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Mercer Group Limited
Group Financial Statements for the year ended 30 June 2016

Directors' Report

In the opinion of the directors of Mercer Group Limited, the financial statements and the notes, on pages 4 to 42:

« comply with New Zealand generally accepted accounting practice and fairly represents the financial position of the
Group as at 30 June 2016 and the results of their operations and cash flows for the year ended on that date.

* have been prepared using appropriate accounting policies, which have been consistently applied and supported by
reasonable judgements and estimates.

The directors believe that proper accounting records have been kept which enable, with reasonable accuracy, the
determination of the financial position of the Group and facilitate compliance of the financial statements with the Financial
Markets Conduct Act 2013.

The directors consider that they have taken adequate steps to safeguard the assets of the Group, and to prevent and
detect fraud and other irregularities. Internal control procedures are also considered to be sufficient to provide reasonable
assurance as to the integrity and reliability of the financial statements.

The directors are pleased to present the financial report, incorporating the financial statements of Mercer Group Limited
for the year ended 30 June 2016.

The Annual Financial Statements presented are signed for and on behalf of the Board, and were authorised for issue on
26 August 2016.

A

John Dennehy, Chairman. Paul Smart, Director.
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Group Statement of Comprehensive Income
For the year ended 30 June 2016

Continuing Operations

Revenue

Sale of goods and contract revenue

Other income

Total income

Expenses

Changes in inventories of finished goods and work in progress
Salaries and wages

Rental and operating leases

Other expenses

Depreciation

Amortisation

Impairment of intangible assets

Restructuring costs

Development costs

Continuing operations deficit before finance costs & share of profit of
associate

Finance costs

Share of profits of associate

Continuing operations deficit before taxation
Income tax credit (expense)

Continuing operations deficit after taxation

Discontinued operations
Deficit from discontinued operations
Discontinued operations deficit after taxation

Deficit after taxation
Attributable to:

- Owners of the parent
- Non-controlling interest

Other comprehensive (loss) income

Items that may be subsequently charged or credited to profit and loss
Currency translation differences

Reversal of FCTR

Items that will not be subsequently charged or credited to profit and loss
Asset revaluation reserve movement

Other comprehensive (loss) income for the year, net of tax
Total comprehensive (loss) income for the period

Attributable to:

- Owners of the parent

- Non-controlling interest
Total

Basic earnings per share:
Deficit per share attributable to shareholders of the company (cents)

Fully diluted earnings per share:
Deficit per share attributable to shareholders of the company (cents)

30 June 2016 30 June 2015

Notes $000 $000
Restated
6 23,308 32,224
7 2,796 212
26,104 32,436
(10,775) (14,525)
(11,577) (12,921)
(486) (477)
8 (4,551) (4,607)
(546) (554)
15 (68) (83)
- (231)

(1,656)

223 (@1 6;
(3,778) (1,378)

(801) (599)
17 - 16
(4,579) (1,961)

10 573 422

1,576 5,486
(1,576) (5,486)

(6,728) (7,025)

21 (6,467) (6,718)
261 (307)

(6,728) (7,025)

21 (69) (93)
21 367 -
21 .

57
(6,373) (7,118)

(6,112) (6,811)
261 (307)

|

23 (2.07) (2.21)

23 (2.07) (2.21)

The above Statement of Comprehensive Income should be read in conjunction with the accompanying notes.
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Group Statement of Financial Position
As at 30 June 2016

ASSETS

Current assets

Cash and bank balances
Accounts receivable

Other debtors and prepayments
Inventories

Total current assets

Non current assets

Other debtors and prepayments
Property, plant and equipment
Intangible assets

Deferred tax asset

Investment in associate

Total non current assets

Total assets

LIABILITIES

Current liabilities

Bank overdraft

Trade and other payables
Employee entitlements
Borrowings

Total current liabilities

Non current liabilities
Borrowings
Total liabilities

Net assets

EQUITY

Share capital
Other reserves
Retained earnings

Non-controlling interest
Total equity

Notes

11
12
12
13

12
14
15
16
17

11
18

19

19

20

21
21

30 June 2016 30 June 2015
$000 $000
13 157
2,311 8,679
868 1,127
4,245 7,335
7,437 17,298
1,211 739
6,781 8,615
4,548 4,001
4,754 5,328
16 16
17,310 18,699
24,747 35,997
492 2,785
5,069 9,135
802 1,170
4,200 8,207
10,563 21,297
5,847 90
16,410 21,387
8,337 14,610
33,475 33,475
2,981 2,526
28,119 (21,063)
8,337 14,938
- (328)
8,337 14,610

The above Statement of Financial Position should be read in conjunction with the accompanying notes.
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Group Statement of Movements in Equity
For the year ended 30 June 2016

Attributable to the owners of the Group

Share Foreign

based currency Asset Non-
Share Retained payments translation revaluation controlling Total
Notes capital earnings reserve reserve reserve Total interest equity

$'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000
Balance at 30 June 32,146 (14,345) 88 (206) 2,814 20,497 (21) 20,476
2014
Foreign currency 21 - - - (92) - (92) - (92)
translation reserve
movement
Deficit for the year 21 - (6,718) - - - (6,718) (307) (7,025)
Total comprehensive - (6,718) - (92) - (6,810) (307) (7,117)
income for the year
Value of employee 21 - - 28 - - 28 - 28
services
Issue of new shares 20,21 1,329 - (106) - - 1,223 - 1,223
Balance at 30 June 33,475 (21,063) 10 (298) 2,814 14,938 (328) 14,610
2015
Foreign currency 21 = = (69) = (69) - (69)
translation reserve
movement
Transfer of FCTR to 21 - - 367 367 367
profit and loss
Asset revaluation 21 - 57 57 57
reserve movement
Deficit for the year 21 - (6,467) - - - (6,467) (261) (6,728)
Total comprehensive - (6,467) - 298 57 (6,112) (261) (6,373)

income for the year

Value of employee 21 - - 100 - = 100 - 100
services

Acquisition of non- 17 - (589) - (589) 589 -
controlling interest

Balance at 30 June 33,475 (28,119) 110 - 2,871 8,337 - 8,337
2016

The above Statement of Movements in Equity should be read in conjunction with the accompanying notes.
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Group Statement of Cash Flow

For the year ended 30 June 2016

30 June 2016 30 June 2015

Notes $000 $000
Operating activities
Deficit after tax (6,728) (7,025)
Income tax recognised in Statement of Comprehensive Income 573 (1,506)
Depreciation and amortisation 814 995
Inventory provision - 1,716
Provision for restructuring continuing operations 618 -
Loss on sale of discontinued operations 29 350 -
Loss on sale of plant & equipment 268 -
Reversal of FCTR 367 -
Share based payment 100 28
Impairment of intangible assets - 3,280
Impairment of plant and equipment - 984
Other non-cash items (13) (44)
Changes in working capital 24 2,025 (2,037)

Net cash inflow (outflow) by operating activities (1,626) (3,609)

Investing activities
Cash was provided (to) from :

Purchase of property, plant and equipment 14 (332) (720)
Purchase of patents and development activities 15 (727) (981)
Proceeds from sale of discontinued divisions 29 3,153 -

Net cash (outflow) from investing activities 2,094 (1,701)

Financing activities

New borrowings 4,250 1,776
Issue of new shares - 1,251
Repayment of borrowings (2,500) (299)
Net cash inflow from financing activities
Net (decrease) increase in cash held 2,218 (2,582)
Cash (Overdraft) at beginning of the year (2,628) 46
Effect of exchange rate changes (69) (92)

Cash and bank balances at the end of the year 11 (479) (2,628)

The above Statement of Cash Flow should be read in conjunction with the accompanying notes.

The Statement of Cash Flow is exclusive of GST.

Mercer Group Limited Group Financial Statements 2016 7



Notes to the Group Financial Statements
For the year ended 30 June 2016

1. General information

Mercer Group Limited is a limited liability company which is incorporated and domiciled in New Zealand. The address of
its registered office is 53 Lunns Rd, Sockburn, Christchurch. It is registered under the Companies Act 1993 and is an
FMC reporting entity under the Financial Markets Conduct Act 2013.

Mercer Group Limited is a public company registered under the Companies Act 1993 and is listed with the New Zealand
Stock Exchange (NZX).

The Group comprises Mercer Group Limited and its wholly and majority owned subsidiaries as disclosed in Note 17.
The core activities of Mercer Group are:

« Stainless Fabrication: This division designs and supplies food processiing and packaging equipment including Titan
Slicers, Aico and Beta range. It also undertakes fabrication predominatly for the dairy sector.

* Mercer Interiors: The division manufactures and supplies sinks, basins, tubs, toilets, laminate, solid surface material
and other similar products to merchants, fabricators and to other manufacturers. The division was sold in February
2016.

» Mercer Medical: The division supplies equipment and related products and services for sterilization, washing and
disinfection. The division was sold in October 2015.

* Mercer Technologies: The division holds the S-clave technology which the group is commercialising.

The Group is designated as a profit oriented entity for financial reporting purposes.

The financial statements have been approved for issue by the Board of Directors on 26 August 2016.

2. Summary of significant accounting policies
(a) Basis of preparation

The principal accounting policies adopted in the preparation of the financial report are set out below. These policies
have been consistently applied to all the periods presented, unless otherwise stated. Information on the application of
the going concern assumption is included in Note 3.

Entities reporting
The financial statements are for the consolidated economic entity comprising Mercer Group Limited and its subsidiaries
(together “the Group”).

Statutory base

The financial statements have been prepared in accordance with the requirements of the Financial Markets Conduct Act
2013. In accordance with the Financial Markets Conduct Act 2013 separate financial statements for the parent company
are no longer required.

These consolidated financial statements have been prepared in accordance with New Zealand Generally Accepted
Accounting Practice (NZ GAAP) and comply with New Zealand Equivalents to International Financial Reporting
Standards (NZ IFRS). They also comply with International Financial Reporting Standards (IFRS), and other applicable
New Zealand Financial Reporting Standards, as appropriate for profit-oriented entities.

Historical cost convention

These financial statements have been prepared on a going concern basis under the historical cost convention, as
modified by the revaluation of land and buildings and certain financial assets and financial liabilities (including derivative
financial instruments) at fair value through profit or loss.

Critical accounting estimates and judgements

The preparation of financial statements in conformity with NZ IFRS requires the use of certain critical accounting
estimates and judgements. It also requires management to exercise its judgement in the process of applying the
Group’s accounting policies. The areas involving a higher degree of judgement or complexity, or areas where
assumptions and estimates are significant to the financial statements are disclosed in Note 3.

