Opening cash carried forward
Effect of exchange rate changes on cash
ENDING CASH CARRIED FORWARD
COMPOSITION OF CASH
Cash and short term deposits
Less bank overdraft

This statement should be read in conjunction with the Notes on Pages 12 to 26
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A2 CORPORATION LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2006

1.

Statement of Accounting Policies
Reporting Entity
The Financial Statements presented here are for the reporting entity A2 Corporation Limited and it’s subsidiaries.
These Financial Statements are presented and prepared in accordance with the Companies Act 1993 and the Financial
Reporting Act 1993.
i)

Measurement Base
The Company follows general accounting policies recognised as appropriate for the measurement and reporting
of financial performance, and the financial position on the historical cost basis, except in relation to certain
investments which are stated at market value.

ii)

Specific Accounting Policies
The following specific accounting policies which significantly affect the reporting of financial performance and
financial position have been applied:
i)

Revenue Recognition
Turnover shown in the Financial Statements comprises the amounts received and receivable by the
Company for goods/services supplied to customers in the ordinary course of business, excluding goods
and services tax.

ii)

Depreciation
Depreciation is provided on a diminishing value basis on all property, plant and equipment at rates
calculated to allocate the assets’ cost or valuation, less estimated residual value, over their estimated
useful lives.
Depreciation rates are
Office and computer equipment
Development expenditure

iii)

14.4% - 60%
14.4% - 60%

Property, Plant and Equipment
The cost of property, plant and equipment is the value of the consideration given to acquire the assets
and the value of other directly attributable costs which have been incurred in bringing the assets to the
location and condition necessary for their intended service.

iv)

Intangible Assets
In line with a change in the accounting policy in 2005, patent rights and trade mark costs are expensed as
incurred to the Statement of Financial Performance. The value of these intangibles will be recognised
when the future benefits attributable to them can be measured reliably and will benefit the Company.
Intangible assets arising on the acquisition of an associate are included within the carrying amount of the
investment in the associate.

v)

Impairment
If the recoverable amount of an asset is less than its carrying amount, the item is written down to its
recoverable amount. The write down of an asset recorded at historical cost is initially recognised as an
expense in the Statement of Financial Performance. When a revalued asset is written down to the
recoverable amount the write down is recognised as a downward revaluation to the extent that the
revaluation reserve of the class of asset concerned is in credit.
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A2 CORPORATION LIMITED
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 MARCH 2006

The carrying amount of an asset that has previously been written down to recoverable amount is
increased to its current recoverable amount if there has been a reversal of the impairment loss. The
increased carrying amount of the item will not exceed the carrying amount that would have been
determined if the write down to recoverable amount had not occurred. Reversals of impairment write
downs are accounted for as follows:
"
"
vi)

On assets that are not revalued the reversal is recognised in the Statement of Financial
Performance.
On revalued assets the reversal is recognised as revenue to the extent that the impairment was
recognised as an expense, and the balance is treated as an upward revaluation.

Receivables
Receivables are stated at their net realisable value.

vii)

Bad and Doubtful Debts
A specific provision is established to cover all identified doubtful debts and is recognised when there is
reasonable doubt over the collectability of the debt. The amounts provided are assessed and the expected
losses are written off in the period in which they are classified as irrecoverable. All receivables are
subject to continuous management review.

viii)

Investments
Investments in publicly traded companies are recorded at their estimated market value. Other
investments are recorded at cost.

ix)

Consumable Supplies
Consumable supplies are recorded at cost.

x)

Research and Development Costs
Research expenditure is expensed in the period incurred. Development costs are expensed as incurred,
except to the extent that such costs meet the criteria for recognition of an asset under FRS 13 –
Accounting for Research and Development Activities. Any costs considered recoverable will then be
amortised on a systematic basis over the period in which the corresponding benefits are expected to arise.
Unamortised costs are reviewed at each balance date to determine the amount (if any) that is no longer
recoverable. Any amount so identified is written off.

xi)

Taxation
The income tax expense charged to the Statement of Financial Performance includes both the current
year’s provision and the income tax effect of timing differences calculated using the liability method.
Tax effect accounting is applied on a comprehensive basis to all timing differences. A debit balance in
the deferred tax account, arising from timing differences or income tax benefits from income tax losses,
is only recognised if there is virtual certainty of realisation.

xii)

Goods and Services Tax (GST)
The Statement of Financial Performance and Statement of Cash Flows have been prepared so that all
components are stated exclusive of GST.

xiii)

Financial Instruments
Financial instruments recognised in the Statement of Financial Position include cash balances,
receivables and payables. The Company is not party to any off balance sheet financial instruments.
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A2 CORPORATION LIMITED
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 MARCH 2006

xiv)

Foreign Currencies
Foreign Currency Transactions
Transactions denominated in a foreign currency are converted to New Zealand dollars at the exchange
rates in effect at the date of the transaction. Monetary assets and liabilities arising are translated at
closing rates as at 31 March 2006. Gains and losses due to currency fluctuations on these items are
included in the Statement of Financial Performance.

xv)

Leases
The Company leases premises at Level 5, 235 Broadway, Newmarket, Auckland.
Operating lease payments, where the lessors effectively retain substantially all the risks and benefits of
ownership of the lease items, are included in the determination of the net surplus in equal instalments
over the period of the lease.

xvi)

Statement of Cashflows
The Statement of Cashflows has been prepared using the direct method. Cash and cash equivalents
reflect the balance of cash and liquid assets used in the day to day cash management of the entity.

xvii) Share issue Expenses & Costs
All expenses relating to the issue of the prospectus and investment statement for the issue of shares have
been recognised in the Statement of Movements in Equity. Preliminary costs have been recognised in
the Statement of Financial Performance.
xviii) Associated Companies
An associate is an investee, not being a subsidiary or joint venture arrangement, over which the
Company has the capacity to exercise significant influence through participation in the financial and
operating policy decisions of the investee.
The Company Financial Statements incorporate the Company’s interest in associates, using the equity
method, as from the date that significant influence commenced or until the date the significant influence
ceased. The investments are recorded at the lower of carrying value and recoverable amount.
The Company recognises its share of the associates’ net surplus or deficit for the year as operating
revenue in its Statement of Financial Performance. The Company recognises its share of other postacquisition movements in reserves in its Statement of Movements in Equity. In the Statement of
Financial Position the investment and the reserves are increased by the group’s share of the postacquisition retained surplus and other post-acquisition reserves of the associates. In assessing the
Company’s share of earnings of associates, the Company’s share of any unrealised profits between the
entity and associates is eliminated. The impact of the associated company on the Financial Statements is
detailed under note 21.
iii)

Changes in Accounting Policies
There have been no specific changes in accounting policies for the period reported for.
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2.

