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Appen Holdings Pty Limited & its controlled entities

Directors' report
For the year ended 31 December 2012

The directors present their report together with the special purpose financial report of the Group being Appen Holdings Pty
Limited ("the Company"} and its controlied entities for the year ended 31 December 2012 and the auditor's report thereon.

1 Directors
The directors of the Company at any time during or since the enc of the financial year are:

Director Appointed
Julia Patricia Vonwilier 14 August 2009
Christopher Charles Vonwiller 14 August 2009
Jeremy Samuel 23 October 2009
William Pulver 13 April 2010
Jonathan Shein 24 June 2010
Lisa Braden-Harder 10 March 2011

2 Principal activities

The principal activities of the Group during the course of the financial period were the development and sale of
speech & language technology products & services.

During the financial period, the Group acquired the business of the Wikman Remer, allowing the group to expand
its service offerings to include social media products. The Group also acquired RTG, a Company based in Hong
Kong.

Other than the matters noted above, there were no significant changes in the nature of the activities of the
Group during the year.

3 Operating and financial review
Review of operations
The Group increased revenue to $33,269,042 for the 12 months ended 31 December 2012 compared to
$31,620,893 for the 18 month period ended 31 December 2011 and made an operating EBITDA profit for the
year before non-cash expenses of $4,473,5664 (2011: $5,2493,681 for the 18 month period ended 31 December
2011). After accounting for non-cash expenses, the loss for the year before tax for the Group is $802,526 (2011
profit before tax of $3,364,423 for the 18 month period ended 31 December 2011).

4 Significant changes in the state of affairs
Appen Butler Hill Inc, a controlled entity of the Company. acquired the business of Wikman Remer on 1 October
2012.

Appen Horg Kong, a control entity of the Company, acquired the business of RTG Global security in early 2012.

Other than the matters noted above, in the opinion of the directors, there were no significant changes in the
state of affairs of the Group that cccurred during the financial year under review.

5 Environmental regulation

The Group’s operations are not subject to any significant environmental regulations under either Commonwealth
or State legislation.
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6 Dividends

Dividends paid or declared by the Company 1o members since the end of the previous financial period were:.
in AUD Cents per Total Franked/

share amount unfranked Date of payment
Daclared and paid during the year
Interim ordinary 8.86 332,602 Franked 31 March 2012
Interim ordinary 5.61 210,831 Franked 29 June 2012
Interim ordinary 8.86 456,188 Franked 15 August 2012
Interim ordinary 5.61 500,000 Franked 15 August 2012
Interim ordinary 11.23 1,000,000 Franked 1 November 2012
Total amount m

Franked dividends declared as paid during the year were franked at the rate of 30 per cent.

Declared after end of year

Ne dividends have been paid or declared subsequent to year end.

Dividends have been dealt with in the financial report Note Total amount

- Dividends 20 2,499,621

- Interest expense 8 631,310
7 Events subsequent to reporting date

There has rot arisen in the interval betwsen the end of the financial year and the date of this report any item,
transaction or event of a material and unusual nature which likely, in the opinion of the directors of the Company,
to affect significantly the operations of the Group, the results of those operations, or the state of affairs of the
Group, in future financial years.
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10

Likely developments

The Group will continue to pursue its policy of profitable growth based upon satisfactory margins and increasing
market share during the next financial year.

Further information about likely deveiopments in the operations of the Group 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 Group.

Indemnification and insurance of officers and auditors

Indemnification

The Company has agreed to indemnify the current directors of the Company against all liabilities to another
person {other than the Company or a related body corporate} that may arise from their positicn as directors of the
company and its controlled entities, except where the liability arises out of conduct involving a lack of good faith.
The agreement stipulates that the Company will meet the full amount of any such liabilities, including costs and
expenses.

Insurance premiums

During the financial year the Group paid premiums an behalf of the Company in respect of directors’ and officers’
liability and legal expenses insurance contracts for the year ended 31 December 2012 and since the end of
financial year, the Group has paid or agreed to pay on behalf of the Company, premiums in respect of such
insurance contracts for the year ending 31 December 2013. Such insurance contracts insure against certain
liability {subject to specific exclusions) persons who are or have been directors or executive officers of the
Company.

The directors have not included details of the nature of the liabilities covered or the amount of the premium paid
in respect of the directors’ and officers’ liability and legal expenses’ insurance contracts, as such disclosure is
prohibited under the terms of the contract.

Lead auditor’s independence declaration

The Lead auditor's independence declaration is set out on page 5 and forms part of the directors’ report for the
financial year ended 31 December 2012.

Signed in accordance with a resolution of the directors:

_h. D0

Chris Vonwiller
Director

Dated at Sydney this (., day of April 2013.




e

Lead Auditor’s Independence Declaration under Section 307C of the Corporations Act 2001

To: the directors of Appen Holdings Pty Ltd

| declare that, to the best of my knowledge and belief, in relation to the audit for the financial year ended 31
December 2012, there have been:

{ii no contraventions of the auditor independence requirements as set out in the Corporations Act 2001 in
relation to the audit; and

{il no contraventions of any applicahle code of professional conduct in relaticn to the audit.

pmt

KPMG

Carlo Pasqualini
Fartner

Sydney

26 April 2013

KPMG, an Australian partnership and a member

firm of the KPMG netwerk of independent member

firms affiliated with KP International Cooperative  Liability limited by a scheme approved under
("KPMG International’), a Swiss entity. Professional Standards Legislation.
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Consolidated statement of comprehensive income

For the year ended 31 December 2012

in AUD

Revenue
Services purchased - data collection
Gross profit

Other income

Rental expenses

Communication expenses

Travel expenses

Loss on disposal of fixed assets

Professional fees

Employee expenses

Other expenses

Operating profit before interest, tax, depreciation,
amortisation, fair value adjustments and share-
based payments (EBITDA}

Finance income
Finance costs
Net finance income/(costs)}

Change in fair value of contingent consideration
Share-based payments expense

Depreciation and amortisation expenses
(Loss)/Profit before income tax

Income tax expanse
(Loss)/Profit for the year

Other comprehensive income
Foreign currency translation differences

Other comprehensive income for the year

Total comprehensive {loss)/income for the year

Consolidated

Note 12 months to 18 months to

December December
2012 2011

33,269,042 31,620,893
{13,888,5630) (10,774,463)
19,380,512 20,846,430
191,374 339,381
{297,429) (585,018)
{212,067) (139,490)
{589,927} (686,840)
(1,849) {32,852)
(710,516} (283,808)
(11,767,678}  (13,190,501)
(1,518,856) (1,018,023)
4,473,564 5,249,681
159,248 110,775
(800,750) (587,636)
(641,502} {(476,861)

(3,378,493) -
(344,494) (287,009)
{911,601) (1,121,388}
(802,526) 3,364,423
{(1,123,260) (1,137,825)
{1,925,786) 2,226,598
{3,518) 16,748
{(3,518) 16,748
(1,929,304) 2,243,346

The notes on pages 11 to 30 are an infegral part of these consolidated financial statements.




