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SomnoMed Limited

Year ended 30 June 2015
Results for Announcement to the Market

2015 2014
Revenue from Increase by Increase by
. o to 34,437,903 30,274,596
ordinary activities $4,163,307 13.8% $ $
Revenue from
| |
ordinary activities and o1 rzegj%g{ hbieA by | 1o | $34,585,615 | $30,301,034
interest revenue ' ' ’
Profit from ordinary
o Increased b Increased b
activities after tax $191 363 y 47 1% y to $597,224 $405,861
attributable to members ' '
Profit from ordinary
Increased b Increased b
activities before tax y Y | to | $746,846 $404,024

attributable to members

$342,822

84.9%

Additional dividend/distribution information
Details of dividends/distributions declared or paid during or subsequent to the year ended

30 June 2015 are as follows:

Dividends/distributions

Amount per security

Franked amount per
security

Final dividend

Nil

Nil

Interim dividend

Nil

Nil

The Board has resolved that no dividend will be paid for the year ended 30 June 2015.

Record date for determining entitlements to the dividend

| N/A




Review of the financial year 2015

The financial year 2014/15 finished with total sales of 51,355 MAS units, 18.2% higher than in the
previous year. The year finished on a positive note with growth of 21.2% in Q4, after an
unexpected drop in sales in Q3, due to inclement weather in the North East of the USA and
Canada.

New sales records were reached during the year in all three geographic regions. US direct sales
grew by 23.7% during the past financial year, reflecting the impact of new products which were
launched during the year and the positive impact of our various medical initiatives. European sales
grew by 17.3%, with 6 new markets (Finland, UK, Ireland, Spain, Portugal and Italy) entered during
the year. Some of these new markets needed more time than expected to achieve regulatory
approvals, hire competent staff and therefore commence operations. During the second half of
2014/15 launch operations were completed in all the new European markets and expectations are
that those markets will follow the positive trends seen in the “emerging markets” of Norway and
Belgium, which were opened about two years ago. Sales volume grew in the APAC region by
13.6%. The majority of APAC sales are concentrated in Australia, where growth was 9.6% for the
year, reflecting some limitations due to the lack of reimbursement for COAT ™. Other countries in
the APAC region include Japan, where sales grew by 30.7%, South Korea with sales growth of
34% was achieved and South East Asia, where sales increased by 35.1% during the year.

The expansion of our product line, combined with the geographic expansion which took place over
the last two years, has proven to be successful. Sales trends in all regions are positive and augur
well for the financial year 2016.

Insurance contracts recently entered into by SomnoMed in the US, Holland and Germany indicate
a positive shift in the reimbursement landscape and an emerging managed care business, which
should allow the company to generate margins and net income from non-device revenues in the
future. SomnoMed has historically recognized such revenue on a net basis only and not on the full
proceeds received from the insurer. As a result of its medical initiative, insurers are requesting
SomnoMed to provide the services for a full treatment process of a patient, whereby medical
insurers fully outsource this treatment to SomnoMed. In such cases SomnoMed receives revenue
for supplying the treatment package consisting of a COAT device, dental service fee for initial
consultation, fitting the SomnoDent® device, a follow up dental visit and full patient management
and at the same time incurs additional expenditure in generating that revenue.

The Directors believe a more appropriate treatment of revenues, given the changing nature of the
business and reviewing the relevant contracts, is to record the gross amount received from the
insurance company as sales revenue and to reflect this under managed care revenues, with the
associated costs of providing these services treated as cost of goods sold. During the year total
non-device revenues exceeded $5 million. Revenues of $34.44 million were generated for
2014/15, against restated revenues of $30.27 million in the previous year, representing a growth
year on year of 14%. MAS revenues were 84% of the total revenues in 2014/15 (2013/14 -
83.0%).The directors believe this treatment will result in providing more relevant and reliable
financial reporting, given the changing nature of the company’s business. Prior period revenues
and cost of goods sold have been adjusted and restated to be consistent with the current year’s
revenue recognition treatment based on the terms of the contracts with insurers.

SomnoMed generated an unaudited EBITDA of $870,000 (as adjusted) in 2014/15, 17.1% below
the $1.05 million generated in the previous year. Factors influencing the result were a 2,000 to
3,000 unit gap in Q3, following the closure of dental practices during several winter storms and
generally adverse conditions in January and February in the US and Canada. The loss of margin
attributable to this was in the order of $850,000 to $1.25 million. Also impacting on the result were
significant increases in regional sales & marketing and finance & administration expenses. These



were linked to the expansion into new markets, the strengthening of our sales forces and
marketing departments and costs relating to the launch of several new products during the year.
Over the last two years executives and staff employed in marketing & sales departments in our
regions grew from just 17 people to 48. This expansion is now complete with future growth in
volume and revenues expected to grow at a significantly greater rate than the sales & marketing
and other administration and corporate expenses.

The average net sales price of our SomnoDent® devices was $607, which was $32 lower than in
the previous year, reflecting the quick uptake of our new mid-price products in the US. Gross
margin generated on the sale of SomnoDent® devices during the financial year increased from
67% to 68%, underlining an ability to achieve a similar gross margin on mid-price products
achieved on the Signature-line of products. Expected volume increases in the financial year 2016
and beyond should allow the Company to maintain or improve on the gross margin achieved in
2014/15.

The geographic split of our business unit sales has not changed significantly year on year. North
America’s share grew by 1% to 54% of total sales, Europe remained at 36% and APAC reduced
slightly to 10%.

There were many achievements during the last financial year. Standing out are the FDA approvals
granted for our new DentiTrac® compliance control system and for the new SomnoDent® Herbst
Advance®, SomnoDent® Air and Air+® and SomnoDent Fusion® devices in June 2015. Our website
was completely reworked and launched, internet based education seminars were introduced and
the expansion of our factory to a capacity of 100,000 units was completed. We entered six new
countries, increased our share in our French company from 65% to 93% through the capitalization
of loans and in June 2015 the restructuring of the loss-generating French operation was
completed.

During the year SomnoMed also entered into additional contracts with insurers in the US, Holland
and Germany. These contracts are different to those previously entered into, as they give
SomnoMed control and responsibility for the treatment package, including the dental service fee
and an income for the management of patients. This, we believe, is an expression of the increasing
desire of insurers to use COAT" but at the same time seek a fixed price commitment, covering the
total treatment, instead of dealing with a growing number of dentists charging a wide range of
prices for the provision of an MAS device. In July 2015 SomnoMed acquired the remaining of 50%
of SMH Biomaterial AG, the owner of our proprietary B-Flex lining material.

Pre-tax profits grew by 84.9% in the financial year 2014 to $747,000 and profits after tax increased
by 47.1% to $597,000. SomnoMed finished the year with a cash balance of $8.3 million and is
confident of having sufficient cash reserves to continue with its on-going expansion in the
upcoming year.

The Board is confident the company will continue its strong growth in the years ahead and is
pleased to provide guidance for the 2015/16 financial year as outlined below:

Volume — 62,000 MAS units (+20%)
Revenues — $42.0 million (+22%)
MAS GM  — 69% (+1%)

EBITDA  — $3 million (+345%)



SomnoMed Limited

Preliminary Consolidated Statement of Profit or Loss and Other Comprehensive

Income
for the year ended 30 June 2015

Revenue from sale of goods and services, net of discounts
Cost of sales

Gross margin

Sales and marketing expenses

Administrative expenses

Operating profit before corporate, research and business
development expenses, other items of revenue and expenses and
income tax

Corporate, research and business development expenses
Revenue from investment activities

Net fair value gain on contingent consideration payable
Share based payments

Depreciation and amortization

Loss on disposal of fixed assets

Impairment of goodwill

Interest expense

Unrealised foreign exchange loss

Operating profit before income tax

Income tax expense attributable to operating profit
Operating profit after income tax for the year

Other comprehensive income

Items that may be reclassified subsequently to profit or loss
Foreign exchange translation difference for foreign operations

Other comprehensive income for the year, net of tax
Total comprehensive income for the year attributable to the
owners of SomnoMed Limited

Profit for the year is attributable to:
Non-controlling interest

Owners of the parent

Total comprehensive income for the year attributable to:
Non-controlling interest
Owners of SomnoMed Limited

Earnings per share attributable to the owners of
SomnoMed Limited (Note 10)

Basic earnings per share (cents per share)
Diluted earnings per share (cents per share)

* Refer Note 15

The above statement should be read in conjunction with the consolidated notes.

