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CHAIRMAN’S REVIEW

2018 was our 10th year of growth, Growth of profit, earnings and dividends. Whist it might be too early to say we've crackad it,
it does seem that the strategy 1s proving itself.

We are lucky to live In an era where opportunities grow like never before. This must be how it felt to be pioneers
and discoverers of a virgin land. Men and women with 1deas, ambition and a vision can strike gold. But the investmentsn't in
plant or evan people, but in brain Producton has moved from brawn to bran.

Technology connects us e never before. Take one of our newest companies, Send Me A Sample. Alexa and Google Assistant
users simply request a free samole to be delivered to their homes - and it’s on its way. Coca-Gala 1s an early chent,

S0, our task 15 simple, stick tc our strategy of making people rich. We insist that every one of our entrepreneurs has a
meanngful equity stake in their business, The better they do, the better we do, the better they do.

Of course, as we've written here before, this makes classic accounting confusing, it measures our iability ang not our asset,
making success into a liabihty and the greater the sugcess, the bigger the labiity — owing to the bigéer value of the minority.

Meanwhjje, some of our competitors are changing their names to become what they are not, the company 18 too young to have
grown s0 many barnacles Cur biggest profit sources are Just 10 years old and five years old, We keep starting again.

Now, if they rise quicker, there might be a worry that they come down to earth sooner. But tell that to Amazon, Apple and
Facebock. And besides, seeds are cheaper to plant than plants are to buy.
On a momentous note, one of our earliest pariners, Tom Dery who led our Australan office to great heights (s announcing his

retirement. We owe him a great deal. He started with a credit card and a room in a hotel. Today, our businesses in Australia
rank amongst the bestn size, prestige and creativity. We have every confidence wn his handpicked successors

And finally, we must pay tribute to Jamie Hewitt, our outgoing Finance Diractor. His ability to monetise our strategy has been
an important part of our stary. We wish him all the best and welcome Mickey Kalifa our new FD He has the daunting task of
matching Jamie's record, {See table)

Jeremy Sinclair
28 May 2019

Net Revenue PAT

ex Walker £x Walker

1 2009 89,873 4,331
2 2010 110,058 £,945
3 20m 135,898 8,316
4 2012 154,480 11,050
5 2003 162,038 13,937
6 2014 169,378 16,167
H 2018 178,928 16,345
8 2016 225,387 22,453
9 2007 291,481 26,022
10 2018 255,373 29,943

A reconciliation of headhne profit before tax (PET) can
be found mnste 1



RESULTS

NET REVENUE +2%
PROFIT* ‘ +89%
HEADLINE
PROFIT* +17%
EARNINGS +17%
EPS +9%

« Profi Before Tax
A reconciligtion of headline measures can be found in note 1
Net revenue 15 calculated by daducting project cost from revenue and is directly comparable to 2017 revanue. See Income statement for the calculation



NEW BUSINESSES

GREENHOUSE :

M&C SAATCHI INDONESIA
M&C SAATCHI SOCIAL
MAJORITY

RESOLUTION DESIGNS
SCARECROW COMMUNICATIONS
SEND ME A SAMPLE

SOURCE AUSTRALIA

SPORTS & ENTERTAINMENT LA
TALK PURPOSE

THAT

THE FILM STUDIO

YES AGENCY

NEW BUSINESS

APPRENTICESHIPS
BRAC

CAFE PAUL

CARLSBERG

CIMB

COMMONWEALTH BANK
GONTINENTAL TYRES
EBAY

EDF

EXPERIAN

FABRIC

FUJI

GAMBLEAWARE
JUMEIRAH INTERNATIONAL
LEVEL FORWARD
NEDBANK

NYRVANA

ovS

PHILIPS

REEBOK

ROKIT

SARAS
SEMBCORP
SINGAPORE TURF CLUB
SWISSCOM
TABCORP

TAFEL BEERS
TIKKURILA
TOURISM AUSTRALIA
TWININGS

UNICEF

WHo



BUSINESS MODEL

We are a global marketing services company built on a strategy of winming new business by starting new businesses.