Mercer Group Limited Group Financial Statements 2016 8



Notes to the Group Financial Statements (Continued)
For the year ended 30 June 2016

(b) Principles of consolidation

Subsidiaries
The consolidated financial statements incorporate the assets and liabilities of the Company and all entities (including
structured entities) controlled by the Company and its subsidiaries. Control is achieved when the Company:

» has power over the investee;

* is exposed, or has rights to variable returns from its involvement with the investee; and

« has the ability to use its power to affect its returns.

The Company reassesses whether or not it controls an investee where facts and circumstances indicate that there are
changes to one or more of the three elements of control listed above.

When the Company has less than a majority of the voting rights of an investee, it has power over the investee when the
voting rights are sufficient to give it the practical ability to direct the relevant activities of the investee unilaterally.

The Company considers all relevant facts and circumstances in assessing whether or not the Company’s voting rights in
an investee are sufficient to give it power, including;
» the size of the Company’s holding of voting rights relative to the size and dispersion of holdings of the other vote-
holders;
» potential voting rights held by the Company, other vote-holders or other parties;
» rights arising from other contractual agreements; and
* any additional facts and circumstances that indicate that the Company has, or does not have, the current ability to
direct the relevant activities at the time that decisions need to be made, including voting patterns at previous
shareholders’ meetings.

Consolidation of a subsidiary begins when the Company obtains control over the subsidiary and ceases when the
Company loses control of the subsidiary. Specifically, income and expenses of a subsidiary acquired or disposed of
during the year are included in the consolidated statement of other comprehensive income from the date the Company
gains control until the date when the company ceases to control the subsidiary.

Profit or loss is attributed to the owners of the Company and to the non-controlling interest. Total comprehensive income
of subsidiaries is attributed to the owners of the Company and to the non-controlling interests even if this results in the
non-controlling interests having a deficit balance.

When necessary, adjustments are made to the financial statements of subsidiaries to bring their accounting policies in
line with the Group’s accounting policies.

All intra-group assets and liabilities, equity, income, expenses and cash flows relating to transactions between the
members of the Group are eliminated in full on consolidation.

The acquisition method of accounting is used to account for the acquisition of subsidiaries by the Group. The
consideration of an acquisition is measured as the fair value of the assets given, equity instruments issued and liabilities
incurred or assumed at the date of exchange. Identifiable assets acquired and liabilities and contingent liabilities
assumed in a business combination are measured initially at their fair values at the acquisition date. The excess of the
cost of acquisition over the fair value of the Group’s share of the identifiable net assets acquired is recorded as goodwill.
If the cost of acquisition is less than the fair value of the net assets of the subsidiary acquired, the difference is
recognised directly in the profit or loss. The Group recognises any non-controlling interest in the acquiree on an
acquisition-by-acquisition basis, either at fair value or at the non-controlling interest’'s proportionate share of the
recognised amounts of acquiree’s identifiable net assets. Costs of acquisitions are expensed as incurred.
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Notes to the Group Financial Statements (Continued)

For the year ended 30 June 2016

Associates

Associates are all entities over which the Group has significant influence but not control, generally accompanying a
shareholding of between 20% and 50% of the voting rights. Investments in associates are accounted for using the equity
method of accounting. Under the equity method, the investment is initially recognised at cost, and the carrying amount
increased or decreased to recognise the investors’ share of the profit or loss of the investee after the date of acquisition.
The Group’s investment in associates includes goodwill identified on acquisition.

If the ownership interest in an associate is reduced but significant influence is retained, only a proportionate share of the
amounts previously recognised in other comprehensive income is reclassified to profit or loss where appropriate.

The Group’s share of post-acquisition profit or loss is recognised in the profit or loss, and its share of post-acquisition
movements in other comprehensive income is recognised in other comprehensive income with a corresponding
adjustment to the carrying amount of the investment. When the Group's share of losses in an associate equals or
exceeds its interest in the associate, including any other unsecured receivables, the Group does not recognise further
losses, unless it has incurred legal or constructive obligations or made payments on behalf of the associate.

The Group determines at each reporting date whether there is any objective evidence that the investment in associate is
impaired. If this is the case, the Group calculates the amount of impairment as the difference between the recoverable
amount of the associate and its carrying value and recognises the amount in the statement of comprehensive income.

Profits and losses resulting from upstream and downstream transactions between the Group and its associate are
recognised in the Group’s financial statements only to the extent of unrelated investors’ interests in the associates.
Unrealised losses are eliminated unless the transaction provides evidence of an impairment of the asset transferred.

(c) Segment reporting

NZ IFRS 8 Segment information is presented on the same basis as that used for internal reporting purposes. Operating
segments are reported in a manner consistent with the internal reporting provided to the chief operating decision maker.

The chief operating decision maker has been identified as the Board of Directors who review the Group’s internal
reporting in order to assess performance and to allocate funding and resources. Management has determined the
operating segments based on these reports.

(d) Foreign currency translation

(i) Functional and presentation currency

ltems included in the financial statements of each of the subsidiaries’ operations are measured using the currency of the
primary economic environment in which it operates (“the functional currency”). The financial statements are presented in
New Zealand dollars, which is Mercer Group Limited’s functional currency and the Group’s presentation currency. All
financial information presented in New Zealand dollars has been rounded to the nearest thousand.

(ii) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the dates
of the transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and from the
translation at year-end exchange rates of monetary assets and liabilities denominated in foreign currencies are
recognised in the profit or loss.

(iii) Group companies

The results and financial position of all the Group entities (none of which has the currency of a hyper-inflationary
economy) that have a functional currency different from the presentation currency are translated into the presentation
currency as follows:

(a) assets and liabilities for each Statement of Financial Position presented are translated at the closing rate at the
date of that Statement of Financial Position;

(b) income and expenses are translated at average exchange rates; and

(c) all resulting exchange differences are recognised in other comprehensive income and as a separate component of
equity.
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Notes to the Group Financial Statements (Continued)

For the year ended 30 June 2016

On consolidation, exchange differences arising from the translation of the net investment in foreign operations, and of
borrowings and other currency instruments designated as hedges of such investments, are taken to foreign currency
translation reserve in shareholders’ equity. When a foreign operation is partially disposed of or sold, exchange differences
that were recorded in equity are reclassified to profit or loss, as part of the gain or loss on sale.

(e) Revenue recognition

Revenue comprises the fair value for the sale of goods and services, excluding Goods and Services Tax, rebates and
discounts, and after eliminating sales within the Group. Revenue is recognised as follows:

(i) Sales of goods
Sales of goods are recognised when the Group has delivered products to the customer, the customer has accepted the
products and the revenue can be measured reliably.

(ii) Construction contracts

Contract revenue and expenses are recognised in accordance with the percentage of completion method unless the
outcome of the contract cannot be reliably estimated. Where it is probable that a loss will arise from a construction
contract, the excess of total costs over revenue is recognised as an expense immediately.

Where the outcome of the contract cannot be reliably estimated, contract costs are recognised as an expense as
incurred, and where it is probable that the costs will be recovered, revenue is recognised to the extent of costs incurred.

For fixed price contracts, the stage of completion is measured by reference to costs incurred to date as a percentage of
estimated total contract costs for each contract. Revenue from cost plus contracts is recognised by reference to the
recoverable costs incurred during the reporting period plus the percentage of fees earned. The percentage of fees earned
is measured by the proportion that costs incurred to date bear to the estimated total costs of the contract.

(iii) Grants
Grants from the Government are recognised at their fair value where there is a reasonable assurance that the grant will
be received and the Group will comply with all attached conditions.

When the requirements under the Grant agreement have been met, grants received relating to costs are recognised in
the profit or loss over the period necessary to match them with the costs that they are intended to compensate. Where
the grant is funding an asset the grant is credited against the asset value.

Any grants for which the requirements under the grant agreement have not been completed are carried as liabilities until
all the conditions have been fulfilled.

(iv) Interest income

Interest income is recognised on a time proportion basis using the effective interest method. When a receivable is
impaired, the Group reduces the carrying amount to its recoverable amount, being the estimated future cash flow
discounted at the original effective interest rate of the instrument, and continues unwinding the discount as interest
income.

(v) Dividend income
Dividend income is recognised when the right to receive payment is established.

(vi) Royalty income
Royalty income is recognised on an accruals basis in accordance with the substance of the relevant agreements.

(f) Income tax

The income tax expense or credit for the period is the tax payable on the current period’s taxable income based on the
national income tax rate for each jurisdiction adjusted by changes in deferred tax assets and liabilities attributable to
temporary differences between the tax bases of assets and liabilities and their carrying amounts in the financial
statements, and to unused tax losses.

Deferred tax assets and liabilities are recognised for temporary differences at the tax rates expected to apply when the

assets are recovered or liabilities are settled, based on those tax rates which are enacted or substantively enacted for
each jurisdiction.
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Notes to the Group Financial Statements (Continued)
For the year ended 30 June 2016

The relevant tax rates are applied to the cumulative amounts of deductible and taxable temporary differences to measure
the deferred tax asset or liability. An exception is made for certain temporary differences arising from the initial
recognition of an asset or a liability. No deferred tax asset or liability is recognised in relation to these temporary
differences if they arose in a transaction, other than a business combination, that at the time of the transaction did not
affect either accounting profit or taxable profit or loss.

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

Deferred tax liabilities are recognised for taxable temporary differences associated with investments in subsidiaries and
associates, except where the Group is able to control the reversal of the temporary difference and it is probable that the
temporary difference will not reverse in the foreseeable future.

The income tax expense or revenue attributable to amounts recognised in other comprehensive income or directly in
equity is also recognised in other comprehensive income or directly in equity. The associated current or deferred tax
balances are recognised in these accounts as usual.

Current and deferred tax assets and liabilities of individual entities are reported separately in the consolidated financial
statements unless the entities have a legally enforceable right to make or receive a single net payment of tax and the
entities intend to make or receive such a net payment or to recover the current tax asset or settle the current tax liability
simultaneously.

(g) Goods and Services Tax (GST)

The Statement of Comprehensive Income has been prepared so that all components are stated exclusive of GST. All
items in the Statement of Financial Position are stated net of GST, with the exception of receivables and payables, which
include GST invoiced.

(h) Leases

Leases of property, plant and equipment (PPE) where the Group has substantially all the risks and rewards of ownership
are classified as finance leases. Finance leases are capitalised at the lease’s inception at the lower of the fair value of the
leased property and the present value of the minimum lease payments. The corresponding rental obligations, net of
finance charges, are included in borrowings. Each lease payment is allocated between the liability and finance charges
so as to achieve a constant rate on the finance balance outstanding. The interest element of the finance cost is charged
to the profit or loss over the lease period so as to produce a constant periodic rate of interest on the remaining balance of
the liability for each period. The PPE under finance leases are depreciated on the same basis as equivalent property,
plant and equipment.

