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funtastic
Results for Announcement to the Market
$'000 Up/Down % Movement
Revenue from ordinary activities from confinuing operations 124,589 Up 7.6%
Revenue from ordinary activities from discontinued operations 37.867 Down (25.5%)
Net Ioss_ fro_m_ordmory activities after tax from conftinuing operations (all atfributable to members of (10,010) Down (216.1%)
Funtastic Limited)
Net loss fr<'>m.or.d|nory activities after tax from discontinued operations (all attributable to members (25,697) Down (581 .5%)
of Funtastic Limited)
Amount per Franked
2 ) . Tax rate for
Dividend Information Share amount per Frankina Credit
(cents) Share (cents) g
Interim Dividend — Current reporting period nil nil n/a
Final Dividend — Current reporting period nil nil n/a
Final Dividend Dates
Ex-dividend date Not applicable
Record date Not applicable
Payment date Not applicable
Details of any dividend reinvestment plan (DRP) in operation Not applicable
The last date for receipt of an election notice for participation in any dividend reinvestment plan Not applicable
Net Tangible Liabilities 31 July 2014 31 July 2013
Net tangible assets per security 0.06 cents 0.5 cents

Other information
This report is based on the consolidated financial statements which have been audited by Deloitte Touche Tohmatsu.

For a brief explanation of any figures above please refer to the Announcement on the results for the year ended 31 July 2014 and the afttached Annual
Financial Report
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Introduction
On behalf of the Board of Directors of Funtastic Limited we present to you our 2014 Annual Report.
The Period in Review

The twelve months ended 31 July 2014 had a number of significant challenges however the Board has continued to
implement their strategy of growth through the continued development and ownership of our own brands and intellectual
property as Funtastic’s core capability has evolved from being a distributor to a global manufacturer and brand builder. This
has seen continued growth in revenue and profitability from our own brands on a global basis.

The twelve months ended 31 July 2014 have been more challenging than expected. Whilst there were exceptional results for
Chill Factor, this was insufficient to offset the soft performance of some of our core agency brands in a continued soft
Australian retail environment. The growth in International markets was substantial, but the benefits were offset by additional
costs incurred in changing distributor in the US as well as increased investment to drive the growth.

On the 31" July 2014 the company sold the Madman group of companies. The performance of the Madman division was
significantly lower than prior year primarily driven by the costs associated converting DVD’s from a sale and return basis to
consignment. The full impact on the Group’s reported result after tax, after taking into account current year’s performance,
cost to change to consignment and final write-down, was a loss after tax of $25.7m. The proceeds of the sale have been used
to reduce debt and strengthen the balance sheet.

Following a continued soft period of trading in Australia from last financial year, the company commenced a program to
reduce Inventory levels at lower than the carrying values. Whilst the program will continue into the next financial year, the
carrying value of the Inventory has been reduced to facilitate the various initiatives. This will improve the cash flow and
reduce the warehousing costs going forwards.

The Group’s reported result under IFRS was a disappointing loss after tax of $35.7m. The Group’s Earnings Before Interest,
Depreciation and Amortisation (EBITDA) from continuing operations was a loss of $820k, compared to profit of $16.8m in the
previous year. The loss includes the write down of inventory and additional costs incurred to clear excess trade inventory.

Despite the poor performance the key achievements during the year which will provide a sound platform to build the
business for the future were:

1. Sale of the Madman Entertainment group of companies.
2. Top line growth of 31% in International markets.

3. Top line growth of 37% for own brands.

4. Reduction of Net debt of $16.8m during the year.

Outlook

The Board is confident that the company will return to profit in 2015 financial year following a re-alignment of the business
structure with greater focus on the key drivers of the business.

Whilst the Australian retail sector is expected to remain soft, the company has strengthened its product portfolio through the
addition of brands such as Rainbow Loom, as well as new products within our own and key agency partners which have
resulted in a broader customer and consumer base.

Funtastic will continue to experience strong growth outside Australia through its own brands with a continued expansion of
the Company’s geographic footprint.

There has been a shift in resources in order to improve operating efficiency, develop new products and enhance our brand
building capabilities that will not only enhance the long term performance of our own brands but that of our key agency
partners.

The Directors would like to thank all of our staff, shareholders, suppliers, key agency partners and customers for their
ongoing loyalty and support.

Shane Tanner
Chairman of the Board
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Corporate Governance Statement

The Corporate Governance principles that guide the
operations of Funtastic Limited (“Funtastic” or
“Company”) are detailed in this statement. Funtastic
respects and endorses the ASX Corporate Governance
Council’s Principles and Recommendations. The Board
believes that it has been compliant with the spirit of the
ASX Corporate Governance Council’s Principles and
Recommendations throughout the 2014 financial year.

The ASX principles that have been adopted are outlined
below. Where an alternative approach has been adopted,
this is outlined within the relevant section. All these
practices unless otherwise stated, were in place for the
entire year.

Role and Responsibility of the Board

The Board of Directors is elected by the shareholders to
represent the interests of all shareholders, collectively,
and in this regard, its primary purpose is to safeguard the
financial security of Funtastic.

Although responsibility for the operation of the Funtastic
business is delegated to management, the Board remains
responsible for, amongst other things:

e establishing, monitoring and modifying Funtastic’s
corporate strategies;

e ensuring best practice corporate governance;

e appointing the Chief Executive Officer and approving
succession plans;

e monitoring the performance of Funtastic’s
management;

e ensuring that appropriate risk management systems,
internal control and reporting systems and compliance
frameworks are in place and are operating effectively;

e monitoring financial results;

e ensuring that business is conducted ethically and
transparently;

e approving decisions concerning Funtastic’s capital,
including capital restructures and dividend policy; and

e ensuring effective external disclosure policies so that
the market is fully informed on all matters that may
influence the share price.

Board members have complete and open access to
management. The Company Secretary provides advice
and support to the Board and is responsible for the
Company’s day to day governance framework.

Structure of the Board

The Board comprises four non-executive directors and
two executive directors (the Chief Executive Officer and
the Chief Finance Officer/Chief Operating Officer). The
details of each director’s qualifications, experience and
skills are set out on page 12 of the Annual Report.

The chairman of the Board is a non-executive director and
is elected by the Board. The chairman is responsible for
the management of the affairs of the Board and
represents the Board in periods between Board meetings.

Board Membership

The members of the Board and details regarding their
appointment, removal, term of office, attendance at
Board meetings and other committee meetings, skills and
experience are detailed in the Directors’ Report. The
Board composition is determined using the following
principles:

e the Board should comprise between 3 and 9 directors;

e the maximum age for directors is 72;

e the Board should comprise directors with a broad
range of skills and experience; and

e the term of any appointment is subject to continuing
shareholder approval.

The directors believe that limits on tenure may cause loss
of experience and expertise that are important
contributors to the efficient working of the Board. As a
consequence, the Board does not support arbitrary limits
on tenure and regards nominations for re-election as not
being automatic but based on the needs of Funtastic. The
constitution sets out the rules to which Funtastic must
adhere to and which include rules as to the nomination,
appointment and re-election of directors. The constitution
provides for two of the directors to retire and stand for
re-election each year at the Annual General Meeting.
Directors appointed during the year by the Board stand
for re-election at the next Annual General Meeting.

Board and Director Independence

The Board has assessed the criteria for independence as
outlined in the ASX Corporate Governance Council’s best
practice recommendation 2.1. Independent directors of
Funtastic are those not involved in the day to day
management of the company and are free from any real
or reasonably perceived business or other relationship
that could materially interfere with the exercise of their
unfettered and independent judgement.

Currently, three of the six directors are considered to be
independent. It is the Board’s view that Mr Shane Tanner,
Ms Linda Norquay and Mr Stephen Heath are
independent directors. Mr Craig Mathieson is not
considered to be an independent director due to him
being a substantial shareholder.

Mr Nir Pizmony and Mr Grant Mackenzie are Executive
Directors and are deemed not to be independent
directors.

Regardless of whether directors are defined as
independent, all directors are expected to bring
independent views and judgement to Board deliberations.

The Board strongly believes that the degree of
commitment, depth of experience and independence of
thought present in the current structure is appropriate
and will best serve the company and all its shareholders
at this stage of its development. The Board periodically
assesses the independence of each director.
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Board and Director Independence (continued)

Funtastic operates in an entrepreneurial environment and
requires, and benefits from, the passionate involvement
of directors who have been either instrumental in the
business, and or who have specialised knowledge of, and
expertise in, this business sector.

Funtastic has noted the ASX Corporate Governance
Council’'s best practice recommendation that listed
companies have an independent director as Chairman of
the Audit, Risk and Compliance Committee. This
Committee is comprised of four non-executive directors.
Mr Craig Mathieson is the chairman of the committee.
The Board considers that three independent directors on
the committee are sufficient for the independence of the
committee.

Work of Directors

Materials for Board meetings are circulated in advance.
The agenda is formulated with input from the Chief
Executive Officer and the Chairman. Directors are free to
nominate matters for inclusion on the agenda for any
Board or Board committee meeting.