Appen Holdings Pty Limited & its controlled entities

Consolidated statement of financial position

As at 31 December 2012

in AUD

Assets

Cash and cash equivalents

Trade and other receivables

Other investments including derivatives
Total current assets

Property, plant and equipment
Deferred tax assets

Intangible assets

Total non-current assets
Total assets

Liabilities

Trade and other payables
Other payables

Current income tax payable
Employee Benefits

Loans and berrowings
Total current liabilities

Other payables

Employee Benefits

Loans and borrowings

Total non-current liabilities
Total liabilities

Net assets

Equity

Issued capitat

(Accumulated losses)/retained earnings
Common control reserve

Foreign currency translation reserve
Share-based payment reserve

Other equity

Total equity

Note

1
12
13

15
14
16

17
17
14
18
189

17
18
19

20

20

20

Consoclidated

2012 201
1,223,424 3,033,854
8,788,821 7.3b1,968
- 163,072
10,012,245 10,548,894
407,772 492,084
467,158 237,370
8,281,713 8,379,087
9,166,643 9,108,541
19,168,888 19,667,435
4,354,623 3,295,693
4,769,238 3,478,621
153,290 250,046
461,098 368,811
781,220 6,203,193
10,520,169 13,597,364
1,902,424 1,193,629
155,185 110,105
723,494 628,800
2,781,103 1,832,634
13,301,272 15,529,898
5867.616 4,127,636
7,993,684 2,169,174
(3,689,497) 735,909
{1,416,429) (1,416,429)
14,698 18,216
631,503 287,008
2,333,657 2,333,657
5,867,616 4,127,536

The notes on pages 11 to 30 are an integral part of these consolidated financial statements.




‘SIUBUISIEIS [RIDUBUIL POIEPIOSUCD 950U) Jo Led |eiBajul ue ate g 1 || safied uo sejou ay)

9EG'/ZLY LS9°EEE'T 800°L82 606'GEL BeraLy’L) g1z'8l vL1'89L'T
820°094°L LG9'EEE'T 600'L8¢ {ZLE'6rE'Z) - - ¥89'88%°'L
8£0'09/°L LGOEEET £800°482 {Z16PE'7) - - ¥39°'881°'L
600'(8¢ - £00°£82 - - - -
£GO'EEL’Z £GO'EEE’T - - - - -
{Z16'Lre) - - {Z16°LPE) - - -
{009'2202) - - {00F'L00'2) - - (00¢'02)
¥88°805°L - - - - - 788'80G°L
IVE'ErT'Z - - 865'92Z'C - 81’91 -
8FL'9L - - - - 8v£ 91 -
8%/'91 - - - - 8¥/'9L -
866'022°Z - - 865'9¢2'C - - -
Z5LveL - N £79'858 (BZy'oLy'L) 89r°L 067'089
[eso) Aunba 15410 s sBuies AAIFS3I [O1JU0D ANIDS08 [eydes savysg
juawied paujelay UoOLILIO?D) uone[suel)
poseg-eieys ubiog

LLOZ 19quuada(] LE je 2ouejeg

SIUMO UM SUOIIOBSURI] [e10]
Auedwioo ayi Jo

SIBUMO 8Y) 0} SUORNGLIISIP pue AQ SUORNJLIIUOD [B10}

sluawAed peseg-aleys

papias Aunba - uonespsiues usbuuon)

s1apjoy Alnba 0} spuspIAIg

S8IBYS JO Uoljejsouedfaseyaindsy

S8Jeys Jo anss|

Auvedwio)

Y} O SIBUMO O} SUCRNGIISID pUe AGQ SUOIINGLIUO?)
Aunba u) Apsaap papiodal

‘Auedwor) 9y} Jo SIBUMO UM suolldBsuRl |

pouad 3y} 10} 3Woaul dAIsuUIYaadwoa |e1o]

LU0 aaIsUayaduuoD 18Yio B10}
s90URISLIP UonEISURI} Aduaund ubialo
BLUOIUS BAISUSYSIOLLIOD 18YI0

pousd sy} 10 1jold

pouad ay: 1o} swodaul aaisuayasduiod |eyo)
010z Anr | 18 8oueleg

anv uf

pajepijosuc) pajwi] Ald sbuipjoy uaddy

ZL0Z 49quiaaaq LE papu? ieak ay) 104

Alnba ui sabueyod jo UBWS1LIS PaIEPI|OSUO))

S8I1IUS P8||0JIu0d S1 Xy palwi Ald sBulpjoH uaddy




"SIUSWISIRIS [BIoURUL PAIEPIIOSUOD 958U} O Led (eifaiu ue sie gg 01 || sabed uo sejou ay)

919'£98'S £G9°EEe’ €0S'LE9 {{6Y'689'E) {get'aly'L) 86911 ¥89'€66°,
£8£'699°¢ - eV Pre {129'661'2) - - 0lS'vZ8’'s
£8£'6099°¢ - v vye {129'66%'2) - - 01LS'vZ8’'s
ey e - ¥6 e - - - -
{129'66%'2) - - {129'66Y7) - - -
000'004'G - - - - - 000°004'S
0LGvZL - - - - - 0LS'¥ZL
(POE'BZ6°L) - - (982'6Z8"1) - {815'c} -
{8LS'E) - - - - (815°¢) -
(8LG'E) - - - - {8L5°c) -
{982'GZ6’L) - - {98/'GZ6'L) - - -
9eG' /2Ly [59'2E8'T 600'£8¢ 606'GEL BZvr'oLY'L) 912'8l vilL'6al’z
|el0l Aunb3 Jayip anlesal sbuluied AAIDSAI |OIN0D aAlosel [endes sieys
juswied peule}ay UoOWIo) uonejsuel}
paseq-aleys ublai04