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified as
operating leases. Payments made under operating leases (net of any incentives received from the lessor) are charged to
the profit or loss on a straight line basis over the period of the lease.

(i) Impairment of non-financial assets

Tangible and intangible assets are reviewed for impairment whenever events or changes in circumstances indicate that
the carrying amount may not be recoverable. Intangible assets that have an indefinite useful life are not subject to
amortisation and are tested annually for impairment irrespective of whether any circumstances identifying a possible
impairment have been identified. An impairment loss is recognised for the amount by which the asset’s carrying amount
exceeds its recoverable amount. The recoverable amount is the higher of an asset’s fair value less costs to sell, and
value in use. For the purposes of assessing impairment, assets are grouped at the lowest levels for which there are
separately identifiable cash flows (cash-generating units).

(j) Cash and cash equivalents

Cash and cash equivalents includes cash on hand, deposits held at call with financial institutions, other short-term
deposits, highly liquid investments with original maturities of three months or less that are readily convertible to known
amounts of cash and which are subject to an insignificant risk of changes in value, and bank overdrafts. Bank overdrafts
are shown separately under current liabilities in the Statement of Financial Position.
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Notes to the Group Financial Statements (Continued)
For the year ended 30 June 2016

(k) Trade receivables

Trade receivables are recognised initially at fair value and subsequently measured at amortised cost, using the effective
interest method less provision for impairment.

A provision for impairment of trade receivables is established when there is objective evidence that the Group will not be
able to collect all amounts due according to the original terms of the receivables. Significant financial difficulties of the
debtor, probability that the debtor will enter bankruptcy or financial reorganisation, and default or delinquency in
payments are considered indicators that the trade receivable is impaired. The amount of the provision is the difference
between the asset's carrying amount and the present value of estimated future cash flows, discounted at the original
effective interest rate. The carrying amount of the asset is reduced through the use of an allowance account, and the
amount of the loss is recognised in the profit or loss within 'other expenses'. When a trade receivable is uncollectible, it is
written off against an allowance account for trade receivables. Subsequent recoveries of amounts previously written off
are credited against 'other expenses' in the profit or loss.

Loans and receivables

Loans and receivables are non derivative financial assets with fixed or determinable payments that are not quoted in an
active market. They arise when the Group provides money, goods or services directly to a debtor with no intention of
selling the receivable. Loans and receivables are initially recognised at fair value on trade date plus transaction costs.
Trade date is the date on which the Group commits to purchase or sell the asset. They are subsequently carried at
amortised cost using the effective interest method. They are derecognised when the rights to receive cash flows have
expired or have been transferred and the Group has transferred substantially all the risks and rewards of ownership.

The Group assesses at each balance date whether there is objective evidence that a financial asset or group of financial
assets is impaired. The amount of the loss is measured as the difference between the asset's carrying amount and the
present value of estimate future cash flows discounted at the financial asset’s original effective interest rate. The carrying
amount of the asset is reduced either directly or through the use of an allowance account. The amount of the loss is
recognised in the profit or loss.

(I) Inventories

(i) Raw materials and finished goods

Raw materials and finished goods are stated at the lower of cost and net realisable value. Cost comprises direct
materials and where applicable, direct labour and an appropriate proportion of variable and fixed overhead expenditure,
the latter being allocated on the basis of normal operating capacity. Costs are assigned to individual items of inventory on
the basis of weighted average costs. Net realisable value is the estimated selling price in the ordinary course of business,
less the estimated costs of completion and the estimated costs necessary to make the sale.

(ii) Contract work in progress

Contract work in progress is stated at the aggregate of contract costs incurred to date plus recognised profits less
recognised losses and progress billings. Cost includes all expenses directly related to specific contracts including direct
materials, labour and production overheads.

(m) Investments and other financial assets

Financial assets at fair value through profit and loss
A financial asset is classified in this category if acquired principally for the purpose of selling in the short term or if so
designated by management. Derivatives are also categorised as held for trading.

(n) Derivatives

Derivatives are initially recognised at fair value on the date a derivative contract is entered into and are subsequently re-
measured to their fair value. Changes in the fair value of derivative instruments are recognised immediately in the profit
or loss.

Derivatives are recognised on trade date and derecognised when the rights to receive cash flows have expired or have
been transferred and the Group has transferred substantially all the risks and rewards of ownership.
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Notes to the Group Financial Statements (Continued)

For the year ended 30 June 2016

(o) Fair value estimation

The fair value of financial assets and financial liabilities must be estimated for recognition and measurement or for
disclosure purposes.

The fair value of forward foreign exchange contracts is determined using forward exchange market rates at the balance
date.

The fair value of financial instruments that are not traded in an active market (e.g. over the counter derivatives) is
determined using valuation techniques.

(p) Property, plant and equipment

Land and buildings are shown at fair value, based on periodic, but at least every five year valuations by external
independent valuers, less subsequent depreciation for buildings. Any accumulated depreciation at the date of revaluation
is eliminated against the gross carrying amount of the asset and the net amount is restated to the revalued amount of the
asset. All other property, plant and equipment are stated at historical cost less depreciation and impairment, if any.
Historical cost includes expenditure that is directly attributable to the acquisition of the items.

The cost of assets constructed by the Group includes the cost of all materials used in construction, direct labour on the
project and an appropriate proportion of directly attributable variable and fixed overheads. Costs cease to be capitalised
as soon as the asset is ready for productive use and do not include any inefficiency costs.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as appropriate, only
when it is probable that future economic benefits associated with the item will flow to the Group and the cost of the item
can be measured reliably. All other repairs and maintenance are charged to the profit or loss during the financial period in
which they are incurred.

Borrowing costs incurred for the acquisition or construction of any qualifying asset are capitalised during the period of
time that is required to complete and prepare the assets for its intended use. Other borrowing costs are expensed.

Land is not depreciated. Depreciation on other assets is calculated using the straight line method to allocate their cost,
net of their residual values, over their estimated useful lives, as follows:

- Buildings 3%
- Plant and equipment 5.5% - 67%

The asset's residual values and useful lives are reviewed, and adjusted if appropriate, at each balance date. An asset’s
carrying amount is written down immediately to its recoverable amount if the asset’s carrying amount is greater than its
estimated recoverable amount.

Gains and losses on disposals are determined by comparing proceeds with carrying amounts. These gains and losses
are included in the profit or loss. When revalued assets are sold it is company policy to transfer the amounts included in
other reserves in respect of those assets to retained earnings.

(q) Intangible assets

(i) Goodwill

Goodwill represents the excess of the cost of an acquisition over the fair value of the Group’s share of the net identifiable
assets of the acquired business at the date of acquisition. Goodwill on acquisitions of businesses is included in intangible
assets. Goodwill is not amortised. Instead, goodwill is tested for impairment annually or more frequently if events or
changes in circumstances indicate that it might be impaired, and is carried at cost less accumulated impairment losses.
Gains and losses on the disposal of an entity include the carrying amount of goodwill relating to the entity sold.

Goodwill is allocated to cash-generating units for the purpose of impairment testing. Each of those cash-generating units
represents the Group’s investment in each primary reporting segment.

Negative goodwill arising on an acquisition is recognised directly in the profit or loss.
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(ii) Research and development
Expenditure on research activities, net of any grants receivable, is recognised in the profit or loss as an expense when it
is incurred.

Intellectual property directly attributable to the design and testing of identifiable and unique products controlled by the
Group are recognised as intangible assets only when all the following criteria are met:

« it is technically feasible to complete the product so that it is available for use or sale
* management is able to and intends to complete the product and use or sell it

« there is an ability to use or sell the product

« it can be demonstrated that the product will generate future economic benefits; and

« the expenditure attributable to the product during its development can be reliably measured; and
« adequate technical, financial and other resources are available to complete the development and to use or sell the
product.

Directly attributable costs capitalised as part of the product would include employee costs and an appropriate portion of
relevant overheads.

Other intellectual property expenditures that do not meet these criteria are recognised as an expense as incurred.
Development costs previously recognised as an expense are not recognised as an asset in a subsequent period.

Intellectual property recognised as an asset, less impairments if any, are amortised over its useful economic lives, not
exceeding twenty years.

(iii) Patents, trademarks and licences

Patents, trademarks and licences have a finite useful life and are carried at cost less accumulated amortisation and
impairment losses. Amortisation is calculated using the straight line method to allocate the cost of patents, trademarks
and licences over their estimated useful lives, not exceeding twenty years.

(r) Trade and other payables

These amounts represent liabilities for goods and services provided to the Group prior to the end of the financial period
which are unpaid. The amounts are unsecured and are usually paid within normal terms of trade.

Trade payables are recognised initially at fair value and subsequently measured at amortised cost using the effective
interest method.

(s) Borrowings
Borrowings are initially recognised at fair value, net of transaction costs incurred. Borrowings are subsequently measured
at amortised cost. Any difference between the proceeds (net of transaction costs) and the redemption amount is

recognised in the profit or loss over the period of the borrowings using the effective interest method.

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer settlement of the
liability for at least twelve months after the balance date.

(t) Provisions

Provisions for restructuring, legal and warranty claims are recognised when: the Group has a present legal or constructive
obligation as a result of past events; it is probable that an outflow of resources will be required to settle the obligation; and
the amount has been reliably estimated. Restructuring provisions comprise lease termination penalties and employee
termination payments. Provisions are not recognised for future operating losses.
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Where there are a number of similar obligations, the likelihood that an outflow will be required in settlement is determined
by considering the class of obligations as a whole. A provision is recognised even if the likelihood of an outflow with
respect to any one item in the same class of obligation may be small.

Provisions are measured at the present value of the expenditures expected to be required to settle the obligation using a
pre-tax rate that reflects current market assessments of the time value of money and the risks specific to the obligation.
The increase in provision due to passage of time is recognised as interest expense.

(u) Share capital
Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue of new shares are shown in equity as a deduction, net of tax, from the
proceeds.

(v) Employee entitlements

(i) Wages and salaries, annual leave and sick leave

Liabilities for wages and salaries, including non monetary benefits, annual leave, and accumulating sick leave expected
to be settled within 12 months of the reporting date are recognised separately in current liabilities in respect of employees'
services up to the reporting date and are measured at the amounts expected to be paid when the liabilities are settled.
Liabilities for non-accumulating sick leave are recognised when the leave is taken and measured at the rates paid or
payable.

(ii) Long service leave

The liability for long service leave is recognised in the employee entitlements liability, and 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
balance date on national government bonds with terms to maturity and currency that match, as closely as possible, the
estimated future cash flows.