2015 2014
$ $
restated*
34,437,903 30,274,596
(14,945,647) (13,464,809)
19,492,256 16,809,787
(9,496,185) (7,637,237)
(6,414,265) (5,474,861)
3,581,806 3,697,689
(2,711,468) (2,648,325)
147,712 26,438
782,445 -
(199,802) (125,003)
(629,815) (609,657)
- (16,486)
(187,068) -
(19,073) (12,748)
(66,744) (81,417)
697,993 230,491
(164,232) (15,535)
533,761 214,956
963,670 (182,131)
963,670 (182,131)
1,497,431 32,825
(63,463) (190,905)
597,224 405,861
533,761 214,956
(63,463) (190,905)
1,560,894 223,730
1,497,431 32,825
1.26 0.95
1.20 0.92



SomnoMed Limited

Preliminary Consolidated Statement of Financial Position

as at 30 June 2015

ASSETS

Current Assets

Cash and cash equivalents
Trade and other receivables
Inventory

Total Current Assets

Non-Current Assets
Property, plant and equipment
Intangible assets

Deferred tax asset

Total Non-Current Assets
Total Assets

LIABILITIES

Current Liabilities

Trade and other payables
Provisions

Current tax provision

Contingent consideration payable
Total Current Liabilities

Non-Current Liabilities

Trade and other payables
Provisions

Contingent consideration payable
Total Non-Current Liabilities
Total Liabilities

Net Assets

EQUITY

Issued capital
Reserves
Accumulated losses

Equity attributable to owners of SomnoMed Limited

Non-controlling interests
Total Equity

The above statement should be read in conjunction with the consolidated notes.

2015 2014

$ $
8,305,556 2,944,888
7,179,634 5,495,228
1,292,930 964,984
16,778,120 9,405,100
2,104,721 1,250,524
5,881,225 6,092,389
2,986,551 2,394,617
10,972,497 9,737,530
27,750,617 19,142,630
3,882,030 3,324,963
803,068 603,220
304,364 222,452
481,625 585,475
5,471,087 4,736,110
86,976 131,795
106,622 59,856
577,950 1,645,167
771,548 1,836,818
6,242,635 6,572,928
21,507,982 12,569,702
33,705,941 26,464,894
3,566,396 2,402,924
(15,932,383) (16,529,607)
21,339,954 12,338,211
168,028 231,491
21,507,982 12,569,702




SomnoMed Limited

Preliminary Consolidated Statement of Changes in Equity
for the year ended 30 June 2015

Balance at 1 July 2013

Acquisition of subsidiary (Refer
Note 13)

Profit after income tax expense
for the year

Other comprehensive income
for the year, net of tax

Total comprehensive income for
the year

Allocation from accumulated
losses

Investment payback

Transactions with owners in
their capacity as owners:

Shares issued during the period

Share option reserve on
recognition of remuneration
options

Balance at 30 June 2014

Balance at 1 July 2014

Profit after income tax expense
for the year

Other comprehensive income
for the year, net of tax

Total comprehensive income for
the year

Transactions with owners in
their capacity as owners:

Shares issued during the period

Share issuance costs

Share option reserve on
recognition of remuneration
options

Balance at 30 June 2015

Issued Accumulated Owners of an-
Capital Reserves Losses arent controlling Total
P P interest
$ $ $ $ $ $
26,067,022 2,431,879 (17,097,069) 11,401,832 170,890 11,572,722
- 53,062 184,576 237,638 299,370 537,008
- - 405,861 405,861 (190,905) 214,956
- (182,131) - (182,131) - (182,131)
- (182,131) 405,861 223,730 (190,905) 32,825
- 22,975 (22,975) - - -
- (47,864) - (47,864) (47,864) (95,728)
397,872 - - 397,872 - 397,872
- 125,003 - 125,003 - 125,003
26,464,894 2,402,924 (16,529,607) 12,338,211 231,491 12,569,702
Issued Accumulated Owners of Non-
Capital Reserves Losses parent controlling Total
$ $ $ $ interest $
$
26,464,894 2,402,924 (16,529,607) 12,338,211 231,491 12,569,702
- - 597,224 597,224 (63,463) 533,761
- 963,670 - 963,670 - 963,670
- 963,670 597,224 1,560,894 (63,463) 1,497,431
7,430,906 - - 7,430,906 - 7,430,906
(189,859) - - (189,859) - (189,859)
- 199,802 - 199,802 - 199,802
33,705,941 3,566,396 (15,932,383) 21,339,954 168,028 21,507,982

The above statement should be read in conjunction with the consolidated notes.



SomnoMed Limited

Preliminary Consolidated Statement of Cash Flows

for the year ended 30 June 2015

Cash flows from operating activities

Receipts from customers (inclusive of GST)

Payments to suppliers and employees (inclusive of GST)
Interest received

Interest paid

Income tax paid

Net cash outflow from operating activities (Refer Note 11)

Cash flows from investing activities
Acquisition of subsidiary, net of cash acquired
Payments for intangible assets

Net cash from acquisition of associated entity
Payments for property, plant and equipment
Net cash outflow from investing activities

Cash flows from financing activities

Proceeds from issue of shares

Share issuance costs

Capital return to minority shareholder

Net cash inflow /(outflow) from financing activities

Net increase/(decrease) in cash and cash equivalents
Cash at beginning of the financial year

Exchange rate adjustment

Cash at the end of the financial year

2015 2014

$ $

restated*

33,781,707 29,517,329
(34,090,395) (29,822,188)
147,712 24,627
(19,076) -
(62,173) (510,177)
(242,225) (790,409)
(186,770) (348,929)
(143,290) (85,376)

- 352,758
(1,178,253) (314,404)
(1,508,313) (395,951)
7,252,352 4,350
(189,859) -

- (48,237)

7,062,493 (43,887)
5,311,955 (1,230,247)
2,944,888 4,221,299
48,713 (46,164)
8,305,556 2,944,888

The cash balances at 30 June 2014 and 30 June 2015 are represented by cash at bank and money market

securities.

* Refer Note 15

The above statement should be read in conjunction with the consolidated notes.



SomnoMed Limited
Notes to the preliminary consolidated financial statements
for the year ended 30 June 2015

1. REPORTING ENTITY

SomnoMed Limited is a company domiciled in Australia. The consolidated financial statements of the Company
as at and for the year ended 30 June 2015 comprise the Company and its controlled entities (together referred
to as the Consolidated Entity). The Consolidated Entity produces and sells devices for the oral treatment of
sleep related disorders.

2. BASIS OF PREPARATION

a.

Statement of compliance

The preliminary financial report has been prepared in accordance with Australian Accounting Standards
and Interpretations as issued by the Australian Standards Board and the Corporations Act 2001 as
appropriate for profit oriented entities. The preliminary financial report does not include all the notes of
the type normally included in an annual financial report. Accordingly, this report is to be read in
conjunction with the annual report for the year ended 30 June 2014 and any public pronouncements
made by the consolidated entity during the year in accordance with the continuous disclosure
requirements of the Corporations Act 2001. Unless otherwise detailed in this note, accounting policies
have been consistency applied by the entities in the group, and are consistent with those applied in the
30 June 2014 annual report.

