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API Vision and Values

The API Group will consist of a portfolio of businesses

operating in the health, well being and logistics markets.
Each business will be a market leader and leverage its own

core competencies and those of the group to create
competitive advantage. A continued focus on delivering

profit (EBIT) whilst optimising funds employed will ensure

that maximum returns to shareholders are realised.

Our values are driven by our guiding principles:

Develop and maintain a culture that is performance oriented, focussed

on customers and encourages open two-way communication

Ensure the organisational structure, culture and incentives encourage
desired performance and outcomes

Develop and maintain an entrepreneurial spirit in each business
Be passionate about winning and gaining competitive advantage
Manage capital investments to ensure optimal returns from all businesses

Employ robust risk management practices to fully understand
and mitigate risks

Ensure appropriate governance controls exist

Focus on health, well being and logistics businesses that leverage the
core competencies of the group and strive to achieve lowest possible
cost of operations

Maximise benefits by leveraging operational expertise and knowledge
across the group

Notice of Meeting

Notice is hereby given that the Annual General
Meeting of the Shareholders of Australian
Pharmaceutical Industries Limited ABN 57 000 004 320
will be held on Tuesday, 9 September 2003

at 2.30pm in API's Head Office

11 Grand Avenue
Camellia Sydney NSW

For full details and proxy form see separate
document enclosed.
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Directors’ Report continueno

Principal Activities

The principal activities of the consolidated entity during the course of the financial year were the wholesale distribution of pharmaceutical,
medical, dental and allied products; manufacture of pharmaceutical medicines and consumer toiletries; and the provision of finance and
retail services to pharmacists.

There were no significant changes in the nature of the activities of the consolidated entity during the year except for:

e the acquisition on 1 October 2002 of Zuellig Pharma, a pharmaceutical distribution business in New Zealand, Halas Dental, a dental
distribution business in Australia and New Zealand and PSM Heathcare, a manufacturer of pharmaceutical medicines and consumer
toiletries in New Zealand (the ‘Interpacific businesses’);

e the sale of API Finance Limited, a controlled entity, on 29 April 2003 including the loan and lease book with a net value of $132.050
million, at a profit of $27,000. API through its new subsidiary, API Financial Services Australia Limited, which acts as an originator,
continues to operate in the finance and loan leasing areas.

Review and Results of Operations
The net profit earned by the consolidated entity during the year was $23.567 million (2002:$34.657 million). Income tax relating to
ordinary activities amounted to $12.523 million (2002:$15.349 million).

The profit from ordinary activities before income tax amounted to $36.090 million, a decrease of 28% on the previous year’s $50.006 million.

The profit before tax for the year was adversely impacted by a number of significant one off costs amounting to $12,251,000. These
individually significant expenses are detailed in Note 2 (a).

The revenue growth achieved by the consolidated entity in the pharmaceutical medical and dental distribution industry and the
pharmaceutical manufacturing business of 30% was mainly due to the acquisiton of the Interpacific businesses on 1 October 2002
and a full year of revenue from Hospital Supplies of Australia ("HSA').

Dividends
The amounts paid or declared by way of dividend by the Company since the end of the previous financial year were:
e as proposed in last year’s report:
— a final dividend of 6.75 cents per share, franked to 100% at 30% franking credits paid on 2 August 2002 amounting to $13,324,822.
e in respect of the current year:

— an interim dividend of 6.25 cents per share, franked to 100% at 30% franking credits paid on 30 January 2003 amounting
to $14,169,233; and

— a final dividend of 6.75 cents per share, franked to 100% at 30% franking credits to be paid on 1 August 2003 amounting
to $15,306,003.

State of Affairs

Significant changes in the state of affairs of the consolidated entity during the financial year were as follows:

e Fully paid ordinary share capital increased during the year as follows:

2003
$000's
— 5 July 2002 - options over 547,000 ordinary shares exercised at an exercise price ranging from $2.10 to $2.44 1,185
— 15 July 2002 - options over 278,000 ordinary shares exercised at an exercise price ranging from $1.92 to $2.44 642
— 10 January 2003 - options over 28,000 ordinary shares exercised at an exercise price $2.44 68
— 9 April 2003 - options over 48,000 ordinary shares exercised at an exercise price of $2.44 117
2,012

— 1 October 2002 the Company issued as purchase consideration for the acquisition of the Interpacific
businesses 29,274,949 shares at an issue price of $2.73 79,921
Increase in fully paid share capital 81,933
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Directors’ Report continuen

e The acquisition on 1 October 2002 of the Interpacific businesses which are Zuellig Pharma, a pharmaceutical distribution business
in New Zealand, Halas Dental, a dental distribution business in Australia and New Zealand and PSM Heathcare, a manufacturer
of pharmaceutical medicines and consumer toiletries in New Zealand.

e The sale of APl Finance Limited, a controlled entity, on 29 April 2003 including the Company’s loan and lease book with a net
value of $132.050 million, for a profit of $27,000. The proceeds from the sale were utilised to repay borrowings of $107.9 million.

e A number of individually significant one off costs were incurred of $12,251,000 including merger costs written off of $1,838,000,
warehouse closure and restructure costs of $2,141,000, provision for PAN product recall of $2,000,000 and goodwill written off
of $4,425,000. All individually significant expenses are detailed in Note 2.