The conventional model of network oreation 1S by acquisition This turns entrepreneurs into employees, dnuting
the imperative that drove their initial growth and success.

Our network growth comes from attracting people who do not want to be wage slaves, who feel they are born
to be masters, not servants of their destiny. Qur focus is to expand organically, only buying stakes in companies -
WhEre Sirategic mass 1S the only way 1o enter a market or accelerate growth.

We then back our winners, by vsing the network 1o allow them to expand globatly.

At the core of the M&C Saatch business models the concept of shared ownership, shared objectives
and shared ambitions.

Thus 15 how it works

We take a majority share in a business start-up, providing them with cash and the benefit of our reach, brains

and reputation. The entrepreneurs have shares in thair companias which at some agreed point can be converted
Into more tradeable M&C Saatchi pic shares. They can only put all their shares when succession criteria have been
fulfiled. This abgns their business success with the success of the business as a whole. The better the Group does,
the mare their shares are worth. Typically, many of our local partners do not exchange their shares at the first
opportunity, instead they enroy thew dividends from each pound of profit they make.

Our deals are structured to maximise shareholder value whilst at the same time recognising the worth of the logal
entrepreneurs’ business at acquisition. There 15 always a risk that seme new businesses uaderperform, but our
revenue, profit and dividends growth 15 testimony to the overail success of aur business model.

The drive and knowledge of our local partners, the teams they attract, together with our global reputation,
helps us win and retain great clients.



HOW OUR BUSINESS MODEL IMPACTS OUR STATUTORY RESULTS

The Group’s business model leads to the IFRS accounts having a number of non-cash movements being incluced

in the income statement, largely as a result of put options awarded and the output of acquisition accounting as
mandated by IFRS 3 (see below), Such non-¢ash movements refiect future estimated performance and movements
In the Group’s share price. The Board evaluates these non-cash movements based on the potentral future share
1ssues and their potential dilutive / accretive effects.

Exgluding these non-cash movements, the Board uses Headline measures to assess the underlying profitability

of the Group; these alternative performance measures are considered by the Board to provide a more appropriate
basis 1o assess the results and are how the business 1s managed and monitered on a day-to-day basis. The Group
also uses a constant currency measure to allow comparison of each business between pericds.

The Grm.ip has é strategy of dividend growth and these Headine measures indicate the annual build-up of both cash
and, n the case of put options, reserves avalable for distribution.

The account:ng treatment of the put options depends upon whether the cptions are forfeited, or not, on (2aving
the Group. If the put optrans are forfeited on leaving, then the option 1s deemed remeneration and accounted

far as an equity settled share-based payment such that the fair value of the award s recognised in the ;ncome
statement. If the put options are not forfeited an leawving, the put option ts accounted for as a mingrity interest put
option liability and revalued at the end of each accaunting period with any movement bemng charged or credited as
finance incame or cost (referred to as ‘minonty shareholder put option habiiies’). These awards are remunerated
in Company shares, but at our discretion can be paid in cash The Groug excludes minority put option and share
based payment charges from Headline profit.

Other adjustments made In deriving the Headline profit include. amorusation or impairmenat of intangible assets
(including goodwill and acquired intangibles, but excluding software); changes to deferred and contingent
consideration and other acyuisition related charges taken to the income statement, impairment of investments
In associates; revaluation of investments and their related costs and profit and 10s5 on disposal of associates.
Such exctusions are consistent with our industry peers.