Share Capital
Issue Date
Ordinary shares
fully paid
Ordinary shares – s/hldrs rights issue
Ordinary shares – u/wrtr rights issue

B/Fwd
03 November 2005
03 November 2005

Less: Capital raising costs

Re: Rights Issue 05

Total share capital

No.

2006
$

2005
$

50,362,500
29,549,640
71,175,360
!!!!!!!!
151,087,500
!!!!!!!!
151,087,500
""""""""

16,356,412
1,477,482
3,558,768
!!!!!!!!
21,392,662
199,150
!!!!!!!!
21,193,512
""""""""

16,356,413
!!!!!!!!
16,356,413
!!!!!!!!
16,356,413
""""""""

Since 1 April 2004, the Company has had a re-classification of shares from A & B to ordinary class (19 April 2004) as
well as a share consolidation in the ratio of 1:5 (2 March 2005), resulting in 50,362,500 ordinary class shares on issue
as at 1 April 2005. Changes to the share structure were detailed in the 2005 Annual Report.
Other Notes on Shares
The number of shares on issue at balance date was 151,087,500, all fully paid. All shares on issue are of the same class
and all have the same rights attached for voting and dividends. In the event of liquidation of the Company, all
shareholders have an equal right in the division of the proceeds of the whole or part of the assets of the Company. All
of the authorised share capital of the Company has been issued to shareholders.
Capital Raising
During September 2005 the Company mailed to each of its shareholders an invitation to participate in a 2 for 1
renouncable rights issue for 100,725,000 new shares at an issue price of $0.05 cents each. The issue was fully
underwritten and raised $5,036,250 (before expenses) which will fund operations and investment capital in the
execution of the Company’s business plan.
Share Options
On 6 December 2005, the Board adopted a new Employee Share Ownership Plan. Prior to doing so, the Board
effectively halted the operation and activity of the old scheme. Obligations to recipients of options under the old
scheme will be honoured until the expiry of those options on 30 September 2008.
Old Scheme: Option Scheme Limited, a wholly owned subsidiary of the Company, holds an option to subscribe for
the cumulative total of 1,500,000 ordinary shares in the Company at $0.50 per share at any time up to 30 September,
2008, as agent for persons determined by the Directors of A2 Corporation Limited as having made or making a
significant contribution to the development and commercialisation of the Company’s business including but not
limited to, Directors and employees of the Company. Option Scheme Limited then has the power to decide which of
the persons so determined by the Directors of the Company are to be entitled to subscribe for shares and the maximum
number of shares that Option Scheme Limited may subscribe for on behalf of each such person. At balance date a
total of 145,000 shares from those allocated had been subscribed for and had been paid for in full. In terms of
employees still in the employ of the Company, the Board elected to re-negotiate the surrender of their options under
this scheme for replacement options under the new Employee Share Ownership Plan. After such negotiation, the
amount of options remaining allocated under the old scheme is 990,000 pursuant to the exercise of the option and
those options remaining unallocated amounted to 510,000.
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New Employee Share Ownership Plan: In terms of the New Employee Share Ownership Plan (“New Plan”), the
Company has issued options to subscribe for shares in the capital of the Company to certain key employees (and
contractors) to create an incentive for those persons and ensure that their interests and those of the Company are
aligned. The holder of an option is entitled to subscribe for one fully paid ordinary share for each option. The exercise
price for the options is determined by the Board at the time of issue but will generally be set by reference to the
weighted average market price of ordinary shares in the Company for the period of five business days before either (a)
the date on which allocations are decided by the Board; or (b) the date on which allocations are issued.
The first issue of options under the New Plan was made on 17 February 2006 and is effective from 1 April 2005. No
options are exercisable within the period of 36 months from 1 April 2005 (In order to line up with the 3 year business
plan adopted by the Board). If options are not exercised by the fourth anniversary of that date they will lapse
(although the date is capable of extension by the Board). Options will lapse on expiry of the period of six months from
the date on which an option holder ceases to be engaged on a full time basis in the business of the Company except in
cases of death or permanent disability. In circumstances of death or permanent disability, the options may be
transferred as contemplated by clause 4 of the New Plan.
Options are issued under the New Plan at the discretion of the Board, subject to the provisions of the NZAX Listing
Rules, which limit the number of options which may be issued without shareholder approval. As at balance date the
Board had approved the allocation of 6,000,000 options under the conditions described above at the exercise price of
NZ$0.09. No advances have been made to Option Scheme Ltd or anyone else, either by the Company or any other
party, for the purposes of exercising any options on issue at balance date.
As at balance date, the Board had approved the making available of 9,054,375 options (or 5.99% of share capital)
under both plans, of which 6,990,000 options (or 4.63% of share capital) had been allocated and 2,064,375 (or 1.37%
of share capital) remains unallocated.
Employees and Contractors who hold options:
Richard Le Grice
Andrew Clarke
Mark Verster
John Ryall
Ricardo Tan
3.

2,000,000
2,000,000
750,000
750,000
500,000

Retained Earnings (Deficit)

Note

Balance (deficit) at the beginning of the year
Net surplus (deficit) for the year
Balance (deficit) at the end of the year
Held by:
Company
Associate company

4.

8

2006
$

2005
$

(16,580,169)
(925,847)
!!!!!!!
(17,506,016)
"""""""

(7,562,536)
(9,017,633)
!!!!!!!
(16,580,169)
"""""""

(17,303,462)
(202,554)
!!!!!!!
(17,506,016)
"""""""

(16,580,169)
!!!!!!!
(16,580,169)
"""""""

27,005
!!!!!!!
27,005
"""""""

!!!!!!!
Nil
"""""""

Foreign Currency Translation Reserve
Balance at the beginning of the year
Arising on translation of independent foreign operations
Balance at the end of the year
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5.

Investments

Notes

Market value
Living Cell Technologies Pty Limited – 67,895 @ AUD $0.20
(Last year – 67,895 @ AUD $0.355)
Investment in associates

21

Total Investments
6.