Environmental Regulation

The consolidated entity’s operations are subject to various environmental regulations under relevent government legislation. The Board
believes that the consolidated entity has adequate systems in place for the management of its environmental requirements and is not
aware of any significant breach of these environmental requirements as they apply to the consolidated entity.

Events Subsequent To Balance Date

There has not arisen in the interval between the end of the financial year and the date of this report any item, transaction or event of a
material and unusual nature likely, in the opinion of the directors of the Company, to affect significantly the operations of the consolidated
entity, the results of those operations or the state of affairs of the consolidated entity in future financial years.

Likely Developments

The consolidated entity will continue to pursue its policy of increasing the profitability and market share of each of its six operating
businesses during the next financial year. Further information as to likely developments in the operations of the consolidated entity and
the expected results of those operations in future financial years has not been included in this report because disclosure of the information
would be likely to result in unreasonable prejudice to the consolidated entity.

Directors’ and Senior Executives’ Emoluments

The Remuneration Committee is responsible for making recommendations to the Board on remuneration policies and packages applicable
to the Board members and senior executives of the Company. The broad remuneration policy is to ensure the remuneration package
properly reflects the person’s duties and responsibilities, and that remuneration is competitive in attracting, retaining and motivating
people of the highest quality.

Executive directors and senior executives may receive bonuses based on the achievement of specific goals related to the performance
of the consolidated entity (including operational results and cash flows). Options are also issued under the Executive Share Option Plan.
The ability to exercise options is conditional on the Company achieving certain performance hurdles. Non-executive directors do not
receive any performance related remuneration.

Details of the nature and amount of each major element of the emoluments of each director of the Company and each of the five
named officers of the Company and the consolidated entity receiving the highest emoluments are detailed in notes 8 and 9 of the
concise financial report.

Options
During the financial year the Company granted options over unissued ordinary shares to the following director and to the following
five most highly remunerated officers of the Company as part of their remuneration.

Number of options granted Exercise price Expiry date
Director
Mr D C Young 200,000 $3.45 3 June 2007
Executives
Mr V' S Ahern 60,000 $3.45 3 June 2007
Mr C J Gardoll 60,000 $3.45 3 June 2007
Mr M G Grant 60,000 $3.45 3 June 2007
Mr V C Wettasinghe 60,000 $3.45 3 June 2007
Mr J L Williams 60,000 $3.45 3 June 2007

All options were granted during the financial year. No options have been granted since the end of the financial year.

API Annual Financial Report 2003 1 9
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At the date of this report unissued ordinary shares of the Company under options are:

Exercise period Exercise Number Number Number Number Number
price  of options of options  of options  of options  of options

granted exercised exercised expired at the date

during since of this

the year year end report

12 January 2001 — 11 January 2003 $2.18 200,000 200,000 - - -
2 March 2001 — 1 March 2003 $2.44 435,000 301,000 - 134,000 -
1 June 2001 - 31 May 2003 $2.10 75,000 60,000 - 15,000 -
31 August 2001 - 30 August 2003 $2.13 300,000 300,000 - - -
2 November 2001 — 1 November 2003 $1.91 40,000 - 40,000 - -
28 June 2002 — 27 June 2004 $1.93 30,000 - - - 30,000
1 July 2002 - 30 June 2004 $1.92 40,000 40,000 - - -
30 August 2002 — 29 August 2004 $2.05 320,000 - - - 320,000
4 June 2005 - 3 June 2007 $3.45 610,000 - - - 610,000

There were no amounts unpaid on the shares issued.

All options expire on the earlier of the end of the exercise period or termination of the employee’s employment subject to the
Board’s discretion.

In addition, the ability to exercise the options with exercise periods commencing 30 August 2002 or prior, is conditional on the
consolidated entity achieving a performance hurdle. To reach the performance hurdle, the growth in API's Accumulation Index compared
with growth in the All Industries Accumulation Index over a minimum of three years from the date the options were granted must be
80% of the median for 50% of the options to be exercisable, up to 120% of the median, on a pro rata basis, for 100% of the options
to be exercisable.

All options issued with an exercise period commencing prior to and including 30 August 2002 have achieved the maximum
performance hurdle and are exercisable within the exercise period.

The options issued during the year with an exercise period commencing on 4 June 2005 are able to be exercised conditional upon

the consolidated entity achieving a performance hurdle. The performance hurdle is a 7.5% compound growth in EPS over the three
year period commencing 1 May 2002 and is able to be achieved up to the end of the exercise period using the EPS compound growth
over the most recent three year period. These options do not entitle the holder to participate in any share issue of the Company

or any other body corporate.