Basis of measurement

The consolidated financial statements have been prepared on the historical cost basis, except for
derivative financial instruments, which are measured at fair value.

Functional and presentation currency

These consolidated financial statements are presented in Australian dollars, which is the Company's
functional currency.

Use of judgments and estimates

The preparation of financial statements requires management to make judgements, estimates and
assumptions that affect the application of accounting policies and reported amounts of assets, liabilities,
income and expenses. Actual results may differ from these estimates. Estimates and underlying
assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the
period in which the estimate is revised and in any future periods affected.

3. SIGNIFICANT ACCOUNTING POLICIES

The accounting policies set out below have been applied consistently to all periods presented in these
consolidated financial statements and have been applied consistently by all entities in the Consolidated Entity.

a.

Basis of Consolidation
Controlled entities

Controlled entities are entities controlled by the Company. Control exists when the Company has 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 controlled entities are included in the consolidated
financial statements from the date that control commences until the date that control ceases. Investments
in controlled entities are carried at their cost of acquisition in the Company's financial statements.

Transactions eliminated on consolidation

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

Business combinations

Business combinations occur where an acquirer obtains control over one or more businesses.

A business combination is accounted for by applying the acquisition method, unless it is a combination
involving entities or businesses under common control. The business combination will be accounted for
from the date that control is attained, whereby the fair value of the identifiable assets acquired and
liabilities (including contingent liabilities) assumed is recognised (subject to certain limited exemptions).



SomnoMed Limited
Notes to the preliminary consolidated financial statements
for the year ended 30 June 2015

3.
a.

SIGNIFICANT ACCOUNTING POLICIES (continued)
Basis of Consolidation (continued)

Business combinations

When measuring the consideration transferred in the business combination, any asset or liability resulting
from a contingent consideration arrangement is also included. Subsequent to initial recognition,
contingent consideration classified as equity is not re-measured and its subsequent settlement is
accounted for within equity. Contingent consideration classified as an asset or liability is re-measured in
each reporting period to fair value, recognising any change to fair value in profit or loss, unless the
change in value can be identified as existing at acquisition date.

All transaction costs incurred in relation to business combinations are recognised as expenses in profit or
loss when incurred.

The acquisition of a business may result in the recognition of goodwill or a gain from a bargain purchase.

Goodwill

All business combinations are accounted for by applying the acquisition method. Goodwill represents the
difference between the cost of the acquisition and the fair value of the net identifiable assets acquired.

Goodwill is stated at cost less any accumulated impairment losses. Goodwill is allocated to cash
generating units and is tested annually for impairment. Negative goodwill arising on an acquisition is
recognised directly in the statement of profit or loss and other comprehensive income.

Income Recognition

Revenues are recognised at fair value of the consideration received net of the amount of goods and
services tax (GST).

Sales revenue

Sales revenue comprises revenue earned (net of returns, discounts and allowances) from the provision
of products and services. Revenue from the sale of goods is recognised upon dispatch of goods to
customers.

Other income

Other income is recognised on a systematic basis over the periods necessary to match it with the related
costs for which it is intended to compensate or, if the costs have already been incurred, in the period in
which it becomes receivable. The income is deemed to be receivable when the entitlement is confirmed.
Dividend income from subsidiaries is recognised by the parent when the dividends are declared by the
subsidiary.

Goods and Services Tax

Revenues, expenses and assets are recognised net of the amount of 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 relevant taxation authority is included as a current asset or liability in the balance sheet.
Cash flows are included in the statement of cash flows on a gross basis. The GST components of cash
flows arising from investing and financing activities, which are recoverable from, or payable to, the
relevant taxation authority are classified as operating cash flows.

Foreign Currency
Foreign currency transactions

Transactions in foreign currencies are translated to the respective functional currencies of controlled
entities 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 the functional currency at the
foreign exchange rate ruling at that date. Non-monetary transactions denominated in foreign currencies
that are stated at historical cost are translated using the exchange rate at the date of the transaction.
Non-monetary assets and liabilities denominated in foreign currencies that are stated at fair value are
translated to the functional currency at the foreign exchange rates ruling at the date the fair value was
determined. Foreign exchange differences arising on translation are recognised in the statement of profit
or loss and other comprehensive income.



SomnoMed Limited
Notes to the preliminary consolidated financial statements
for the year ended 30 June 2015

3.
d.

SIGNIFICANT ACCOUNTING POLICIES (continued)

Foreign Currency (continued)
Financial statements of foreign operations

The assets and liabilities of foreign operations, including goodwill and fair value adjustments arising on
acquisition, generally are translated to the functional currency at foreign exchange rates ruling at the
reporting date. The revenues and expenses of foreign operations are translated to the functional currency
at rates approximating the foreign exchange rates ruling at the dates of transactions. Foreign currency
differences arising from translation of controlled entities with a different functional currency to that of the
Consolidated Entity are recognised in the foreign currency translation reserve (FCTR). When a foreign
operation is disposed of, in part or in full, the relevant amount of its FCTR is transferred to profit or loss.

Foreign exchange gains and losses arising from a monetary item receivable from or payable to a foreign
operation, the settlement of which is neither planned nor likely in the foreseeable future, are considered
to form part of a net investment in a foreign operation and are recognised directly in equity in the FCTR.

Cash and cash equivalents

Cash and cash equivalents comprise cash balances and call deposits with an original maturity of three
months or less.

Financial Instruments

Derivative financial instruments

The Consolidated Entity does not currently hold, but held in the previous year, derivative financial
instruments to hedge its exposure to foreign exchange risk arising from operating, investing and financing
activities. In accordance with its treasury policy, the Consolidated Entity does not hold or issue derivative
financial instruments for trading purposes. However, derivatives are not hedge accounted and are
accounted for as trading instruments.

Derivative financial instruments are recognised initially at fair value. Attributable transaction costs are
recognised in the income statement when incurred. Subsequent to initial recognition, derivative financial
instruments are measured at fair value with changes in fair value accounted for in the statement of profit
or loss and other comprehensive income.

Non-derivative financial assets and liabilities

Non-derivative financial instruments comprise investments in equity, trade and other receivables, cash
and cash equivalents, loans, and trade and other payables.

Non-derivative financial instruments are recognised initially at fair value plus, for instruments not at fair
value through the income statement, any attributable transaction costs. Subsequent to initial recognition,
non-derivative financial instruments are measured as described below.

Accounting for finance income is discussed in accounting policy (o).
Determination of fair values

The fair value of forward exchange contracts is based upon the listed market price, if available. If a listed
market price is not available, the fair value is estimated by discounting the difference between the
contractual forward price and the current forward price for the residual maturity of the contract using a
risk free interest rate based upon government bonds.

Other

Other non-derivative financial instruments are measured at amortised cost using the effective interest
rate method, less any impairment losses.

Provisions

A provision is recognised in the balance sheet when the Consolidated Entity has a present legal or
constructive obligation as a result of a past event that can be measured reliably, and it is probable that an
outflow of economic benefits will be required to settle the obligation.

10



SomnoMed Limited
Notes to the preliminary consolidated financial statements
for the year ended 30 June 2015

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

g. Provisions (continued)
Warranties

Provisions for warranty claims are made for claims in relation to sales made prior to the reporting date,
based on historical claim rate, respective product populations and average costs of returns and repairs.
Warranty periods on MAS devices are dependent on individual market and regulatory conditions in
different countries.