Statutory numbers within the Group’s results are prepared in accordance with EU adopted International Finangial
Reporting standards ({FRS)

The key movements between statutory to headline results

£m 2018 2017 Movemant %
Statutory profit before taxation 1786 93 40 89%
Cond:uional share awards 61 1356 14
Adjustments to put

eplion liablibes 08 30 s
Impairment charge 29 62 23
Revatuation of investments -0.9 - 0.9
Amortisation of

acquired intangibles a4 20 24
Acguisition related

remuneration 1soor 0%
Headline profit before taxation 323 7277 4.3 17%

A reconcillation can ba found 1 note 1, ragional spht and constant
currengies i note 3, Summary of rasuis can be found on page 10



GHIEF EXEGUTIVE'S REVIEW

Summary of results i

2018 saw record results in terms of net revenue and earnings. Net revenues grew by 2%, with constant currency

net revenues Ingreasing 4%. Excluding the costs of businesses started in the year, we returned a headline operating
margin of 12%, up fram 11% in 2017, with our newer higher margin businesses building momentum. The headiing profit
before tax advanced 16% to £32 Om and headline net earnings also rose 16%. Statutory profit before tax was up 89%
from £8.3m to £17.6m.

The key driver of these streng results 15 our unique differeatiated model, which 1s overwhelmingly organic versus
the M&A fuelled holding companies. We start ngw businesses in attractive geographies and in new growth channels
with best-in-class entrepreneurs, motivated by significant minority equity holdings. We are not dependent on
pressured global consumer goods chients nor media buying, particularly following our Walker Media divestment.
Vitally even more now, we have creativity at our core and are therefore less susceptibie to automation,

UK

Net revenue in the UK was up 2%, with the major growth drivers Sport & Entertainment and Performance
{formerly Mobile) performing particularly positively

UK new businass wins included Apprenticeships, eBay, Experian, GambieAware, Swisscom and Twinings.

World Services, our specialist public sector and social impact division, continues to show strong financial

and market sestor growth. World Services uses the best of Saatchi talent and technologies to tackle scomplex social
and behavioural 1ssues, In 2018 significant new projects were won from a broad range of existing and new clients,
including UNICEF, WHO, the Bill and Melinda Gates Feundation, BRAC, the FCO aad USAID.

In June, we INvested in a 5% stake In two social influencer agencies, Red Hare and Grey Whippet, who have joined
M&C Saatchi Merlin's existing social and talent divisions to form M&GC Saatchi Talent Group, which 15 growing well.

We launched Send Me A Sample in September, the world’s first voice-activated product trialing platform, which
allows Alexa and Googie Assistant voice usars to request free product samples to be deiivered directly to their
homes They are working on several Goca-Cola projects. -

The UK headiine operating profit margin increased to 17.8%, compared with 16.0% in 2017. These marging exclude
the impact of Group recharges.

NET REVENUE - -
+2%

CONSTANT GURRENGY
NET REVENUE
+4%

UK NET REVENUE
+2%

Due to the change ta IFAS15, Revenue has increasad
by 68%, gaaen 1he change In accounting standard

net rvenue |5 moré appsopriate measure 16 use
Tor these results



GHIEF EXECUTIVE’S REVIEW

Continued

Europe
European ltke-for-like net revenue increased 2% year on year. Headline operating profit was up 8%, with a headline
operating margn of 15.8% (2017 15.3%).

Qur Stockhelm office won prajects from Tikkurila (paint) and Reebok.
Our Berlin office continues to perform well and Glear opened an office in Frankfurt.
Milan had a strong second half winning projects from Carlsberg, OVS (clothing) and Saras (refining).

Pari5 continued their good new business performance, winning projects from Fuii, Gerlinea (shmming meals)
and Gafés Paul as well as retaining EDF.

Middle East and Africa
Like-for-like net revenue i the Middle East and Africa was up 11% with a good new business performance
across the region.

South Africa won Tafel Beers (to add to Heineken, Strongbow and Windhoek) and Continental Tyres.
Sport & Entertainment added Necbank’s sponsorshep

Our UAF offices performed strongly, winming Jumeirah International and an anti-obesity project from the Ministry
of Health and Prevention.

We are looking to open in Riyadh this year as a result of client demand.
Tel Awiv maintains its good progress and won Philips

As we expected, the operating profit in the region was down 25% and the headline operating margin decreased
to 7.4% from 10.7% in 2018 with investment in new business costs. This investment will be returned in 2019 with
enhanced net revenue.