2006
$

2005
$

15,888

26,151

420,378
!!!!!!!
436,266
"""""""

!!!!!!!
26,151
"""""""

Taxation
i)

Income Tax Expense
This has been calculated as follows:
Net surplus (deficit) for the year before taxation
Taxation at 33%

ii)

(9,017,633)
-

18,674

12,181

7,703
760
!!!!!!!
27,137

6,409
84
!!!!!!!
18,674

19,351
!!!!!!!
7,786
"""""""

!!!!!!!
18,674
"""""""

Imputation Credit Account
Balance at the beginning of the year
Plus: credits
RWT attached to interest received
Imputation credit on dividend received
Other credits

Less debits:
Income tax refunds
Balance at the end of the year
iii)

(925,847)
-

Losses Carried Forward
As at balance date the Company had losses of $2,581,186 (March 2005 $8,227,313) carried forward and
available to be offset against future assessable income. The tax benefit of these losses at 33 cents is $851,791
and has not been recognised as an asset (March 2005 $2,715,013). Subsequent utilisation of these losses is
subject to the requirements of the income tax legislation being met.

7.

Operating Surplus (Deficit) Before Taxation

Notes

After charging:
Audit fees related to Annual Financial Statements
Bad debts written off
Provision for doubtful debts
Depreciation on office equipment and computers
Directors fees
Loss on disposal of fixed assets
Marketing costs
Operating leases
Rent
Research costs
Royalties paid
Write down (up) of investments to estimated market value
Write off of patents costs
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2006
$

2005
$

20,722
5,156
15,063
76,250
7,707
11,537
44,365
9,943
91,318
10,263
-

18,091
107,684
160,626
9,637
89,851
3,844
6,704
6,072
41,525
6,866
59,810
(12,156)
6,678,991
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Notes

2006
$

2005
$

1

38,256
30,212

8,428
201,330
28,664

87,612
160,626
578,553
235,416
79,362

32,047
4,000
180,881
84

(202,554)
"""""""

Nil
"""""""

$
107,401
7,062
!!!!!!
114,463
""""""

Accumulated
Depreciation
$
65,529
!!!!!!
65,529
""""""

Book
Value
$
41,872
7,062
!!!!!!
48,934
""""""

74,233
7,062
!!!!!!
81,295
""""""

50,477
!!!!!!
50,477
""""""

23,756
7,062
!!!!!!
30,818
""""""

2006
$
75,702
85,731
37,500
!!!!!!!
198,933
"""""""

2005
$
195,035
95,620
45,000
!!!!!!!
335,655
"""""""

3,586
77,882
86,471
5,632
64,304
17,274
!!!!!!!
255,149
"""""""

30,532
104,005
3,863
8
19,730
!!!!!!!
158,138
"""""""

Write off of trade marks
Realised loss on investment
Interest expense
After receiving:
Interest received
Rental income
Doubtful debt recoveries
Licence fees
Milk royalties
Foreign exchange gain
8.

Share of Associates’ Net Surplus/(Deficit)
Retained surplus/(deficit)

9.

Property, Plant and Equipment
Cost
31 March 2006
Office & computer equipment
Development expenditure
Total
31 March, 2005
Office & computer equipment
Development expenditure
Total Property, Plant and Equipment

10.

Accounts Payable
Trade creditors
Accruals
Directors fees owing
Total Accounts Payable

11.

Accounts Receivable & Accruals
External trade receivables
A2 Australia Pty Ltd
A2 Milk Company LLC
Prepayments
Other debtors
GST receivable
Total Accounts Receivable
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12.

Intangible Assets

Notes

Patent Costs
Original cost April 2001
Less amortisation of patents costs
Less write off of patent costs

1

Trade Marks
Original cost April 2001
Less amortisation of patents costs
Less write off of patent costs

1

Total Intangible Assets
13.

2006
$

2005
$

!!!!!!!
!!!!!!!

8,682,684
2,003,693
6,678,991
!!!!!!!
!!!!!!!

!!!!!!!
!!!!!!!
Nil
"""""""

42,789
34,361
8,428
!!!!!!!
!!!!!!!
Nil
"""""""

Capital Commitments
There were capital commitments as at 31 March 2006. Note 22 refers to events subsequent to balance date.

14.

Contingent Liability
Child Health Research Foundation (CHRF)
On or about 20 April 2004, A2 Corporation Limited and the Child Health Research Foundation (“CHRF”) agreed upon
an amendment to their October 2000 agreement. CHRF will now receive 5% of A2 Corporation’s earnings before
interest, tax and amortisation (“EBITA”) provided that no royalty shall be payable by A2 Corporation Limited on any
earnings before 26 May 2007, which date falls three years after the issue of shares arising from the rights issue of April
2004. A2 Corporation Limited paid CHRF $50,000 in June 2005 and $50,000 upon completion of the 2004 rights
issue, and has no further obligations other than the royalty as described above.

15.

Going Concern
The Financial Statements have been prepared on a going concern basis.
A2 Corporation Ltd has recorded a net deficit of $925,847 for the year ended 31 March 2006 and has cash and short
term deposits of $3,196,475 on hand at 31 March 2006.
The Company has prepared a business plan and budget which indicates that A2 Corporation Ltd and A2 Australia Pty
Ltd will have sufficient cash reserves for 12 months from the date these Financial Statements were approved by the
Board of Directors. The budget incorporates an injection of capital to meet the capital and operating requirements of
both companies. The Directors intend to carry out a capital raising by way of a rights issue later this year once the full
quantum of the capital required to fund the Company’s various projects has been determined. PHC Treasury Limited
(a company controlled by Mr Cliff Cook) has provided a letter of comfort to the Company, and will provide funds (up
to a maximum of NZ$2 million) that may be required to meet any financial obligations which may arise in the interim
period before the capital raising is completed.
The Directors therefore believe that the going concern assumption is a valid basis on which to prepare the Financial
Statements. The Directors reached this conclusion having regard to the circumstances, which they consider likely to
affect the Company and Group during the period of one year from the date these Financial Statements are approved,
and to circumstances, which they believe will occur after that date which could affect the validity of the going concern
assumption.
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16.

Financial Instruments
a.