The Board is provided with reports from management on
the financial performance of each business unit. The
reports include details of all key financial results reported
against budgets approved by the Board, with regular
updates on forecasts for the year. The Chief Executive
Officer and Chief Financial Officer attest to the integrity of
the financial reports provided to the Board each meeting.
Similarly, the written statement provided to the Board, in
relation to Funtastic’s full year accounts states that
Funtastic’s financial reports present a true and fair view,
in all material respects. Further, it confirms that
Funtastic’s financial condition and operational results are
in accordance with relevant accounting standards.

Non-executive directors spend approximately thirty days
each year on Board business and activities including Board
and committee meetings, visits to operations and meeting
employees, customers, business associates and other
stakeholders.

The Chairman regularly meets with the Chief Executive
Officer to review key issues and performance trends
affecting the business of Funtastic.

Conflict of Interest

In accordance with the Corporations Act 2001 and
Funtastic’s Constitution, directors must keep the Board
advised on an ongoing basis, of any interest that could
potentially conflict with those of Funtastic. Where the
Board believes that a significant conflict exists, the
director concerned does not receive the relevant Board
papers and is not present at the meeting while the item is
being considered.

Independent Professional Advice

Each director has the right to seek independent
professional advice at the expense of Funtastic.

Independent Professional Advice (continued)

Prior written approval of the chairman is required, which
will not be unreasonably withheld. All directors are made
aware of the professional advice sought and obtained.

Communication and disclosure

The company complies with all relevant disclosure laws
and Listing Rules prescribed by the ASX and has policies
and procedures designed to ensure accountability at a
senior management level for that compliance.

The Company Secretary is accountable to the Board,
through the Chairman, on compliance and governance
matters.

Funtastic is committed to effective communication with
its investors so as to give them ready access to balanced
and understandable information.

Director competencies

The Board plans annual self-assessments of its collective
performance, and its subcommittees. This exercise takes
into consideration the collective directors’ competency,
skills, experience and expertise. Where necessary,
Funtastic will provide the required resources to assist
directors in improving their performance.

New directors are provided with a letter of appointment
setting out the Company’s expectations, their
responsibilities, rights and the terms and conditions of
their appointment. All new directors participate in an
induction program which covers the operation of the
Board and its committees and financial, strategic,
operations and risk management issues.

Ethical Standards

All directors, officers and employees are expected to
perform their duties professionally and act with the
utmost integrity and objectivity, striving at all times to
enhance the reputation and performance of Funtastic and
its brands. The Board oversees the identification and
implementation of procedures and development of
policies in respect of the maintenance of appropriate
ethical standards. Funtastic has a Code of Conduct, which
sets out the standards as to how directors and employees
of Funtastic are expected to act. Employees are required
to read the updated Employee Code of Conduct in the
performance of their duties and to sign an
acknowledgement stating that they have read and
understood this document.

Dealings in Funtastic shares by Directors, Officers
and Employees

The Board permits directors to acquire shares in Funtastic.
It is recommended that all employees do not buy or sell
shares in the company at any time they are aware of any
material price sensitive information that has not been
made public, and are reminded of the laws against
“insider trading”.
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Dealings in Funtastic shares by Directors, Officers
and Employees (continued)

Certain “Designated Officers”, including all directors and
senior executives, are also prohibited from trading during
certain “blackout” periods. These blackout periods are:

a) From the close of the accounts (on 31 January each
year) to 2 business days after the publication to the
ASX of the half-year financial results; i.e. the Appendix
4D (a 2-business day blackout period would apply
from the publication to the ASX of the final half-year
financial report in the event that they were materially
different from the Appendix 4D results);

b) From the close of the accounts (on 31 July each year)
to 2 business days after the publication to the ASX of
the full-year financial results; i.e. the Appendix 4E (a 2-
business day blackout period would apply from the
publication to the ASX of the final full-year financial
report in the event that they were materially different
from the Appendix 4E results); and

c) Forty eight hours after the public release of any
market guidance update.

Exceptions to this prohibition can be approved by the
Chairman (for other directors) or the Company Secretary
(for all other employees) in circumstances of financial
hardship. Prohibitions also apply to financial instruments
related to Funtastic shares and to trading in the shares of
other entities using information obtained through
employment with Funtastic.

In accordance with provisions of the Corporations Act
2001 and the Listing Rules of the Australian Stock
Exchange (ASX), directors or their related entities advise
the ASX of any transaction conducted by them in buying
or selling any shares in Funtastic.

Diversity

Funtastic is an equal opportunity employer and makes its
recruitment decisions based on the best person for the
role with no discrimination on the grounds of gender or
any other factor. The company is committed to being a
business which is an appealing and rewarding place to
work for men and women.

Funtastic has established a Diversity Policy which is
published on the company’s website. As at 31 July 2014
the group’s mix of employees was as follows:

Female Male Total
General employees 48 13 61
Middle managers 11 10 21
Senior managers 9 18 27
Board 1 6 7

Total 69 47 116

Diversity (continued)

Funtastic has elected not to establish targets with regard
to gender mix within its workforce on the grounds that, as
a small business such targets could place unreasonable
restrictions on the company’s ability to operate
effectively.

Ethical Compliance

Funtastic uses its best endeavours through contract
negotiations to ensure that all its products are
manufactured in accordance with local and internationally
accepted labour, environmental and employment laws.
Funtastic is working to ensure that manufacturing occurs
under working conditions that meet legal standards and
without the use of child, forced or prison labour.

Nomination Committee

The current members of the Nomination Committee are
Mr Shane Tanner (Chairman), Mr Craig Mathieson, Ms
Linda Norquay and Mr Stephen Heath.

The role of the Nomination Committee is to assist the
Board in ensuring that the Board is comprised of
individuals who are best able to discharge the
responsibilities of a Director, having regard to the law and
the highest standards of governance, by:

e assessing the skills, knowledge, experience and
diversity required on the Board and the extent to
which they are represented;

e establishing processes for the identification of suitable
candidates for appointment to the Board; and

e overseeing succession planning for the Board.

Nomination Committee Charter and
Responsibilities

The principal purposes of the Committee are to:

e establish a formal and transparent procedure for the
selection and appointment of new directors to the
Board;

e regularly review the succession plans in place for
membership of the Board to ensure that an
appropriate balance of skills, experience and expertise
is maintained;

e review the time commitment required from a non-
executive director and whether non-executive
directors are meeting this requirement; and

o take all reasonable steps to ensure that all individuals
nominated for appointment to the Board as a non-
executive director, expressly acknowledge prior to
their election, that they are able to fulfil the
responsibilities and duties expected of them.

The committee seeks advice and guidance, as
appropriate, from external experts.
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Audit, Risk and Compliance Committee

The members of the Audit, Risk and Compliance
Committee are Mr Craig Mathieson (Chairman), Mr Shane
Tanner, Ms Linda Norquay and Mr Stephen Heath.

Audit, Risk and Compliance Committee Charter and
Responsibilities

The Committee’s key responsibilities and functions are to:

e monitor the company’s relationship with the external
auditor (including the rotation of external auditor
personnel on a regular basis) and the external audit
function generally;

e oversee the adequacy of internal control systems in
relation to the preparation of financial statements and
reports; and

e oversee the process of identification and management
of business, financial and commercial risks.

Meetings of the Audit, Risk and Compliance
Committee

The Audit, Risk and Compliance Committee may have in
attendance or by invitation such members of
management or others as it may deem necessary to
provide appropriate information or explanations.

The Audit, Risk and Compliance Committee meet at least
three times per year and more frequently if required. The
External Auditor attends Audit, Risk and Compliance
Committee meetings when requested by the Audit, Risk
and Compliance Committee Chairman.

Reporting by the Audit, Risk and Compliance
Committee

The Chairman of the Audit, Risk and Compliance
Committee ordinarily reports to the full Board after
committee meetings. The Audit, Risk and Compliance
Committee reports matters regarding its role and
responsibilities, including:

e the system of internal control, which management has
established to safeguard the company’s assets;

e processes are in place such that accounting records
are properly maintained in accordance with statutory
requirements; and

e processes exist to reasonably guarantee that financial
information provided to investors and the Board is
reliable and free of material misstatement.

The following are intended to form part of the normal
procedures for the Committee’s audit responsibility:

e recommending to the Board the appointment and
removal of the external auditors and reviewing the
terms of engagement;

e approving the audit plan of the internal and external
auditors;

Reporting by the Audit, Risk and Compliance
Committee (continued)

e monitoring the effectiveness and independence of the
external auditor; obtaining assurances that the audit is
conducted in accordance with the Auditing Standards
and all other relevant accounting policies and
standards;

e providing recommendations to the Board as to the
need for and the role of an internal audit function;

e reviewing and appraising the quality of audits
conducted by the internal and external auditors and
confirming  their  respective  authority and
responsibilities;

e monitoring the relationship between management
and the external auditors;

e determining the adequacy, effectiveness, reliability,
and appropriateness of administrative, operating and
internal control systems and policies;

e evaluating compliance with approved policies,
controls, and with applicable accounting standards
and other requirements relating to the preparation
and presentation of financial results;

e overseeing financial reporting and disclosure practice
and the resultant information; and

e reviewing (in consultation with management and
external auditors) the appropriateness of the
accounting principles adopted by management in the
composition and presentation of financial reports and
approving all significant accounting policy changes.