(iii) Short-term employee benefits

Employee entitlements to salaries and wages, annual leave and sick leave to be settled within 12 months of balance date
represent present obligations resulting from employees' services provided up to the balance date, calculated at
undiscounted amounts based on remuneration rates that the Group expects to pay.

(w) Dividends

Provision is made for the amount of any dividend declared on or before the balance date but not distributed at balance
date.

(x) Earnings per share
Basic and diluted earnings per share is calculated by dividing the profit attributable to the Group, excluding any costs of

servicing equity other than ordinary shares, by the weighted average number of ordinary shares outstanding during the
year, adjusted for bonus elements in ordinary shares issued during the year.

Diluted earnings per share is calculated by dividing the profit attributable to the Group by the weighted average number of
ordinary shares on issue during the year adjusted to assume conversion of dilutive potential of ordinary shares as a result
of warrants on issue, and the issue of share options when the average market price of ordinary shares during the period
exceeds the exercise price of the share option.

(y) Discontinued operations

During the period Mercer Medical and Mercer Interiors were sold. Accordingly these divisions are reflected as
discontinued operations in the Statement of Comprehensive Income, with comparatives figures restated.
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(z) Share based payments

The Group operates a share-based compensation plan under which it receives services from employees as consideration
for equity instruments in the Group. The fair value of the employee services received in exchange for the grant of the
equity instruments is recognised as an expense. The total amount expensed is determined by reference to the fair value
of the equity instruments granted. Employee tax obligations payable by the Group in connection with the grant of the
share options is considered an integral part of the grant itself, and the charge will be treated as a cash-settled transaction.

At the end of each reporting period, the Group revises its estimates of the number of equity instruments that are expected
to vest based on the non-market vesting conditions. It recognises the impact of the revision to original estimates, if any, in
the profit or loss, with a corresponding adjustment in equity.

When the vesting conditions are met the company issues new shares. The proceeds received net of any directly
attributable transaction costs are added to share capital and the balance in the equity settled share based payments
reserve is also transferred to share capital.

(aa) Changes in accounting policies

There have been no changes in accounting policies from those applied by the Group in the financial statements as at
30 June 2016.

(ab) New accounting standards and interpretations

The accounting policies set out in these financial statements are consistent for all periods presented in these financial
statements.

New or revised standards and interpretations that have been approved but are not yet effective have not been adopted by
the group for the annual reporting period ended 30 June 2016. The adoption of these standards and interpretations is not
expected to have a material recognition or measurement impact on the group’s financial statements unless otherwise
stated below. These will be applied when they become mandatory. The significant items are:

* NZ IFRS 9 Financial Instruments is effective for annual periods beginning on or after 1 January 2018. NZ IFRS 9
addresses the classification, measurement and recognition of financial assets and financial liabilities. It replaces the parts
of NZ IAS 39 that relate to the classification and measurement of financial instruments, hedge accounting and
impairment. NZ IFRS 9 requires financial assets to be classified into two measurement categories: those measured as at
fair value and those measured at amortised cost. The determination is made at initial recognition. The classification
depends on the entity’'s business model for managing its financial instruments and the contractual cash flow
characteristics of the instrument. For financial liabilities, the standard retains most of the NZ IAS 39 requirements.

The main change is that, in cases where the fair value option is taken for financial liabilities, the part of a fair value change
due to an entity's own credit risk is recorded in other comprehensive income rather than the income statement, unless this
creates an accounting mismatch. The group is yet to assess NZ IFRS 9’s full impact. The group intends to apply this
standard from 1 July 2018.

* NZ IFRS 15 Revenue from Contracts with Customers is effective for annual periods beginning on or after 1 January
2018. NZ IFRS 15 addresses recognition of revenue from contracts with customers. It replaces the current revenue
recognition guidance in NZ IAS 18 Revenue and NZ IAS 11 Construction Contracts and is applicable to all entities with
revenue. It sets out a five step model for revenue recognition 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 group is yet to assess NZ IFRS 15's full impact. The group will apply this standard when it
becomes mandatory.

* NZ IFRS 16 Leases is effective for annual periods beginning on or after 1 January 2019. NZ IFRS 16 addresses
recognition of leases. It replaces the current lease guidance in NZ IAS 17 Leases and is applicable to all entities with
leases. It remove the distinction between operating and finance leases, however, there are some exemptions for short
term leases and leases of low value assets. The group is yet to assess NZ IFRS 16's full impact. The group will apply this
standard when it becomes mandatory.
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3. Critical accounting estimates and judgements

The preparation of financial statements in conformity with NZ IFRS requires the use of certain critical accounting
estimates and judgements concerning the future. The resulting estimates may not equal related actual results. Estimates
and judgements are continually evaluated and are based on historical experience and other factors, including
expectations of future events that are believed to be reasonable under the circumstances. The judgements, estimates
and assumptions that have a significant risk of causing a material adjustment to the carrying amounts of assets and
liabilities are discussed below.

Intangible Assets

Judgements have been made in relation to capitalisation of development assets and related patents as disclosed in note
15. These judgements include an assessment of the technical feasibility of the projects, the intention to complete, use or
sell the assets, the existence of a market for the assets and the availability of resources to complete the developments. If
any of these criteria ceased to be met then the carrying value of development assets may be impaired.

Work in Progress

Construction revenue and expenses are recognised in accordance with the percentage of completion method unless the
outcome of the project cannot be reliably measured. This involves both judgement and estimation by management of
total contract revenues including any variations as compared to costs to date and remaining costs to completion. Work in
progress is detailed in note 13.

Deferred Tax Asset

The Group and Company have recognised a deferred tax asset, a component of which relates to New Zealand tax
losses, as detailed in note 16. Management has estimated future forecast taxable income in determining whether a
deferred tax asset should continue to be recognised and the quantum of this asset.

Impairment Testing

Goodwill and the tangible assets, where there is an indication of a possible impairment of each cash generating unit,
have been tested for impairment based on the higher of value in use or fair value less costs to sell. Determining value in
use and fair value less costs to sell includes a number of assumptions including future growth and the discount rate
applicable to the cash-generating units. Goodwill impairment testing including key assumptions are detailed in note 15.

Fair Value Measurement and Valuation Processes

Some of the group’s assets and liabilities are measured at fair value for financial reporting purposes. In estimating the fair
value of an asset or liability, the Group uses market observable data to the extent it is available. Where Level 1 inputs are
not available, the Group engages third party qualified valuers to perform the valuation. Information about the valuation
techniques and inputs used in determining the fair value of various assets and liabilities are disclosed in notes 4 and 14.

Going concern

The financial statements have been prepared using the going concern assumption. For the year ended 30 June 2016 the
Group recorded a net loss after tax of $6,728,000, which included a number of one off restructuring costs of $1,656,000
and the net loss of $350,000 on disposal of two businesses.

As at 30 June 2016 the Company had renegotiated its banking facilities and covenants were not applicable as at 30
June 2016. New covenants become applicable on 30 June 2017 for which compliance is forecasted. The Company
maintains two term facility limits of $3,500,000 and $1,948,000. These now mature on 31 October 2017 and on 17 June
2019 respectively. The Company also had a $1,000,000 overdraft facility with $508,000 available limit.
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On 22 July 2016 the Company negotiated an additional $1,000,000 ‘Temporary Overdraft’ which is to be used mainly for
costs associated with restructuring. The Temporary Overdraft is to be paid back in full from the proceeds of the planned
capital raise in October 2016.

The Company has a $3,500,000 loan from Gresham Finance Limited. This is repayable by March 2017 and is accordingly
classified as current borrowings. Gresham Finance is an affiliated company of Humphry Rolleston, a former director and a
significant shareholder.

Subsequent to year-end the Company is going to raise $7 million by way of a renounceable Rights Issue which is to be
fully underwritten. At the time of preparing the financial statements the company was in the advance stages of finalising
terms of an underwrite aggreement with Asset Management Limited.

The $3,500,000 loan from Gresham Finance Limited and the $1,000,000 temporary overdraft will be repaid using
proceeds from the Rights Issue.

With the banking facilities extended and the Rights Issue the Directors believe the going concern assumption is valid and
have reached this conclusion having regard to the circumstances which they consider likely to affect the Group during the
period of at least one year from the date these financial statements are approved. These circumstances include the
positive earnings forecast for the 2017 financial year, along with the cash inflows from the capital raise.

In general, the Directors are confident that the factors above and an improved operating cashflow will support the
business and accordingly the Directors believe that it continues to be appropriate to prepare financial statements on a
going concern basis.

4. Financial risk management

The Group's activities expose it to a variety of financial risks; market risk (including currency risk and cash flow interest
rate risk), credit risk and liquidity risk. The Group's overall risk management programme focuses on the unpredictability of
financial markets and seeks to minimise potential adverse effects on the financial performance of the Group.

The Group may use derivative financial instruments such as forward foreign exchange contracts to hedge certain foreign
currency risk exposures. Derivatives are exclusively used for hedging purposes (while hedge accounting is not applied as
the Group does not meet the hedge accounting criteria), i.e. not as trading or other speculative instruments. The Group
uses different methods to measure different types of risk to which it is exposed. These methods include sensitivity
analysis in the case of interest rate and foreign exchange to determine market risk and aging analysis for credit risk.

The Board provides a framework for overall risk management which identifies and evaluates financial risks in close co-
operation with the Group's operating units. The Board provides written principles for overall risk management covering
specific areas such as exchange rate risk, credit risk, use of derivative financial instruments and non-derivative financial
instruments.
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The Group holds the following financial instruments:

Financial Financial Financial
assets at fair liabilities at liabilities held
Cash /Loans value through fair value  at amortised
and receivables profit and loss through profit cost
$000 $000 $000 $000
Group 2016

Cash and cash equivalents 13 - - -
Trade and other receivables 2,311 - - -
Receivable from associate and other debtors 856 - - -

Deferred consideration for sale of Interiors 820 -

Trade and other payables - - (20) (4,431)

Borrowings and overdraft - - - (10,539)
4,000 - (20) (14,970)
Group 2015
Cash and cash equivalents 157 - - -
Trade and other receivables 8,679 - - -
Receivable from associate and other debtors 1,150 - - -
Trade and other payables - - - (9,135)
Borrowings and overdraft - - - (11,082)
9,986 - - (20,217)

(a) Market risk

(i) Foreign exchange risk

The Group has exposure to foreign exchange risk as a result of transactions denominated in foreign currencies,
arising from normal trading activities. Where exposures are certain it is the Group's policy to hedge these risks as
they arise. The Group use foreign exchange currency contracts to manage these exposures. As at 30 June 2016
the Group had forward exchange contracts in place to sell $274,000 of Canadian dollars.