Liquidity risk
Liquidity risk is the risk that the Company may encounter difficulty in raising funds at short notice to meet its
commitments, which arises from the mismatch of monetary assets and liabilities. The Directors and Chief
Financial Officer monitor the risk on a regular basis and actively manage the lending and borrowing portfolios to
ensure the net exposure to liquidity risk is minimised.

b.

Credit Risk
Financial instruments which potentially subject the Company to credit risk, principally consist of bank balances
and accounts receivable.
The Company has a credit policy which is used to manage this exposure to credit risk. As part of this policy,
limits on exposures with counter parties have been set and approved by the Board of Directors and are monitored
on a regular basis.
2006
2005
$
$
Maximum exposures to credit risk at balance date are:
Cash and short term deposits
Accounts receivable and accruals
Resident withholding tax

c.

3,196,475
255,149
7,703
!!!!!!!
3,459,327
"""""""

1,578
158,138
18,630
!!!!!!!
178,346
"""""""

Concentrations of Credit Risk
A2 Corporation Limited’s banks with the ASB Banking Corporation and maintains a variety of operating and
investment accounts. The Company does not have any other significant concentrations of credit risk.

d.

Currency Risk
The Company has the following foreign currency bank accounts and balances:
Australian Dollars – AUD $5,539.79 (last year AUD $1,378.00)
United States Dollars – US $301,471.53 (last year US $Nil)

e.

Interest Rate Risk
ASB Banking Corporation current account balances are subject to interest receivable at floating interest rates. The
ASB investment account has been fixed at an interest rate of 7.51% and matures in May 2006. Interest rate risk is
exposed to movements in the market.

f.

Credit Facilities
All credit facilities have been extinguished. During the year the overdraft with ASB Banking Corporation was
settled with the proceeds of the rights issue.

Page 20

A2 CORPORATION LIMITED
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 MARCH 2006

g.

Fair Values
The estimated fair values of the financial instruments are as follows:
2006

2005

Carrying
Amount
$
Cash and short term deposits
Accounts receivable and accruals
Accounts payable and accruals
Short term debt
17.

3,196,475
255,149
198,933
-

Fair
Value
$

Carrying
Amount
$

Fair
Value
$

3,196,475
255,149
198,933
-

1,578
158,138
349,367
-

1,578
158,138
349,367
-

Segmental Information
As at 31 March 2006, the Company operates in one industry; the market for sale and production of beta-casein A2 milk
products, and in two geographical areas; New Zealand and USA. The Company has a 50% shareholding in an
associated entity in the USA (A2 Milk Company LLC). The impact of the associates operations on the Financial
Statements is detailed under note 21.
Geographical
Geographical
Segments
Segments

Total

New
Zealand
New
Zealand

USA
USA

2006
2006
$$

2005
2005
$$

2006
2006
$$

1,141,033

449,104

1,141,033

449,104

86,471

-

86,471

-

Total
Total
Revenue
Revenue

1,227,504

449,104

1,227,504

449,104

Net
Surplus
Net Surplus

(925,847)
(925,847)

(9,017,633)
(9,017,633)

(723,293)
(723,293)

(8,816,303)
(8,816,303)

3,944,527
4,027,723

235,315
235,315

3,524,149
3,524,149

235,315
235,315

Revenue:
Revenue:
From
From
Customers
customers
outside the
outside
the
group
group
Inter-segment

Inter-segment

Segment
Segment
Assets
assets

1,141,033
86,471

1,227,504

449,104
-

449,104

1,141,033
86,471

1,227,504
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2005
2005
$$

Aust
Australia

20062006 20052005
20062006 20052005
$ $
$ $ $ $
$ $

449,104
-

449,104

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

(202,554)
(202,554)

- -

- -

420,378
503,574

- -

- -

-

(201,330)
(201,330)
--
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18.

Operating Lease Commitments
Commitments in respect of non-cancellable operating leases:
Not later than one year
Later than one year and not later than two years
Later than two years and not later than five years

19.

2006
$

2005
$

65,701
60,719
92,432
!!!!!!
218,851
""""""

70,144
65,284
95,444
!!!!!!
230,872
""""""

Transactions With Related Parties
a.

A2 Corporation Limited paid legal fees to Anderson Lloyd Caudwell barristers and solicitors of which Mr J K
Guthrie was a consultant. The legal fees were charged at commercial rates. This year $18,512; last year
$113,134. At balance date $Nil was outstanding; last year $Nil. Mr Guthrie resigned his position as Director in
April 2005 due to ill health.
A2 Corporation Limited paid guarantee fees to Mr C J Cook who is a Director and shareholder of the Company.
The fees were charged at commercial rates. This year $6,000; last year $20,000.
A2 Corporation Limited paid underwriting fees to Mountain Road Investments Limited, a company in which Mr
C J Cook and Mr G P Hinton, both Directors of A2 Corporation Limited, hold all the shares. The fees were
charged at commercial rates. This year $125,906.25; last year $Nil.
A2 Corporation Limited refunded Directors for costs incurred in attending Board meetings from time to time.
All costs refunded were as incurred without mark-up and no Directors gained in any way from the transaction.

b.

A2 Corporation Limited has re-charged A2 Milk Company LLC (in the United States in which the Company has
a 50% shareholding) for overseas travel and accommodation incurred by A2 Corporation Limited management,
in relation to the business activities of A2 Milk Company LLC. All costs refunded were without mark-up and
neither entity gained in any way from the transaction. This year $86,471; last year $Nil.
At 31 March 2006 the outstanding balance owing by A2 Milk Company LLC to A2 Corporation Limited was
$86,471. This amount is due within the normal terms of business for settlement of trade debtors. Last year $Nil.

20.

Reconciliation of Net Surplus after Taxation with Cash Inflow (Outflow) from Operating Activities
Note
Net Surplus (Deficit) after Taxation
Plus (less) Non-cash items:
Depreciation
Loss on sale of property, plant and equipment
Loss on realisation of investment
Provision for doubtful debts
Write down of investments to estimated market value
Write off of intangible Assets
Foreign exchange movement on foreign cash balances
Share of associates retained deficit for the year
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2006
$

2005
$

(925,847)

(9,017,633)

15,063
10,263
202,554
!!!!!!
227,880
!!!!!!

9,637
3,844
201,330
(12,156)
6,687,419
(84)
!!!!!!!
6,889,990
!!!!!!!
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Plus (less) Movements in working capital:
Accounts payable and accruals
RWT refund due
Accounts receivable and accruals

Plus (less) Items classified as investing or financing activities:
Depreciation recovered

Net Cash Flows from (used in) Operating Activities
21.