ZL0Z 12qwasaq LE Je asuejeg
SI9UMO 343 YHM SUOIIBSURI) [R)0
Auedwion sy o

SJAUMO 3L} 01 SUDIINGLISIP PUB AQ SUOHNGLIUDD |10}

pajes Alnbs - sjuswuAed paseqg-aleyg

slapioy Alnba 01 spuspiai(]

saieys asuslajead

JO UQISIBALOS uodn $aJeys AIBUIRIO JO 8Nss|
uonewqUIOd

§SBUISNQ 01 PBIRISI S8JBYS AJRUIPIO JO 8NSS|
SIBUMO O] SUORNGUISID pue Ag SuoiNQLIU0)
Aunba

ul Ap294ip pap4023ad 'SI2UMO YJM Ssuoljoesuelj

1ead a2} 10} awodug ansuayaiduos jejo)
8wl easUayasduwod 1aylo |elo]
SO0UBIBHIP UOIe|SUBH ADUBLIND Ubisi0
BWODUS BAISUByBIdWOD 18410

1esA 8U] 10} 5507

Ae2aA 3y} 10} awoau) amsuayasduwios eyo]

Z10z Aenuer | 1e 9oueeg

anv' uf

ZL0Z 19quada(] LE papua Jeah ay; Jo4

Alnbe ut saBueyo 40 1UsUIS1EIS PAIEPIIOSUO)

S8I113Us PajjoNU0D SH ) pauwi Ald sBuipjoH ueddy




Appen Holdings Pty Limited & its controlled entities

Consolidated statement of cash flows
For the year ended 31 December 2012

Consolidated
12 months to 18 months te

December December

in AUD Note 2012 2011
Cash flows from operating activities

Cash receipts from customers 35,350,468 33,837,776
Cash paid to suppliers and employees {31,077,661) (29,809,297}
Cash generated from operations 4,272,807 4,128,479
Interest received 159,248 110,775
Interest paid (169,439) {34,660)
Income taxes paid (1,449,106) (1,412,171}
Net cash from operating activities 21 2,813,510 2,792,423
Cash flows from investing activities

Acguisition of subsidiary - {3,439,804)
Acquisition of business {376,104} -
Acquisition of property, plant and equipment {79,608} (413,682)
Payment for contingent conisderation (1,409,917} -
Net cash {used in) / from investing activities {1,865,629) (3,853,486}
Cash flows from financing activities

Proceeds from 1ssue of shares - 996,800
Proceeds from issue of preference shares - 2,300,000
Proceeds from borrowings (USD loan) 941,933 1,445,716
Repayment of borrowings (USD lean) {569,312) (313,623}
Repurchase of own shares - (2,007,400
Interest paid on preference shares 631,311) (552,978)
Dividends paid (2,499,621) (341,912}
Net cash {used in) / from financing activities (2,758,311 1,226,603
Net increase in cash and cash equivalents (1,810,430) 165,540
Cash and cash equivalents at beginning of period 3,033,854 2,868,314
Cash and cash equivalents at 31 December 11 1,223,424 3,033,854

The notes on pages 11 to 30 are an integral part of these consolidated financial statements.




Appen Holdings Pty Limited & its controlled entities

Notes to the consolidated financial statements
For the year ended 31 December 2012

1 Company Details

Appen Holdings Pty Limited {the Company) is a company domicited in Australia. The address of the Company's
registered office is Level 8, 9 Help Street, Chatswood, NSW 2067. The consolidated financial staterments of the
Company as at and for the year ended 31 December 2012 comprise the Company and its subsidiaries {together
referred to as the Group and individually as Group entities). Appen Holdings Pty Limited is the ultimate Australian
parent entity.

The Group is a for-profit entity and is primarily involved in the development and sale of speech & language
technology products & services.

In the opinion of the directors, the Group is not a reporting entity. The financial report of the Company has been
drawn up as a special purpose financial report for distribution to the members and for the purpose of fulfilling the
requirements of the Corporations Act 2001.

Comparative information reflects the consolidated financial statements of the Group for the 18 month peried ended
31 December 2011.

2  Basis of preparation

(a) Statement of compliance
The special purpose financial report has been prepared in accordance with the recognition and measurement
aspects of all applicable Australian Accounting Standards (“ AASBs”} adopted by the Australian Accounting
Standards Board (*AASB”) and the Corporations Act 2001.

The financial report does not include the disclosure requirements of all AASBs except for the following minimum
requirements:
* AASB 1017 Presentation of Financial Statements
AASB 107  Statement of Cash Flows
AASB 108  Accounting Policies, Changes in Accounting Estimates and Errors
AASB 1031 Materiality
AASB 1048 Interpretation and Application of Standards
AASB 1054  Australian Additional Disclosures

The consolidated financial statements were authorised for issue by the Board of Directors on 2 b April 2013.

{b} Basis of measurement
The financial statements have been prepared on the historical cost basis.

{c) Functional and presentation currency
The financial statements are prepared in Australian Dollars, which is the Group’s functional currency.

{d) Use of estimates and judgements
The preparation of financial staterments requires management to make judgements, estimates and assumptions
that affect the application of accounting policies and the reported amounts of assets, liabilities, income and
expenses. Actual resulis may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions of accounting estimates are
recognised in the period in which the estimates is revised and in any future periods affected.

11




Appen Holdings Pty Limited & its controlled entities

Notes to the consolidated financial statements
For the year ended 31 December 2012

{a)
{i}

(i}

Significant accounting policies

The accounting policies set out below have heen applied consistently to all penods presented in these financial
statements.

Basis of consolidation

Business combinations

Business combinations are accounted for using the acquisition method as at acquisition date, which is the date on
which control is transferred to the group. Control is the power to govern the financial and operating policies of an
entity so as to obtain benefits from its activites.

The Group measures goodwill at the acquisition date as:
s the fair value of consideration transferred; plus
s the net recognised amcunt (generally fair value) of the identifiable net assets acquired and liabilities assumed.

The consideration does not include amounts related to the settlement of pre-existing relationships. Such amounts
are generally recognised in profit or loss.

Transaction costs, other than those associated with the issue of debt or equity securities, that the Group incurs in
connection with a business combination are expensed as incurred.

Any contingent consideration payable is recognised at fair value at the acquisition date. [f the contingent
cansideration is classified as equity, it is not remeasured and settlement is accounted for in equity. Otherwise,
subsequent changes to the fair value of the contingent consideration are recognised in profit or loss.

Subsidiaries

Subsidiaries are entities controlled by the Company. Control exists when the Company has the power, directly or
indirectly, to govern the financial and operating policies of an entity so as to obtain benefits from its activities. In
assessing control, potential voting rights that presently are exercisable or convertible are taken into account. The
financial statements of subsidiaries are included in the consolidated financial statements from the date that control
commences until the date that control ceases.

Investments in subsidiaries are carried at their cost of acquisition in the Company's financial statements.