EUROPE LIKE-FOR-LIKE
NET REVENUE
+2%

MIDDLE EAST AND
AFRICA LIKE-FOR-LIKE
NET REVENUE

+1%



CHIEF EXECUTIVE'S REVIEW

Continued

Asia and Australia

In Asia and Australia, Tke-for-like net revenue was up 6% year on year.

Our Austrahan offices performed well and they started this year with the wins of Tourism Australta and Tabcorp.
Kuala Lumpur won CIMB and retained Axiata, whilst Singapore won Sembcorp (utibties) and the Singapore Turf Club.

We invested in 51% of Scarecrow in Mumbai and opened offices in Jakarta and Hong Kong. We now have
9 offices in Asia.

The headhine regional operating margin excluding start-up costs was 10 7% (2017: 11.4%), with the headline operating
profit down 7% on 2017, This was due to exceptional fourth quarter new busiess pitch costs in Australia. These
secured the 2018 new business wins and consequently we expect an improved margmn going forward.

ASIA AND AUSTRALIA
LIKE-FOR-LIKE

NET REVENUE

+6%



GHIEF EXECUTIVE'S REVIEW

Continued

Americas
Like-for-like net revenue was up 3% and headline operating profit'was up 75% with a headline operating margin
of 14.3% excluding start-up ¢osts (2017: 8.9%).

In the US, Performance continues to perform well,
Qur New'York agency, S5+K has rebounded after a challenging 2017 with much improved profitabiity in 2018 foliowing
the actions taken in 2017. They won communications strategy work from Commonwealth Bank and Level Forward

in November, we invested 1n a 30% minority stake in That {Jechnalogy, Humans and Taste), @ Manhattan creative shop
that will serve as a partner ta 88+K,

QOur Las Angeles office continues to develop their chent partiolio, winning clients including a blockcham company
Fabric, a smart sugar free chocolate Nyrvana and a telecoms brand ROKIT. Qur LA Sport & Entertainment office
has won several Coga-Cola projects. We also launched Majority in LA, a production company with an al-women
{hrector roster, which now has 18 Direstars signed up.

QOutlook
2018 was another record year for M&C Saatchiin terms of net revenue and earnings. Our unique business model
of starting and growing companies with the best entrepreneural talent continues to flourish.

This year has begun well, and we are confident that we will continue to make good progress n 2019 and beyond.

AMERICAS
LIKE-FOR-LIKE
NET REVENUE
3%



FINANCE DIRECTOR’S REVIEW

Key performance indicators

The Group manages Its operational performance through a number of key performance indicators:
« net revenue growth, both regionally and within divisions, up 1 6%;

= gontinual improvement of headline operating margins, up from 10.6% to 11.9%;

* earnings per share increased 6.4p,

= headline earnings per share growth, up 8.5%; and

= reduction of net cash, down £9.8m year on year.

Summary of results

Statutary Headline

£'m 2018 2017 Mavement 2018 2017 Movemant
Blllings 609.8 5360 13.7% 603.8 5350 13.7%
Revenue 4224 2515 422.4 2515

Net revenue 255.4 261.5 16% 255.4 2515 16%
Operating prafit Lt 53 214 2% 30.3 6.7 135%
Prafit Defore taxation 1786 93 892% 323 77 16 8%
Profit for the year 1.0 46 101% 25.0 208 201%
Earnings a3 27 208 9% 2.1 18.0 4%
EPS 8 8p iap 185 2% 25.0p 230p B5%
gﬂf;::‘:':v‘;:z'z margin 65% 21% +4 Spts 1.6% WE% +13pts
Tax rate 3TT% 50.9% -13 2pts 22.6% 7% -21pts

Effects ef accounting standard changes

The introdustion of IFRS15 Revenue from Contracts with Customers, whilst adding complexity to the Group's
accounting, had a very small effect on operating prafits. It has required the redeficutian of Revenue to include
third party supplies that we pass on to our chients which we either enhance or are responsible for the quanty of.
The redefimtion of Revenue has resulted in the 2017 Revenue KPI being relabelled ret revenue, it excludes all third
party supplies that we pass directly on to our chents. The adoptioa of IFRS15 requires more rigour to be applied
1 our revenue recognition processes. We will centinue ta improve these processes in 2019, .