Since the end of the financial year the Company has issued 40,000 ordinary shares as a result of the exercise of options.
The market value of shares on the date these options were exercised was $2.56.
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Directors’ Report continuen

Directors’ Interests

The relevant interest of each director in the share capital of the Company, as notified by the directors to the Australian Stock
Exchange in accordance with section 205G(1) of the Corporations Act 2001 at the date of this report is as follows:

Ordinary Shares Options over Ordinary Shares
Mr P R Robinson 5,500 -
Mr B A Frost 461,548 -
Mr D J Fairfull 5,000 -
Mr G L Herring 94,403 -
Mr F Horlacher - -
Mr R D Millner 11,000 -
Mr M S Smith 192,498 -
Mr A P Wright - -
Mr D C Young - 200,000

Insurance of Directors and Officers

During the year the Company paid a premium in respect of a contract insuring its directors and officers against all liabilities to

another person (other than the Company or a related body corporate) that may arise from their position, except where the liability
arises out of conduct involving a lack of good faith. The contract covers any past, present or future director, secretary, executive officer
or employee of the Company and its controlled entities. Further details have not been disclosed due to confidentiality provisions

of the contract of insurance.

Rounding Off Of Amounts

The Company is of a kind referred to in ASIC Class Order 98/100 dated 10 July 1998 and in accordance with that Class Order, amounts
in the financial report and the directors’ report have been rounded off to the nearest thousand dollars, unless otherwise stated.

Dated at Sydney this 25 day of July 2003.

Signed in accordance with a resolution of the directors:

Peter R. Robinson
Director
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Independent Audit Report

on Concise Financial Report to the members of Australian Pharmaceutical Industries Limited

Scope

We have audited the concise financial report of Australian Pharmaceutical Industries Limited ("the Company’) and its controlled entities

for the financial year ended 30 April 2003, consisting of the statement of financial performance, statement of financial position, statement
of cash flows, accompanying notes 1 to 9 and the accompanying discussion and analysis on the statement of financial performance,
statement of financial position and statement of cash flows in order to express an opinion on it to the members of the Company.

The Company’s directors are responsible for the concise financial report.

Our audit has been conducted in accordance with Australian Auditing Standards to provide reasonable assurance whether the concise
financial report is free of material misstatement. We have also performed an independent audit of the full financial report of Australian
Pharmaceutical Industries Limited and its controlled entities for the year ended 30 April 2003. Our audit report on the full financial report
was signed on 25 July 2003 and was not subject to any qualification.

Our procedures in respect of the audit of the concise financial report included testing that the information in the concise financial report
is consistent with the full financial report and examination, on a test basis, of evidence supporting the amounts, discussion and analysis,
and other disclosures which were not directly derived from the full financial report. These procedures have been undertaken to form an
opinion whether, in all material respects, the concise financial report is presented fairly in accordance with Australian Accounting Standard
AASB 1039 ‘Concise Financial Reports’. The audit opinion expressed in this report has been formed on the above basis.

Audit opinion

In our opinion, the concise financial report of Australian Pharmaceutical Industries Limited and its controlled entities for the year ended
30 April 2003 complies with Australian Accounting Standard AASB 1039 ‘Concise Financial Reports'.

HTe

KPMG

A

G Boydell
Partner

_rf__ oAl

Sydney,
25 July 2003

22




Directors’ Declaration

In the opinion of the directors of Australian Pharmaceutical Industries Limited the accompanying concise financial report of the
consolidated entity, comprising Australian Pharmaceutical Industries Limited and its controlled entities for the year ended 30 April 2003,
set out on pages 24 to 35:

(a) has been derived from or is consistent with the full financial report for the financial year; and
(b) complies with Australian Accounting Standard AASB 1039 ‘Concise Financial Reports'.
Dated at Sydney this 25 day of July 2003.

Signed in accordance with a resolution of the directors:

Peter R. Robinson
Director

API Annual Financial Report 2003 2 3




Discussion and Analysis
of the Statement of Financial Performance

The consolidated entity’s total revenue for 2003 increased by 29.6% to $2,485,096,000.
Details of revenue and results by segment are set out in Note 3. Key factors were as follows:

¢ the wholesale distribution revenue increased by 29.0% predominately due to the acquisition
of the Interpacific wholesale pharmaceutical and dental businesses providing an increase of
20.1% and a full year of revenue from HSA providing an increase of 5.0%. The segment
result decreased by 32.2% due to the one off significant items detailed below;

¢ manufacturing revenue increased by 108.3%, 106.1% of the increase being due to the
acquisition of PSM Healthcare. Segment result increased 188.6%, 156.7% attributable
to the acquisition; and

¢ finance revenue increased by 4.0% and the segment result by 24.8% due to an increase
in net loans and leases receivable. The finance loan and lease book was sold
on 29 April 2003.

The increase in the effective tax rate from 30.7% to 34.7% is primarily a result of:
e an increase in the goodwill amortisation and write off which are non allowable tax
deductions; and

e the impact of the higher New Zealand tax rate in the current year of 33%.

Individually significant items which affected the 2003 result were:

e merger costs written off of $1,838,000 ($1,286,600 after tax);
e an increase in the provision for stock obsolescence of $862,000 ($603,400 after tax);

e costs for the Northmead warehouse closure and restructure of $2,141,000 ($1,498,700
after tax);

e provision for costs in connection with the PAN product recall of $2,000,000 ($1,400,000
after tax);

e goodwill write off of $4,425,000 ($4,425,000 after tax); and

e costs for the development of a loyalty club programme for pharmacy customers
of $985,000 ($689,500 after tax).