Intra-group baiances and any unrealised gains and losses or income and expenses arising from intra-group
transactions, are ehiminated in preparing the consolidated financial statements.

12




Appen Holdings Pty Limited & its controlled entities

Notes to the consolidated financial statements (continued)
For the year ended 31 December 2012

3

(b)

Significant accounting policies (continued)

Income tax

Income tax expense comprises current and deferred tax. Income tax is recognised in profit or loss except to the
extent that it relates to items recognised directly in equity, in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantially
enacted at the reporting date, and any adjustment to tax payable in respect of previous years.

Deferred tax is provided using the statement of financial position liability method, providing for termpaorary
differences between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts
used for taxation purposes. The following temporary differences are not provided for: initial recognition of goodwill,
the initial recognition of assets or liabilities that affect neither accounting nor taxable profit, and differences relating
to investments in subsidiaries to the extent that they will probably not reverse in the foreseeable future. The
amount of deferred tax provided is based on the expected manner of realisation or settlement of the carrying
amount of assets and liabilities, using tax rates enacted or substantively enacted at the reporting date.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be available
against which the asset can be utilised. Deferred tax assets are reduced to the extent that it is no longer probable
that the related tax benefit will be realised.

Additional income taxes that arise from the distribution of dividends are recognised at the same time as the liability
to pay the related dividend.

Tax consolidation

The Company and its wholly-owned Australian resident entities are part of a tax consolidated group which was
formed on 23 September 2009. As a consequence, all members of the tax-consolidated group are taxed as a single
entity. The head entity within the tax consolidated group is Appen Holdings Pty Limited.

13




Appen Holdings Pty Limited & its controlled entities

Notes to the consolidated financial statements {(continued)
For the year ended 31 December 2012

3 Significant accounting policies (continued}

(e} Foreign currency
Transactions
Transactions in foreign currencies are translated at the foreign exchange rate ruling at the date of the transaction.
Monetary assets and liabilities denominated in foreign currencies at the reporting date are translated to Australian
dollars at the foreign exchange rate ruling at that date. Foreign exchange differences arising on translation are
recognised in the statement of comprehensive income. Non-monetary assets and iiabilities that are measured in
terms of historical cost in a foreign currency are translated using the exchange rate at the date of the transaction.

Financial statements of foreign operations

The assets and liabilities of foreign operations, including goodwill and fair value adjustments arising on
consolidation, are translated to Australian dollars at foreign exchange rates ruling at the reporting date. The
revenues and expenses of foreign operations are translated tc Australian dollars at rates approximating to the
foreign exchange rates ruling at the dates of the transactions. Foreign exchange differences arising on retranslation
are recognised directly in a separate component of equity.

{d) Revenue
Contract service income and licence/database incorme
Revenue from the sale of contract service or licence is recognised in the statement of comprehensive income
progressively as the projects are completed and validated or approved by the customers. No revenue is recognised
if there are significant uncertainties regarding recovery of the consideration due, the costs incurred or to be incurred
cannot be measured reliably, there is a risk of disputes on service quality or there is continuing management
involvement with the products.

Work-in-progress

Work-in-progress includes those projects fully completed or significantly completed by year-end, but invoices have
been issued after year-end, due to customers’ approval procedure delayed. Revenue from services rendered is
recognised in the statement of comprehensive income in proportion to the stage of completion of the transaction
at the reporting date.

{e) Financial instruments

(il  Non derivative financial assets
The Group initially recognises loans and receivables and deposits on the date that they are originated. All other
financial assets (including assets designated at fair value through profit or loss) are recognised initially on the trade
date at which the Group becomes a party to the contractual provisions of the instrument.

The Group derecognises a financial asset when the contractual rights to the cash flows from the asset expire, or it
transfers the rights to receive the contractual cash flows on the financial asset in a transaction in which
substantially all the risks and rewards of ownership of the financial asset are transferred. Any interest in transferred
financial assets that is created or retained by the Group is recognised as a separate asset or liability.

Financial assets and liabilities are offset and the net amount presented in the statement of financial position when,
and only when, the Group has a legal right to offset the amounts and intends either to settle on a net basis or to
realise the asset and settle the liability simultaneously.

14




Appen Holdings Pty Limited & its controlled entities

Notes 1o the consolidated financial statements (continued)
For the year ended 31 December 2012

{e)
(i)

fiif}

Significant accounting policies (continued)

Financial instruments (continued)
Non derivative financial assets {continued)
The Group has the following non-derivative financial assets: loans and receivables, cash and cash equivalents.

Loans and receivables

Loans and receivables are financial assets with fixed or determinable payments that are not quoted in an active
market. Such assets are recognised initially at fair value plus any directly attributable transaction costs.

Subsequent to initial recognition loans and receivables are measured at amortised cost using the effective interest
method, less any impairment losses.

Loans and receivables comprise trade and other receivables.

Cash and cash equivalents comprise cash balances and call deposits with original maturities of three months or
less. Bank overdrafts that are repayable on demand and form an integral part of the Group’s cash management are
included as a component of cash and cash equivalents for the purpose of the statement of cash flows.

The Group initially recognises debt securities issued and subordinated liabilities on the date that they are originated.
All other financial habilities (including liabilities designated at fair value through profit or loss) are recognised initially
on the trade date at which the Group becomes a party to the contractual provisions of the instrument. The Group
derecognises a financial liability when its contractual obligations are discharged or cancelled or expire. Financial
assets and liabilities are offset and the net amount presented in the staterment of financial pesition when, and only
when, the Group has a iegal right to offset the amounts and intends either to settle on a net basis or to realise the
asset and settle the liability simultaneously.

The Group has the following non-derivative financial Hiabilities: trade and other payables, loans and berrowings.
Such financial liabilities are recognised initially at fair value plus any directly attributable transaction costs.
Subsequent to initial recognition these financial liabilities are measured at amortised cost using the effective
interest rate method.

Share capital
Ordinary shares

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of ordinary shares and
share options are recognised as a deduction fram equity, net of any tax effects.

Preference share capital

Preference share capital is classified as equity if it is non redeemable, or redeemable only at the Group's option,
and any dividends are discretionary. Dividends thereon are recognised as distributions within equity upon
declaration by the directars.

Preference share capital is classified as a liability if it is redeemable on a specific date or at the option of the
shareholders, or if dividend payments are not discretionary. Dividends thereon are recognised as interest expense
in profit or loss as accrued.

Repurchase of share capital

When share capital recognised as equity is repurchased, the amount of the consideration paid, which includes
directly attributable costs, net of any tax effects, is recognised as a deduction from equity. Any premium or
discount to par value is shown as an adjustment to retained earnings.