The Group $tdl reports Bitlings (1.e. total billed to ciients) as this measure drives working capital movements.
In IFRS15 terms, Billings comprises totat Revenue plus all third party supplies that we pass on 10 our clients
irrespective of whether we enhance or have responsibility for the quahty of the supples.



FINANCE DIRECTOR’S REVIEW

Continued

IFAS Financial Instruments introduction has added a general provision for potential bad debts (expected credit
loss provisions) and caused us to revalue mast of our corporate venturing investments to the latest financing round
acquisition values, as a representation of thew far value,

Net revenue and operating proflt margin

Group net revenue increased 1 6% (2017 11.6%). The constant currency net revenue growth was 3.7% (2017: 6.9%)
(the lke-for-like basis).

Group operating profit rriargln increased to 6.4% (2017: 2.1%). A large portion of this increase has been caused
by the £13.6m (2017 £21.4m) accounting adiustments that we exclude from our headhne results These are
gescribed in more detall below.

The Group continues to see a shift in its business from selling time to seling product This is less labour intensive,
uses an ingreased amount of technology and has higher operating profit margins. This shift has resulted m a
small growth in net revenue and in a 13% increase 1n headhne operating prafit and a 1.2pts increase in headline
operatng profit margin,

Headline results

The Group's "headling” measures are used by the Board to assess the underlying profitability of the Group. This 15
done by excluding all accounting charges related to equity and investments, These headline figures are alternative
performance measures that the Board cansiders provide an appropriate basis to assess the resuits of each region
and are how the business 1s managed and manitored on a day-to-day basis. The Group alsa uses a constant currency
measure to allow somparison of each business urt’s performance between pericds.

We have described how our business model )impacts our statutory results (page 4), explaining the types of accounting
charges that are excluded from our Headline resuits.

OPERATING MARGIN
+4.4PTS

HEADLINE
+1.2PTS



FINANCE DIRECTOR’S REVIEW

Continyed

The key movements between statutory to headiine results
Conditiona! share awards are charged to the income statement on a straight-kine basis to the earher

The key movements batween statutory to headline results

of the expected and actual vesting date. The £7.4m overall reduction in the conditional share awards
comprises a £9.8m reduction caused by schemes predominantly completing vesting in 2017 ang £2.4m

in charges refating to new schemes which have arisen as a result of us fulfilling our business model of opening
new businesses and revitaising old.

The improvement n fortunes of one of our busingéss unts SS+K, which last year saw an impairment

of some of the goodwil! recogmised when it was acquired {and reduced our gxpected put option liabity

for that business), has resulted in a £2.9m increase in the put option liabiity relating to the S8+K shareholdars
at the end of 2018, This ncrease has been tempered by a reduction in our share price from 371.5p 10 289.0p
at the year end, causing a £1.7m reduction in liability. There were other small movements in the liability,
resulting in an gverall ncrease n the put option hability of £0 8m (2017: reduction £3.0m)

Three of our smaller businesses have been impaired. This 15 partly to pave the way for mergers between
business units following chent losses.

The Group 1s nvolved in corporate venturing through SAATCHINVEST. This 1s done to enhance our future
cash flows and as a mechamsm to gain insight into how technology can disrupt and create opportunities

for us and our glients. The new accounting standard, IFRSS, requires us to measure such investments at fair
value. Following discussions with our advisors, fair value, where na other ewidence exists, has been defined
as the price or valuation derived from the mvestment's latest financing cound. This defimition of fair value

15 an estimate. The actual future cash flgws wili be dfferent. Given this is an estimate and not reflective

of future cash flows we will continue to exclude gains and losses relating to SAATCHINVEST's investment
values from aur headling results. Further discussions of risk with these numbers can be found in note 27.