Recognising and managing risk

The responsibility for risk management and oversight is
coordinated through the Audit, Risk and Compliance
Committee, in conjunction with management. The
committee’s specific function with respect to risk
management is to review and report to the Board that:

e the company’s ongoing risk management program
effectively identifies areas of potential risk;

e adequate policies and procedures are designed and
implemented to manage identified risks; and

e appropriate remedial action is undertaken to redress
areas of weakness.

The following are intended to form part of the normal
procedures for the Committee’s risk responsibility:

e determine the adequacy and effectiveness of the
management reporting and systems used to monitor
adherence to policies and guidelines and limits
approved by the Board for management of financial
risks;

e determine the adequacy and effectiveness of financial
and operational risk management systems by
reviewing risk registers and reports from management
and external auditors;
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Recognising and managing risk (continued)

e evaluating the structure and adequacy of business
continuity plans;

e determine the appropriateness of insurances on an
annual basis;

e reviewing and making recommendations on the
strategic direction, objectives and effectiveness of
financial and operational risk management policies;

e overseeing the establishment and maintenance of
processes to ensure that there is:

- an adequate system of internal control,
management of business risks and safeguard of
assets; and

- a review of internal control systems and the
operational effectiveness of the policies and
procedures related to risk and control.

e evaluating exposure to fraud and monitoring
investigations of allegations of fraud or malfeasance;

e reviewing corporate governance practices for
completeness and accuracy;

e determining the adequacy and effectiveness of legal
compliance systems; and

e providing recommendations as to the reporting of and
propriety of related party transactions.

Management Certification Process

A management certification process has been introduced
across the business. The process serves the following
purposes:

e provide assurance to the Board to support their
approval of the annual financial reports;

e formalise the process by which the executive team
sign-off on those areas of risk responsibility delegated
to them by the Board; and

e ensure a true and fair view of Funtastic’s financial
statements.

The key steps in the certification process are as follows:

e completion of a questionnaire by key management
covering information that is critical to the financial
statements, risk management and internal controls;
and

e review by the Audit, Risk and Compliance Committee
of all exceptions and management comments.

Certification by the Chief Executive Officer and Chief
Financial Officer to the Board that:

e the financial statements provide a true and fair view,
in all material respects of Funtastic’s financial
condition and operating results;

e the financial statements provide a sound system of
risk management and internal compliance and control;

Management Certification Process (continued)

e there is relevant laws and
regulations;

e Funtastic’s risk management, internal compliance and
control systems are operating efficiently and
effectively in all material respects; and

e all material business risks have been identified and

communicated to the Board.

compliance with

Internal Audit Function

The internal audit function is absorbed within the head
office finance function. The finance function is able to
conduct internal control reviews and assessments as and
when required by the Audit, Risk and Compliance
Committee. The Board received and reviewed the
minutes of the meetings of all Board committees
including the Audit, Risk and Compliance Committee.

The external audit function is separate and independent
of the above functions.

Remuneration and Evaluation Committee

The members of the Remuneration and Evaluation
Committee are Mr Stephen Heath (Chairman), Mr Craig
Mathieson, Mr Shane Tanner and Ms Linda Norquay.

The Remuneration and Evaluation Committee s
appointed by the Board primarily to monitor, review,
assess, recommend and approve:

e remuneration policies and practices which will serve
to attract and retain executives and directors who will
create value for shareholders. These policies and
practices should fairly and responsibly reward
executives and directors, having regard to the
performance of the Company, the performance of the
individual, and the general remuneration
environment;

e succession planning for Senior Executives who report
directly to the Chief Executive Officer;

e the remuneration, superannuation and incentive
policies for Senior Executives who report directly to
the Chief Executive Officer; and

e all equity and cash-based remuneration plans.

The Remuneration and Evaluation Committee provides
additional support for the human resources strategy of
Funtastic. It assists the Board by ensuring that the
appropriate people, people related strategies, policies
and procedures are in place to support Funtastic’s vision
and values and its strategic and financial goals.
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Remuneration and Evaluation Committee Charter
and Responsibilities

The committee is responsible for monitoring, reviewing,
reporting and recommending to the Board with respect to
each of the following:

e the company's policy for determining executive and
non-executive directors’ remuneration,
superannuation, and incentives as well as any
retention or other compensation payments, and any
proposed amendments to the policy;

e remuneration includes base pay, incentive payments,
equity awards, retirement rights and service contracts;

e the implementation of the remuneration policy;

e the proposed specific remuneration for each non-
executive and executive director, including the Chief
Executive Officer, having regard to independent advice
and the remuneration policy. The committee will need
to determine whether any shareholder approvals are
required. The remuneration of individual non-
executive directors will ultimately be determined by
the Board and approved in aggregate by the
shareholders in accordance with the Corporations Act
2001 and the ASX Listing Rules;

e the proposed specific remuneration and other benefits
for the direct reports of the Chief Executive Officer
and the design of all incentive plans, including
performance hurdles; and

e the total proposed payments from any executive
incentive plan.

The committee seeks advice and guidance, from external
experts, as appropriate.

The review of the performance of the Chief Executive
Officer is undertaken by the Remuneration and Evaluation
Committee, which recommends to the Board any
remuneration adjustment or incentive payment.

The review of the performance of senior management is
undertaken by the Chief Executive Officer who provides a
recommendation to the Remuneration and Evaluation
Committee on any remuneration adjustments or incentive
payments. The committee provides its recommendation
to the Board for approval.

Remuneration Policy

Funtastic’s remuneration policies and practices in relation
to directors and senior management are disclosed in the
remuneration report contained in the Directors’ Report.

Remuneration Disclosure

The Remuneration Report contained in the Directors’
Report discloses the directors’, non-executive directors’
and key management personnel’s remuneration, benefits,
incentives and allowances where relevant.



Directors’ Report

Directors

Your Directors present their report on the Group consisting of Funtastic Limited and the entities it controlled at the end of, or

during, the year ended 31 July 2014.

The following persons were directors of Funtastic Limited during or since the end of the financial year:

Director

Shane Tanner
FCPA, ACIS

Chairman and Independent Non-
executive director

Nir Pizmony

Managing Director and Chief Executive
Officer

Stewart Downs (Resigned 31 July 2014)

Managing Director and Chief Executive
Officer

Craig Mathieson
B.Bus

Non-executive director

Paul Wiegard (Resigned 31 July 2014)

Executive Director

Particulars

Appointed to the Board in March 2009 as an Independent Non-executive
director and appointed as Chairman of the Board effective from the AGM on 21
May 2010. Mr Tanner is Chairman of the Nomination Committee and a member
of the Remuneration and Evaluation Committee and the Audit, Risk and
Compliance Committee.

He is Chairman of Vision Eye Institute Ltd and Paragon Care Ltd. Mr Tanner is a
former CEO of Mayne Nickless Diagnostic Services and Director of Sterihealth
Ltd. Mr Tanner has a vast commercial and financial experience.

Appointed to the board in August 2009 as an Executive director. He was
appointed as Chief Executive Officer, succeeding Stewart Downs, effective 1
August 2014. Mr Pizmony has over twenty-five years experience in consumer
products. He has founded, developed and subsequently sold two successful toy
companies. Mr Pizmony’s knowledge and reputation in the toy industry is well
proven both in Australia and globally.

Joined the Board in August 2009. Mr Downs has been the Chief Executive
Officer of Funtastic Limited since February 2009 until his resignation on 31 July
2014.

Mr Downs has had an expansive career in branded consumer businesses across
Australia, New Zealand and Asia successfully leading turnarounds in Australia
and developing new businesses in Asia. He has held roles across sales,
marketing, finance and in the last 10 years senior general management
positions.

He has a Bachelor of Business and Commerce majoring in Economics, Business
Administration and Accountancy.

Appointed to the board in August 2009 as a Non-executive director. Mr
Mathieson is Chairman of the Audit, Risk and Compliance Committee, a member
of the Remuneration and Evaluation Committee and of the Nomination
Committee.

Mr Mathieson is CEO of The Mathieson Group. He was Managing Director of
DMS Glass from 2001 to 2007. He has a banking and commercial background
gained while working with the Business Banking division of ANZ Bank and the
Property Finance division of St George Bank.