2006
$

2005
$

(119,341)
10,927
(97,011)
!!!!!!!
(205,425)
!!!!!!!

149,993
(6,409)
(51,820)
!!!!!!!
91,764
!!!!!!!

(10)
!!!!!!!
(10)
!!!!!!!
(903,402)
"""""""

!!!!!!!
!!!!!!!
(2,035,879)
"""""""

Investment in Associates
The group has a 50% participating interest in A2 Milk Company LLC an entity set up on 30 June 2005 to
commercialise the sales and licensing rights for the supply, distribution and marketing of A2 Milk in the USA. The
Company contributed an amount of US$400,000 for its equity share, and IdeaSphere Inc assigned their license to sell
A2 Milk in the USA (acquired from A2 Corporation Ltd initially) which has been included in the Statement of
Financial Position of the company at US$400,000. Under the operating agreement, revenue and costs are shared
equally. The balance date for A2 Milk Company LLC is 31 December. Trading results for the nine months to 31
March 2006 for the company are unaudited and have been included in the statement of financial performance and
statement of financial position of A2 Corporation Ltd. The Company’s interest in A2 Milk Company LLC has the
following effect on the financial statements:
Ownership & Voting
Interest

Carrying
Amount

Name of Company

Principle Activities

2006

2005

2006

2005

A2 Milk Corporation LLC

Sales & licensing rights for the
supply, distribution &
marketing of A2 Milk in USA.

50%

-

420,378

-

Group
Carrying Value of Associates

Note

Carrying value at beginning of year
Acquisition of associate
Share of net surplus / (deficit
Foreign exchange translation movement

8

Carrying value at end of year

2006
$

2005
$

595,927
(202,554)
27,005
!!!!!!!
420,378
"""""""

!!!!!!!
Nil
"""""""

99,299
321,079
!!!!!!!
420,378
"""""""

!!!!!!!
Nil
"""""""

The carrying value is comprised of:
Cost
License agreement
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Group
Note
Associates Share of Net Surplus/(Deficit)
Share of surplus before taxation
Share of taxation expense
Share of net surplus / (deficit)
Amortisation of license agreement
Share of total recognised revenues and expenses

8

License Agreement
Cost at beginning and end of year
License Agreement acquired during year
Amortisation expense for the year
License Agreement relating to associate at end of year

2006
$
(202,554)
!!!!!!!
(202,554)
!!!!!!!
(202,554)
"""""""

!!!!!!!
!!!!!!!
Nil
"""""""

321,079

-

!!!!!!!
321,079
"""""""

!!!!!!!
Nil
"""""""

-

-

Company’s Aggregate Share of Associates
Contingent liabilities
Capital commitments contracted for
Other commitments contracted for,
other than for supply of inventories
22.

2005
$

Events Subsequent to Balance Date
The Company made an announcement to the exchange on 6 April 2006 relating to the Australian business. The
Company incorporated a subsidiary in Australia, and that subsidiary acquired 100% of the business of A2 Australia Pty
Limited with settlement occurring on 24 April 2006. The purchase price, comprising goodwill, stock, assets and timing
adjustments for staff and other expenses, amounted to AU$460,860. Trading commenced under the new subsidiary
company from 25 April 2006 with no disruptions of delivery or service either to or from customers. As part of the
transaction, the new subsidiary company subsequently changed its name to A2 Australia Pty Limited.

23.

Foreign Currency Balances
As at balance date the Company reports the following monetary assets and liabilities held in foreign currencies. These
balances are not hedged.
2006
2005
$
$
USD
Bank
301,471
AUD
Bank
Investments
Accounts receivable
Accounts payable

5,540
13,579
67,696
(33,788)
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24.

Comparison to Forecast Financial Statements
A2 Corporation Limited issued a prospectus dated 19 December 2000 for the subscription of 6,000,000 ordinary
shares which included forecast financial statements for the year ended 31 March 2006. A comparison of the actual
and forecast results for the year ended 31 March 2006 is set out below.
Statement of Financial Performance

Total revenue
Net surplus/ (deficit) before tax
Tax charge (benefit)
Net surplus after tax

Actual
2006

Forecast
2006
(Conservative)

Actual
2005

Forecast
2005
(Conservative)

1,227,504
!!!!!!!
(925,847)
!!!!!!!
(925,847)
"""""""

317,174,000
!!!!!!!!
268,424,000
88,580,000
!!!!!!!!
179,844,000
""""""""

449,104
!!!!!!!
(9,017,633)
!!!!!!!
(9,017,633)
"""""""

208,421,000
!!!!!!!
165,013,000
54,454,000
!!!!!!!
110,559,000
"""""""

3,714,501

58,454,000

(223,756)

49,110,000

3,459,327
485,200
!!!!!!!
3,944,527

48,569,000
13,681,000
!!!!!!!
62,250,000

178,346
56,969
!!!!!!!
235,315

37,506,000
14,964,000
!!!!!!!
52,470,000

230,026
!!!!!!!
3,714,501
"""""""

3,796,000
!!!!!!!
58,454,000
""""""""

459,071
!!!!!!!
(223,756)
""""""""

3,360,000
!!!!!!!
49,110,000
""""""""

(903,402)

172,882,000

(2,035,879)

104,829,000

(629,096)

(20,000)

(219,947)

(20,000)

4,837,099
!!!!!!!

(170,500,000)
!!!!!!!

2,738,913
!!!!!!!

(102,000,000)
!!!!!!!

3,304,601
!!!!!!!
3,196,475
!!!!!!!

2,362,000
!!!!!!!
23,195,000
!!!!!!!

483,087
!!!!!!!
(108,126)
!!!!!!!

2,809,000
!!!!!!!
20,833,000
!!!!!!!

Statement of Financial Position
Equity
Represented by:
Current assets
Non current assets
Total assets
Less liabilities:
Current liabilities
Net assets
Cash flow from operating
activities
Cash flow applied to
investing activities
Cash flow from (applied to)
financing activities
Net increase/(decrease) in
cash flows
Closing Cash and Deposits

The actual financial performance, financial position and cash flows are no longer comparable to the forecast due to
the effect of the following not contemplated in the forecasts:
Strategic redirection of the Company with the adoption of a new business model in November 2004 by the new Board
of Directors.
The Board believes that the actual financial performance, financial position and cash flows of the Company reflect
and are consistent with the new emphasis of consolidating operations and the new direction of the Company.
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FOR THE YEAR ENDED 31 MARCH 2006

25.