£1.8m of the increase in amortisation of intangibles 1s predominantly due to the change in the useful
life of S3+K’s intangible, which was changed in 2017 as part of the enlity's goodwill impairment review,
The rémaining increase Is due to acquisitions made tn 2018 and the full year effects of 2017 acquisitions.

Acquisition refated remungration is mostly due to dividends paid by local companies to conditonal
share award holders.

£'m 2018 2017 Movement %
Statutory profit before taxation  17.6 93 8.0 B9%
Conditional share awards 61 135 14
Adjustments to put .
option kailities s 50 38
Impairment charge 2.8 52 23
BRevaluation of ivestments -0.9 - -09
Amarusation of

4
acquired intangibles 44 20 2
Acquisition related 13 07 08
remuneration
Headling profit befora taxation 323 277 43 1%

Full recanciliaiion can be found in note 1
Reg:onal Spht ang constant currences in note 3

12



FINANGE DIRECTOR’S REVIEW

Continued

Associates

The after-tax return from our associates was a profit of £2 Bm (2017. £2.0m), The majority of this profit came
from our UK associate Walker Media (trading as Blue 449) returning £2.4m (2017 £1.6m), and a contribution
fram our associate i China, aeiou, of £0 4m (2017: £0 3m) In November we acquired 30% of a New Yark
agendcy called Technology Humans and Taste LLG (THAT), which made a smait £0.1m contribution in the year

Leaving aside a small ingrease fram the full year effect of THAT, our future asseciate income will materially
reduce due to the disposal of our remaining interest in Biue 449 on 31 January 2019

Financial income and expense

The Group’s net interest payable was £1.¢m (2017. £1.3m). Overall borrowings decreased shghtly during the
year, this reduction has been offset by higher interest rates. The sale of our investment in Blue 448 for £26m
in January 2019 will reduce debt and net interest pad.

As mentioned abave, the charge for the fair value adjustment to minority put option habilties of £0 9m (2017.
credit £3.0m) arose from an increase in future profitability estimates of one of our business units, S5+,
together with a reduction in our share price. Further details can be seenin ncte 24,

Tax

Qur entrepreneurs and the Group mvest in the equity in the subsidiaries, the related income staterment charges

to these investments, in most cases, receive no tax credi Le. share-based payments; put option revaluations,
revaluations of contingent payments and goodwill impairments. Such charges to the iIncome statement can
create large swings in, and variahons to, our effective tax rate.

The Group operates globally, mainly in countries whose tax rates are higher than the UK's The reduction m US
federal tax rate_from 35% to 21% from 1 January 2018 has helped reduce our overseas tax rate, though the
benefit for the Group's headline tax rate was offset by ingreased trade in higher tax jurisdictions

We anticipate our tax rate increasing modestly i the future, due to the sale of the Group's associate Biue 449
1 January 2018, whichn 2018 agcounted for 83% of our assaociate income.

The Group tax rate s different te the UK's corporate

tax rate,
2018 2017

UK corporatien tax rate 18.0% 18 3%
Headline adjustments-

Higher overseas tax rates 4 3% 8 T%
Associates tax effest ~1.7% -1.3%
US tax rate change - 1%
US 1ax Iosses utilised - -3 4%
Under provision prior years -0.3% 22%
QOther 1.3% 0.1%
Headlline tax rate 22.6% 24 7%
Statutory adjustments

Higher overseas tax

ra%es and profit mix 3% -30%
US tax rate change - 14 8%
Put opuion charges 2.9% 14 4%
Impairments with no tax creditg 31% -
Statutory tax rate . 3. T% 50.9%

Full recenciliation can be found in nate 10.
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FINANCE DIRECTOR’S REVIEW

Continued

Non-controlting intarest

The praportion of profits attributable to non-controlling sharehclders increased to £2.7m (2017: £1.8m) with headline
share of profits increasing to £3 9m {2017 £2.8m). The increase was caused by improvements i the profitability

of our minority holding subsidiaries and our continued investment in new businesses

Dividend .