The returns achieved by the consolidated entity were adversely effected by the one
off significant items amounting to $12,251,000 ($9,903,200 after tax).

Return on revenue (net profit on total revenue) decreased from 1.81% to 0.95%.
Return on total assets (including intangibles) decreased from 5.27% to 3.05%.

Return on equity (net profit attributable to the members of the Company on shareholders'’
equity attributable to the members of the Company) decreased from 13.00% to 6.87%.
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Statement of Financial Performance
for the year ended 30 April 2003

Consolidated

2003 2002

Note $000's $000's

Revenue from sale of goods 2,433,559 1,881,406
Revenue from rendering of services 37,984 24,917
Other revenue from ordinary activities 13,553 11,855
Total revenue 2,485,096 1,918,178
Cost of sales (2,253,097) (1,750,091)
Warehouse & distribution expenses (80,905) (53,357)
Marketing & sales expenses (12,021) (8,138)
Administration & general expenses (94,419) (51,109)
Borrowing costs (8,798) (5,477)
Share of net profits of associate 234 -
Profit from ordinary activities before related income tax expense 36,090 50,006
Income tax expense relating to ordinary activities (12,523) (15,349)
Net profit 4 23,567 34,657
Net exchange difference relating to self-sustaining foreign operations 815 -
Total changes in equity from non-owner related transactions 24,382 34,657
Basic earnings per share — ordinary shares 11.0¢ 17.6¢
Diluted earnings per share — ordinary shares 11.0¢ 17.6¢

The statement of financial performance is to be read in conjunction with the discussion and analysis
on page 24 and the notes to the financial statements set out on pages 30 to 35.
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Discussion and Analysis
of the Statement of Financial Position

The consolidated entity’s total assets increased over the year by $115,440,000
to $772,781,000 (2002 $657,341,000).

The consolidated entity’s net assets increased by 28.8% to $343,186,000 over
the year due to the acquisition of the Interpacific businesses.

The increase in total assets principally comprises:
e an increase in trade debtors of $76,040,000 resulting from the increase in sales
and the acquisition of the Interpacific businesses;

e an increase in inventories of $69,378,000 mainly as a result of the acquisition
of the Interpacific businesses;

e an increase in goodwill of $51,372,000 due to goodwill arising on the acquisition
of the Interpacific businesses of $58,143,000; and

e the total finance and loan receivables including securitised loans have decreased
by $130,996,000 to $nil.

Borrowings decreased by $83,727,000 due to funds returned to the consolidated entity
on the sale of API Finance Limited’s lease and loan book.
Share capital increased by $81,933,000 during the financial year due to:

e the issue of 29,274,949 ordinary shares at $2.73 as consideration for the acquisition
of the Interpacific businesses; and

e the issue of 901,000 ordinary shares upon the exercise of executive options.

The debt to equity ratio is 4.3%. This has decreased from 37.0% in 2002 due
to the return of funds from the sale of API Finance Limited’s loan book.
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Statement of Financial Position
for the year ended 30 April 2003

Consolidated

2003 2002

Note $000's $000's
Current Assets
Cash assets 21,575 5,737
Receivables 347,562 296,883
Inventories 212,721 143,343
Other 2,224 1,437
Current tax assets 6,146 -
Total Current Assets 590,228 447,400
Non-Current Assets
Receivables 159 109,540
Property, plant & equipment 53,074 23,137
Intangible assets 121,612 70,240
Deferred tax assets 7,474 5,398
Other - 1,626
Investments (equity accounted) 234 -
Total Non-Current Assets 182,553 209,941
Total Assets 772,781 657,341
Current Liabilities
Payables 381,059 267,835
Interest bearing liabilities 12,683 98,565
Current tax liabilities 1,876 1,098
Provisions 28,553 21,334
Total Current Liabilities 424,171 388,832
Non-Current Liabilities
Payables 678 -
Deferred tax liabilities 13 218
Provisions 2,578 1,889
Interest bearing liabilities 2,155 -
Total Non-Current Liabilities 5,424 2,107
Total Liabilities 429,595 390,939
Net Assets 343,186 266,402
Shareholders’ Equity
Contributed equity 325,345 243,412
Reserves 1,332 517
Retained profits 4 16,509 22,473
Total Shareholders’ Equity 343,186 266,402

The statement of financial position is to be read in conjunction with the discussion and analysis
on page 26 and the notes to the financial statements set out on pages 30 to 35.
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Discussion and Analysis
of the Statement of Cash Flows

The increase in cash flows provided by operating activities reflects improved working capital
management excluding the effect of the Interpacific businesses acquired during the year.

The significant movements in investing activities were:
e proceeds from the sale of the API Finance Limited lease and loan book including investment
in securitised loans;

e the purchase of plant and equipment for the new distribution centre and head office
at Camellia; and

e the net cash paid as part of the acquisition cost of the Interpacific businesses.

Customer lease financing and loans were financed by proceeds from loans securitised and
the repayment of existing leases and loans during the year until the lease and loan book
was sold on 29 April 2003.