Appointed to the Board in October 2011. Mr Wiegard is a founder and joint
Managing Director of Madman Entertainment, the leading independent
theatrical, rights management and home entertainment company in Australasia
and a division of Funtastic, until its sale on 31 July 2014. Mr Wiegard is also a
Board member of the Australian Video Software Distributors, the Melbourne
International Film Festival and the Australian Independent Distributors
Association. Mr Wiegard brings an impressive depth of knowledge and
experience of the entertainment industry. Mr Wiegard was an executive
director until his resignation on 31 July 2014 as a consequence of the sale of
Madman Entertainment.
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Stephen Heath

Independent Non-executive director

Linda Norquay
B.Com, CA, GAICD

Independent Non-executive director

Grant Mackenzie (Appointed 6 August
2014)

B.Acc, CA, MBA, GAICD

Executive Director

Directorships of other listed companies

Appointed to the Board in October 2010 as an Independent Non-executive
director. Mr Heath is a member of the Audit, Risk and Compliance Committee,
the Nomination Committee and Chairman of the Remuneration and Evaluation
Committee.

Mr Heath has extensive retail experience comprising 18 years across iconic
Australian retail brands including Harvey Norman, Rebel Sport, and Godfreys.
Mr Heath was previously Managing Director of International Cleaning Solutions
Holdings which has retail and wholesale interests in Australia, New Zealand, and
the UK. Prior to this Mr Heath was CEO of Rebel Sport during its public listing on
the ASX. Mr Heath also spent 5 years with Sharp Corporation managing the
retail accounts of major retailers such as Harvey Norman, Myer, David Jones and
Kmart. Mr Heath is currently Managing Director and CEO of Fantastic Holdings
Limited.

Appointed to the Board in September 2011 as an Independent Non-executive
director. Ms Norquay is a member of the Audit, Risk and Compliance
Committee, the Nomination Committee and the Remuneration and Evaluation
Committee.

Ms Norquay is currently Chief Financial Officer at lllyria Pty. Ltd. Ms Norquay
brings a wealth of financial and strategic experience to Funtastic Limited and
has previously held senior financial and management roles at Allco Finance
Group, Macquarie Bank Limited and Barclays Bank Plc in London.

Appointed as Chief Financial Officer and Company Secretary on 1 November
2013, as Chief Operating Officer on 1 August 2014 and joining the Board of
Directors on 6 August 2014. Mr Mackenzie has over 20 years experience in
various senior executive roles with significant experience in brand management.
His most recent role prior to joining Funtastic was the Finance Director for
Brown-Forman Australia.

Directorships of other listed companies held by directors in the 3 years immediately before the end of the financial period

are as follows:
Director

Shane Tanner

Craig Mathieson
Stephen Heath

Company Secretary

Company Period

Vision Eye Institute Ltd 2004 to current
Paragon Care Limited 2005 to current
Great Western Exploration Ltd 2011 to current
Fantastic Holdings Limited 2013 to current

Mr Mackenzie was appointed to the position of Company Secretary on 1 November 2013. He succeeded Mr James Cody, who

resigned on the same date.

Principal activities

The Group’s principal continuing activity during the period was as a brand builder and distributor of toys, sporting,
confectionary and homeware products, operating globally.
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Subsequent events

There has not been any other matter or circumstance occurring subsequent to the end of the financial year that has
significantly affected, or may significantly affect, the operations of the Group, the results of those operations or the state of

affairs of the Group in future financial years.

Environmental regulations

The Group is not required to hold any Environmental Protection Authority Licences.

Review operations

Key strategic achievements:
* Continued expansion and development of the Chill Factor™ brand.

* Continued success of Funtastic owned brands and intellectual property, revenue up 36%.

¢ Sale of Madman Entertainment.
¢ International business growth.
* Reduction of debt by $16.8m.

Key operating achievements:

¢ Restructured focussed company structure.

* Expanded range of Chill Factor ™ products.

¢ Exciting development of Pillow Pets, and stationery lines.

¢ Building a stronger manufacturing capability in Hong Kong and China.

¢ |nitiation of Inventory reduction program.
* Strengthened operating procedures.

Key financial results continuing operations:
* NPAT" loss of $10.0m.

« EBITDA" loss of $0.8m.

* Finance costs fall by 31% to $4.1m.

e Underlying borrowings reduced by $16.8m.

Key Financials (Continuing Activities)

AUDM FY14 FY13 % Change
Revenue 124.6 115.7 8%
EBITDA" (0.8) 16.0 1105%
pRT" (9.3) 6.4 1246%
NPAT" (10.0) 8.6 1216%
Basic EPS (cents) (1.51) 1.60 1194.%
Dividend per share (cents) N/A 0.10 N/A
ROE™ (41.8)% 16% 157.8%
Net Debt ($m) 31.7 48.6 435%
Gearing™ 47% 47% -

Mncludes $1.6m gain on sale of QuickSmart IP and assets in March 2014 (2013: includes $3.3m gain on early settlement of deferred

acquisition consideration);
(")NPAT/average shareholder equity;
N et debt/shareholder equity;
™Net Debt/EBITDA;

MEBIT/finance cost;
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Outlook

The Board is confident that performance will improve in FY15, where there were a number of significant costs incurred in
FY14 and where improved controls will avoid similar expenditure in the future. The Company structure has been stream-lined
to provide greater focus on the key issues of the business.

The overall retail environment is not expected to improve dramatically, however the Company has strengthened its portfolio
enahling growth in a broader customer and consumer base. The growth in International markets will continue with additional
new products, line extensions and additional markets.

Dividends

During the year, the Directors declared and paid a final dividend on the 27 November 2013 for the year ended 31 July 2013 of
0.5 cents per share. In respect of the financial year ended 31 July 2014, no dividends have been declared.

Rounding of amounts to nearest thousand dollars

The Company is of a kind referred to in Class Order 98/0100, issued by the Australian Securities & Investments Commission,
relating to the ‘rounding off’ of amounts in the Directors’ Report. Amounts in the Directors’ Report and Financial Statements
have been rounded off in accordance with that Class Order to the nearest thousand dollars, or in certain cases, to the nearest
dollar.

Share Options

Options granted to directors and executives of the Company
During or since the end of the financial year, the Company granted options for no consideration over unissued ordinary
shares in the Company to the following Directors and Executives, as part of their remuneration:

Number of options Number of ordinary
Directors and executives granted during the year shares under option
Directors
P. Wiegard 100,000 -
N. Pizmony 6,333,333 5,000,000
Executives
T. Anderson 100,000 -
G. Mackenzie 300,000 300,000
P.S. Lopez 1,000,000 1,200,000

W The ESLS is treated in substance as an option for accounting purposes and is therefore disclosed as share options in the Directors’
Report, Remuneration Report and in the Notes to the financial statements. Further details on the ESLS are set out in Note 35 of the
financial statements.

Unissued shares under option

At the date of this report, unissued shares of the Company under option are:

(a) Executive share options (ESOPs) — Nil balance

Share
Vested, price at Value of
Number of Date of Forfeited forfeited  forfeiture Exercise forfeited
KmpP options held forfeiture shares shares date price options
Stewart Downs 4,000,000 31/07/2014 4,000,000 1,333,333 $0.077 $0.135 -
James Cody 1,000,000 31/07/2014 1,000,000 - $0.077 $0.207 -

Total 5,000,000 5,000,000 1,333,333 -
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Unissued shares under option

(b) Employee share loan scheme (ESLS)

Grant date Number of shares Exercise price”' Vesting date Expiry date™

8 July 2013 1,000,000 $0.1599 1 January 2016 N/A

27 January 2014 1,700,000 $0.1660 6 November 2016 N/A
2,700,000

Of the 2,400,000 options granted on 8 July 2013, 1,400,000 had been forfeited due to resignations of employment. On 27
January 2014, 2,200,000 options were granted. Out of these, 500,000 had been forfeited due to resignations of employment.
None of these forfeited shares had vested and they had a nil value at the forfeited dates.

(c) Unissued options

Grant date Number of shares Exercise price Vesting date Expiry date
23 December 2013 2,500,000 $0.100 31 December 2013 31 December 2014
23 December 2013 2,500,000 $0.135 31 December 2013 31 December 2014

5,000,000

On 23 December 2013, unlisted options of 6,333,333 were issued to Mr Nir Pizmony with shareholder approval as an
incentive component of Mr Nir Pizmony’s remuneration package. On 10 August 2014, 1,333,333 vested options have expired.

y(f)Refer to Note 35 of the accompanying notes for further details on the ESLS exercise price
i The expiry date is on the date the employee ceases employment with the Company

Indemnity of officers and auditors

During the financial year the Company paid a premium in respect of a contract insuring the directors of Funtastic Limited and
all executive officers of the Company and of any related body corporate against a liability incurred as such director, secretary
or executive officer to the extent permitted by the Corporations Act 2001. The contract of insurance prohibits disclosure of
the nature of the liability and the amount of the premium.

The Company has not otherwise, during or since the end of the financial year, except to the extent permitted by law
indemnified or agreed to indemnify an officer or auditor of the Company or of any related body corporate against a liability
incurred by such an officer or auditor.