Make good lease costs

The Consolidated Entity has an operating lease over its premises that require the premises to be
returned to the lessor in its original condition. The operating lease payments do not include an element
for the repairs/overhauls. A provision for make good lease costs is recognised at the time it is determined
that it is probable that such costs will be incurred in a future period, measured at the expected cost of
returning the asset to the lessor in its original condition. An offsetting asset of the same value is also
recognised and is classified in property, plant and equipment. This asset is amortised to the income
statement over the life of the lease.

Research and development expenditure

Research and development expenditure during the research phase of a project is recognised as an
expense when incurred. Development costs are capitalised only when technical feasibility studies identify
that the project is expected to deliver future economic benefits and these benefits can be measured
reliably. Development costs have a finite life and are amortised on a systematic basis based on the future
economic benefits over the useful life of the project.

Other intangible assets

Intellectual property, acquired is stated at cost less accumulated amortisation (see below) and
impairment losses (see accounting policy (h)).

Subsequent expenditure

Subsequent expenditure on capitalised intangible assets is capitalised only when it increases the future
economic benefits embodied in the specific asset to which it relates. All other expenditure is expensed as
incurred.

Amortisation

Amortisation is recognised in the income statement on a straight-line basis over the estimated useful lives
of the intangible assets from the date they are available for use unless such lives are indefinite. Intangible
assets with an indefinite useful life are systematically tested for impairment annually. The estimated
useful lives for the current and comparative periods are as follows:

Patents 10 years Product development expenditure capitalized 5 years
h. Impairment

The carrying amounts of the Consolidated Entity's assets, other than inventories (see accounting policy
(1)) 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 (see below). 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 income statement of profit or loss unless the 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 the statement of 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 the cash generating unit or a group of units and then, to reduce the carrying
amount of the other assets in the unit or a group of units on a pro-rata basis.

11



SomnoMed Limited
Notes to the preliminary consolidated financial statements
for the year ended 30 June 2015

3.
h.

SIGNIFICANT ACCOUNTING POLICIES (continued)

Impairment (continued)
Calculation of recoverable amount
Receivables

The recoverable amount of the Consolidated Entity's investments in 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 allowance for impairment is calculated with reference to the
profile of debtors in the Consolidated Entity's sales and marketing regions.

Other assets

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 discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset. For the purpose of impairment testing, assets are grouped together into the smallest
group of assets that generate cash flows from continuing use that are largely independent of the cash
flows of other assets or groups of assets (cash generating units). The goodwill acquired in a business
combination, for the purpose of impairment testing is allocated to the cash generating units that are
expected to benefit from the synergies of the combination. 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.

Reversals of Impairment

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 in respect of goodwill is not reversed. In respect of other assets, an
impairment loss is reversed when there is an indication that the impairment loss may no longer exist and
there has been a change in the estimates used to determine the recoverable amount. 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

Items of property, plant and equipment are stated at cost less accumulated depreciation (see below) and
impairment losses (see accounting policy (h)). An asset's cost is determined as the consideration
provided plus incidental costs directly attributable to the acquisition. Subsequent costs in relation to
replacing a part of property, plant and equipment are recognised in the carrying amount of the item if it is
probable that future economic benefits embodied within the part will flow to the Consolidated Entity and
its cost can be measured reliably. All other costs are recognised in the statement of profit or loss as
incurred.

Leased assets - Operating leases

Payments made under operating leases are expensed on a straight-line basis over the term of the lease,
except where an alternative basis is more representative of the pattern of benefits to be derived from the
leased property. Minimum lease payments include fixed rate increases.
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3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

Property, Plant and Equipment (continued)
Depreciation

Depreciation is recognised in the statement of profit or loss on a straight-line basis. Iltems of property,
plant and equipment, including leasehold assets, are depreciated using the straight-line method over
their estimated useful lives, taking into account estimated residual values. Assets are depreciated from
the date of acquisition or, in respect of internally constructed assets, from the time an asset is completed
and held ready for use. Depreciation rates and methods, useful lives and residual values are reviewed at
each balance sheet date. When changes are made, adjustments are reflected prospectively in current
and future financial periods only.

The estimated useful lives in the current and comparative periods are as follows:

Leasehold improvements 1 -3 years
Plant & equipment 3 — 20 years
Inventories

Inventories are measured at the lower of cost and net realisable value. Net realisable value is the
estimated selling price in the ordinary course of business less estimated costs of completion and selling,
marketing and distribution expenses. Cost is based on the first-in-first-out principle and includes
expenditure incurred in acquiring the inventories and bringing them to their existing condition and
location.

Employee Benefits
Wages, salaries and annual leave

Liabilities for employee benefits for wages, salaries and annual leave expected to settle within 12 months
of the year end represent present obligations resulting from employees' services provided up to reporting
date, calculated at undiscounted amounts based on remuneration wage and salary rates that the
Consolidated Entity expects to pay as at reporting date including related on-costs, such as workers'
compensation insurance and payroll tax.

Other long-term employee benefits

The liability for annual leave and long service leave not expected to be settled within 12 months of the
reporting date are recognised in non-current liabilities, provided there is an unconditional right to defer
settlement of the liability. The liability is measured as the present value of expected future payments to be
made in respect of services provided by employees up to the reporting date using the projected unit
credit method. Consideration is given to expected future wage and salary levels, experience of employee
departures and periods of service. Expected future payments are discounted using market yields at the
reporting date on national government bonds with terms to maturity and currency that match, as closely
as possible, the estimated future cash outflows.

Share based payments

The Company has granted options to certain directors and employees. The fair value of options and
shares granted is recognised as a share and option expense with a corresponding increase in equity.
The fair value is measured at the date the options or shares are granted taking into account market
based criteria and expensed over the vesting period after which the employees become unconditionally
entitled to the options and shares. The fair value of the options granted is measured using the Black-
Scholes method, taking into account the terms and conditions attached to the options. The fair value of
the performance shares granted is measured using the weighted average share price of ordinary shares
in the Company, taking into account the terms and conditions attached to the shares. The amount
recognised as an expense is adjusted to reflect the actual number of options and shares that vest except
where forfeiture is due to market related conditions.

Receivables
Trade and other receivables are stated at amortised cost less impairment losses (see accounting policy

(h)).-
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3.

m.

SIGNIFICANT ACCOUNTING POLICIES (continued)

Taxation

Income tax expense in the statement of profit or loss for the periods presented comprises current and
deferred tax. Income tax is recognised in the statement of 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
reporting date, and any adjustment to tax payable in respect of previous years. Deferred tax is calculated
using the balance sheet method, providing for temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for taxation purposes.
Temporary differences are not provided for the initial recognition of goodwill and other assets or liabilities
in a transaction that affects neither accounting nor taxable profit or differences relating to investments in
subsidiaries to the extent that it is probable that they will not reverse in the foreseeable future.

Deferred tax is measured at the tax rates that are expected to be applied to the temporary differences
when they reverse, based upon the laws that have been enacted at 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 reviewed at each reporting date and 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 is recognised.

Deferred tax assets and liabilities are offset if there is a legally enforceable right to offset current tax
liabilities and assets, and they relate to income taxes levied by the same tax authority on the same
taxable entity or on a different tax entity but they intend to settle current tax liabilities and assets on a net
basis or their tax assets and liabilities will be realised simultaneously.

Payables
Trade and other payables are stated at amortised cost.
Finance income and expense

Interest income is recognised as it accrues in the statement of profit or loss using the effective interest
method.

Earnings per share

The Consolidated Entity presents basic and diluted earnings per share (EPS) for its ordinary shares.
Basic EPS is calculated by dividing the net profit or loss attributable to equity holders of the parent for the
financial period, after excluding any costs of servicing equity (other than ordinary shares) by the weighted
average number of ordinary shares of the Company, adjusted for any bonus issue.