The following table shows the sensitivity of the Group's after tax profit and equity to a movement in the exchange
rate of +/-10% with all other variables held constant, which the directors consider reasonably possible.

Group - $000 +10% and $000 -10% and $000
Foreign
currency Post tax Profit Post tax Profit
amount assets Increase Increase
(liabilities) (decrease) Equity (decrease) Equity
30 June 2016 551 (55) (55) 55 55
30 June 2015 1,596 (149) (149) 149 149

Concentrations of foreign currency exposure
The following table shows the assets and (liabilities) of the Group denominated in currencies other than the
functional currency of the Company.

30 June 2016 30 June 2015

$000 $000
Cash
Australian dollar 3 27
Trade receivables
Australian dollar 347 1,227
United States dollar 317 964
Canadian dollar 287 414
Euro - 37
Trade payables
Australian dollar (319) (602)
United States dollar (20) (337)
Euro (14) (26)
Loan

Australian dollar

i50i (108)
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(ii) Cash flow and fair value interest rate risk
The Group’s interest rate risk arises from borrowings. Borrowings issued at variable rates expose the Group to cash flow
interest rate risk. Borrowings issued at fixed rates expose the Group to fair value interest rate risk.

Mercer Group Limited can enter into interest rate swaps and forward rate agreements to manage its interest rate risk
although no such instruments are in place at balance date (2015: Nil).

The following table shows the sensitivity of the Group's after tax profit and equity to a movement in interest rates of +/-1
percentage point (pp) which the directors consider reasonably possible. The total amount of interest bearing debt at
balance date of the Group on which interest is not fixed is $6,194,000 (2015: $10,992,000).

Group $'000 +1 pp and $'000 -1 pp and $'000
Carrying Post tax Equit Post tax Equit
amount profit auty profit auity
Financial liabilities
30 June 2016 6,194 (43) (43) 43 43
30 June 2015 10,992 77) 77) 77 77

(b) Credit risk

In its normal course of business the Group is subject to, and manages its exposure, to credit risk from trade debtors and
transactions with financial institutions. The Group manages its exposure to this credit risk. Limits on exposure with
counterparties have been set and are monitored on a regular basis. The Group enters into financial instruments with
various counterparties in accordance with established limits as to credit rating and dollar limits and does not require
collateral or other security to support the financial instruments. The carrying amounts of financial assets recognised in
the Statement of the Financial Position best represents the Group's maximum exposure to credit risk at the reporting
date, along with guarantees in note 25.

Refer to note 12 for more information on impairment of trade receivables.

At 30 June 2016 the Group had no exposure to any significant debtor greater than 10% of net equity (2015: one debtor
of $1,327,000).

(c) Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash and the availability of funding through an adequate
amount of committed credit facilities. This is considered further in Note 3.
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All financial liabilities are due in less than 12 months with the exception of liabilities associated with:

« BNZ Bank Loans whereby $5,449,000 (2015: $Nil) are due between one and five years (including interest). See Note
19.

« Hire purchase agreements whereby $Nil (2015: $90,000) are due between one and five years (including interest).

Contingent liabilities disclosed in note 25 amount to $1,048,000 (2015: $3,076,000). If these amounts become payable,
the liabilities would fall due in less than 12 months.

The table below analyses the Group’s non-derivative financial liabilities and net settled derivative financial liabilities into
relevant maturity groupings based on the remaining period on the balance sheet to the contractual maturity date. The
amounts disclosed in the table are the contractual non-discounted cash flows.

Between
one and Between
Effective Balance at Less than two twoand Total
interest rate 30 June one year years five years cashflow
$000 $000 $000 $000
30 June 2016
Bank loans & Overdrafts 4.90% 5,991 569 3,716 2,250 6,535
Other loans 12% 3,703 4,147 4,147
Hire purchase loans 7.60% 95 102 - - 102
Trade and other payables 5,069 5,069 - - 5,069
Gresham Finance Payable 13.10% 750 450 450 - 900
Total
30 June 2015
Bank loans & Overdrafts 5.80% 10,599 11,214 - - 11,214
Other loans 304 304 - - 304
Hire purchase loans 8.60% 179 97 106 - 203
Trade and other payables 9,135 9,135 - - 9,135
Total 20,217 20,749 106 - 20,856

The group was not subject to banking covenants at 30 June 2016.

(d) Capital risk management

The Group's capital comprises ordinary shares, retained earnings and other reserves. The Group's objectives when
managing capital are to safeguard the Group's ability to continue as a going concern in order to provide returns for
shareholders and to maintain an optimal capital structure to reduce the cost of capital. In order to maintain or adjust the
capital structure the Group may adjust the amounts of dividends paid to shareholders, return capital to shareholders,
issue new shares or sell assets to reduce debt.

The Group monitors capital on the basis of the equity ratio. This ratio is calculated as equity divided by total assets.

30 June 2016 30 June

$000 $000
Equity $'000 8,337 14,610
Total assets $'000 24,747 35,997

Equity Ratio 33.7% 40.6%

(e) Fair value hierarchy

The fair value of trade receivables, trade payables, cash and cash equivalents and borrowings are determined to be
equivalent to their carrying value.

Mercer Group Limited Group Financial Statements 2016 22



Notes to the Group Financial Statements (Continued)
For the year ended 30 June 2016

5. Segment information
The Group is organised into the following reportable segments by product and services type:

Stainless Fabrication: The division includes the fabrication workshops in Christchurch and New Plymouth operated by
Mercer Stainless Limited. The division designs and supplies food processiing and packaging equipment including Titan
Slicers, Aico and Beta range. It also undertakes fabrication predominatly for the dairy sector. Each location is an
operating segment which is aggregated for reporting purposes due to similar economic characteristics.

Mercer Technologies: The division holds the S-clave technology which the group is commercialising.
Mercer Interiors: The division was discontinued during the 2016 financial year.
Mercer Medical: The division was discontinued during the 2016 financial year.

Corporate: This division includes Mercer Group Limited, the Parent Company and the head office activities within Mercer
Stainless Limited. The segment result includes rental received from other segments in respect of properties owned and
occupied by Mercer Stainless Limited.

Segment information in this note does not include any amounts for the discontinued operations.

The table below shows the sales revenue, earnings before interest, tax, depreciation, amortisation and impairments
(EBITDA) and assets by segment.

30 June 2016 30 June 2015 - Restated
Total sales Total sales
of goods and of goods and Segment
contract Segment result Segment contract result Segment
revenue (EBITDA) assets revenue (EBITDA) assets
$000 $000 $000 $000 $000 $000
Stainless Fabrication 24,5438 (2,204) 3,326 29,842 2,141 9,172
Titan Slicer 2,820 (1,351) 5,694 4,081 (1,307) 6,039
Mercer Technologies 71 (64) 2,167 69 (70) 2,525
Corporate - 455 13,560 - (1,274) 11,634
Intersegment eliminations 4,131 - - (1,768) - -
Total sales, EBITDA, assets (3,164)
Depreciation and amortisation (614) (637)
Impairment of intangible assets - (231)
Finance costs (801) (599)
Income tax credit (charge) (573) 422
Share of profits (losses) of - 16

associate
Total Group sales, profit or (5,152) (1,539)
loss after tax for continuing
operations and assets

One Stainless Fabrication customer contributed $2,157,000 (2015: $2,134,000) of revenue in the year ended 30 June
2016. Another contributed $2,109,000 (2015: $1,844,000) of revenue in the year ended 30 June 2016. No other
customer’s revenues have exceeded 10% of total revenues in either year.

Properties, deferred tax balances and certain development assets in progress have been included in the Corporate
segment.

Transactions between segments are accounted for using the same accounting policies as set out in these financial
statements. The intersegment eliminations are predominately sales between Stainless Fabrication and Titan Slicer.

The total for segment assets excludes amounts relating to discontinued operations - $nil as at 30 June 2016 (2015:
$6,627,000)
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Depreciation and amortisation analysed by segment was:

Stainless Fabrication
Titan Slicer

Mercer Technologies
Corporate

Total

Non-current assets, excluding the deferred tax asset, analysed by segment was:

Stainless Fabrication
Titan Slicer

Mercer Technologies
Corporate

Total

30 June 2016 30 June 2015
$000 $000

397 320

54 61

49 47

114 210

614 638

30 June 2016 30 June 2015
$000 $000

1,129 1,197

1,843 1,547

1,828 2,480

7,756 6,653

12,556 11,877

Non-current assets, excluding the deferred tax asset, analysed by geographical location was:

Excludes an amount of $Nil for discontinued operations (2015: $1,494,000).

New Zealand
Australia
Total

6. Sales of goods and contract revenue

Sales of goods
Construction contract revenue
Total

7. Other Income

Grant
Insurance proceeds*
Other
Total

30 June 2016 30 June 2015
$000 $000
Restated

12,556 11,821

56

12,556 11,877

30 June 2016 30 June 2015
$000 $000
Restated

302 213

23,006 32,011

23,308 32,224

30 June 2016 30 June 2015
$000 $000
Restated

- 59

2,608 -

188 153

2,796 212

*Income of $2,608,000 was received by the Group for the settlement of an insurance claim in relation to earthquake

damage to the 53 Lunns Road property (2015: $Nil).
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8. Other Expenses

The surplus (deficit) for the year is stated after taking into account the following specific expenses:

Restated
30 June 2016 30 June 2015
note $000 $000
Foreign exchange losses 35 51
Advertising 48 251
Movement in doubtful debts provision 12 502 169
Communication costs 175 225
Postage, printing and stationery 78 99
Bank charges 257 147
Electricity costs 146 183
Employee on-costs
Superannuation 254 300
Accident credit compensation premiums 70 210
Insurance 248 242
Vehicle expenses 149 152
Directors fees 27 144 199
Consultancy fees 148 138
Legal 180 83
Repairs and maintenance 685 685
Recruitment 28 195
Research and development 52 1
Share-based payment expense 100 28
Subcontractors 36 219
Travel and accommodation 479 532
Entertainment 43 57
Fees paid to Auditors (Deloitte)
Audit of financial statements 85 72
Forensic services - 9
Other expenses 609 360
Other expenses from continuing operations

Mercer Group Limited Group Financial Statements 2016 25



Notes to the Group Financial Statements (Continued)

For the year ended 30 June 2016

9. Salaries and wages

Salaries and wages exclude the following amounts that have been recovered into labour for internally generated
development assets $647,000 (2015: $559,000).