Repayment of borrowings was achieved through proceeds from the sale of the API Finance
Limited lease and loan book.
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Statement of Cash Flows
for the year ended 30 April 2003

Consolidated

2003 2002

$000’s $000's
Cash flows from operating activities
Cash receipts in the course of operations 2,721,143 2,034,201
Cash payments in the course of operations (2,654,068) (2,002,692)
Interest received 11,858 11,612
Borrowing costs paid (8,798) (5,477)
Income taxes paid (19,431) (20,169)
Net cash provided by operating activities 50,704 17,475
Cash flows from investing activities
Payments for property, plant & equipment (27,251) (3,932)
Proceeds from sale of property, plant & equipment 1,695 243
Proceeds from loan and lease book 132,050 -
Payment for the acquisition of controlled
entities or businesses net of cash acquired (9,778) (12,872)
Customer leases/loans granted (91,280) (137,603)
Customer leases/loans repaid 100,908 129,887
Deposit on securitised loans (10,577) (20,939)
Net cash provided by/(used in) investing activities 95,767 (45,216)
Cash flows from financing activities
(Repayments of)/Proceeds from borrowings (107,907) 48,000
Dividends paid (27,494) (24,554)
Proceeds from/(Repayments of) depositor loans 7 (13)
Proceeds from issues of shares 2,012 -
Net cash provided by/(used in) financing activities (133,382) 23,433
Net increase/(decrease) in cash held 13,089 (4,308)
Cash at beginning of financial year 5,742 10,050
Effect of exchange rate fluctuations on balance of cash held in foreign currency 61 -
Cash at the end of the financial year 18,892 5,742

The statement of cash flows is to be read in conjunction with the discussion and analysis on page 28 and the notes
to the financial statements set out on pages 30 to 35.
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Notes to the Financial Statements

1. Basis of preparation of concise financial report

The concise financial report has been prepared in accordance with the Corporations Act 2001, Accounting Standard AASB 1039
Concise Financial Reports and applicable Urgent Issues Group Consensus Views. The financial statements and specific disclosures
required by AASB 1039 have been derived from the consolidated entity’s full financial report for the financial year.

Other information included in the concise financial report is consistent with the consolidated entity’s full financial report.

The concise financial report does not, and cannot be expected to, provide as full an understanding of the financial performance,
financial position and financing and investing activities of the consolidated entity as the full financial report.

It has been prepared on the basis of historical costs and except where stated, does not take into account changing money values
or fair values of non-current assets.

These accounting policies have been consistently applied by each entity in the consolidated entity and, except where there
is a change in accounting policy as set out below, are consistent with those of the previous year.

Where necessary, comparative information has been reclassified to achieve consistency in disclosure with current financial year
amounts and other disclosures.

A full description of the accounting policies adopted by the consolidated entity may be found in the consolidated entity’s full
financial report.

2. Profit from ordinary activities before income tax expense

Individually significant expenses included in profit from ordinary activities before income tax expense

Consolidated

2003 2002

$000's $000's

Merger costs written off 1,838 -
Provision for stock obsolescence 862 -
Provision for warehouse closure and restructure 2,141 -
Provision for PAN product recall 2,000 -
Goodwill write off 4,425 -
Development of loyalty club programme 985 -
12,251 -
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Notes to the Financial

3. Segment reporting

Statements

WHOLESALE DISTRIBUTION FINANCING MANUFACTURING ELIMINATIONS CONSOLIDATED
2003 2002 2003 2002 2003 2002 2003 2002 2003 2002
$000's $000's $000's $000's $000's $000's $000's $000's $000's $000's
Primary reporting -
Business segments
Revenue
External segment revenue 2,437,726 1,889,444 12,435 11,962 34,935 16,772 - -1 2,485,096 1,918,178
Internal segment revenue - - - - 14,525 11,105 (14,525) (11,105) - -
Total segment revenue 2,437,726 1,889,444 12,435 11,962 49,460 27,877 | (14,525)  (11,105)| 2,485,096 1,918,178
Unallocated revenue - -
Total revenue 2,485,096 1,918,178
Result
Segment result 30,821 45,480 3,493 2,798 3,688 1,278 - - 38,002 49,556
Share of net profit result of
equity accounted investments 234 - - - - - - - 234 -
Unallocated corporate expense (2,146) 450
Profit from ordinary activities before
income tax 36,090 50,006
Income tax expense (12,523) (15,349)
Net profit 23,567 34,657
Depreciation and amortisation 8,617 5,966 - - 1,391 852 - - 10,008 6,818
Non-cash expenses other than
amortisation and depreciation 5,386 5,752 (275) 16 208 410 - - 5,319 6,178
Individually significant items
Merger costs written off (unallocated) 1,838 -
Provision for stock obsolesence 862 - - - - - - - 862 -
Provision for warehouse closure
and restructure 2,141 - - - - - - - 2,141 -
Provision for PAN product recall 2,000 - - - - - - - 2,000 -
Goodwill write off 4,425 - - - - - - - 4,425 -
Development of loyalty club programme 985 - - - - - - - 985 -
Assets
Segment assets 681,355 490,517 - 133,945 91,192 32,879 - - 772,547 657,341
Equity accounted investments 234 - - - - - - - 234 -
Unallocated corporate assets - -
Consolidated total assets 772,781 657,341
Liabilities
Segment liabilities 387,674 248,258 - 133,593 41,046 8,281 - - 428,720 390,132
Unallocated corporate liabilities 875 807
Consolidated total liabilities 429,595 390,939
Acquisition of non-current assets 25,777 3,522 - - 1,474 410 - - 27,251 3,932
AUSTRALIA NEW ZEALAND CONSOLIDATED
2003 2002 2003 2002 2003 2002
$000's $000's $000's $000's $000's $000's
Secondary reporting -
Geographical segments
External segment revenue by location of customers 2,147,889 1,918,178 337,207 -1 2,485,096 1,918,178
Segment assets by location of assets 614,776 657,341 158,005 - 772,781 657,341
Acquisition of non-current assets 25,992 3,932 1,259 - 27,251 3,932