Diluted EPS is calculated using the basic EPS earnings as the numerator. The weighted average number
of shares used as the denominator is adjusted by the after-tax effect of financing costs associated with
the dilutive potential ordinary shares and the effect on revenues and expenses of conversion to ordinary
shares associated with dilutive potential ordinary shares adjusted for any bonus issue.

Segment Reporting - Determination and presentation of operating segments

An operating segment is a component of the Consolidated Entity that engages in business activities from
which it may earn revenues and incur expenses, including revenues and expenses that relate to
transactions with any of the Consolidated Entity’'s other components if separately reported and
monitored. An operating segment’s operating results are reviewed regularly by the Board of Directors to
make decisions about resources to be allocated to the segment and assess its performance, and for
which discrete financial information is available.

Segment results that are reported to the Board of Directors include items directly attributable to a
segment as well as those that can be allocated on a reasonable basis. Unallocated items comprise
mainly corporate head office results

Accounting judgment and estimates

Management discussed with the Audit Committee the development, selection and disclosure of the
Consolidated Entity's critical accounting policies and estimates and the application of these policies and
estimates.
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3.

r.

SIGNIFICANT ACCOUNTING POLICIES (continued)
Accounting judgment and estimates (continued)

Key sources of estimation uncertainty

In particular, information about significant areas of estimation, uncertainty and critical judgments in
applying accounting policies that have the most significant effect on the amounts recognised in the
financial statements is described in the following areas:

Share-based payment transactions

The consolidated entity measures the cost of equity-settled transactions with employees by reference to
the fair value of the equity instruments at the date at which they are granted. The fair value is determined
by using either the Binomial or Black-Scholes model taking into account the terms and conditions upon
which the instruments were granted. The accounting estimates and assumptions relating to equity-settled
share-based payments would have no impact on the carrying amounts of assets and liabilities within the
next annual reporting period but may impact profit or loss and equity.

Goodwill and other indefinite life intangible assets

The consolidated entity tests annually, or more frequently if events or changes in circumstances indicate
impairment, whether goodwill and other indefinite life intangible assets have suffered any impairment, in
accordance with the accounting policy stated in note 3. The recoverable amounts of cash-generating
units have been determined based on value-in-use calculations. These calculations require the use of
assumptions, including estimated discount rates based on the current cost of capital and growth rates of
the estimated future cash flows.

Income tax

The consolidated entity is subject to income taxes in the jurisdictions in which it operates. Significant
judgement is required in determining the provision for income tax. There are many transactions and
calculations undertaken during the ordinary course of business for which the ultimate tax determination is
uncertain. The consolidated entity recognises liabilities for anticipated tax audit issues based on the
consolidated entity's current understanding of the tax law. Where the final tax outcome of these matters is
different from the carrying amounts, such differences will impact the current and deferred tax provisions
in the period in which such determination is made.

Impairment of non-financial assets other than goodwill and other indefinite life intangible assets

The consolidated entity assesses impairment of non-financial assets other than goodwill and other
indefinite life intangible assets at each reporting date by evaluating conditions specific to the consolidated
entity and to the particular asset that may lead to impairment. If an impairment trigger exists, the
recoverable amount of the asset is determined. This involves fair value less costs of disposal or value-in-
use calculations, which incorporate a number of key estimates and assumptions.

Recovery of deferred tax assets

Deferred tax assets are recognised for deductible temporary differences only if the consolidated entity
considers it is probable that future taxable amounts will be available to utilise those temporary differences
and losses.

Employee benefits provision

As discussed, the liability for employee benefits expected to be settled more than 12 months from the
reporting date are recognised and measured at the present value of the estimated future cash flows to be
made in respect of all employees at the reporting date. In determining the present value of the liability,
estimates of attrition rates and pay increases through promotion and inflation have been taken into
account.
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3.
r.

SIGNIFICANT ACCOUNTING POLICIES (continued)
Accounting judgment and estimates (continued)

Lease make good provision

A provision has been made for the present value of anticipated costs for future restoration of leased
premises. The provision includes future cost estimates associated with closure of the premises. The
calculation of this provision requires assumptions such as application of closure dates and cost
estimates. The provision recognised for each site is periodically reviewed and updated based on the facts
and circumstances available at the time. Changes to the estimated future costs for sites are recognised in
the statement of financial position by adjusting the asset and the provision. Reductions in the provision
that exceed the carrying amount of the asset will be recognised in profit or loss.

Warranty provision

In determining the level of provision required for warranties the consolidated entity has made judgements
in respect of the expected performance of the products, the number of customers who will actually claim

under the warranty and how often, and the costs of fulfilling the conditions of the warranty. The provision
is based on estimates made from historical warranty data associated with similar products and services.

Business combinations
Business combinations are initially accounted for on a provisional basis.

The fair value of assets acquired, liabilities and contingent liabilities assumed are initially estimated by the
consolidated entity taking into consideration all available information at the reporting date. Fair value
adjustments on the finalisation of the business combination accounting is retrospective, where applicable,
to the period the combination occurred and may have an impact on the assets and liabilities, depreciation
and amortisation reported.

Share Capital
Ordinary shares

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of ordinary
shares and share options are recognized as a deduction from equity, net of any income tax benefit.

New Accounting Standards and Interpretations not yet mandatory or early adopted

Australian Accounting Standards and Interpretations that have recently been issued or amended but are
not yet mandatory, have not been early adopted by the consolidated entity for the annual reporting period
ended 30 June 2015. The consolidated entity's assessment of the impact of these new or amended
Accounting Standards and Interpretations, most relevant to the consolidated entity, are set out below.

AASB 9 Financial Instruments

This standard is applicable to annual reporting periods beginning on or after 1 January 2018. The
standard replaces all previous versions of AASB 9 and completes the project to replace IAS 39 'Financial
Instruments: Recognition and Measurement'. AASB 9 introduces new classification and measurement
models for financial assets. A financial asset shall be measured at amortised cost, if it is held within a
business model whose objective is to hold assets in order to collect contractual cash flows, which arise
on specified dates and solely principal and interest. All other financial instrument assets are to be
classified and measured at fair value through profit or loss unless the entity makes an irrevocable
election on initial recognition to present gains and losses on equity instruments (that are not held-for-
trading) in other comprehensive income ('OCI'). For financial liabilities, the standard requires the portion
of the change in fair value that relates to the entity's own credit risk to be presented in OCI (unless it
would create an accounting mismatch). New simpler hedge accounting requirements are intended to
more closely align the accounting treatment with the risk management activities of the entity. New
impairment requirements will use an 'expected credit loss' ('ECL') model to recognise an allowance.
Impairment will be measured under a 12-month ECL method unless the credit risk on a financial
instrument has increased significantly since initial recognition in which case the lifetime ECL method is
adopted. The standard introduces additional new disclosures. The consolidated entity will adopt this
standard from 1 July 2018 but the impact of its adoption is yet to be assessed by the consolidated entity.
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3.

t.

SIGNIFICANT ACCOUNTING POLICIES (continued)

New Accounting Standards and Interpretations not yet mandatory or early adopted (continued)

AASB 15 Revenue from Contracts with Customers

This standard is applicable to annual reporting periods beginning on or after 1 January 2017. The
standard provides a single standard for revenue recognition. The core principle of the standard is that an
entity will recognise revenue to depict the transfer of promised goods or services to customers in an
amount that reflects the consideration to which the entity expects to be entitled in exchange for those
goods or services. The standard will require: contracts (either written, verbal or implied) to be identified,
together with the separate performance obligations within the contract; determine the transaction price,
adjusted for the time value of money excluding credit risk; allocation of the transaction price to the
separate performance obligations on a basis of relative stand-alone selling price of each distinct good or
service, or estimation approach if no distinct observable prices exist; and recognition of revenue when
each performance obligation is satisfied. Credit risk will be presented separately as an expense rather
than adjusted to revenue. For goods, the performance obligation would be satisfied when the customer
obtains control of the goods. For services, the performance obligation is satisfied when the service has
been provided, typically for promises to transfer services to customers. For performance obligations
satisfied over time, an entity would select an appropriate measure of progress to determine how much
revenue should be recognised as the performance obligation is satisfied. Contracts with customers will be
presented in an entity's statement of financial position as a contract liability, a contract asset, or a
receivable, depending on the relationship between the entity's performance and the customer's payment.
Sufficient quantitative and qualitative disclosure is required to enable users to understand the contracts
with customers; the significant judgments made in applying the guidance to those contracts; and any
assets recognised from the costs to obtain or fulfil a contract with a customer. The consolidated entity will
adopt this standard from 1 July 2017 but the impact of its adoption is yet to be assessed by the
consolidated entity.