15




Appen Holdings Pty Limited & its controlled entities

Notes to the consolidated financial statements (continued)
For the year ended 31 December 2012

(e)
{iv)

L)

(9)

(il

Significant accounting policies {continued)

Financial instruments {continued)

Derivative financial instruments

The Group holds derivative financial instruments to hedge its fareign currency exposures. Derivatives are
recognised initially at fair value; attributable transaction costs are recognised in profit or loss as incurred.

Hedge accounting is not applied to derivative instruments that economicaliy hedge monetary assets and liabilities
denominated in foreign currencies. Subsequent to initial recognition, derivatives are measured at fair value.
Changes in the fair value of such derivatives are recognised in profit or loss as part of foreign currency gains and
losses.

Intangible assets

Licence & database products

Licence & database products are capitalised at the direct cost or net realisable value. Net realisable value is the
estimated selling price in the ordinary course of business, less the estimated costs of maintenance (re-packaging or
additional data} and selling expenses.

The capitalised costs of licence & database products include direct costs of internal staff, services purchased from
overseas’ field partners, and supporting software acquired from a third party supplier.

The intangible assets are amortised on a diminishing value basis, based on the useful life of the asset.

Impairment

The carrying amounts of the Group's assets, other than deferred tax assets (see accounting policy (b)), are
reviewed at each reporting date to determine whether there is any indication of impairment. If any such indication
exists, the asset's recoverable amount is estimated.

An impairment loss is recognised whenever the carrying amount of an asset or its cash-generating unit exceeds its
recoverable amount. Impairment losses are recognised in the statement of comprehensive income, unless an asset
has previously been revalued, in which case the impairment loss is recognised as a reversal to the extent of that
previous revaluation with any excess recognised through profit or loss.

Impairment losses recognised in respect of cash-generating units are allocated first to reduce the carrying amount
of any goodwill allocated to cash-generating units (group of units} and then, to reduce the carrying amount of the
other assets in the unit (group of units) on a pro rata basis.

Calculation of recoverable amount

The recoverable amount of the Group's receivables carried at amortised cost is calculated as the present value of
estimated future cash flows, discounted at the original effective interest rate (i.e., the effective interest rate
computed at initial recognition of these financial assets). Receivables with a short duration are not discounted.

Impairment of receivables is not recognised until objective evidence is available that a loss event has occurred.
Significant receivables are individually assessed for impairment. Impairment testing of significant receivables that
are not assessed as impaired individually is performed by placing them into portfolios of significant receivables with
similar risk profiles and undertaking a collective assessment of impairment. Non-significant receivables are not
individually assessed. Instead, impairment testing is performed by placing non-significant receivables in portfolios
of similar risk profiles, based on objective evidence from historical experience adjusted for any effects of conditions
existing at each balance date.

The recoverable amount of other assets is the greater of their fair value less costs to sell and value in use. In
assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks specific to the
asset. For an asset that does not generate largely independent cash inflows, the recoverable amount is determined
for the cash-generating unit to which the asset belongs.
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(g
{ii}

{h)
()

{ii)

(i)

{i)

Significant accounting policies {continued)

Impairment {continued)

Reversal of impairment

impairment losses, other than in respect of goodwill, are reversed when there is an indication that the impairment
loss may no longer exist and there has been a change in the estimate used to determine the recoverable amount.

An impairment loss in respect of goodwill is not reversed.

An impairment loss in respect of a receivable carried at amortised cost is reversed if the subsequent increase in
recoverable amount can be related objectively to an event occurring after the impairment loss was recognised.

An impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed the carrying
amount that would have been determined, net of depreciation or amortisation, if no impairment loss had been
recognised.

Property, plant and equipment

Owned assets

ltems of property, plant and equipment are stated at cost or deemed cost less accumulated depreciation {see
below) and impairment losses (see accounting policy (g)).

Where parts of an item of property, plant and equipment have different useful lives, they are accounted for as
separate items of property, plant and equipment.

Subsequent costs

The Group recognises in the carrying amount of an item of property, plant and equipmeant the cost of replacing part
of such an item when that cost is incurred if it is probable that the future economic benefits embodied within the
itern will flow to the Group and the cost of the item can be measured reliably. All other costs are recognised in the
statement of comprehensive income as an expense as incurred.

Depreciation
Depreciation is charged to the statement of comprehensive income on straight-line or diminishing value basis over
the estimated usefut lives of each part of an itern of property, plant and equipment,

The estimated useful lives for the current and comparative years are as follows:

¢ |T & Audio Eguipments 1-4 vyears
* Fixtures and fittings 3-13 years
¢ | easehold improvements 7 -10 years
* Motor vehicles 8 years

The residual value, the useful life and the depreciation methed applied to an asset are reassessed at least annually.

Provisions

A provision is recognised in the statement of financial position when the Group has a present legal or constructive
obligation as a result of a past event, and it is probable that an outflow of economic benefits will be required to
settle the obligation. If the effect is material, provisions are determined by discounting the expected future cash
flows at a pre-tax rate that reflects current market assessments of the time value of money and, where
appropriate, the risks specific to the liability.
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{

(k)

{i)

{ii)

(k}
(iii)

fiv)

Significant accounting policies {continued)

Lease payments

Payments made under operating leases are recognised in profit or loss ¢n a straight line basis over the term of the
lease. Lease incentives received are recognised as an integral part of the total lease expense, over the term of the
lease.

Employee benefits
Defined contribution plans

Obligations for contributions to defined contribution pension plans are recognised as an expense in the statement
of comprehensive income as incurred.

Long-term service benefits

The Group’s net cbligation in respect of long-term service benefits, other than pension plans, is the amount of
future benefit that employees have earned in return for their service in the current and prior periods including
related on-costs.

Employee benefits

Wages, salaries, annual leave and non-monetary benefits

Liabilities for employee benefits for wages, salaries and annual leave that are expected to be settied within 12
months of the reporting date represent present obligations resulting from employeas’ services provided to
reporting date, are calculated at undiscounted amounts based on remunaration wage and salary rates that the
Group expects to pay as at reporting date including related on-costs, such as superannuation, workers
compensation insurance and payroll tax. Non-accumulating non-monetary benefits, are expensed based on the net
marginal cost to the Group as the benefits are taken by the employees.

Share-based payments
The grant-date fair value of share-based payment awards granted to employees is recognised as an employee

expense, with a corresponding increase in equity, over the period that the employees unconditionally become
entitled to the awards.