10. Income tax

30 June 2016 30 June 2015

$000 $000

(a) Income tax (credit) charge Restated
Current tax - -
Deferred tax (note 16) 573 (1,506)

Total 573 1,506

(b) Numerical reconciliation of income tax expense to prima facie

tax payable

Deficit before tax expense for continuing operations
Tax at the New Zealand rate of 28% (1,282) (549)
Prior year tax adjustment - (51)
Expenditure not deductible for tax 106 14
Current year tax losses in Australia not recognised 303 164
Current year tax losses in New Zealand not recognised 1,425 -
Other 22 -
Income tax (credit) charge
Deficit on discontinued operations (1,576) (6,570)
Tax at the New Zealand rate of 28% (441) (1,840)
Expenditure not deductible for tax - 756
Tax losses on discontinued operations (441) (1,084)
Tax losses and other temporary differences not recognised 441 -

Total Income tax (credit) charge 573 1,506

(c) Tax Losses

Tax losses are recognised only if it is probable that future taxable amounts will be available to utilise the losses. The
carry forward losses recognised as a deferred tax asset in New Zealand are subject to shareholder continuity
requirement.

At 30 June 2016 there were $11,880,000 (2015:$10,799,000) of unrecognised Australian tax losses, representing a tax
benefit of $3,564,000 (2015: $3,229,000).

At 30 June 2016 there were $6,665,000 (2015: Nil) of unrecognised New Zealand tax losses, representing a tax benefit of
$1,866,000 (2015: Nil).

(d) Imputation credit account

30 June 2016 30 June 2015
$000 $000
Credits available to shareholders of the company
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11. Cash and bank balances

30 June 2016 30 June 2015
$000 $000
Cash at bank and in hand
Total cash and bank balances
Less bank overdrafts
Cash and cash equivalents per cash flow statements

Bank overdrafts

Bank overdrafts are secured by a composite debenture over the Group's assets supported by a registered first charge
over the properties.

12. Accounts receivable, other debtors and prepayments

30 June 2016 30 June 2015
$000 $000

Current
Trade receivables 2,796 8,930

Less provision for doubtful receivables 485 (251)
Total accounts receivables 2,311 8,679

Impairment provision

Provision for doubtful debts at 1 July (251) (209)
Increase in provision (502) (169)
Bad debts written off 268 127
Provision for doubtful debts at 30 June [ 485  (251)]

Past due and impaired receivables
1 to 3 months - -

Over 3 months 485 251
Past due but not impaired receivables

1 to 3 months 2,257 2,525
Over 3 months - 573

2,257 3,098

Management considers that receivables past due, but not impaired, are fully collectible in the ordinary course of
business.
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30 June 2016 30 June 2015

$000 $000
Current
Other debtors and prepayments
Total other debtors 215 629
Deferred consideration for sale of Interiors 29 450 -
Receivables from Associate 27 114 120
Prepayments 89 378
Total
Long term
Other debtors and prepayments
Receivables from Associate 27 527 401
Deferred consideration for sale of Interiors 29 370 -
Prepayments 314 338
Total 1,211 739

Included in long term other debtors and prepayments are $213,000 (2015: $238,000) of prepayments which fall due 5
years after balance date.

13. Inventories

30 June 2016 30 June 2015

$000 $000
Construction contracts
Total aggregate costs incurred and recognised profits (less recognised losses) to date 335 3,912
Less: progressive billings 715 (1,710)
Net work in progress for ongoing contracts
Raw materials and components 1,195 1,413
Finished goods 3,430 3,720
Total inventories

The provision relating to inventories which have been written down to estimated net realisable value amounted to $99,000
(2015: $1,716,000).
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14. Property, plant and equipment

Freehold Plant and

land Buildings equipment Total
Group $000 $000 $000 $000
At 1 July 2014
Cost/Valuation 2,149 3,543 15,825 21,517
Accumulated depreciation - (86) (11,640) (11,726)
Net book value 2,149 3,457 4,185 9,791
Year ended 30 June 2015
Opening net book value 2,149 3,457 4,185 9,791
Additions - 65 655 720
Impairment - - (984) (984)
Depreciation - (110) (802) (912)
Disposals - - - -
Closing net book value 2,149
At 30 June 2015
Cost/Valuation 2,149 3,709 16,480 22,338
Impairment - - (984) (984)
Accumulated depreciation - (297) (12,442) (12,739)
Net book value 2,149 3,412 3,054 8,615
Year ended 30 June 2016
Opening net book value 2,149 3,412 3,054 8,615
Additions - 8 324 332
Revaluation 505 (448) 57
Depreciation - (109) (639) (747)
Disposals - (26) (1,449) (1,475)
Closing net book value 2,654 2,837 1,291 6,782
At 30 June 2016
Cost/Valuation 2,654 2,837 8,731 14,222
Accumulated depreciation - - (7,441) (7,441)
Net book value

Land and buildings at 53 Lunns Road, Christchurch was revalued to $4,250,000, less $857,000 worth of estimate
earthquake repair costs on 30 June 2016. Land and buildings at Corbett Rd, Bell Block was revalued to $2,100,000 on 30
June 2016. The values were determined by independent registered valuers, CBRE (Christchurch) Limited and Telfer
Young (Taranaki) Limited, on the basis of open market value for the highest and best use for the properties. The primary
approach used by the valuers was the investment approach which involves capitalising the net market income at an
appropriate market derived rate of return to reflect the use, demand and risk associated with the properties and includes
comparison with rental and sales evidence of other similar properties. The property will be revalued on a cyclical basis by
external independent valuers. The valuation methodologies used in the land and buildings revaluation as at 30 June 2016
are consistent with the valuation methodologies used in the last valuation in September 2013.

Fair value hierarchy

The land and buildings are categorised as Level 3 in the fair value hierarchy. During the year there were no transfers
between the levels of fair value hierarchy.
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The table below summarises the valuation approach and the principle assumptions used in establishing the fair values in
2016:

Asset classification Fair value at 30 Inputs used to Range of Weighted
description and valuation June 2016 measure fair significant average
approach $000 value unobservable

Valuer inouts
Land
Income Telfer Young 2,654 Rental Growth 2.00%

CBRE

Discount rate 11.10% 11.10%

Terminal Yield 7.50% -9.00% 8.27%

capitalisation approach and

discounted cashflow approach ~ Netmarket

income per m2 $50-$122 $86
Buildings
Income Telfer Young 2,837* Rental Growth 2.00%

CBRE

Discount rate 11.10% 11.10%

Terminal Yield 7.50% -9.00% 8.27%
capitalisation approach and
discounted cashflow approach Net market

income per m2 $50-$122 $86

Capitalisation rate 7.00% - 9.75% 8.27%

Earthquake repair $ 837,000 $ 837,000
costs

*Includes a deduction of $857,000 for costs to repair earthquake damage.

Impact on the fair value due to a change in a significant unobservable input.

Fair value measurement sensitivity to
significant unobservable inputs:

Unobservable inputs within the discounted cashflow analysis Increase in Decrease in

input input
Discount rate The rate, determined through analysis of Decrease Increase
comparable market-related sales
transactions, which is applied to a property's
future net cash flows to convert those cash
flows into a present value.

Terminal yield The rate which is applied to a property’s Decrease Increase
sustainable net income at the end of an
assumed holding period to derive an
estimated future market value.

Rental growth The annual growth rate applied to the market Increase Decrease
rent over an assumed holding period.

Unobservable inputs within the income capitalisation approach
The rate of return, determined through Decrease Increase
analysis of comparable market related sales

Capitalisation rate transactions, which is applied to the market
rent to assess a property’s value.

Net market income per m2 The valuer’s assessment of the net market Increase Decrease
income attributable to the property.

Unobservable inputs within the capitalisation and discounted cashflow approach

Earthquake repair costs Specialist estimate of earthquake repair Decrease Increase

Mercer Group Limited Group Financial Statements 2016 30



Notes to the Group Financial Statements (Continued)
For the year ended 30 June 2016

The properties are subject to a registered first charge in favour of Bank of New Zealand Limited.

If revalued land and buildings were held at historic cost, the following amounts would be recognised:

Cost
Accumulated depreciation
Net book value

15. Intangible assets

Goodwill

Cost
Impairment
Net book value

Opening balance
Impairment
Closing balance

Acquired patents, trademarks and licences
Cost

Accumulated amortisation and impairment charges
Net book value

Opening balance
Additions
Amortisation
Closing balance

Intellectual property

Cost *

Accumulated amortisation and impairment charges
Net book value

Opening balance
Additions
Impairment
Disposals
Amortisation
Closing balance

Total intangible assets

30 June 2016 30 June 2015
$000 $000

3,026 3,018

59895 (898)

30 June 2016 30 June 2015

$000 $000
1,024 6,337
- (5,313)
1,024 1,024
1,024 3,723
- (2,699)
1,024 1,024
567 567
iZ?BE (255)
312 243

- 91

E23E (22)
3,469 2,742
5234% (77)
2,665 2,417
727 890

- (581)
(112) -
E45£ (61)
4,548 4,001

*$3,200,000 relates to the S-Clave project (2015: $3,018,000)
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Goodwill is allocated to the Group’s cash-generating units (CGUs) generally being the subsidiary or operating segment to
which the goodwill relates, A summary of the unimpaired goodwill allocation is presented below.

30 June 2016 30 June 2015
$000 $000

Titan Slicer 1,024 1,024

Total 1,024 1,024

On an annual basis, the recoverable amount of the goodwill is determined based on value in use calculations for the
cash generating unit that the intangible relates to. These calculations use cash flow projections based on management
budgets. The goodwill allocated to Titan Slicer relates to the acquisition and subsequent integration of Titan Slicer
Limited in July 2012.

Goodwill has been tested for impairment in June 2016. Each cash generating unit which carries goodwill has prepared a
discounted cash flow on a value-in-use basis using past experience of sales, growth, operating costs and margin, and
external sources of information where appropriate to determine their expectations of the future. Cash flows beyond five
years have been extrapolated using estimated terminal growth rates which do not exceed the long term growth rate for
the industries in which the business units operate. The average growth in revenues used in the impairment calculation for
Titan Slicer is 40% (2015: 37%). The terminal growth rate used was 2% (2015: 2%) and the cash flows were discounted
at a discount rate of 13% (2015: 13%) The valuation models used are most sensitive to changes in the terminal year
earnings and cash flows. The goodwill would start to be impaired if the revenue growth rate was less than 17% (2015:
7%); or the discount rate would have to be greater than 23% (2015: 24%).

16. Deferred tax asset

Other

Temporary
Buildings Differences Tax Losses Total
$000 $000 $000 $000
Balance at 1 July 2014 (989) 986 3,825 3,822
Amounts credited to profit and loss - 822 684 1,506
Balance at 30 June 2015 (989) 1,808 4,509 5,328
Balance at 1 July 2015 (989) 1,808 4,509 5,328

Amounts debited to profit and loss 700 (1,063) (210) 573
Balance at 30 June 2016 (289) 744 4,299 4,754
Other Temporary Differences arise from provisions for working capital and plant and equipment. $848,423 (2015:

$943,000) of the deferred tax asset is expected to be realised over the next 12 months. The Group has forecast future
earnings and concluded that the tax losses are likely to be utilised in the medium term.