Business Segments

The consolidated entity comprises the following main business segments:

Wholesale distribution:
Financing:

as an originator of lease and loan finance to our customers.

Manufacturing:

Manufacture of pharmaceutical medicines and consumer toiletries.

Distribution of pharmaceutical, medical, dental and allied products, and retail services.
Provision of loan and lease financing to pharmacists to 29 April 2003 and thereafter

API Annual Financial Report 2003
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Notes to the Financial Statements

4. Retained profits
Consolidated

2003 2002
$000's $000's
Retained profits at beginning of year 22,473 13,371
Net profit 23,567 34,657
Dividends recognised during the year (29,531) (25,555)
Retained profits at end of year 16,509 22,473
5. Dividends
Dividends recognised in the current year by the Company are:
Cents per share Total amount Date Percentage
$000°s of payment franked
2003
Final 2002 under provided — ordinary 6.75 56 2 August 2002 100%
Interim — ordinary 6.25 14,169 30 January 2003 100%
Final — ordinary 6.75 15,306 1 August 2003 100%
29,531
2002
Interim — ordinary 6.25 12,286 30 January 2002 100%
Final — ordinary 6.75 13,269 2 August 2002 100%
25,555

Consolidated

2003 2002
$000's $000°s
Dividend Franking Account
Balance of franking account adjusted for franking credits which will arise from
the payment of income tax provided for in the financial statements, and after
deducting franking credits to be used in payment of the above dividends:
(30% {2002:30%]) franking credits 17,157 25,440

The ability to utilise the franking account credits is dependent upon there being
sufficient available profits to declare dividends.

Change in measurement of dividend franking account

In accordance with the New Business Tax System (Imputation) Act 2002, the measurement basis of the dividend franking account
changed on 1 July 2002 from an after-tax profits basis to an income tax paid basis.

The amount of franking credits available to shareholders disclosed as at 30 April 2003 has been measured under the new legislation
and represents income tax paid amounts available to frank dividends. The balance disclosed as at 30 April 2002 has been measured
under the legislation existing at 30 April 2002 and represents after-tax profits able to be distributed fully franked at the current tax rate.

The change in the basis of measurement does not change the underlying value of franking credits or tax offsets available to shareholders
from the dividend franking account.

Comparative information has not been restated for this change in measurement. Had the comparative information been calculated
on the new basis, the ‘franking credits available’ balance as at 30 April 2002 would have been $10,903,000.
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Notes to the Financial Statements

6. Total equity reconciliation

Consolidated

2003 2002

$000's $000's

Total equity at beginning of the year 266,402 257,300
Total changes in parent entity interest in equity

recognised in statement of financial performance 24,382 34,657

Transactions with owners as owners:

Contributions of equity 81,933 -

Dividends (29,531) (25,555)

Total equity at end of year 343,186 266,402

7. Contingent liabilities

Consolidated
2003 2002

$000's $000's

The details and estimated maximum amounts of contingent liabilities that
may become payable are set out below. The directors are not aware of any
circumstances or information which would lead them to believe that these
liabilities will crystallise. The guarantee at balance date relating to trading
accounts paid by pharmacy customers have subsequently been paid to third
parties with no liability to the Company. Consequently no provisions are
included in the financial statements in respect of these matters.

Guarantee of bank accounts of pharmacy customers 92,427 94,737
Guarantee of trading accounts of pharmacy customers 60,186 48,802

These guarantees are not secured upon the consolidated entity’s assets. The Company has strict controls over the approval
of guarantees of bank accounts of pharmacy customers and takes security over the assets of the relevant pharmacy.

API Annual Financial Report 2003 3 3




Notes to the Financial Statements

8. Directors’ remuneration
Directors’ emoluments

Details of the nature and amount of each major element of the emoluments of each director of the
Company and the consolidated entity are:

Director Base Non-cash  Superannuation Options Retirement
emoluments Bonuses benefits contributions issued benefits Total
$ $ $ $ $ $ $
Mr F J Conroy 128,749 - - 11,370 - - 140,119
Mr D J Fairfull 53,499 - - 4,723 - - 58,222
Ms V C Fitzgerald 53,499 - - 4,723 - - 58,222
Mr B A Frost 88,500 - - 7,815 - - 96,315
Mr G L Herring 58,500 - - 5,165 - - 63,665
Mr F Horlacher 24,000 - - 2,160 - - 26,160
Mr R D Millner 53,499 - - 4,723 - - 58,222
Mr P R Robinson 53,499 - - 4,723 - - 58,222
Mr M S Smith 58,500 - - 5,165 - - 63,665
Mr A P Wright 24,000 - - 2,160 - - 26,160
Executive
Mr D C Young 475,971 100,000 39,807 42,069 28,889 - 686,736