The fair value of the amount payable to employees in respect of share-based payments that are settled in cash, is
recognised as an expense with a corresponding increase in liabilities, over the pericd that the employees
unconditionally become entitled to payment. The liability is remeasured at each reporting date and at settlement
date. Any changes in the fair value of the liahility are recognised as personnel expense in profit or loss.
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3  Significant accounting policies (continued)

{l Goods and services tax
Revenue, expenses and assets are recegnised net of the amount of goods and services tax {(GST), except where
the amount of GST incurred is not recoverable from the taxation authority. In these circumstances, the GST is
recognised as part of the cost of acquisition of the asset or as part of the expense.

Receivables and payables are stated with the amount of GST included. The net amount of GST recoverable from,
or payable to, the ATO is included as a current asset or liability in the staterment of financial position.

Cash flows are included in the statement of cash flows on a gross basis. The GST compenents of cash flows
arising from investing and financing activities which are recoverable from, or payable to, the ATO are classified as
operating cash flows.

{m) Expenses
Net financing costs

Net financing costs comprise interest paid to bank & preference sharehclders recognised in the statement of
comprehensive income.

Interest income is recognised in the statement of comprehensive income as it accrues, using the effective interest
method.

(n) New standards and interpretations not yet adopted
The following standards, amendments to standards and interpretations have bean identified as those which may
impact the entity in the period of initial application. They are available for early adoption at 31 December 2011, but
have not been applied in preparing this financial report.

* AASB 9 Financial Instruments includes requirements for the classification and measurement of financial assets
resulting from the first part of Phase 1 of the project te replace AASB 139 Financial Instruments: Recognition
and Measurement. AASB 9 will become mandatory for the Group's 30 June 20186 financial statements. The
Group has not yet determined the potential effect of the standard.
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4 Revenue

in AUD
Contract service income
Licence & database income

5 Other income

In AUD

Export development grant
Rental income

Net foreign exchange gains
Other income

Consolidated

12 months to

18 months to

December 2012 December 2011

31,903,470 29,252,803
1,365,572 2,368,090
33,269,042 31,620,893

Consolidated

12 months to

18 months to

December 2012 December 2011

6 Auditor's remuneration and other professional fees

In AUD

Auditor:

Auditors of the Group: KPMG
Audit and review of financial reports
Due diligence services

Taxation compliance and advisory services

7 Employee expenses

n AUD

Wages and salaries
Contributions to defined
contribution superannuation funds

Increase / (decrease) in employee liabilities

Directors' salaries

Directors' superannuation
Payroll tax

Share-based payment expense
Other personnel expenses

- 24,405
45,454 52,387
146,318 229,896
4,602 32,693
191,374 339,381
Consolidated

12 menths to

18 months to

December 2012 December 2011

70,950

63,540

60,000
35,000
25170

Consolidated

12 months to

18 months to

December 2012 December 2011

9,855,287 10,635,709
630,750 770,817
25,409 154,705
578,662 833,443
28,841 41,454
513,330 665,186
344,494 287,009
135,399 182,187
12112172 13,477,510
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8 Net financing income / (costs)

Consolidated
in AUD 12 months to 18 months to
December 2012 December 2011

Interest income 169,248 110,775

Financial income 159,248 110,775

Interest expense-Dividend's on

Preference Shares {631,311) {(552,978)
Interest expense- Other {169,439} {34,559)
Financial expenses {800,750} (587,537}
Net Financing income / {costs) (641,502) (476,862)

9 Income tax
Consolidated
12 months to 18 months to
In AUD December 2012 December 2011

(a} Income tax expense
Recognised in the statement of comprehensive
Current tax expense

Current year 1,357,349 1,639,341
Deferred tax expense

Origination and reversal of temporary differences (234,089} (501,516}
Total income tax expense in statement of comprehensive income 1,123,260 1,137,825

Numerical reconciliation between tax expense and pre-tax net profit

(Loss)/profit before tax (802,526) 3,364,423
Prima facie income tax expense/(henefit) calculated at 30% on the profit

from ordinary activities (240,758) 1,009,327
Increase / (decrease) in income tax expense due to:

Effect of tax rate in foreign jurisdiction 105,215 66,760
Non-deductible expenses 1,643,651 449,183
Other deductible expenses {46,095) (130.382)
R & D tax concession {238,654 (257,083)
Income tax expense on pre-tax net profit 1,123,360 1,137,825
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10 Acquisition of subsidiary

11

In the prior year, on 10 March 2011, Appen Butler Hill Inc {formerly Appen Speech and Language Technology Inc)
purchased the business of Butler Hill Group LLC.

The following summarises the major classes of consideration transferred, and the recognised amouints of assets
acquired and liabilities assumed at the acquisition date:

Consideration transferred AUD

Cash 3,439,804

Equity instruments issued 491,401

Contingent consideration - cash 4 673,154

Contingent consideraticn - equity settled 2,333,657
10,938,016

Equrty instruments issued

The fair value of the ordinary shares issued was based on the share price of the Company as at 10 March 2011 of
$2.23 per share.

Contingent consideration

The Group has agreed to pay the selling shareholder additional consideration of $US7,500,000 over the next five

vears if the EBITDA in respect of revenue derived from certain customers ovar each of the next five years exceeds
SUSD 4,000,000,

Goodwill
Goedwill was recognised as a result of the acquisition as foliows:

Total consideration transferred 10,838,016
Fair value of identifiable net assets 4,749,631
6,188,385

Acquisition related costs

The Group incurred acquisition related costs retated to external legal fees and due diligence costs. The legal fees
and due diligence costs have been included in administrative expenses in the Group's consolidated statement of
comprehensive income.

Cash and cash equivalents
Consolidated

in AUD 2012 2011

Bank balances 1,139,301 1,607,202

Deposits at call 81,765 1,526,353

Cash on hand 2,358 299

Cash and cash equivalents in the statements of cash flows 1,223,424 3,033,854
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12 Trade and other receivabies

Consolidated

in AUD 2012 2011
Current
Trade receivables 7,133,181 5,488,838
Work-in-progress 1,603,073 1,761,303
GST receivable 23,469 22,488
Other receivables and prepayments 129,098 79,339

8,788,821 7,351,968
Trade receivables are shown net of impairment losses of $891 (2011: $897).

13 Other investments, including derivatives
Consolidated
in AUD 2012 2011
Derivatives - foreign exchange contracts - 163,072
- 163,072

14 Current tax and deferred tax assets and liabilities

Current tax asset / liability

The current tax payable for the Group of $153,990 {2011: $250,046) represents the amount of income tax to be

paid in respect of the current pericd.