Meetings of Directors

The number of meetings of the Company’s directors held during the year ended 31 July 2014 and the number of meetings
attended by each director were:

Remuneration Committee Board of directors  Audit, Risk and Compliance Committee

A B A B A B

S Tanner 1 1 11 12 2 2
S Downs - - 11 12 - -
C Mathieson 1 1 10 12 2 2
N Pizmony - - 10 12 - -
L Norquay 1 1 12 12 2 2
S Heath 1 1 10 12 2 2
P Wiegard - - 10 12 - -

Columns A indicates the number of meetings attended during the year the Director was a member of the Board and/or Committee(s).
Columns B indicates the number of meetings eligible to attend during the year the Director was a member of the Board and/or
Committee(s).

There is also a Nominations Committee but no meetings were held during the year since no changes to Board composition were
contemplated.
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Directors’ shareholdings

Securities in the Company or in a related body corporate in which directors have a relevant interest as at the date of this

report were:

Director Issuing entity Ordinary Shares Share Options
S Tanner Funtastic Limited 500,000 -
S Downs Funtastic Limited 2,672,776 -
C Mathieson Funtastic Limited 111,382,853 -
N Pizmony Funtastic Limited 29,238,601 5,000,000
S Heath Funtastic Limited 666,667 -
P Weigard Funtastic Limited 1,900,698 -
L Norquay N/A - -
G Mackenzie Funtastic Limited 3,568,405 300,000

Option holdings

The number of options over ordinary shares in the Company held during and after the end of the financial year by each
director of Funtastic Limited and each of the key management personnel (KMP) of the Group, including their related entities,
are set out in the Remuneration Report.

The Board has discretion to waive any vesting conditions or other restrictions to the ESLS in accordance with the ESLS plan
rules provided such amendments do not widely prejudice the rights of existing participants.

Changes in state of affairs

On 31 July 2014, the Company executed and completed a sale agreement to dispose of Madman Entertainment (“Madman”).
The sale consideration was $21,500,000, plus or minus ‘Working Capital Adjustment’ (amount by which Completion Working
capital exceeds or less than the Target Working Capital of $14,143,000). The loss recognised in these financial statements is
$23,824,000.

Other than the above, there was no significant change in the state of affairs of the consolidated entity during the financial
year.

Non-audit services

Details of amounts paid or payable to the auditor for non-audit services provided during the year by the auditor are outlined
in Note 38 to the financial statements. The directors are satisfied that the provision of non-audit services, during the year, by
the auditor (or by another person or firm on the auditor’s behalf) is compatible with the general standard of independence
for auditors imposed by the Corporations Act 2001.

The Directors are of the opinion that the services as disclosed in Note 38 to the financial statements do not compromise the
external auditor’s independence, based on advice received from the Audit, Risk and Compliance Committee, for the following
reasons:

¢ all non-audit services have been reviewed and approved to ensure that they do not impact the integrity and objectivity of
the auditor; and

e none of the services undermine the general principles relating to auditor independence as set out in Code of Conduct
APES 110 Code of Ethics for Professional Accountants issued by the Accounting Professional & Ethical Standards Board,
including reviewing or auditing the auditor’s own work, acting in a management or decision-making capacity for the
Company, acting as advocate for the Company or jointly sharing economic risks and rewards.

A copy of the Auditor’s Independence Declaration as required under section 307C of the Corporations Act 2001 is set out on
page 30 of this annual report.
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Remuneration Report (Audited)

Details of key management personnel
The following directors and key management personnel of the Group during or since the end of the financial year were:

Name

Position

Period in position during the year

Shane Tanner
Stewart Downs
Craig Mathieson

Nir Pizmony

Stephen Heath
Linda Norquay
Paul Wiegard

Tim Anderson
James Cody

Pedro Sangil Lopez

Grant Mackenzie

Chairman and Independent Non-executive Director
Managing Director and Chief Executive Officer
Non-executive Director

Executive Director

Managing Director and Chief Executive Officer
Independent Non-executive Director

Independent Non-executive Director

Executive Director

Joint Managing Director — Madman Entertainment
Chief Financial Officer & Company Secretary
Group Manager — Asia

Chief Financial Officer & Company Secretary
Chief Operating Officer

Full year

Resigned 31 July 2014
Full year

Full year

Appointed 1 August 2014
Full year

Full year

Resigned 31 July 2014
Resigned 31 July 2014
Resigned 1 November 2013
Full year

Appointed 1 November 2013
Appointed 6 August 2014

Remuneration policy for directors and executives

Principles of Compensation

The Remuneration and Evaluation Committee makes specific recommendations to the Board on compensation packages and
other terms of employment for directors and other senior executives. The Board then considers these recommendations and
makes appropriate determinations, with compensation packages set at a level that is intended to attract and retain
executives capable of managing the consolidated entity’s diverse operations.

Compensation of the senior executives is reviewed on an annual basis by the Remuneration and Evaluation Committee
having regard to personal and corporate performance and relevant comparative information. Compensation for senior
executives comprises both fixed compensation and an “at risk” component. The “at risk” component comprises a short term
incentive payment based on a combination of the company’s results and individual performance levels, and a long term
incentive component pursuant to the Funtastic Executive Share Option Plan and the Funtastic Employee Performance Share
Rights Plan and Employee Share Loan Scheme (ESLS).

The payment of short-term incentives is dependent on the achievement of operating and financial targets set at the
beginning of each year and assessed on an annual basis by the Board.

Compensation and other terms of employment for senior executives are formalised in service agreements.

The Group’s executive remuneration is directly related to the performance of the Group through the linking of short and long
term incentives to certain financial performance measures. These performance measures, as described below, are selected
by the Board of directors and considered relevant to the management of the diverse operations of the Group and to
effectively align the long-term interests of the Directors, executives and shareholders. The performance conditions are
assessed periodically by the Remuneration and Evaluation Committee to ensure they remain relevant.

Compensation and company performance

Funtastic Limited’s Net Profit after Tax (NPAT) and Diluted Earnings per Share (EPS) growth have been the central
performance measures for the Company’s incentive plans for executives since listing. Other measures include revenue
growth, return on average funds employed, net operating cash flow, total shareholder return and other business objectives.

In 2014 no Short Term Incentive (‘STI”) eligible payments were made (2013:Snil).
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Remuneration Report (Audited) (continued)

Compensation and company performance (continued)

The table below shows the Group’s earnings in the reporting period and the previous four financial periods/years as well as
an indication of the Group’s value over the corresponding period:

(iii)

7 months

Year ended("i) Year ended™” Year ended™ Year ended™ ended

31 July 2014 31 July 2013 31 July 2012 31July 2011 31 July 2010

NPAT ($’000)" (35,707) 13,962 10,436 (38,205) (3,579)
EPS Basic (Cents)"” (5.39) 2.58 2.77 (11.2) (1.05)
Diluted EPS (Cents)" (5.39) 2.57 2.77 (11.2) (1.05)
Total Dividends ($’000) 3,335 2,702 Nil Nil Nil
Year End Share Price (S) 0.077 0.17 0.16 0.07 0.22
Shares on Issue (No.) 669,869,723 644,569,723 537,799,605 340,997,682 340,997,682
Market Capitalisation ($’000) 51,580 109,577 86,048 23,870 75,019

YINPAT from group operations
(B asic & Diluted EPS from group operations

(illncludes Madman Entertainment group of companies

Components of Compensation

Fixed Compensation

The terms of employment for all executive management contain a fixed compensation component, which is expressed in
local currency. This fixed component is set in accordance with the market rate for a comparable role by reference to
appropriate external benchmark information and having regard to an individual’s responsibilities, performance,
qualifications, experience and location. An executive’s compensation is also reviewed on promotion.

Fixed compensation includes contributions to superannuation and pension plans in accordance with relevant legislation or as
contractually required. Fixed compensation is structured as a total employment cost package which may be delivered to the
executive as a mix of cash and prescribed non-financial benefits at the executive’s discretion. There are no guaranteed pay
increases in any senior executive’s contract.

Benefits for termination of employment may be payable subject to the circumstances of the termination and within the
terms of the employment contract.