As part of a progressive dividend policy, the Board 1s proposing ta pay a final dividend of 8.91p per share (2017:
7.40p), giving a total dwvidend of 10.96p compared to 9.53p In 2017. The final dividend will be paid, subject to
shareholder approval at the 27 June 2019 AGM, on 5 July 2019 to shareholders on the register at 6 June 2010,

Cash flow and banking arrangements

Cash net of bark borrowings at 31 December 2018 was £{2.5)m (2017 £7.4m). The Group expects 0 absorb cash
into working capital as it grows. We had exceptionally strong cash receipts m the final quarter of 2017 from working
capital. The payment of suppliers in early 2018 relating to these 2017 cash recempts, helped absarb n 2018 £16.5m
cash into working capital (2017 refease £0.9m). Given on average we are biling our clients £47m per manth, monthly
fluctuations of £16.5m are not abnormal and are reflective of the cash balances local subsidiaries hold.

The Group uses the cash paid up to its holding companies to make small tactical acquisitions and fund new offices.
The Group spent £1.9m cash and 155ued £6.5m of equity for acquisitions in the UK, US and 'ndia during the year.

To manage these acquisitions and te fund them gomng farward, the Group has a £38.0m banking facility with RBS
that reduces an 31 December 2019 to £36.0m This faciity matures on the 30 April 2020. In addition, to fund working
capital in the UK, the Group has a £10m overdraft of which £8.6m was drawn down at the year end. Following the
year end, the Group disposed of 24 9% interest in Walker Media (trading as Blue 449) for £25m cash on 31 January
2019, which reduced the use of these facihtes.

During 2019 we will perform a strategic review of our banking facility and other banking requirements and wil!
determune how we can better utiise pasitive working capital balances in some subsidianias and gurrencies against
negative working capital balances elséwhera.

DIVIDEND
+15% PER SHARE



FINANGE DIRECTOR'S REVIEW

Continued

Key balance shest movements

Non-current assets increased £0.8m to £95.4m (2017; £94.6m). The £6.4m revaluation uphft under IFRS9 of our
corporate venturing investments and £2.9m of associate profit has been offset by £13.1m relating to the Walker
Media investment having been taken to current assets, prior to its disposal in 2019 The balance 15 made up of
small acquisitions, impairment and amertisation of intangibles.

Net current assets increased by £20.4m $0 £42.0m (2017, £21.6m) with an increase from £13.1m of Walker
Mediz investment moved from nen-current. A further £4 8mincrease from trading and £2.5m from a reduction
in minarity shareholder put option hability.

Nan-current liabilities reduced by £3.7m to £48.5m (2017: £52.2m). Mostly due to a £4.3m reduction in
the non-current minority sharehalder put option hability offset by 2 £0.7m increase in deferred tax provision
whose major movement was due 1o IFRS9 corporate venturing revatuation (net of associated costs),

There was a reduction 1n current minority shareholder put option habikties of £2.5m and reduction in non-
current minarity shareholder put option habiifies of £4.3m This overall reduction of £6 7m s due to £7.7m
heing exercised and £0.9m charged to the inceme statement, The £0.9m charge to the inceme statement
15 made up of the imgrovement in SS+K fortunes offset by a lower share price as mentioned above

The above balance sheet movements enabled net assets to advance to £88.9m (2017: £64.1m).

Capltal expenditure

Jotal capital expenditure {including software acquired) for 2018 increased to £5.7m (2017, £4.2m). The Group
has increased software spend in light of European GDPR legislation, with parts of the Group now comphant
with BS 275001 as well as enhancing its digital secunty

Global accounting function

The Increasing size and complexity of the Group now necessitates the Group's accounting systems to be
enhanced and standardised. This process began in 2018 with the introduction of a new accounting software
platform within the UK graup of companies. The same platform will be rolled out acrass the rest of Group
during the course of 2019 and 2020, The new Finance Director will also be performing a comprehensive review
of the Group’s global accounting organisation with the intention of improving and enbancing internal controls
and the quality of financial reporting.