Mercer Group Limited Group Financial Statements 2016 32



Notes to the Group Financial Statements (Continued)

For the year ended 30 June 2016

17. Investment in subsidiaries and associates

All subsidiaries and associates have a 30 June balance date and the shares held in the subsidiaries are classed as
ordinary.

2016 2015
Name of entity Activities Location % ownership % ownership
Subsidiaries
Mercer Stainless Limited Stainless steel fabricator and New Zealand 100% 100%
equipment manufacture;
manufacturer / distributor of
kitchen, bathroom and laundry
products; and distributor of medical
Mercer Technologies Limited Holds Intellectual Property New Zealand 100% 100%
Mercer Middle East Limited Non-trading subsidiary, formerly a  New Zealand 100% 100%
distributor of medical equipment
and products
Mercer Products Pty Limited Non-trading subsidiary, formerly a Australia 100% 100%
distributor of kitchen products
Mercer Technologies Pty Limited Non-trading subsidiary, formerly a Australia 100% 100%
supplier of stainless steel products
Mercer Stainless Pty Limited Non-trading subsidiary, formerly a Australia 100% 100%
stainless steel fabricator and
equipment manufacturer
Old HEP Limited Non-trading subsidiary, formerly a  New Zealand 100% 100%
distributor of photographic
equipment
Sulray Limited Non-trading holding company of New Zealand 100% 100%
Mercer Stainless Limited
Duratech Wholesale Limited Non-trading holding company New Zealand 100% 100%
Kuaka Holdings Limited Non-trading holding company of New Zealand 100% 100%
Mercer Stainless Pty Limited
Mercer North America Limited Non-trading stainless steel United States 100% 100%
equipment sales and service
Titan Slicer Limited Specialised food cutting equipment New Zealand 100% 75%
sales and service
Mermed Limited Formerly holds Intellectual Property New Zealand Nil 75%
- now sold as part of discontinued
operations
Associate
Stainless Alliance Group Ltd Funds a Trade NZ person for New Zealand 25% 25%
sourcing leads in Australia.
Titan Design Limited Intellectual Property company New Zealand 25% 25%

Investment in associate

Titan Design Limited was established on 3 July 2012. The Group has a 25% investment in Titan Design Limited and has
been accounted for as an Associate: the share of profits from the associate was $Nil (2015: $16,000) recognised in the
profit or loss.
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Acquisitions

The 25% non-controlling interest of Titan Slicer Limited was acquired in December 2015 for $1.

18. Trade and other payables
30 June 2016 30 June 2015

$000 $000
Trade creditors 3,735 6,935
Sundry creditors and accruals 716 2,200
Restructure Provision 618 -
Total creditors and accruals 5,069 9,135

All trade and other payables are expected to mature within 12 months after balance date.

Following the sale of the Interiors and Medical divisions the company is undergoing further restructuring of the remaining
divisions which will result in the centralisation of services to Christchurch, the closure of the Nelson office, the moving of
the Auckland office and the reduction in headcount of New Plymouth. A restructure provision of $618,000 has been
created to cover these costs, which includes a provision of $30,000 for onerous lease contracts. The provision for
restructuring reflects the expected cost of employee redundancy payment, based on the estimated contractual obligation
for each employee affected. The employee redundancy is expected to be fully utilised within the next 12 months.

19. Borrowings

30 June 2016 30 June 2015

$000 $000
Bank loans 5,499 7,814
Related party loan (Gresham Finance) 3,500 -
Gresham financing arrangement 750 -
Other Loans 203 304
Hire purchase loans 95 179

Total borrowings 10,047 8,297

Contractual maturity
Within one year 4,200 8,207
Later than one year 5,847 90

10,047 8,297

A loan agreement is in place for $3,500,000, repayable in March 2017 at an interest rate of 12%, with Gresham Finance
Ltd a company owned by Director HID Rolleston. There is a financial arrangement with Gresham Finance for $750,000
which relates to the deferred consideration from the sale of interiors (refer to note 29 for more details).

The other loans balance includes a loan agreement is in place with Monument Finance for a loan of a machine. This loan
held an interest rate of 4.63% and is being repaid at $13,000 per month.

Bank loans and overdrafts are secured by a composite debenture over the Group's assets, supported by a registered
first charge over the properties.

The Group has secured banking facilities with BNZ comprised of the following:

« A committed cash advance facility of $3,500,000, maturing 31 October 2017;

« A loans facility of $1,948,000 with irregular repayments of $26,000 per month falling due from June 2016,
maturing 17th June 2019;

« A loans facility of $50,000 with repayments of $4,000 per month falling due from June 2016; and

« An overdraft facility of $1,000,000
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The total facility including overdraft is $6,500,000 at 30 June 2016 (2015: $10,813,000). Interest on the committed cash
advance facility is 4.27% - 4.47% (2015: 5.4%) and the interest rate on the loan is 5.5% (2015: 6.4%). The overdraft
facility at 30 June 2016 of $1,000,000 (2015: $3,000,000) was drawn down to the amount of $492,000
(2015:$2,785,000). The committed cash advance facility was fully drawn at 30 June 2016 (2015: fully drawn). There is a
line fee of 1% on the committed cash advance facility.

Hire purchase loans

Non-bank hire purchase loans have fixed interest charged at 7.6% (2015: 8.6%).

30 June 2016 30 June 2015

$000 $000
Less than one year 98 76
Between two and five years - 119
Total minimum lease payments 98 195

Less: future interest 3 (16)
Present value of future liability

20. Share Capital

Shares
Group 30 June 2016 30 June 2015 30 June 2016 30 June 2015
# of shares # of shares $000 $000
Issued and fully paid up capital 311,970,446 311,970,446 33,475 33,475
Balance at beginning of the year 311,970,446 294,321,349 33,475 32,146
Shares issued during the year - 17,649,097 - 1,329
Balance at the end of the year 311,970,446 311,970,446 33,475 33,475

All ordinary shares are authorised and rank equally with one vote attached to each fully paid ordinary share. Shares have
no par value.

In December 2014, Mr R Shepherd exercised 11,764,706 share options which raised $1,000,000 and Mr T Blathwayt
exercised 2,941,176 share options which raised $250,000.

Mr R Shepherd was also entitled to 1% of the shares after the AGM on the first, second and third anniversary of his
appointment and in 2015, after the third anniversary of his appointment, Mr R Shepherd was issued 2,943,214 shares.
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21. Retained earnings and other reserves

30 June 2016 30 June 2015

$000 $000
Foreign currency translation reserve
Balance at beginning of the year (298) (206)
Net exchange difference on translation of overseas subsidiaries (69) (92)
Reversal of FCTR on divestment of Australian operations 367 -
Balance at the end of the year
Share based payment reserves
Balance at beginning of year 10 88
Value of employee services 100 28
Transfers to share capital - (106)
Balance at the end of the year
Asset revaluation reserve
Balance at beginning of the year 2,814 2,814
Revaluation

57

Balance at the end of the year 2,871 2,814
Total other reserves 2,981 2,526

Retained earnings
Balance at beginning of the year (21,063) (14,345)
Transfer from non-controlling interest (589) -

Deficit for the year 6,467 (6,718)
Balance at end of the year
There are no restrictions on distribution of reserves. The foreign currency translation reserve is used to record foreign
exchange differences arising on the translation of overseas subsidiaries. The asset revaluation reserve records
revaluation movements on land and buildings. The share based payments reserve is used to record the value of
employee services payable through equity and the resulting transfer to equity on issue of the shares. Due to the 25% non-

controlling interest of Titan Slicer being acquired in the 2016 year the balance of the non-controlling interest has been
transferred to the retained earnings balance.

22. Dividends

30 June 2016 30 June 2015

Cents Cents
Dividend per share

No dividend was paid or declared (2015: Nil).
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23. Earnings per share
Basic and diluted

Basic earnings per share are calculated by dividing the profit/(loss) attribute to equity holders of the Company by the
weighted average number of ordinary shares in issue during year.

Diluted earnings per share are calculated by dividing the profit/(loss) attributable to the equity holders of the Company by
the weighted average number of ordinary shares in issue during the year adjusted to assume conversion of the dilutive
potential of ordinary shares as a result of warrants on issue, and the exercise of share options where the weighted
average market price of ordinary shares during the period exceeds the exercise price of the option/warrant.

30 June 2016 30 June 2015
# of shares # of shares

Weighted average number of ordinary shares in issue:
Basic 311,970,446 304,507,878
Warrants - -
Options 18,428,572 7,605,042
Equity based remuneration 1,217,604

Total 330,399,018 313,330,524

Deficit attributable to the shareholders of the Company ($000) (6,467) (6,718)
Basic earnings per share (2.07) cents (2.21) cents
Diluted earnings per share (2.07) cents (2.21) cents

Given the deficit in 2015 and 2016 the instruments above are anti-dilutive. Accordingly the number of shares used in the
diluted earnings per share calculation in 2015 is 304,507,878 and in 2016 is 311,970,446

24. Change in working capital

Changes in working capital recognised in the net cash flow (outflow) inflow from operating activities:

30 June 2016 30 June 2015

$000 $000

Trade creditors and accruals (4,419) 3,069
Trade debtors and prepayments 6,155 (2,177)
Inventories 3,090 (2,929)
Total 4,826 (2,037)
Less: working capital disposed with sale of business assets 29 (3,003) -
Add: deferred consideration for sale of business assets 820 -

Less: restructure provision 618 -
Net movement in Statement of Cashflows

Mercer Group Limited Group Financial Statements 2016 37



Notes to the Group Financial Statements (Continued)
For the year ended 30 June 2016

25. Contingent liabilities

30 June 2016 30 June 2015

$000 $000
Guarantee to bankers of bank overdraft facilities for subsidiaries to a limit of - 215
Guarantee to bankers for credit card facilities up to a limit of 180 204
Guarantees to bankers for bank guarantees issued to third parties from which it is 868 2,657
anticipated that no material liabilities will arise

1,048 3,076

26. Commitments

30 June 2016 30 June 2015

$000 $000
Non-cancellable sublease receivables
Non-cancellable
Commitments for minimum lease payments in relation to non-cancellable operating
leases are receivable as follows
Within one year 234 -
Later than one year but not later than five years 378 -

Later than five years - -

Operating lease commitments

Non-cancellable

Commitments for minimum lease payments in relation to non-cancellable operating
leases are payable as follows

Within one year 380 637
Later than one year but not later than five years 409 2,018
Later than five years - 922

789 3,577

The Group leases premises and plant and equipment. Operating leases held over properties give the Group the right to
renew the lease subject certain circumstances to a rent review by the lessor. There are no renewal options or options to
purchase in respect of plant and equipment held under operating lease.
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27. Related party transactions

(a) Directors

The names of persons who were directors of the company at any time during the financial year are as follows:
J F Dennehy, G Diack (resigned November 2015), R Shepherd (resigned August 2015), HJD Rolleston (resigned after
balance date; see note 28), R Rookes and P Smart.