New, revised or amending Accounting Standards and Interpretations adopted

The consolidated entity has adopted all of the new, revised or amending Accounting Standards and
Interpretations issued by the Australian Accounting Standards Board (‘AASB') that are mandatory for the
current reporting period.

Any new, revised or amending Accounting Standards or Interpretations that are not yet mandatory have
not been early adopted.

Any significant impact on the accounting policies of the consolidated entity from the adoption of these
Accounting Standards and Interpretations are disclosed below. The adoption of these

Accounting Standards and Interpretations did not have any significant impact on the financial
performance or position of the consolidated entity.

The following Accounting Standards and Interpretations are most relevant to the consolidated entity:

AASB 2012-3 Amendments to Australian Accounting Standards - Offsetting Financial Assets and
Financial Liabilities

The consolidated entity has applied AASB 2012-3 from 1 July 2014. The amendments add application
guidance to address inconsistencies in the application of the offsetting criteria in AASB 132 'Financial
Instruments: Presentation’, by clarifying the meaning of 'currently has a legally enforceable right of set-
off'; and clarifies that some gross settlement systems may be considered to be equivalent to net
settlement.

AASB 2013-3 Amendments to AASB 136 - Recoverable Amount Disclosures for Non-Financial Assets

The consolidated entity has applied AASB 2013-3 from 1 July 2014. The disclosure requirements of
AASB 136 'Impairment of Assets' have been enhanced to require additional information about the fair
value measurement when the recoverable amount of impaired assets is based on fair value less costs of
disposals. Additionally, if measured using a present value technique, the discount rate is required to be
disclosed.
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3.

SIGNIFICANT ACCOUNTING POLICIES (continued)
New, revised or amending Accounting Standards and Interpretations adopted (continued)

AASB 2014-1 Amendments to Australian Accounting Standards (Parts A to C)

The consolidated entity has applied Parts A to C of AASB 2014-1 from 1 July 2014. These amendments
affect the following standards: AASB 2 'Share-based Payment'; clarifies the definition of 'vesting condition’
by separately defining a '‘performance condition' and a 'service condition' and amends the definition of
'market condition'; AASB 3 'Business Combinations': clarifies that contingent consideration in a business
combination is subsequently measured at fair value with changes in fair value recognised in profit or loss
irrespective of whether the contingent consideration is within the scope of AASB 9; AASB 8 'Operating
Segments': amended to require disclosures of judgements made in applying the aggregation criteria and
clarifies that a reconciliation of the total reportable segment assets to the entity's assets is required only if
segment assets are reported regularly to the chief operating decision maker; AASB 13 'Fair Value
Measurement': clarifies that the portfolio exemption applies to the valuation of contracts within the scope
of AASB 9 and AASB 139; AASB 116 'Property, Plant and Equipment’ and AASB 138 'Intangible Assets':
clarifies that on revaluation, restatement of accumulated depreciation will not necessarily be in the same
proportion to the change in the gross carrying value of the asset; AASB 124 'Related Party Disclosures':
extends the definition of 'related party' to include a management entity that provides KMP services to the
entity or its parent and requires disclosure of the fees paid to the management entity; AASB 140
‘Investment Property': clarifies that the acquisition of an investment property may constitute a business
combination.

Current and non-current classification

Assets and liabilities are presented in the statement of financial position based on current and non-current
classification.

An asset is current when: it is expected to be realised or intended to be sold or consumed in normal
operating cycle; it is held primarily for the purpose of trading; it is expected to be realised within twelve
months after the reporting period; or the asset is cash or cash equivalent unless restricted from being
exchanged or used to settle a liability for at least twelve months after the reporting period. All other assets
are classified as non-current.

A liability is current when: it is expected to be settled in nhormal operating cycle; it is held primarily for the
purpose of trading; it is due to be settled within twelve months after the reporting period; or there is no
unconditional right to defer the settlement of the liability for at least twelve months after the reporting
period. All other liabilities are classified as non-current.

Deferred tax assets and liabilities are always classified as non-current.
Fair value measurement

When an asset or liability, financial or non-financial, is measured at fair value for recognition or disclosure
purposes, the fair value is based on the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date; and assumes that
the transaction will take place either: in the principle market; or in the absence of a principal market, in the
most advantageous market.

Fair value is measured using the assumptions that market participants would use when pricing the asset
or liability, assuming they act in their economic best interest. For non-financial assets, the fair value
measurement is based on its highest and best use. Valuation techniques that are appropriate in the
circumstances and for which sufficient data are available to measure fair value, are used, maximising the
use of relevant observable inputs and minimising the use of unobservable inputs.

Assets and liabilities measured at fair value are classified, into three levels, using a fair value hierarchy
that reflects the significance of the inputs used in making the measurements. Classifications are reviewed
each reporting date and transfers between levels are determined based on a reassessment of the lowest
level input that is significant to the fair value measurement.

For recurring and non-recurring fair value measurements, external valuers may be used when internal
expertise is either not available or when the valuation is deemed to be significant. External valuers are
selected based on market knowledge and reputation. Where there is a significant change in fair value of
an asset or liability from one period to another, an analysis is undertaken, which includes a verification of
the major inputs applied in the latest valuation and a comparison, where applicable, with external sources
of data.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

Fair value measurement (continued)

Fair value measurement hierarchy

The consolidated entity is required to classify all assets and liabilities, measured at fair value, using a
three level hierarchy, based on the lowest level of input that is significant to the entire fair value
measurement, being: Level 1: Quoted prices (unadjusted) in active markets for identical assets or
liabilities that the entity can access at the measurement date; Level 2: Inputs other than quoted prices
included within Level 1 that are observable for the asset or liability, either directly or indirectly; and Level
3: Unobservable inputs for the asset or liability. Considerable judgement is required to determine what is
significant to fair value and therefore which category the asset or liability is placed in can be subjective.

The fair value of assets and liabilities classified as level 3 is determined by the use of valuation models.
These include discounted cash flow analysis or the use of observable inputs that require significant
adjustments based on unobservable inputs.

4. FINANCIAL RISK MANAGEMENT

Overview

The Company and Consolidated Entity have exposure to the following risks from the use of financial
instruments:

* Credit risk
* Liquidity risk
» Market risk

This note presents information about the Company's and the Consolidated Entity's exposure to each of
the above risks, their objectives, policies and processes for measuring and managing risk, and the
management of capital. Further quantitative disclosures are included throughout these consolidated
financial statements. The Board of Directors has overall responsibility for the establishment and oversight
of the risk management and monitors operational and financial risk management throughout the
Consolidated Entity. Monitoring risk management includes ensuring appropriate policies and procedures
are published and adhered to. The Management reports to the Audit Committee.

The Board aims to manage the impact of short-term fluctuations on the Company's and the Consolidated
Entity's earnings. Over the longer term, permanent changes in market rates will have an impact on
earnings.