At risk Compensation
Annual Bonus

e The annual cash bonus represents the actual entitlements payable under Funtastic’s annual short-term incentive plan
(STI). Details are set out below of the amount available for the bonus and the performance conditions that were required
to be satisfied in order for the bonus to be payable.

e The STI plan is a cash-based plan that involves linking specific targets (predominantly financial) with the opportunity to
earn incentives based on a percentage of fixed compensation.

e Performance measurements have been applied to each component of STl and accordingly, entitlements were
determined with regard to the executive’s level and area of responsibility. Performance against the objectives was
determined and incentives and entitlements assessed against the audited financial results.

e The STl is weighted where 50% is payable in the event that the Group’s earnings before interest, tax, depreciation and
amortisation (EBITDA) for the 12 months from 1 August 2013 to 31 July 2014 exceeds the groups financial objectives and
50% where EBITDA exceeds the growth stretch target. Each individual’s bonus is based on a percentage of their total
package as follows:

- Stewart Downs 50% - Paul Wiegard 50%
- Nir Pizmony 50% - Tim Anderson 50%
- Grant Mackenzie 40% - Pedro Sangil Lopez 30%
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Remuneration Report (Audited) (continued)

Remuneration of Key Management Personnel compensation
The aggregate compensation of the key management personnel of the Group is set out below:

Post-employment

Other long-term

Short-term employee benefits benefits employee benefits Share-based payments
Non- Options Under
Salary and | Cash Bonus monetary Superannuation Long service | Termination Options Employee Share loan Total | Consisting of
Year ended fees benefits leave Benefits scheme options /PSRs
31 July 2014 $ $ $ $ $ $ $ $ $ %
Directors
Shane Tanner 123,600 - - - - - - - 123,600 0.00%
Stewart Downs 487,750 - 16,378 51,380 (17,735) 328,781 - (807) 865,747 (0.01)%
Craig Mathieson 56,697 - - 5,261 - - - - 61,958 0.00%
Nir Pizmony 377,982 - - 35,072 10,294 - 256,766 - 680,114 37.75%
Stephen Heath 61,957 - - 220 - - - - 62,177 0.00%
Linda Norquay 61,800 - - - - - - - 61,800 0.00%
Paul Wiegard 321,101 - - 29,794 6,845 - - (403) 357,337 (0.01)%
Sub-Totals 1,490,887 - 16,378 121,727 (596) 328,781 256,766 (1,210) | 2,212,733 11.97%
Executives
James Cody" 94,953 - - 8,652 (1,560) 154,855 - (403) | 256,497 (0.01)%
Tim Anderson 317,956 - 797 26,515 6,845 - - (403) | 351,710 (0.01)%
Pedro Sangil Lopez 207,170 53,349 - 2,591 - - - 14,760 277,870 5.31%
Grant Mackenzie!” 234,114 - - 21,748 - - - 3,234 | 259,096 1.24%
Sub-Totals 854,193 53,349 797 59,506 5,285 154,855 - 17,188 | 1,145,173 1.61%
TOTALS 2,345,080 53,349 17,175 181,233 4,689 483,636 256,766 15,978 | 3,358,906 8.51%
(i) 3 months.
(ii) 9 months.
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Remuneration Report (Audited) (continued)

Remuneration of Key Management Personnel compensation
The aggregate compensation of the key management personnel of the Group is set out below:

Post-employment Other long-term
Short-term employee benefits benefits employee benefits Share-based payments
Options Under Consisting of
Salary and Non-monetary Termination Employee Share loan options /
Year ended fees | Cash Bonus benefits Superannuation Long service leave Benefits Options scheme Total PSRs
31 July 2013 $ $ $ $ $ $ $ $ $ %
Directors

Shane Tanner 123,600 - - - - - - - 123,600 -
Stewart Downs 484,985 - - 25,000 2,259 - 5,504 807 518,555 1.22
Craig Mathieson 56,697 - - 5,119 - - - - 61,816 -
Nir Pizmony 380,323 - - 34,127 407 - - - 414,857 -
Stephen Heath 58,872 - - 2,944 - - - - 61,816 -
Linda Norquay 61,800 - - - - - - - 61,800 -
Paul Wiegard 321,101 - - 28,992 6,050 - - 403 356,546 0.11
Sub-Totals 1,487,378 - - 96,182 8,716 - 5,504 1,210 | 1,598,990 0.42

Executives
James Cody 324,295 - - 20,795 356 - 12,612 403 358,461 3.63
Tim Anderson 319,695 - - 24,872 6,050 - - 403 351,020 0.11
Pedro Sangil Lopez 220,251 - - 2,667 - - - 403 223,321 0.18
Sub-Totals 864,241 - - 48,334 6,406 - 12,612 1,209 932,802 1.48
TOTALS 2,351,619 - - 144,516 15,122 - 18,116 2,419 | 2,531,792 0.81
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Remuneration Report (Audited) (continued)

Share Options/Share Performance Right Plans

The Company’s long-term incentive arrangements (LTI) are designed to link executive compensation with growth in
shareholder value through the grant of options or rights over equity securities (shares) in the Company. Options are granted
under the Company’s Executive Share Option Plan (ESOP) which was approved by shareholders and directors of the Company
on 2 August 2000. Performance Share Rights are granted under the Funtastic Employee Performance Share Rights Plan
(EPSR) which was established in 2005.

Participation in the ESOP and/or EPSR is offered to executives who are able to influence, or who have the potential to
influence, the generation of shareholder wealth, as assessed against the LTI performance hurdles.

In general, eligible executives are offered annual grants under the plans which in total are designed to be the equivalent of
up to 30% of their annual fixed compensation on an annualised basis.

Options and/or rights are granted for no consideration. The performance periods, performance hurdles and other terms and
conditions are set by the Board for each grant of options or rights. The options or rights vest and become exercisable only
when the specific criteria for each grant are met.

Share Options/Performance Share Rights granted
During the financial year, the following share-based payment arrangements were in existence:

Grant date Number of

Share-based average shares at Performance
payment Series Grant date Expiry date  fair value 31 July 2014  Vesting date conditions
Share option Esor33”  20/03/2008  02/09/2013 $0.115 - 31/08/2011 2
Share option ESOP35 21/08/2009  10/08/2014 $0.072 1,333,333 21/08/2012 3
09/11/2011 &
Share option ESOP37 01/04/2010  01/04/2015 $0.119 - 09/11/2012 4
Share option Ests™ ™ 08/07/2013 N/A $0.1599 200,000  01/01/2016 N/A
Share option Ests™ ™ 27/01/2014 N/A $0.1660 1,300,000  06/11/2016 N/A
Share option Unlisted”  23/12/2013  10/08/2014 $0.1350 1,333,333 23/12/2014 N/A
Share option Unlisted™  23/12/2013  31/12/2014 $0.1000 2,500,000  31/12/2014 N/A
Share option Unlisted™  23/12/2013  31/12/2014 $0.1350 2,500,000  31/12/2014 N/A
Total 9,166,666

Yexecutive Share option (ESOP) series 33 lapsed on 2 September 2013. No options were exercised. The fair value of these options at 2
September 2013 was Snil.

There are no performance conditions attached to this share option. The only vesting condition is for participants to remain in
employment until 1 January 2016 for tranche 1 and 6 November 2016 for tranche 2. The design of the ESLS is to link executive
compensation with continuing service commitment to Funtastic and growth in shareholder value.

liThe expiry date is on the date the employee ceases employment with Funtastic whether vested or not.

The performance conditions attached to the Company’s share options and Performance Share Rights are outlined below:

Share Options - Performance condition 3 (type 3)

For each of the three years, one third of the options will vest on the anniversary of employment provided there is a 30%
compound share growth based on the exercise price of 13.5 cents. In such case the following performance hurdles are
required to be achieved:

a) in year 1 the share price to be no less than 17 cents;
b) in year 2 the share price to be no less than 23 cents; and
c) in year 3 the share price to be no less than 30 cents.

If the performance hurdle rate is not achieved for any particular year the allocation of options for that year will still vest if the
cumulative performance hurdle for the following year or years is achieved. In such cases the vested options roll over to the
year when the cumulative performance hurdle is achieved.
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Remuneration Report (Audited) (continued)

Share Options - Performance condition 3 (type 3) (continued)

Performance hurdles will be achieved if the requisite share price is maintained for any six months of the relevant 12 month
period, based on the volume weighted average market price of the shares on the ASX for each month commencing on the
first day of employment with Funtastic.

Options granted under the plan carry no dividend or voting rights. When exercisable, each option is convertible into one
ordinary share.

The exercise price of options is based on the weighted average price at which the company’s shares are traded on the
Australian Stock Exchange during the five days immediately before the options are granted. Amounts receivable on the
exercise of options are recognised as share capital.

Share Options - Performance condition 4 (type 4)

Type 4 options are identical to type 3 options in every regard, except that for each of the three years, one third of the options
will vest on the anniversary of employment provided there is a 30% compound share growth based on the exercise price of
20.7 cents. In such case the following performance hurdles are required to be achieved:

a) inyear 1 the share price to be no less than 27 cents;

b) in year 2 the share price to be no less than 35 cents; and

¢) inyear 3 the share price to be no less than 45 cents.

Employee Share Loan Scheme

During the 2013 financial year, the Company established the Funtastic Employee Share Loan Scheme (ESLS). At the Board’s
discretion, eligible employees were invited to participate in the scheme.

The Funtastic Employee Share Loan Scheme Trust (Trust) was established for the purpose of purchasing and holding shares
on behalf of participants to satisfy exercises made under the ESLS operated by Funtastic. Under the ESLS, an interest free
limited recourse loan (a loan where the participant’s risk will be limited to the shares issued to the participant under or in
connection with the plan) to the value of the grant date issue price per share was granted to each participant. Each
participant directs Funtastic to pay the loan amount to the trustee of the Trust and the trustee to use the loan amount to
acquire shares on behalf of the Participant, which are held until the exercise date of the option under which they were
purchased

The loan is repayable by the participant when the options become exercisable, being after the vesting date and subject to the
satisfaction of the vesting conditions. When the options are exercisable, in the event that the balance of the loan is less than
the estimated market value of shares that secure the loan less estimated transaction costs, a participant may request
Funtastic to sell the shares on the ASX and that the funds received from the sale of those shares, less any costs incurred in
connection with the sale and less the loan balance be remitted to the participant.