All options expire on 3 June 2007 and each option entitles the holder to purchase one ordinary share in the Company. The ability to
exercise the options is conditional on the consolidated entity achieving certain performance hurdles. The estimated value disclosed above
is calculated at the date of the grant using a Binomial model. The estimated value of the options has not been included as an expense
in the net profit for the year. Further details of options granted during the year are set out in the Directors’ Report.
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Notes to the Financial Statements

9. Executives’ remuneration

Executives’ emoluments

Details of the nature and amount of each of the five named officers who received the highest emoluments
of the Company and the consolidated entity are:

Officer Base Non-cash  Superannuation Options Retirement
emoluments Bonuses benefits contributions issued benefits Total
$ $ $ $ $ $ $
Mr S V Ahern 137,066 20,000 11,481 21,577 8,667 271,078 469,869
Mr C J Gardoll 215,639 20,000 17,382 34,053 8,667 - 295,741
Mr M G Grant 162,498 20,000 15,067 25,631 8,667 142,753 374,616
Mr V C Wettasinghe 138,211 20,000 14,991 21,747 8,667 569,378 772,994
Mr J L Williams 187,709 45,000 32,278 16,595 8,667 - 290,249

All options expire on 3 June 2007 and each option entitles the holder to purchase one ordinary share in the Company. The ability to
exercise the options is conditional on the consolidated entity achieving certain performance hurdles. The estimated value disclosed above
is calculated at the date of the grant using a Binomial model. The estimated value of the options has not been included as an expense
in the net profit for the year. Further details of options granted during the year are set out in the Directors’ Report.
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ASX Additional Information

Additional information required by the Australian Stock Exchange Limited Listing Rules and not disclosed elsewhere in this report.

Shareholdings as at 30 June 2003

Substantial shareholders

The number of shares held by substantial shareholders and their associates are set out below:

Washington H Soul Pattinson and Company Limited 51,095,592 ordinary shares
Interpacific Group 29,274,949 ordinary shares
RBC Global Services Australia Nominees Pty Limited 11,276,208 ordinary shares

Voting rights
The voting rights attaching to the ordinary shares, as set out in clause 13.1 of the Company’s Constitution, are:

‘Subject to any special rights or restrictions for the time being attaching to any class of shares in the capital of the Company,
clause 13.8 and the provisions of Schedule 3:

(@) on ashow of hands at a general meeting every person present who is an Eligible Voter has one vote; and

(b) on a poll at a general meeting every Eligible Member (not being a corporation) present in person or by proxy or attorney
and every Eligible Member (being a corporation) present by a Representative or by proxy or attorney has one vote for each
Share that Eligible Member holds.’

On-market buy-back

There is no current on-market buy-back.

Distribution of shareholders as at 30 June 2003

Category Number of shareholders
Ordinary Shares

1-1,000 2,000
1,001 - 5,000 3,171
5,001 - 10,000 1,097
10,001 - 100,000 1,519
100,001 and over 307
8,094

The number of shareholders holding less than a marketable parcel at 30 June 2003 was 167 (2002:147).
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Twenty largest shareholders as at 30 June 2003

Name Number of Percentage of
Ordinary shares held Capital held

Washington H Soul Pattinson and Company Limited 51,095,592 22.53
Zuellig Pharma Holdings Ltd 12,646,778 5.58
Wahn Investments Ltd 10,041,307 4.43
RBC Global Services Australia Nominees Pty Limited (Pl Pooled A/C) 7,732,875 3.41
Interpacific Holding Ltd 6,586,864 2.90
RBC Global Services Australia (Bkcust A/C) 3,822,611 1.69
Commonwealth Custodial Services Limited 1,514,462 0.67
National Nominees Limited 1,462,086 0.64
J P Morgan Nominees Australia Limited 1,275,195 0.56
RBC Global Services Australia Nominees Pty Limited (PIIC A/C) 1,062,944 0.47
Equity Trustees Limited (JM Asset Management A/C) 785,576 0.35
Westpac Custodian Nominees Limited 699,772 0.31
Jemado Pty Limited 658,515 0.29
Mr Michael Kelaher 613,743 0.27
Milton Corporation Limited 578,997 0.26
Cogent Nominees Pty Limited 559,577 0.25
P A & G M Doyle Pty Ltd 552,503 0.24
Mr Ronald McKenzie Beesley 550,438 0.24
Mr Edward Henry Pickard 541,514 0.24
Feller Investments Pty Ltd 538,922 0.24
103,320,271 45.57
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Shareholder Information

Shareholder Communications

Enquiries or notifications by shareholders regarding their
shareholdings or dividend should be directed to API's
share registry:

Computershare Investor Services Pty Limited
GPO Box 7045
Sydney NSW 1115 Australia

Telephone 1300 855 080 or
(02) 8234 5000

International +61 3 9615 5970

Facsimile (02) 8234 5050
International +61 2 8234 5050

Shareholders can also send queries to the share registry
via email:

Internet www.computershare.com.au
Email queries@computershare.com.au

You can access information about your API share holding
and download forms via the internet by visiting
www.computershare.com.au

Dividends

The final dividend for 2002/2003 year of 6.75 cents per share
will be paid by APl on 1 August 2003. The dividend will be
fully franked.