(b) Key management personnel compensation

Key management personnel compensation for the year ended 30 June 2016 and the year ended 30 June 2015 is set out
below. The key management personnel are all the directors of the company and the executives with the greatest
authority for the strategic direction and management of the company.

30 June 2016 30 June 2015

$000 $000
Short term benefits 1,371 1,933
Long term benefits 20 26
Equity based payments 100 28
Directors' fees 144 181

Total 1,635 2,168

(c) Equity instruments

(i) Share options

In September 2015 Mr A Dowman, General Manager Technologies, was issued 1,785,714 options which are exercisable
at $0.14 per share on 31 December 2016. These options have expired on 30 June 2016.

In November 2015, Mr J Dennehy, Director and Board Chair, was issued options as follows:

a) to subscribe for 4,000,000 ordinary shares in the capital of the Company at an exercise price of $0.05 per share
exercisable in August 2016; and

b) to subscribe for 3,571,429 ordinary shares in the capital of the Company at an exercise price of $0.07 per share
exercisable in August 2017.

In November 2015, Mr R Rookes, CEO, was issued options as follows:

a) to subscribe for 5,500,000 ordinary shares in the capital of the Company exercisable at $0.05 per share exercisable in
August 2017; and

b) to subscribe for 5,357,143 ordinary shares in the capital of the Company at an exercise price of $0.07 per share
exercisable in August 2018.

(ii) Other shares

The weighted average fair value of shares and options was determined based on an equity valuation of the business at
the date these arrangements were entered into. The significant inputs into the model at the date of the share based
arrangements were an assumed share price of 6.5¢ per share and risk free interest rate of 2.60%. For the share options
volatility, was determined based on industry norms, of 30%. The total amount recognised in the profit or loss was
$100,000 (2015: $28,000).

Share options are granted to selected employees. The option price increases the further forward dated the vesting date

is. Options are exercisable only on the vesting date. Options are conditional on the employee being in service on the
vesting date. The vesting date can be brought forward if agreed to by the Shareholders at a Special General Meeting.

Mercer Group Limited Group Financial Statements 2016 39



Notes to the Group Financial Statements (Continued)
For the vear ended 30 June 2016

Movements in the number of share options outstanding and their related weighted average exercise prices are as
follows:

30 June 2016 30 June 2015
Average Average
exercise price exercise price
in cents per in cents per

share option Options ("000) share option Options ('000)

At 1 July 2015 14.00 1,786 8.50 14,706
Granted 5.00 9,500 14.00 1,786
Granted 7.00 8,929
Expired 14.00 (1,786)
Exercised 8.50 (14,706)

At 30 June 3016 5.97 18,429 14.00 1,786

Share options outstanding at the end of the year have the following expiry date and exercise prices:

Exercise price Shares (000)
Grant-date Vesting expiry date in cents per
share option 2016 2015
November 2015 August 2016 5.00 4,000 -
November 2015 August 2017 7.00 3,572 -
November 2015 August 2017 5.00 5,500 -
November 2015 August 2018 7.00 5,357 -

18,429 o

The total assessed fair value of options issued in year was $270,000; the expense recognised in the Statement of
Comprehensive Income in relation to these options was $100,000 (2015: $28,000).

(d) Balances owed (to) from subsidiaries, associates and related parties
30 June 2016 30 June 2015

$000 $000
Associates
Advances owed from associates 642 521
Gresham Finance payable for deferred consideration 750 -
Gresham Finance loan balance 3,500 -

(e) Terms and conditions of related party transactions

Intellectual property is held by associates and recovered by way of a royalty on sales of the equipment concerned.

The interest free loan to the associate is repayable by way of future royalty payments due from the sale of certain Titan
Slicer equipment.

A $750,000 payable is owed to Gresham Finance as part of a financing arrangement in which cash was received in
advance for the deferred consideration for the sale of Interiors. This is unwound over a two year period. Refer to note 29
for more detail.

Mercer Group Limited has borrowed $3,500,000 from Gresham Finance, repayable in October 2016. This loan incurs
interest at 12%. During the year interest of $128,000 was payable to Gresham Finance.

Gresham Finance is related to Mercer through Humphry Rolleston who is a former director and shareholder of Mercer
and a director of Gresham Finance and is the ultimate shareholder of Gresham Finance.

The $3,500,000 loan is repayable in March 2017.

The company has an informal lease agreement with McRaes Global Engineering Limited, the arrangement is for nil

consideration, below market rent. Humphry Rolleston, a former Director with Mercer, in the current year is a Director and
major shareholder of McRaes Global Engineering Limited
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28.Subsequent Event
In July 2016, Humphry Rolleston resigned as a Director.

On the 22nd of July 2016 the Company negotiated an additional $1,000,000 ‘Temporary Overdraft’ which is to be used
mainly for costs associated with restructuring. The Temporary Overdraft is to be paid back in full from the proceeds of
the planned capital raise in October 2016.

Subsequent to year-end the Company is seeking to raise $7 million by way of a renounceable Rights Issue which is to be
fully underwritten. At the time of preparing the financial statements the party to the underwrite is Asset Management
Limited which is an affiliated Company of Humphry Rolleston. The Company is also seeking and open to co-
underwriters.

The Company is seeking to raise capital such that shareholder continuity is maintained so that tax losses carried forward
may be utilised and offset against future taxable profits. However there is a risk that the impact of the underwrite
agreement will be that Mr Rolleston interests increase such that the shareholder continuity requirements of the tax
legislation are breached. This scenario would result in some or all of the tax losses included as part of the deferred tax
asset being forfeited and written off.

29. Discontinued Operations

The combined results of the discontinued operations (i.e. Medical and Interiors) included in the profit for the year are set
our below. The comparative profit and loss from discontinued operations have been represented to include those
operations classified as discontinued in the current year.

30 June 2016 30 June 2015

$000 $000
Revenue 4,764 11,146
Expenses (5,990) (17,716)
Loss before tax (1,226) (6,570)
Attributable income tax (expense)/ credit - 1,084
Net profit/(loss) after tax (1,226) (5,486)
Gain/(Loss) on disposal of operations (350) -
Profit/(Loss) for the year from discontinued operations (attributable to owners (1,576) (5,486)

of the Parent)

Reconciliation of sale proceeds of discontinued operations
Sales proceeds 3,973 -

Less: assets disposed

Inventory 3,003 -
Property plant and equipment 1,320 -
Loss on sale (350) -

Proceeds represented by:

Cash Received 3,153 -
Deferred consideration 820 -
Total Proceeds 3.973 -
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29. Discontinued Operations Continued
Disposal of Interiors business

On the 22nd of December 2015, the Company entered into a sale agreement of its Interiors business, which
manufactured and sold laminate and stainless benchtops to retail and wholesale customers. The proceeds of the sale
were less than the carrying amount of the related net assets, accordingly losses of $756,000 have been recognised as
at 30th June 2016.

The decision to sell the Interiors business is consistent with the Group's long term strategy of focusing on the
manufacture of food technology solutions utilising its IP in this area. The disposal was completed on the 6th of February
2016.

The deferred consideration associated with this disposal of $900,000 has been recorded as a receivable at the
discounted amount of $820,000, reflecting that this amount is receivable over a two year period and is interest free.

The Group has received $750,000 from Gresham Finance (a related party) to fund this deferred consideration
receivable. The $750,000 cash received is at a discount to the $900,000 consideration, which gives an implied interest
rate of 13.1%. This funding has been received on a full recourse basis, on which no additional interest is charged on the
basis that deferred consideration is received by Gresham on time.

Disposal of Medical business

On the 6th of October 2015, the Company completed a sale transaction of its Medical business, which supplied
equipment and related products and services for sterilisation, washing and disinfection. The proceeds of the sale were
more than the carrying amount of the related net assets, accordingly a gain of $406,000 was recognised as at 30th
June 2016.

The decision to sell the Medical business is consistent with the Group's long term strategy of focusing on the
manufacture of food technology solutions utilising its IP in this area.
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Deloitte.

INDEPENDENT AUDITOR’S REPORT
TO THE SHAREHOLDERS OF
MERCER GROUP LIMITED

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of Mercer Group Limited and its
subsidiaries (‘the Group’) on pages 4 to 42, which comprise the consolidated statement of financial position
as at 30 June 2016, and the consolidated statement of comprehensive income, statement of movements in
equity and statement of cash flows for the year then ended, and a summary of significant accounting policies
and other explanatory information.

This report is made solely to the company’s shareholders, as a body. Our audit has been undertaken so that
we might state to the company’s shareholders those matters we are required to state to them in an auditor’s
report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume
responsibility to anyone other than the company’s shareholders as a body, for our audit work, for this report,
or for the opinions we have formed.

Board of Directors’ Responsibility for the Consolidated Financial Statements

The Board of Directors are responsible on behalf of the company for the preparation and fair presentation of
these consolidated financial statements, in accordance with New Zealand Equivalents to International
Financial Reporting Standards and International Financial Reporting Standards, and for such internal control
as the Board of Directors determine is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibilities

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing and International Standards on
Auditing (New Zealand). Those standards require that we comply with ethical requirements and plan and
perform the audit to obtain reasonable assurance about whether the consolidated financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgement, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to
fraud or error. In making those risk assessments, the auditor considers internal control relevant to the
entity’s preparation and fair presentation of the consolidated financial statements 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 the
accounting policies used and the reasonableness of accounting estimates, as well as the overall presentation
of the consolidated financial statements.

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

Other than in our capacity as auditor we have no relationship with or interests in Mercer Group Limited or
any of its subsidiaries.

Opinion

In our opinion, the consolidated financial statements on pages 4 to 42 present fairly, in all material respects,
the financial position of Mercer Group Limited, and its subsidiaries as at 30 June 2016, and their financial
performance and cash flows for the year then ended in accordance with New Zealand Equivalents to
International Financial Reporting Standards and International Financial Reporting Standards.

) CJ[‘-_, /‘Q

Chartered Accountants
26 August 2016
Auckland, New Zealand
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