The shares are eligible to participate in dividends declared by the Company. Any dividends paid will be utilised to reduce the
carrying value of each scheme participant's individual loan balance on the dividend payment date.

In the event that the loan balance is greater than the sale proceeds, a participant may request Funtastic to transfer the
shares which secure the loan to the participant provided that the participant remits any outstanding balance of the loan to
Funtastic as repayment of the loan.

In the event that an employee ceases employment with Funtastic, is entitled to vested shares and does not direct Funtastic
to sell or transfer such Shares to the participant and the balance of the loan is greater than the estimated proceeds amount,
Funtastic must buy back and cancel such shares with the consideration from the buyback being the full satisfaction of the
then outstanding balance of the loan. The participant will have no further entitlements to or in respect of the shares.

No performance conditions are attached to the ESLS and the only vesting condition is a service condition which requires
participants to remain in employment until 1 January 2016 for Tranche 1 and 6 November 2016 for Tranche 2. The options
become exercisable only when the vesting conditions are met. (See Note 35)

The expiry date of the ESLS options is on the date the employee ceases employment with Funtastic. Further details on the
ESLS, the ESLS Trust and the ESLSs interest free limited recourse loan are set out in Note 35 of the financial statements.

The board has discretion to waive any vesting conditions or other restrictions attached to the ESLS in accordance with the
ESLS plan rules provided that such amendments do not unduly prejudice the rights of existing participants
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Directors’ Report

Remuneration Report (Audited) (continued)

Shares provided on exercise of remuneration options
No ESOP or ESLS options were exercised during the current financial year or preceding financial year.

Key management personnel equity holdings

The number of ordinary shares and options over ordinary shares in the company held during the financial year by each
director of Funtastic Limited and each of the key management personnel of the consolidated entity, including their related
entities, are set out below.

Share options

Shares Vested and
Balance at Granted expired Balance at  exercisable at
Year ended the start of during  during the Shares forfeited  theend of the end of the
31 July 2014 the year the year year during the year the year year
Executive Directors
Stewart Downs 4,600,000 - (200,000) (3,066,667) 1,333,333 1,333,333
Nir Pizmony - 6,333,333 - - 6,333,333 -
Paul Weigard 200,000 100,000 - (300,000) - -
Executives
Tim Anderson 200,000 100,000 - (300,000) - -
James Cody 1,200,000 - - (1,200,000) - -
Pedro Sangil Lopez 200,000 1,000,000 - - 1,200,000 -
Grant Mackenzie - 300,000 - - 300,000 -
Totals 6,400,000 7,833,333 (200,000) (4,866,667) 9,166,666 1,333,333
Shares Vested and
Balance at Granted expired Balance at  exercisable at
Year ended the start of During  during the Shares forfeited theend of the end of the
31 July 2013 the year the year year during the year the year year
Executive Directors
Stewart Downs 4,200,000 400,000 - - 4,600,000 1,333,333
Nir Pizmony - - - - - -
Paul Wiegard - 200,000 - - 200,000 -
Grant Mackenzie - - - - - -
Executives
Tim Anderson - 200,000 - - 200,000 -
James Cody 1,000,000 200,000 - - 1,200,000 -
Pedro Lopez - 200,000 - - 200,000 -
Totals 5,200,000 1,200,000 - - 6,400,000 1,333,333

Performance Share Right holdings

There were no Performance Share Rights held by management personnel of the Group at the beginning and/or during the
financial year (2013: nil).
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Directors’ Report

Remuneration Report (Audited) (continued)

Key management personnel equity holdings (continued)

Ordinary shares

The numbers of shares in the company held during the financial year by each key management personnel of the Group,
including their related entities, are set out below.

Year ended 31 July

Balance at the start of

Shares purchased
privately during the

Disposal during the

Balance at the end

2014 the year year year of the period
Directors

Shane Tanner 400,000 100,000 - 500,000
Stewart Downs"! - - - -
Nir Pizmony 30,185,131 - (946,530) 29,238,601
Craig Mathieson 111,382,853 - - 111,382,853
Steven Heath 666,667 - - 666,667
Linda Norquay - - - -
Paul Wiegardm - - - -
Executives

James Cody " - - - -
Tim Anderson" - - - -
Pedro Sangil Lopez - 3,634,733 - 3,634,733
Grant Mackenzie - 3,568,405 - 3,568,405
Totals 142,634,651 7,303,138 (946,530) 148,991,259

Year ended 31 July

Balance at the start of

Shares purchased
privately during the

Disposal during the

Balance at the end of

2013 the year year year the period
Directors

Shane Tanner 400,000 - - 400,000
Stewart Downs 2,672,776 - - 2,672,776
Nir Pizmony 30,685,131 - (500,000) 30,185,131
Craig Mathieson 111,382,853 - - 111,382,853
Steven Heath 666,667 - - 666,667
Linda Norquay - - - -
Paul Wiegard 1,900,698 - - 1,900,698
Executives

James Cody - - - -
Tim Anderson 1,555,870 - - 1,555,870
Pedro Sangil Lopez - - - -
Totals 149,263,995 - (500,000) 148,763,995

(i) Resigned during the year ended 31 July 2014
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Directors’ Report

Remuneration Report (Audited) (continued)

Service Agreements

Remuneration and other terms of employment for the Chairman, Managing Director, Non-Executive Directors, Chief
Executive Officer and the other executives are formalised in service agreements/employment letters. Each of these allow for
the provision of performance-related cash bonuses, other benefits including car allowances and participation, when eligible,
in the Funtastic Limited Employee Share Option Plan, the Funtastic Limited Employee Performance Share Rights Plan and/or
the Funtastic Limited Employee Share Loan Scheme.

Other major provisions of the service agreements relating to the remuneration of Directors and Executives are set out below:

Shane Tanner — Chairman & Independent Non-executive Director
e Term of the agreement - Full-Time permanent and no specific term.
¢ Payment of a termination benefit on early termination by the employer is not applicable.

Stewart Downs — Managing Director and Chief Executive Officer (resigned 31 July 2014)

o Term of the agreement - full-time permanent and no specific term.

e Payment of termination benefit on early termination by the employer, other than for gross misconduct, equal to 6
months’ base salary.

e Notice period 6 months.

Craig Mathieson — Non-executive Director
e Term of the agreement - full-time permanent and no specific term.
e Payment of a termination benefit on early termination by the employer is not applicable.

Nir Pizmony — Executive Director. As Managing Director, Chief Executive Officer (appointed 1 August 2014)

o Term of the agreement - full-time permanent and no specific term.

e Payment of termination benefit on early termination by the employer, other than for gross misconduct, equal to 6
months’ base salary.

e Notice period 6 months.

Paul Wiegard — Executive Director (resigned 31 July 2014)

e Term of the agreement - full-time permanent and no specific term.

o Payment of termination benefit on early termination by the employer, other than for gross misconduct, equal to 6
months’ base salary.

e Notice period 6 months

Stephen Heath — Non-executive Director
e Term of the agreement - full-time permanent and no specific term.
e Payment of a termination benefit on early termination by the employer is not applicable.

Linda Norquay — Non-executive Director
e Term of the agreement - full-time permanent and no specific term.
e Payment of a termination benefit on early termination by the employer is not applicable.

James Cody - Chief Financial Officer and Company Secretary (resigned 1 November 2013)

e Term of the agreement - full-time permanent and no specific term.

e Payment of termination benefit on early termination by the employer, other than for gross misconduct, equal to 3
months base salary.

e Notice period 3 months.

Tim Anderson - Joint Managing Director - Madman Entertainment (resigned 31 July 2014)

e Term of the agreement — full-time permanent and no specified term.

e Payment of termination benefit on early termination by the employer, other than for gross misconduct, equal to 6
months base salary.

e Notice period 6 months

Pedro Sangil Lopez — Group Manager - Asia

e Term of the agreement — full-time permanent and no specified term.

e Payment of termination benefit on early termination by the employer, other than for gross misconduct, equal to 6
months base salary.

e Notice period 6 months
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Directors’ Report

Remuneration Report (Audited) (continued)

Service Agreements (continued)

Grant Mackenzie - Chief Financial Officer & Company Secretary (appointed 1 November 2013). As Chief Operating Officer

(appointed 6 August 2014)

e Term of the agreement - full-time permanent and no specific term.

e Payment of termination benefit on early termination by the employer, other than for gross misconduct, equal to 12
weeks base salary.

e Notice period 12 weeks.

This directors’ report is signed in accordance with a resolution of directors made pursuant to s.298(2) of the Corporations Act
2001.