The Company and the Consolidated Entity are exposed to risks from movements in exchange rates and
interest rates that affect revenues, expenses, assets, liabilities and forecast transactions. Financial risk
management aims to limit these market risks through ongoing operational and finance activities.

Exposure to credit, foreign exchange and interest rate risks arises in the normal course of the Company's
and the Consolidated Entity's business. Derivative financial instruments are used to hedge exposure to
fluctuations in foreign exchange rates.

The Audit Committee oversees adequacy of the Company’s risk management framework in relation to
the risks faced by the Company and the Consolidated Entity.

Credit Risk

Credit risk is the risk of financial loss to the Company or the Consolidated Entity if a customer, controlled
entity or counterparty to a financial instrument fails to meet its contractual obligations and arises
principally from the Company's and the Consolidated Entity's receivables from customers.

Trade and other receivables

The Company's and Consolidated Entity's exposure to credit risk is influenced mainly by the geographical
location and characteristics of individual customers. The Consolidated Entity does not have a significant
concentration of credit risk with a single customer.

Policies and procedures of credit management and administration of receivables are established and
executed at a regional level. Individual regions deliver reports to management and the Board on debtor
ageing and collection activities on a monthly basis.
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4. FINANCIAL RISK MANAGEMENT (continued)
Overview (continued)
Trade and other receivables (continued)

In monitoring customer credit risk, the ageing profile of total receivables balances is reviewed by
management by geographic region on a monthly basis. Regional management are responsible for
identifying high risk customers and placing restrictions on future trading, including suspending future
shipments and administering dispatches on a prepayment basis.

The Company and the Consolidated Entity have established an allowance for impairment that represents
their estimate of incurred losses in respect of trade and other receivables.

Liquidity Risk

Liquidity risk is the risk that the Consolidated Entity will not be able to meet its financial obligations as
they fall due. The Consolidated Entity's approach to managing liquidity is to ensure, as far as possible,
that it will always have sufficient liquidity to meet its liabilities when due, under both normal and stressed
conditions, without incurring unacceptable losses or risking damage to the Consolidated Entity's
reputation.

The Consolidated Entity monitors cash flow requirements and produces cash flow projections for the
short and long term with a view to optimising return on investments. Typically, the Consolidated Entity
ensures that it has sufficient cash on demand to meet expected operational net cash flows for a period of
at least 30 days, including the servicing of financial obligations. This excludes the potential impact of
extreme circumstances that cannot reasonably be predicted, such as natural disasters.

Market Risk

Market risk is the risk that changes in market prices such as foreign exchange rates, interest rates and
equity prices will affect the Company's and the Consolidated Entity's net profit or loss or the value of its
holdings of financial instruments. The objective of market risk management is to manage and control
market risk exposures within acceptable parameters, while optimising the return.

Currency Risk

The Consolidated Entity is exposed to currency risk on sales and purchases that are denominated in a
currency other than the respective functional currencies of the controlled entities, primarily Australian
dollars (AUD), but also United States dollars (USD), Euros (EUR), Swiss francs (CHF), Singapore dollar
(SGD) and Japanese Yen (JPY). The currencies in which these transactions primarily are denominated
are AUD, USD, EUR, CHF, SGD, JPY and Philippine Peso (PHP) and South Korean Won (KRW).

Over 90% (2014-89%) of the Consolidated Entity's revenues and over 85% (2014-82%) of costs are
denominated in currencies other than AUD. Risk resulting from the translation of assets and liabilities of
foreign operations into the Consolidated Entity's reporting currency is not hedged.

Interest Rate Risk
The Consolidated Entity is exposed to interest rate risks in Australia.

Capital Management

The Consolidated Entity's objectives when managing capital are to safeguard its ability to continue as a
going concern, to provide returns to shareholders, to provide benefits to other stakeholders and to
maintain an optimal capital structure to reduce the cost of capital.

The Board aims to maintain and develop a capital base appropriate to the Consolidated Entity. In order to
maintain or adjust the capital structure, the Consolidated Entity can issue new shares. The Board of
Directors undertakes periodic reviews of the Consolidated Entity's capital management position to assess
whether the capital management structure is appropriate to meet the Consolidated Entity's medium and
long-term strategic requirements. Neither the Company nor any of its subsidiaries is subject to externally
imposed capital requirements. There were no significant changes in the Consolidated Entity's approach
to capital management during the year.
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5. Events occurring after reporting date

Since the end of the financial year, the directors are not aware of any matter that has significantly affected or
may significantly affect the operations of the company in subsequent financial years other than as set out
below.

SomnoMed Limited reached an agreement with its co-shareholder in SMH Biomaterial AG, Mr. Konrad
Hofmann, to acquire his 50% holding in the company on 31* July 2015. The purchase price for the 50%
holding in SMH Biomaterial AG amounts to 540,000 EUR. SomnoMed Limited paid 340,000 EUR
(A$519,243) in cash and 200,000 EUR (A$301,569) in SomnoMed Limited shares, which were issued at the
weighted average market price of the shares during the three months prior to completion.

6. Contingent liabilities
As at 30 June 2015 contingent liabilities and capital commitments consisted of the following:

a) Pursuant to acquiring the MAS Nordic business in January 2013 and subject to the performance of
SomnoMed’s business in the Nordic region, additional SomnoMed shares to the value of approximately
A$30,000 may be issued in January 2016 as part of this acquisition.

b) SomnoMed Inc. has received an assessment for sales tax due in relation to the sales of MAS devices in
the State of California. The amount assessed is for sales made for the period up until 30 June 2015 is
US$698,148 (excluding penalties and interest). This assessment is based on the classification of the
SomnoDent® MAS device as a “medical oxygen delivery system.” SomnoMed and its advisors do not
believe this classification is correct and are disputing the assessment.

7. Other significant information
N/A.

8. Foreign Accounting standards
N/A.

9. NTA Backing
2015 2014
Net tangible asset backing per ordinary share 24.82 cents 9.10 cents
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10. Earnings per Share

The following reflects the profit and share data used in the calculations of basic and diluted profit per

share.

Net profit used in calculating basic and diluted earnings per share

Basic profit per share (cents per share)
Diluted profit per share (cents per share)

Weighted average number of shares used in the calculation of diluted

earnings per share

Weighted average number of shares used in the calculation of basic

earnings per share
Shares on issue at year end

2015

$597,224
1.26
1.20

49,852,994

47,138,920

47,947,100

Number of options on issue at year end — each option is exercisable at

between 87 cents and $2.35 per share and converts to one ordinary

share

935,000

2014

$405,861
0.95
0.92

44,224,907

42,796,729

42,956,880

805,000

Adjustment has been made to the weighted average number of shares used in calculating diluted
earnings per share for the options on issue that have an exercise price below the average market price

for the year.

Shares on issue at end of year

Less: Share issued but not recorded in accounts (being shares issued to
executives to acquire shares in the Company utilising funds advanced by  (2,988,500)

the Company)

Number of shares recorded as issued capital in Company’s accounts

11. Cash flow reconciliation

Reconciliation of operating profit after income tax

to net cash outflow from operating activities

Operating profit after income tax

Share and option expense

Impairment of goodwill

Depreciation and amortization

Net exchange differences

Change in operating assets and liabilities
Increase in inventories

Increase in receivables

Decrease in creditors & other payables
Increase in provisions

Increase in deferred tax assets

Net cash outflow from operating activities

2015 2014
50,935,600 44,856,380
(1,899,500)

47,947,100 42,956,880
$ $

533,761 214,956
199,802 125,003
187,068 -
629,815 609,657
66,744 81,417
(187,355) (44,214)
(1,144,089) (975,382)
(720,839) (510,466)
331,684 11,631
(138,816) (303,011)
(242,225) (790,409)
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12. Segment Operations
The Consolidated Entity produces and sells devices for the oral treatment of sleep related disorders primarily in
the Asia Pacific region, the United States and Europe.