Transition to International Financial Reporting Standards
In December 2002 the New Zealand Accounting Standards Review Board announced that New Zealand equivalents to
International Financial Reporting Standards (NZ IFRS) would apply to all New Zealand reporting entities for reporting
periods beginning on or after 1 January 2007, with the option of early adoption for periods beginning on or after 1
January 2005. A2 Corporation Limited intends to adopt from 1 April 2007. Accordingly, the adoption of NZ IFRS
will be reflected in the Company’s half-year report for the six month period ended 30 September 2007.
The Directors of the Company will manage the transition to NZ IFRS, in consultation with the Company’s accountants,
by evaluating the Company’s existing accounting policies and the potential impacts of adopting NZ IFRS, and ensuring
that the transition occurs within the required timeframes and the Company is in a position to calculate its opening
balance sheet effective 1 April 2006.
In the first year of compliance, entities are required to restate comparative financial statements to reflect the new
standards. The majority of adjustments required on transition to NZ IFRS will be to reserves.
Whilst the implementation of NZ IFRS has no impact on A2 Corporation Limited’s underlying economic strength, risk
management practices or cash flows, it may result in key, material differences in the Financial Statements. At this
stage the impact on the Financial Statements, had they been prepared using NZ IFRS, has not been determined or
quantified.
Where the financial impact of NZ IFRS can be reliably estimated to have a material impact, disclosure will be made in
subsequent Financial Reports. The actual impact of adopting NZ IFRS may vary from the information presented and
this variation may be material.
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A2 CORPORATION LIMITED
ADDITIONAL STOCK EXCHANGE INFORMATION
FOR THE YEAR ENDED 31 MARCH 2006

The Company’s ordinary shares are listed on the New Zealand Stock Exchange. Details in regard to such securities are as
follows.
1.

Substantial Security Holders
The Company’s register of substantial security holders, prepared in accordance with section 26 of the Securities
Amendment Act 1988 recorded the following information as at 8 May 2006:
Name
Mountain Road Investments Limited
Ulrike McLachlan

2.

Date of Notice

No’s

%

03 Nov 2005
03 Nov 2005

77,048,733
13,278,563

50.996
8.790

Directors’ Shareholdings
Directors held the following equity securities in the Company at 31 March 2006:
Name of
Director

C J Cook
G P Hinton
W Burt
A J Allison
R G Paterson
3.

Associated Entity

Beneficial
No’s

Mountain Road Investments Ltd
Mountain Road Investments Ltd
Lotus Capital Biotechnology
Private
Private

69,343,859
7,704,873
4,713,066
877,500
137,256

%
45.896
5.100
3.119
0.581
0.091

Non Beneficial
No’s

%

7,704,873
69,343,859
Nil
Nil
Nil

5.100
45.896
-

Twenty Largest Equity Security Holders
The names of the 20 largest holders of equity securities as at 8 May 2006 are listed below:
Top 20 Shareholders
Mountain Road Investments Limited
Ulrike McLachlan
Forbar Custodians Limited
New Zealand Central Securities Depository
Lotus Capital Biotechnology Limited
Edinburgh Securities Limited
Melissa Cherie Batten
Marint Limited
Gregory John Paterson & Nicola Ann Marie Williams
Peter Bruce Hinton
Lee Paterson Family Trust
Jock Allison & Hilary Allison
Custodial services Ltd
Rio Keith Bond
Titmotu Holdings Limited
ASB Nominees Limited
Garry Robertson
Raewyn Hall
Pluteus (No 164) Pty Ltd
Gregory Bernard Horton
Forbar Custodians Limited
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No’s

%

77,048,733
13,278,563
5,971,215
4,825,500
4,713,066
2,495,000
1,656,609
1,500,000
1,161,225
993,064
947,712
877,500
852,490
619,530
608,550
600,000
600,000
525,943
505,596
500,000
495,875
!!!!!!!!
120,776,171
""""""""

50.996
8.789
3.952
3.194
3.119
1.651
1.096
0.993
0.769
0.657
0.627
0.581
0.564
0.410
0.403
0.397
0.397
0.348
0.335
0.331
0.328
!!!!!
79.938
"""""

A2 CORPORATION LIMITED
ADDITIONAL STOCK EXCHANGE INFORMATION (CONTINUED)
FOR THE YEAR ENDED 31 MARCH 2006

4.

Spread of Security Holders at 8 May 2006
1-1000
1,001-5,000
5,001-10,000
10,001-100,000
100,000 shares or more
Total

5.

No. of Holders
149
397
210
325
44
!!!!!!!
1,125
"""""""

%
0.061
0.718
1.044
6.731
91.446
!!!!!!!
100.000
"""""""

No’s
93,457
1,085,119
1,576,952
10,168,992
138,162,980
!!!!!!!!
151,087,500
""""""""

Credit Rating Status
Not applicable.

6.

Waivers Granted by NZX or Market Surveillance Panel
No material waivers were sought or granted during the financial year.

7.

Corporate Governance Policies
In conjunction with its advisors, the Company applies best practice philosophy wherever possible in the execution of
its operations, financial management, corporate business administration and practices. In every arena, due regard is
given to the consideration of compliance in operational performance and reporting in order to ensure this outcome.

8.

Appointed Directors
In accordance with Listing Rule B2.1.2, the opening date for the nomination of directors by shareholders was 17 April
2006 and the closing date was 26 May 2006. No new Directors were so nominated by the closing date.
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A2 CORPORATION LIMITED
STATUTORY INFORMATION
FOR THE YEAR ENDED 31 MARCH 2006

Particulars of notices or statements given to or approved by the Board
Interests Register
Directors have declared interests during the period as follows:
"

Mr C J Cook, in his capacity as shareholder and Director of A2 Corporation Limited, recorded an interest in guarantee
fees paid by the Company on bank overdraft facilities. These fees were charged at commercial rates.

"

Mr C J Cook, in his capacity as shareholder and director of Mountain Road Investments Limited, recorded an interest
in underwriting fees paid to that company for underwriting services. The fees were charged at commercial rates.