Deferred tax assets and liabilities
Recognised deferred tax assets and liabilities
Deferred tax assets and liabiiities are attributable to the following:
Consolidated

2012 2011
Assets Liabilities Assets Liabilities
Debtors - (36,773} - -
Property, plant and equipment 13,498 - - (16,429)
Intangible assets 249,140 - 347,346 -
Work in progress - {(450,922) - {528,391)
Foreign currency revaluation 65,903 - 16,124 -
Employee entitlement 532,171 - 267,619 -
Accruals 36,339 - 86,387 -
Audit and other professional fees 36,713 - 29,682 -
Borrowing costs 886 - 1,389 -
Other 20,203 - 34,713 -
Total: 954,853 {487,695} 782,260 (544,890)
Net Deferred Tax Assets / (Liabilities) 467,168 - 237,370 -
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15 Property, plant and equipment
Consolidated

in ALD 2012 2011

IT equipment

At cost 648,359 599,775
Accumulated depreciation (573,534) (456,166}
Net book value 74,826 103,609
Audio Equipment

At cost 243,440 232,235
Accumulated depreciation (173,203} {146,386}
Net book value 70,237 85,849

Furniture & fixtures

At cost 136,162 132,147
Accumulated depreciation {74,988) (66,8486)
Net book value 61,174 65,301

Leasehold improvements

At cost 219,820 206,810
Accumulated depreciation (70,244) {34,436)
Net book value 149,576 172,374
Make Good

At cost 81,088 77,940
Aceurnulated depreciation (29,099) (12,990)
Net book value 51,959 64,950
Total net book value 407,772 492,084
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16 Intangible assets
Consolidated

in AUD 2012 2011
Goodwill

At cost 6,688,999 6,188,385
Contracts

At cost 2,026,297 2,026,297
Accurmnulated amortisation (761,143} {328,649}
Net hook value 1,265,154 1,697,648

Licence & database

At cost 2,331,666 2,177,546
Accumulated amortisation {2,113,526) {1,800,5086)
Net book value 218,140 377,040
Patents

At cost 245,046 243,415
Accumulated amortisation {222,910} {221,682}
Net book value 22,136 21,732

internal software

At cost 80,030 76,124
Accumulated amortisation (35,829} (14,163}
Net book value 44,201 61,961

Appen Holdings Formation costs

At cost 45,638 50,834
Accumulated amortisation (27,323) (22,427}
Net book value 18,215 28,407

Appen Inc. Formation costs

At cost 35,729 5,441

Accumulated amortisation (10,861) {1,528}
Net bock value 24,868 3,913
Total net book value 8,281,713 8,379,086
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17 Trade and other payables

in AUD

Trade payables

Trade payables

Unearned income

GST pavable

Derivatives - foreign exchange contracts
Other payables and accrued expenses

Consolidated

Other payables
Current
Contingent consideration

Non-current
Contingent consideration

18 Employee benefits

Current
Liability for annual leave
Liability for long service leave

Non-current
Liability for long service leave

2012 2011
1,738,555 1,188,520
894,210 276,885
161 100

29,061 -
2,492 636 1,830,118
4,354,623 3,295,693
4,769,238 3,479,621
4,769,238 3,479,621
1,902,424 1,193,629
1,802,424 1,193,629
Consolidated

2012 2011
372,151 301,862
88,947 67,149
461,098 368,811
155,185 110,105
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19

20

Loans and borrowings
Consolidated

2012 2011
Current
Redeemable preference shares - 5,700,000
Bank loan 781,220 503,193
781,220 6,203,193
Non-current
Bank loan 723,494 628,900

3,700,000 redeemabie preference shares were issued on 23 October 2009. A further 507.843 and 943,137 were
issued on 13 January 2011 and 12 October 2010, respectively. All preference shares were converted to ordinary
shares on 27 July 2012,

Holders of preference shares are entitled to receive cumulative preference dividends at a rate of 8% per annum
and are entitled to voting rights at shareholders meetings.

in the event of winding up of the Company, Preference shareholders rank above all ather shareholders and
creditors. Preference shares are classified as equity for taxation purposes.

Issued capital

Number of Shares on Issue: Consolidated
In AUD 2012 2011 2012 201
$ $
Ordinary shares 7,475,412 2,324,432 6,191,891 491,891
Management shares 1,431,096 1,375,043 1,801,793 1,677,283
8,908,508 3,699,475 7,893,684 2,169,174

Holders of Ordinary shares are entitled to receive dividends as declared from time to time and are entitled to
voting rights at shareholders meetings.

Holders of Management shares are entitled to receive dividends as declared from time to time but are not entitled
to vote at shareholders meetings.

Reserves

Common controf reserve 1,416,429 1,416,429

Share-based payment reserve

The share based payments reserve represents the grant date fair value of share-based payment awards granted to
employees of the group, recognised over the period that the employees become unconditicnally entitled to the
award.

Other equity
Other equity represents the equity settled portion of contingent consideration.
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20 Issued capital (continued)

Dividends
Dividends recognised in the current period by the Company are:

In AUD Cents per share Total amount Franked /
2012 Unfranked
Interim ordinary 886 332,602 Franked
Interim ordinary 5.61 210,831 Franked
interim ordinary 886 456,188 Franked
tnterim ordinary 5.61 500,000 Franked
Interim ordinary 11.23 1,000,000 Franked
Total amount 2,499,621

Franked dividends declared or paid during the year were 100% franked.

No dividends were proposed by the directors subsequent to year end.

Dividend franking account

Date of payment

31 March 2012
29 June 2012

15 August 2012
15 August 2012

1 November 2012

Consolidated

in AUD 2012

30 per cent franking credits available 707.900

2011
1,732,459

The above available amounts are based on the balance of the dividend franking account at year-end adjusted for

franking credits that will arise from the payment of the provision for income tax.