The Consolidated Entity has identified its operating segments based on the internal reports that are reviewed and
used by the Board of Directors (chief operating decision makers) in assessing performance and determining the
allocation of resources.

The Consolidated Entity is managed primarily on the basis of geographical segments and the operating segments
are therefore determined on the same basis.

SomnoMed’s operations during the period related to the production and sale of products treating sleep disordered
breathing, which is the only business segment.

Basis of accounting for purposes of reporting by operating segments
Accounting policies adopted

Unless stated otherwise, all amounts reported to the Board of Directors as the chief decision maker with respect
to operating segments are determined in accordance with accounting policies that are consistent to those
adopted in the annual financial statements of the Consolidated Entity.

Unallocated items

The following items of revenue and expenses are not allocated to operating segments as they are not
considered part of the core operations of any segment:

-derivatives and foreign exchange gains and losses;

-interest and other income;

-corporate, research and development expenses;

-income tax expense; and

-amortisation of intangible assets.

Information about reportable segments

Geographic location: Asia Pacific USA Europe Total
2015 $ $ $ $
External sales revenue 3,445,499 14,534,636 16,457,768 34,437,903
Segment net profit before tax 575,034 1,253,249 1,818,551 3,646,834
Unallocated expense items (3,077,480)
Interest received 147,712
Interest paid (19,073)
Profit before tax 697,993
Income tax expense (164,232)
Profit after tax 533,761
Geographic location: Asia Pacific USA Europe Total
2014 $ $ $ $
External sales revenue* 3,103,179 11,970,184 15,201,233 30,274,596
Segment net profit before tax 531,888 541,559 1,567,992 2,641,439
Unallocated expense items (2,424,638)
Interest received 26,438
Interest paid (12,748)
Profit before tax 230,491
Income tax expense (15,535)
Profit after tax 214,956

* restated. Refer Note 15.




SomnoMed Limited
Notes to the preliminary consolidated financial statements
for the year ended 30 June 2015

13. Acquisition of Subsidiaries and Restructuring

a)

b)

c)

As part of the acquisition agreement entered in July 2013 between SomnoMed Limited and OrthoSleep19
GmbH, SomnoMed paid $95,936 (EUR 66,666) and issued SomnoMed Limited shares of $95,395 (EUR
66,666) for the 2nd tranche of consideration in July 2014.

As part of the acquisition agreement entered in January 2012 between SomnoMed Limited and
Goedegeburre Slaaptechniek BV (GS), SomnoMed paid $89,110 (EUR 63,126) and issued SomnoMed
Limited shares of $89,100 (EUR 63,126) for the 3rd tranche of consideration in April 2015.

SMH Biomaterial AG is jointly owned by SomnoMed Limited (50%) and Mr Konrad Hofmann (50%) and in
the 30 June 2013 accounts and prior to this date, this investment was considered an associated entity of
SomnoMed and accounted for on an equity accounting basis. From 1 July 2013, Mr Hofmann entered into
an employment arrangement with the SomnoMed group. As a result of this arrangement and other
considerations SMH Biomaterial AG has been accounted for as a controlled entity from 1 July 2013 when
the control is deemed to have occurred. The table and information detailed below summarises the
changes made to the opening balances and results for the year due to the above:

Accumulated Non-controlling
Reserve Losses Interest
$ $ $

Balance as reported at 30 June 2013 2,431,879 (17,097,069) 170,890
Effect of control of SMH 53,062 184,576 299,370
Balance at 1 July 2013 2,484,941 (16,912,493) 470,260

14. Acquisition of Non-Controlling Interest

In December 2014, SomnoMed Limited increased its shareholding in SomnoMed France to 92.9% following
the acquisition of an additional 27.9% of the capital of SomnoMed France, by the conversion into equity of
advances totalling $883,392 (EUR 600,000) previously made to that company.
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15. Prior period adjustment

Revenue recognition

As a result of its medical initiative, insurers are requesting SomnoMed to provide the services for a full
treatment process of a patient, whereby medical insurers fully outsource this treatment to SomnoMed. In
such cases SomnoMed receives revenue in addition to that received from the sale of MAS devices and
incurs additional expenditure in generating that revenue. SomnoMed has historically recognized such
revenue on a net basis only and not on the full proceeds received from the insurer. Given the changing
nature of the business and after reviewing the relevant contracts, the Directors believe a more appropriate
treatment is to record the gross amount received from the insurance company as sales revenue and to
reflect this under managed care revenues, with the associated costs of providing these services treated as
cost of goods sold.

The gross accounting treatment has been applied during the current year. The directors believe this
treatment will result in providing more relevant and reliable financial reporting, given the changing nature of
the company’s business. Prior period revenues and expenses have been adjusted and restated to be
consistent with the current year’s revenue recognition treatment based on the terms of the contracts with
insurers.

The impact of the change on the consolidated financial information for the prior year ended 30 June 2014 is
disclosed below. Earnings per share were not affected as there was no net profit or loss impact as a result of
this adjustment.

Consolidated

2014 2014

itsct)?nn;ent of profit or loss and other comprehensive as reported Adjustment restated
$ $ $

Extract

Sales revenue 25,894,846 4,379,750 30,274,596

Cost of sales (9,085,059) (4,379,750)  (13,464,809)

Statement of cash flows

Extract

Receipts from customers (inclusive of GST) 25,137,579 4,379,750 29,517,329

Payments to suppliers and employees (inclusive of GST)  (25,442,438) (4,379,750) (29,822,188)
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16. Fair values

Fair value hierarchy

The table below analyses financial instruments carried at fair value, by valuation method. The different
levels have been defined as follows:

o Level 1: quoted prices (unadjusted) in active markets for identical assets and liabilities

e Level 2: inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly (ie. as prices) or indirectly (ie. derived from prices).

e Level 3: inputs for the asset or liability that are not based on observable market data (unobvious inputs).

Level 3 Total

30 June 2015

Financial liabilities

- Contingent consideration payable 1,059,575 1,059,575
30 June 2014

Financial liabilities
- Contingent consideration payable 2,230,642 2,230,642

There are no other financial instruments carried at fair value or valued using the above criteria.
Assets and liabilities held for sale are measured at fair value on a non-recurring basis.
There were no transfers between levels during the financial year.

The carrying amounts of trade and other receivables and trade and other payables are assumed to
approximate their fair values due to their short-term nature.

Valuation techniques for fair value measurements categorised within level 3

The fair value of financial liabilities is estimated by discounting the remaining contractual maturities at the
current market interest rate that is available for similar financial liabilities.

The fair value of contingent consideration payable in relation to the Goedegebuure Slaaptechniek B.V.
acquisition is based on an assessment of budgets and forecasts resulting in the fair value for the remaining
25% acquisition of the business. Contingent consideration in relation to the Orthosleep 19 acquisition has
been assessed using current year and budgeted sales volumes and profits.

Contingent consideration payable 2015 2014

$ $
Balance at beginning of year 2,230,642 2,191,087
Additional payable recognised - 387,091
Amount paid (371,010) (382,485)
Net fair value gain (782,445) -
Foreign currency translation difference (17,612) 34,949
Balance at end of year 1,059,575 2,230,642

17. Impairment

During the year, management undertook a review for indicators of impairment and determined the goodwill
in relation to SomnoMed France was impaired by 130,000 Euro (A$187,068).
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Audit
This report is based on accounts which are in the process of being audited.

Description of likely dispute or qualification if the accounts have not yet been audited or subject to review
or are in the process of being audited or subjected to review — Nil.

Description of dispute or qualification if the accounts have been audited or subjected to review — Nil.

SIGN NEIET oo, Date: 20™ August 2015
(Director)

Print name: P Neustadt
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