"

Mr G P Hinton, in his capacity as shareholder and director of Mountain Road Investments Limited, recorded an interest
in underwriting fees paid to that company for underwriting services. The fees were charged at commercial rates.

"

The Company has arranged and paid for policies for Directors’ liability insurance which ensure that the Directors are
protected against liabilities and costs for acts or omissions by them in their capacity as Directors of the Company.

Other Positions Held
Directors also hold the following positions with the following entities. This declaration serves as notice that the Director may
benefit from any transactions between the Company and the disclosed entities.
Name of Director
C J Cook

Entity

Position

Metlifecare wholly owned subsidiary
companies
Private Health Care (NZ) Limited
Parnell Investment Holdings Ltd
Waiheke Retirement Village Ltd
46 Parnell Road Ltd
Provider Care NZ Ltd
Escrow Holdings Sixty-Four Ltd
Bay of Plenty Retirement Village Ltd
M & C Investments Ltd
Mountain Road Investments Ltd
Third Age Care Ltd
Arran Bay Estates Ltd
Gingold Holdings Ltd
Castle Drive Securities Ltd
NSI Management Ltd
Martinborough Cottage Grove Ltd
WRV Holding Company Ltd
Shubourne Holdings Ltd
DHT Ltd
25 Broadway Ltd
Chain Hill Farm Ltd
Thode Knife and Saw Ltd
Chesapeake Tasman Ltd
Chesapeake Cook Ltd
Newmarket Ltd
Chesapeake Ltd
MRIHHL Ltd
Rail Land Lease Ltd
45 South Cherries Ltd
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Director
Director
Director/ Shareholder
Director
Director
Director
Director
Director
Director
Director
Director
Director/ Shareholder
Director/ Shareholder
Director/ Shareholder
Director
Director
Director/ Shareholder
Director
Director/ Shareholder
Director
Director/ Shareholder
Director
Director
Director
Director
Director
Director
Shareholder
Shareholder

A2 CORPORATION LIMITED
STATUTORY INFORMATION (CONTINUED)
FOR THE YEAR ENDED 31 MARCH 2006

Name of Director

Entity

Position

G P Hinton

Belmont Trading Coy Limited
Private Health Care (NZ) Limited
NSI Management Limited
Marne Street Hospital Limited
Escrow Holdings Sixty-Four Limited
Waiheke Retirement Village Limited
Gingold Holdings Limited
Arney Developments Limited
Castle Drive Securities Limited
Shubourne Holdings Limited
Southern Nursing Bureau Limited
45 South Cherries Limited
Auteck Limited
Martinborough Cottage Grove Limited
Rail Land Lease Limited
Nikau Investments (2001) Limited
Chalmers Properties Limited
DHT Limited
Chesapeake Limited
25 Broadway Limited
Raceway Resthome Limited
Chesapeake Tasman Limited
Chesapeake Cook Limited
Newmarket Limited
Mountain Road Investments Limited
Perpetual Property Investments Limited
Ormiston Road JV Company Limited
Great Northern Land Company Limited
Hobsonville Land Company Limited
Housing New Zealand Limited
Community Housing Limited
Jefton Investments Limited
46 Parnell Road Limited
PHC Treasury Limited
Cheaspeake Lake View Limited
MRIHHL Limited
Healthphone Holdings Limited
11 Bridge Street (NZ) Limited

R G Paterson

Southland Dairy Consultants Limited
Otago Consultants Limited
Whitecoomb Farming Co. Limited
Popotunoa Dairy Farms Limited
Kaihiku Dairy Farm Limited
Clydevale Dairy Farms Limited
Southern Dairy Farms Limited
Mandeville Dairy Farms Limited
Waipahi Dairy Farms Limited
Southern New Zealand Dairy Limited
Tuatapere Dairy Farms Limited
Otago Transport Limited
Hope Holdings Limited
Organic Milk Company of New Zealand Limited
Con-Agra Limited
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Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director/ Shareholder
Director
Director
Director/ Shareholder
Director/ Shareholder
Director
Director
Director
Director
Director
Director
Director
Director
Director/ Shareholder
Director
Director
Director/ Shareholder
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director

A2 CORPORATION LIMITED
STATUTORY INFORMATION (CONTINUED)
FOR THE YEAR ENDED 31 MARCH 2006

Name of Director

Entity

Position

Blue Mountain Dairy Farms Limited
Downs Road Dairy Farm Limited
E-Media Limited
South Otago Dairy Holdings Limited
RG Paterson Holding Limited
Wairuna Dairy Farm Limited
Beecroft Holdings Limited
Arthurton Dairy Farm Limited
Winton Dairy Farm Limited
Otamita Dairy Farm Limited
Centre Road Dairy Farm Limited
Greenfield Farming Limited
Paretai Dairy Farm Limited
Otago Spraying Limited
Wyndham Dairy Farms Limited
Argyle Holdings Limited
RG Paterson Investments Limited
Macca Tulip Limited
Mandell Limited
Passat Holdings Limited
Little Holdings Limited
Lovelea Limited
Ocean Fantastic Limited
Clutha Grazing Company Limited
Totara Island Farms Limited
Rappat Investments Limited
Haakman New Zealand Bulbs Limited
Otago Fish Market Limited
Kiatora Trustee Company Limited
Hillend Developments Limited

Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director

A J Allison

AJA Consulting Limited
Abacus Biotech Limited
Oviglo Limited
Tupara Limited
Pastoral Genomics (Unincorporated Joint Venture)
Lana Moda Corporation Limited

W L Burt

Bear III Investments Limited

Director
Director
Director
Director
Chairman
Director
Director

Directorships of Subsidiary Companies
Directors also hold the position of director with the following companies in which A2 Corporation Limited has ownership
interests. No Director of any subsidiary company received any director fees or any other benefits during the year.
Name of Director

Name of Subsidiary

C J Cook
G P Hinton

Option Scheme Ltd
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Ownership Interest
100%

A2 CORPORATION LIMITED
STATUTORY INFORMATION (CONTINUED)
FOR THE YEAR ENDED 31 MARCH 2006

Directors’ Remuneration
The following fees were paid or payable to Directors during the year for their services as Directors of the Company:
A J Allison
W L Burt
C L Cook
G P Hinton
R G Paterson
J K Guthrie

15,000
15,000
15,000
15,000
15,000
1,250

(Resigned 1 May 2005)