If you wish your dividends to be paid directly to a bank,
building society or credit union account in Australia contact
the share registry or visit the website of Computershare at
www.computershare.com.au for an application form. The
payments are electronically credited on the dividend payment
date and confirmed by payment advices sent through the mail
to the shareholder’s registered address. All instructions received
remain in force until amended or cancelled in writing.

Shareholders who receive dividend cheques are requested
to bank them as soon as possible.

Tax File Number (TFN), Australia Business Number

(ABN or exemption)

You are strongly advised to lodge your TFN, ABN or exemption
with the share registry. If you choose not to lodge these details,
then API is obliged to deduct tax at the highest marginal rate
(plus the Medicare levy) from the unfranked portion of any
dividend. Certain pensioners are exempt from supplying their
TFN’s. You can confirm whether you have lodged your TFN,
ABN or exemption via the Computershare website.
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Uncertificated Forms of Shareholdings

Two forms of uncertificated holdings are available to API
shareholders:

Issuer Sponsored Holdings:

This type of holding is sponsored by APl and provides shareholders
with the advantages of uncertificated holdings without the need
to be sponsored by any particular stockbroker.

Broker Sponsored Holdings (‘CHESS’):

Shareholders may arrange to be sponsored by a stockbroker
(or certain other financial institutions) and are required to sign
a sponsorship agreement appointing the sponsor as their
‘controlling participant’ for the purposes of CHESS. This type
of holding is likely

to attract regular stock market traders or those shareholders
who have their share portfolio managed by a stockbroker.

Shareholders communicating with the share registry should have
their Security Holder Reference Number (SRN) at hand or Holder
Identification Number (HIN) as it appears on the Issue Sponsored/
CHESS statements or dividend advices. For security reason,
shareholders should keep their Security Holder Reference
Numbers confidential.

Annual Report Mailing List

Shareholders (whether Issuer or Broker Sponsored) not wishing
to receive the Annual Report should advise the share registry in
writing so that their names can be removed from the mailing list.
Shareholders are also able to update their preference via the
Computershare website. Unless shareholder have advised the
share registry that they require no Annual Report , they will be
sent the Concise (short form) Annual report.

Change of Address

Shareholders who are Issuer Sponsored should notify any change
of address to the share registry promptly in writing quoting their
Security Holder Reference Number, previous address and new
address. Application forms for Change of Address are also
available for download via the Computershare website. Broker
Sponsored (CHESS) holders must advise their sponsoring broker
of the change.

Share Trading and Price

API share are traded on the Australian Stock Exchange Limited
("ASX’). The stock code under which they are traded is ‘API’
and the details of trading activity are published in most daily
newspapers under that abbreviation.




Off-Market Share Transfers

Shareholder Information

Stamp duty on transfer of listed shares was abolished on
1 July 2001. Share transfers dated after 1 July 2001 should be

forwarded directly to Computershare Investor Services Pty Limited.

Information on API

APl has a comprehensive internet site featuring news items,
announcements, corporate information and a wide range of
product and service information. API's internet address is

www.api.net.au

The Annual Report is the main source of information for
shareholders. Other sources of information include:

e Interim results
e Annual results

¢ Annual General Meeting. The Chairman and the

Managing Director address the meeting

ASX announcements

Financial Calendar*

Annual general meeting

Half year end

Half year profit announcement

Ex dividend share trading commences
Record date for interim dividend
Interim dividend payable

Year end

Full year profit announcement

Ex dividend share trading commences
Record date for final dividend

Final dividend payable

* Timing of events is subject to change

9 September 2003
31 October 2003
10 December 2003
12 January 2004
16 January 2004
30 January 2004
30 April 2004

8 July 2004

14 July 2004

20 July 2004

2 August 2004

Requests for publications and other enquiries
about API's affairs should be communicated to:

The Company Secretary

Australian Pharmaceutical Industries Limited
Locked Bag 5061
Parramatta NSW 2124

Enquiries can also be made via email to:
mail@api.net.au
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Corporate Directory

Administration

Directors

Peter R Robinson
Chairman

Barry A Frost
Deputy Chairman

David C Young
Managing Director

David J Fairfull
Graeme L Herring
Fritz Horlacher
Robert D Millner
Michael S Smith
A Peter Wright

Company Secretary

Christopher J Gardoll

Registered Office

11 Grand Avenue
Camellia NSW 2142
Telephone 02 8844 2000
Facsimile 02 8844 2400
Website www.api.net.au
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Share Register

Computershare Investor Services Pty Ltd
Level 3, 60 Carrington Street

Sydney NSW 2000

Telephone 02 8234 5000

Facsimile 02 8234 5050

Solicitor

PricewaterhouseCoopers Legal

Principal Bankers

National Australia Bank Limited
Westpac Banking Corporation
Auditor

KPMG
Chartered Accountants
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