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

dividends.
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21 Note to the statement of cash flows

in AUD

Profit/{loss) for the pericd
Adjustments for;

Depreciation and amgrtisaticn

Net foreign exchange loss/(gain) - unreatised

Unrealised fair value movement - contingent consideration

Equity settled share-based payment expense

Loss / {gain} on disposal of property, plant and equipment

Interest income

Interest expense

incorme 1ax expense

Operating profit before changes in working capital and provisions

{Increase) / dacrease in trade and other receivables
(Increase) / decrease in investments

(Increase) / decrease in deferred tax assets
increase / (decrease) in trade and other payables
increase / (decrease} in employee benefits
Increase / (decrease) in current tax liahilities

Cash generated from operations

interest received

Interest paid

income taxes paid

Net cash from operating activities

22 Consolidated entities

Name Country of Class of share

incorporation
Parent entity
Appen Holdings Pty Ltd Australia

Controfied entities

Appen Butler Hill Pty Limited Australia Ordinary
Appen Butier Hili Inc. USA Ordinary
Appen (Eurcpe} Limited UK Ordinary
Appen {Hong Kong) Limited Hong Kong Ordinary

29

Consolidated

12 months to

18 months to

December 2012 December 2011

(1,925,786) 2,226,598
911,601 1,121,388
219,677 198,542

3,378,493 -

344,494 287,009
1,849 32,852
{159,248} {110,775}
169,440 34,660

1,123,260 1,137,825

4,063,780 4,928,099

(1,436,8b3) {1,161,954)
(163,072} {179,447)
229,788 22,820

1,624,245 712,862

50,976 103,265
{96,057) (297,166)

4,272,807 4,128,479
169,248 110,775
{169,439) (34,660}

{1,449,106) {1.412171)

2,813,610 2,792,423

Ownership interest

2012
%

160%
100%
100%
100%

2011
%

106%
100%
100%
10C6%
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23

24

25

Parent entity disclosures

in AUD

Result of the parent entity

Profit/(loss) for the period

Other comprehensive income

Total comprehensive income for the period

Financial position of parent entity at year end

Current assets
Total assets

Current liabilities
Total habilities

Total equity of the parent entity comprising of:

Issued capital

Share-based payments reserve
Other equity

Accumulated losses

Total equity

Subsequent events

Consolidated

2012 201
{(2,696,300) 92,427}
{2,596,300) {92,427)
3,873,362 224,921
15,274,214 11,269,462
4,729,544 6,675,253
5,453,038 7,304,153
7,993,684 2,169,174
631,503 287,009
2,333,657 2,333,657
(1,137,668) (824,531)
9,821,176 3,965,309

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 which likely, in the opinion of the directors of the Company,
to affect significantly the operations of the Group, the results of those operations, or the state of affairs of the

Group, in future financial years.

Operating leases

Leases as lessee

Non-cancellable operating lease rentals are payable as follows:

In AUD
Less than one year
Between one and five years

Consolidated

2012 2011
345,383 354,522
1,115,822 1,596,352
1,461,205 1,960,874

The Group leases an office premises under an operating lease. The lease runs for a period of 6 years, with an

option to renew the lease after that date.

During the year ended 31 December 2012 $297,429 was recognised as an expense in the income statement in
respect of operating leases (2011: $5685,018 for the 18 months to 31 December 2011}




Appen Holdings Pty Limited & its controlled entities
Directors' declaration

in the opinion of the directors of the Company:

{a} The Company is not a reporting entity:

{b) The financial staterents and notes, set out on pages 6 to 30:

(i} give atrue and fair view the Group's financial position as at 31 December 2012 and of its performance
for the year ended on that date in accordance with the statement of compliance and basis of
preparation described in Note 2; and

]

(i) comply with Australian Accounting Standards and other mandatory financial reporting requiremnents to
the extent described in Notes 2 and 3.

{c) There are reasonable grounds to believe that the Company and Group entities identified in Note 22 will be
able to pay their debts as and when they become due and payable.

Signed in accordance with a resolution of directors.

s o0

Chris Vonwiller
Director

Sydney
7 LApril 2013
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Independent audit report to the members of Appen Holdings Pty Limited
Report on the financial report

We have audited the accomganying financial report, being a special purpose financial report, of
Appen Holdings Pty Limitad (the Company), which comprises the consolidated statement of
financial position as at 31 December 2012, and the consolidated statement of comprehensive
income, consolidated statement of changes in equity and consolidated statement of cash flows
for the year ended on that date, notes 1 to 25 comprising a summary of significant accounting
policies and other explanatory information, and the directors’ declaration of the Group
comprising the Company and the entities it controiled at the year’s end or from time to time
during the financial year.

Directors’ responsibility for the financial report

The directors of the Company are responsible for the preparation of the financial report that
gives a true and fair view and have determined that the basis of preparation described in Notes
1 10 3 to the financial report is appropriate to meet the requirements of the Corporations Act
2001 and is appropriate to meet the needs of the members. The directors’ responsibility alsc
includes such internat control as the directors determine necessary to enable the preparation of
a financial report that is free from material misstatement, whether due to fraud or error.

Auditor's responsibility

Our responsihility is to exprass an opinion on the financial report based on our audit. We
conducted our audit in accordance with Australian Auditing Standards. These Auditing Standards
require that we comply with relevant ethical requirements relating to audit engagements and
plan and perform the audit to obtain reasonable assurance whether the financial report is free
from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial report. The procedures selected depend on the auditer’s judgement,
including the assessment of the risks of material misstatement of the financial report, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity's preparation of the financial report that gives a true and fair view in order
to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by the directors, as welt as evaluating the overall presentation of
the financial report.

These procedures have been undertaken to form an opinion whether, in all material respects,
the financial report is presented fairly in accordance with the basis of accounting described in
Notes 1 to 3 io the financial statements so as to present a true and fair view which is consistent
with our understanding of the Group’s financial position, and of its performance.

We believe that the audit evidence we have cbtained is sufficient and appropriate to provide a
basis for cur audit opinion.

KPMG, an Australian partnership and a member

firm of the KPMG netwdi of independent member

firms affiliated with KPMG International Cooperative  Liability limited by a scheme approved under
(‘KPMG International'), a Swiss entity. Professional Standards Legislation.
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independent audit report to the members of Appen Holdings Pty Limited (continued)

Report on the financial report {continued)

independence

In conducting our audit, we have cormplied with the independence reguirements of the
Corporations Act 2001.

Auditor’'s opinion

In our opinion the financial report of the Group is in accordance with the Corporations Act 2001,
including:

{a) giving a true and fair view of the Group's financial position as at 31 December 2012 and of its
perfermance for the year ended on that date in accordance with the accounting policies
described i Notes 2 and 3;

(b} complying with Australian Accounting Standards to the extent described in Note 2 and the
Corporations Regulations 20071.

Basis of Accounting

Without modifying our opinion, we draw attention to Note 2 to the financial report, which
describes the basis of accounting. The financial report has been prepared for the purpose of
fulfilling the directors’ financial reporting responsibilities under the Corporations Act 2001. As a
result, the financial report may not be suitable for another purpose.

Je A #-

KPMG

Carlo Pasqualini
Partner

Sydneay
26 April 2013
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