Share Options
The share options held by Directors at 31 March 2006 in accordance with Note 2 of the Financial Statements were:
Name of Director

Options Held

W L Burt
A J Allison
R G Paterson
J K Guthrie (Resigned 1 May 2005)

360,000
100,000
60,000
360,000

Dates Allocated

Expiry Date

October 2003
October 2003
October 2003
October 2003

September 2008
September 2008
September 2008
September 2008

Directors Loans
There were no loans from the Company to Directors.
Use of Company Information
The Board received no notices during the period from Directors requesting to use the Company information received in their
capacity as Directors which would not have been otherwise available to them.
Employee Remuneration
During the year the following numbers of employees received remuneration of at least $100,000.
Number of employees
$100,000 to $110,000
$110,000 to $120,000
$120,000 to $130,000
$130,000 to $140,000
$140,000 to $150,000
$150,000 to $160,000

1
1
1

Donations
The Company made no donations during the period ended 31 March 2006.
Sub-Committees
The Board has formally constituted the following sub-committees, which convene twice annually or as required:
Audit: Dr A J Allison
G P Hinton

Remuneration: C J Cook
G P Hinton
R G Paterson

Research & Development:Dr A J Allison
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Compliance:R G Paterson

A2 CORPORATION LIMITED
NOTICE OF ANNUAL MEETING
NOTICE is hereby given that an Annual Meeting of shareholders of A2 Corporation Limited (the
"Company") for the year ended 31 March 2006 will be held at the Downstairs function suite at Parnell’s
on the Rose Garden, 85 Gladstone Road, Parnell, Auckland on Friday 21 July 2006, commencing at 2.00
pm.

BUSINESS
The business of the meeting is comprised of ordinary business as follows:
#

Receiving and considering the Company's financial statements for the year ended 31 March
2006.

#

The election of directors.

#

Reappointment of auditors.

#

Considering any general business.

All necessary resolutions are set out below.
Terms which are used frequently in this notice have been capitalised, and are defined in the definitions
sections at the end of this notice.

RESOLUTIONS
Ordinary Business
FINANCIAL STATEMENTS
1.

To receive and consider the financial statements for the year ended 31 March 2006 together
with the Directors' and Auditors' reports.
ELECTION OF DIRECTORS

In accordance with the Company's constitution:
2.

Mr Clifford James Cook; and

3.

Mr Gregory Paul Hinton; and

4.

Dr Arthur John (Jock) Allison,
each retires by rotation and, being eligible, offer themselves for re-election.
AUDITORS

5.

To record the re-appointment of Ernst & Young as auditors of the Company and to authorise
the Board of Directors to fix their remuneration for the ensuing year.
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PROXIES
A shareholder entitled to attend and vote may appoint a proxy to attend and vote on that shareholder's
behalf. The proxy need not be a shareholder of the Company. Proxy forms must be received at the office
of the Share Registrar, Link Market Services Limited, not less than 48 hours prior to the date and time of
the meeting. A proxy form is enclosed with this notice.
CORPORATE REPRESENTATIVES
A corporation which is a shareholder may appoint a representative to attend the meeting on its behalf in
the same manner as it could appoint a proxy.
POSTAL VOTING
A shareholder is entitled to exercise his/her vote at the meeting by casting a postal vote. A postal voting
form is incorporated in the proxy form.
REQUISITE MAJORITIES
1.

Ordinary resolutions require the approval of a simple majority of the votes of those shareholders
entitled to vote and voting (in person or by proxy) in order for them to be passed.

2.

Special resolutions require the approval of a 75% majority of the votes of those shareholders
entitled to vote and voting (in person or by proxy) in order for them to be passed.

By order of the Board of Directors.

Cliff Cook
Chairman
23 June 2006
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A2 CORPORATION LIMITED
INSTRUMENT APPOINTING PROXY
I/We_______________________________________________________________________
of_________________________________________________________________________
Shareholder Number _______________________________________
being a shareholder of A2 Corporation Limited (the "Company"), hereby appoint:
___________________________________________________________________________
of_________________________________________________________________________
or failing him/her

___________________________________________________________

of_________________________________________________________________________
as my/our proxy to vote for me/us and on my/our behalf at the Annual Meeting of the Company to be
held on 21 July 2006 and at any adjournment thereof.
In respect of the matters listed below, I/we direct my/our proxy to vote in the following manner:
AGENDA ITEM
ORDINARY BUSINESS

Tick appropriate box
In Favour

1.

Receive the annual report, including the financial statements

2.

Re-elect Mr Clifford James Cook as a Director

3.

Re-elect Mr Gregory Paul Hinton as a Director

4.

Re-elect Dr Arthur John (Jock) Allison as a Director

5.

Record re-appointment of Auditors and to authorise
Directors to fix their remuneration for the ensuing year

Against

Unless directed otherwise, the proxy will vote as he or she thinks fit, or abstain from voting.
Signed this
Signature/s:

day of

2006

_____________________________________________________
_____________________________________________________

NOTES
1.
To be valid, this proxy form and the power of attorney or other authority, if any, under which it is
signed or a notarially certified copy of that power of attorney must be received by Link Market
Services Limited, 138 Tancred Street, PO Box 384, Ashburton, not less than 48 hours before the
time fixed for the meeting.
2.

Any shareholder is entitled to appoint a proxy to attend the Annual Shareholders' Meeting of the
Company in place of such shareholder. A proxy need not be a shareholder of the Company.

3.

If this form is returned without a direction as to how the proxy shall vote on any particular
resolution, the proxy will exercise the proxy's discretion as to whether to vote and, if so, how.
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EXPLANATORY NOTES
PROXIES AND REPRESENTATIVES
1.

Proxies must reach the Company's registered office 48 hours before the time of the special
meeting. If a shareholder wishes to post the proxy form, it should be posted to A2 Corporation
Limited, C/- Link Market Services Limited, 138 Tancred Street, PO Box 384, Ashburton in the
self addressed envelope enclosed with the proxy form, to arrive not later than 48 hours prior to
the date and time of the meeting.

2.

Any shareholder entitled to attend and vote may appoint another person as proxy to attend and
vote on their behalf. A proxy need not necessarily be a shareholder of the Company.

3.

A corporation which is a shareholder of the Company may by resolution of its directors or other
governing body authorise such person as it thinks fit to act as its representative at the special
meeting.
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