On behalf of the Directors,

Shane Tanner
Chairman of the Board
Melbourne

30 September 2014
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Deloitte Touche Tohmatsu

Deloitte

550 Bourke Street

Melbourne VIC 3000

GPO Box 78

Melbourne VIC 3001 Australia

DX 111
The Board of Directors Foo: 61 (0) 39672 7001
Funtastic Limited www.deloitte.com.au
Level 2, Tower 2, Chadstone Place
1341 Dandenong Road,
CHADSTONE VIC 3148

30 September 2014

Dear Board Members
Funtastic Limited

In accordance with section 307C of the Corporations Act 2001, | am pleased to provide the following
declaration of independence to the directors of Funtastic Limited.

As lead audit partner for the audit of the financial statements of Funtastic Limited for the financial year
ended 31 July 2014, | declare that to the best of my knowledge and belief, there have been no
contraventions of:

(i) the auditor independence requirements of the Corporations Act 2001 in relation to the audit;
and

(ii) any applicable code of professional conduct in relation to the audit.

Yours sincerely

R S SR

DELOITTE TOUCHE TOHMATSU

AE

Chris Biermann
Partner
Chartered Accountants

Liability limited by a scheme approved under Professional Standards Legislation.

Member of Deloitte Touche Tohmatsu Limited 28
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GPO Box 78
Melbourne VIC 3001 Australia

DX 111

Tel: +61 (0) 3 9671 7000
Fax: +61 (0) 39671 7001
www.deloitte.com.au

Independent Auditor’s Report
to the Members of Funtastic Limited

Report on the Financial Report

We have audited the accompanying financial report of Funtastic Limited, which comprises the
statement of financial position as at 31 July 2014, the statement of profit or loss and other
comprehensive income, the statement of cash flows and the statement of changes in equity for the year
ended on that date, notes comprising a summary of significant accounting policies and other
explanatory information, and the directors’ declaration of the consolidated entity, comprising the
company and the entities it controlled at the year’s end or from time to time during the financial year
as set out on pages 31 to 90.

Directors’ Responsibility for the Financial Report

The directors of the company are responsible for the preparation of the financial report that gives a
true and fair view in accordance with Australian Accounting Standards and the Corporations Act 2001
and for such internal control as the directors determine is necessary to enable the preparation of the
financial report that gives a true and fair view and is free from material misstatement, whether due to
fraud or error. In Note 2, the directors also state, in accordance with Accounting Standard AASB 101
Presentation of Financial Statements, that the consolidated financial statements comply with
International Financial Reporting Standards.

Auditor’s Responsibility

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

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

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

Liability limited by a scheme approved under Professional Standards Legislation.

Member of Deloitte Touche Tohmatsu Limited 29



Deloitte

Auditor’s Independence Declaration

In conducting our audit, we have complied with the independence requirements of the Corporations
Act 2001. We confirm that the independence declaration required by the Corporations Act 2001,
which has been given to the directors of Funtastic Limited, would be in the same terms if given to the
directors as at the time of this auditor’s report.

Opinion

In our opinion:

(@) the financial report of Funtastic Limited is in accordance with the Corporations Act 2001,
including:

(i) giving a true and fair view of the consolidated entity’s financial position as at 31 July 2014
and of its performance for the year ended on that date; and

(if) complying with Australian Accounting Standards and the Corporations Regulations 2001; and

(b) the consolidated financial statements also comply with International Financial Reporting
Standards as disclosed in Note 2.

Report on the Remuneration Report

We have audited the Remuneration Report included in pages 18 to 27 of the directors’ report for the
year ended 31 July 2014. The directors of the company are responsible for the preparation and
presentation of the Remuneration Report in accordance with section 300A of the Corporations Act
2001. Our responsibility is to express an opinion on the Remuneration Report, based on our audit
conducted in accordance with Australian Auditing Standards.

Opinion

In our opinion the Remuneration Report of Funtastic Limited for the year ended 31 July 2014,
complies with section 300A of the Corporations Act 2001.

ety ot Totoh

DELOITTE TOUCHE TOHMATSU

AE

Chris Biermann

Partner

Chartered Accountants
Melbourne, 30 September 2014
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Directors’ Declaration

The directors declare that:

a) in the directors’ opinion there are reasonable grounds to believe that the Company will be able to pay its debts as and
when they become due and payable;

b) in the directors’ opinion the attached financial statements are in compliance with International Financial Reporting
Standards, as stated in Note 2 to the financial statements;

c) in the directors’ opinion, the attached financial statements and Notes thereto are in accordance with the Corporations
Act 2001, including compliance with accounting standards and giving a true and fair view of the financial position and
performance of the Group; and

d) the directors have been given the declarations required by section 295A of the Corporations Act 2001.

At the date of this declaration, the Company is within the class of companies affected by ASIC Class Order 98/1418 and has
entered into a deed of cross guarantee as contemplated in that order. The nature of the deed of cross guarantee is such that
each company which is party to the deed guarantees to each creditor payment in full of any debt in accordance with the
deed of cross guarantee.

In the directors’ opinion, there are reasonable grounds to believe that the Company and the companies to which the ASIC
Class Order applies, as detailed in Note 32 to the financial statements will, as a Group, be able to meet any obligations or
liabilities to which they are, or may become, subject by virtue of the deed of cross guarantee.

Signed in accordance with a resolution of the directors made pursuant to section 295(5) of the Corporations Act 2001.

On behalf of the Directors,

Shane Tanner
Chairman of the Board
Melbourne

30 September 2014
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Consolidated Statement of Profit or Loss and other Comprehensive Income
for the year ended 31 July 2014

Year ended Year ended
31 July 2014 31 July 2013
Note $’000 $’000
Continuing operations
Revenue 6 124,589 115,738
Cost of goods sold (90,689) (72,688)
Gross profit 33,900 43,050
Investment income 7 619 612
Warehouse and distribution expenses (8,678) (8,173)
Marketing and selling expenses (11,579) (10,385)
Administration expenses (16,652) (12,330)
Gain on early settlement of deferred consideration - 3,272
Gain on sale of QuickSmart 1,570 -
Earnings before interest, taxation, depreciation and
amortisation expenses (EBITDA) (820) 16,046
Finance costs 9 (4,052) (5,852)
Depreciation and amortisation expenses 7 (4,418) (3,817)
(Loss) profit before income tax (9,290) 6,377
Income tax benefit (expense) 8 (720) 2,248
(Loss) profit for the year from continuing operations (10,010) 8,625
Discontinued operation
(Loss) profit from discontinued operation, net of tax 5 (25,697) 5,337
(Loss) profit for the year (35,707) 13,962
Other comprehensive income
ltems that may be reclassified subsequently to profit or loss
Exchange differences arising on translation of foreign
operations 37 173
(Loss) profit on cash flow hedges taken to equity (359) 1,962
Other comprehensive (loss) income for the year (net of tax) (322) 2,135
Total comprehensive (loss) income for the year attributable
to members of Funtastic (36,029) 16,097
Earnings per share
Basic earnings per share (cents per share) 28 (5.39) 2.58
Diluted earnings per share (cents per share) 28 (5.39) 2.57
Earnings per share — continuing operations
Basic earnings per share (cents per share) 28 (1.51) 1.60
Diluted earnings per share (cents per share) 28 (1.51) 1.59

The above statement of profit or loss and other comprehensive income should be read in conjunction with the accompanying

notes.
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Consolidated Statement of Financial Position as at year ended 31 July 2014

Year ended Year ended
31 July 2014 31 July 2013
Note $’000 $’000
Current Assets
Cash 33 4,909 4,305
Trade and other receivables 10 17,138 36,024
Inventories 11 16,375 23,964
Other financial assets 13 - 1,552
Other assets 12 7,853 10,362
Current tax assets 8 5 139
Total Current Assets 46,280 76,346
Non-Current Assets
Plant and equipment 14 1,568 2,919
Goodwill 15 49,995 78,845
Other intangibles 16 17,379 21,049
Deferred tax assets 8 12,654 12,876
Other investment 29 -
Other assets 12 469 15,765
Total Non-Current Assets 82,094 131,454
Total Assets 128,374 207,800
Current Liabilities
Trade payables 18 17,280 19,968
Borrowings 19 29,357 43,169
Provisions 20 884 1,830
Deferred purchase consideration 21 - 924
Other liabilities 22 4,584 20,411
Other financial liabilities 23 180 663
Total Current Liabilities 52,285 86,965
Non-Current Liabilities
Borrowings 19 7,299 9,708
Provisions 20 485 1,093
Deferred tax liabilities 8 235 6,300
Other liabilities 22 310 787
Total Non-Current Liabilities 8,329 17,888
Total Liabilities 60,614 104,853
Net Assets 67,760 102,947
Equity
Issued capital 25 208,372 204,497
Accumulated losses 26 (141,515) (102,473)
Reserves 27 903 923
Total Equity 67,760 102,947

The above statement of financial position should be read in conjunction with the accompanying notes.
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Consolidated Statement of Changes in Equity as at year ended 31 July 2014

Foreign  Equity-settled
Currency Employee Cash Flow
Share Accumulated Translation Benefits Hedging
Capital Losses Reserve Reserve Reserve Total
$’000 $’000 $’000 $’000 $’000 $’000

Balance