Balance sheet movements

&'m 2018 2017 Movements
Non-gurrent assets 954 946 ag
Current assets 2151 1700 4.1
Current habili (7.0 (148.4) ok
Net current assets 420 216 04
Nan-gurrent iatilities {48 5) 522 ar
Net assets 889 E4d 49
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RISKS AND UNGERTAINTIES

Risks and uncertainties

We have an ongoing review process of the Group™s risks, emerging risks and uncertainties, along with implementing

the actions needed to mitigate them. These risks are used to assess the prospects of the Group over a period of up
to five years in combination with liouidity and other key elements of the business as desgribed in the Gomng Concern
statement (page 31).

Client losses are damaging, although some turnover over time I1s normal and to be expected. Losses ¢an happen

for a variety of reasons, including the effect of other risks such as economic or political misk resulting in chents’
reduction or cessation of business; running out of funding after work has been commissioned; or redirecting
expenditure elsewhere. To mitigate this, we continue to develop our offerings to reflect clients' changing marketing
mix and cross seliing opportuntties (new businesses). Providing we get our offerings right, we continue 1o convert
new clients on the basis of our greative gxcellence, our strategic wisdom, the commitment and brilliance of our staff
and our diverse portfolio of services {new business).

Staff reman our greatest asset and losing them is one of our principal risks Our business model, of empowaning
local entrepreneurs, giving them equity in therr local businesses and allowing them to develop our offering,

helps us reward and motvate the Idcal entrepreneurs, and in turn motivate them to enhance logal staff working
with them and thus create business continuity. Any restrictions in the mavement of highly skilled and motivated
staff, can be detrimental to our busingss, by reducing our ability to export or create new service offerings.

Best practices from each office are shared, via b-annual werldwide meetings and on an ad hoc basis through local
and global working groups. =~

As our product range expands and becomes more data and technology dependent, $o too does our cyber nisk.

The Group continues to montor this expansion, update its computer systems, introduce traiming programmes

and employ knowledgeable staff. For critical areas under the ISO27001 regime our security 1§ regutarly audited,
and we strive to increage our ISQ27001 coverage. Cyber risk 1s ragularly discussed at Board meetings and we learn
from the cyber events of others.

The Board actively reviews potential changes in the nisk profile of the business, considering both those risks
which require pratocals put (n place directly and emerging risks

PRINCIPAL RISKS

1. Glient loss
2. 5taff retention

3. Cyber
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RISKS AND UNCERTAINTIES

The other risks the Group faces are:

« internal control nsk is exacerbated by local minonities’ abiity to put their equity at a multiple of
profit. This 1s mihgated by regular meetings with management, sharing and rev:ewing financial
data, local accounting manuals, an outsourced intarnal audit function, and business continurty
rules embedded in most put options;

» ipcation risk dug to local events where our staff are working globally that endanger our staff

or restrict our ability te trade. We monitor our global footprint, insurances and travel plans;

regulatory and Jegal changes can affect our trading, ownership structures or interpretation of

our financial data. This risk is illustrated by the changes to accounting standards (both i the
current year and in the future, -notes 2 and 34) and the 2017 changes to US tax regulations and
their future mterpretations both at a federal and state level, that as we grow, may affect our
corporate structure in the US and our exporting to the US. We monitar and plan for proposed and
actual changes and interprelations;

the risk that our supphers, clients, or staff transgress or some other event devalues our brand or

rastricts our ability to trade. We have paliies and training programmes to vet and monitor clients

and suppliers for association risk at all levels and take any relevant action;

econcmic and political risks that could restrict our ability to access finance or trade

internationally. Such risks include, as a UK headquartered Group and as a UK exporter, the

potential effects of Brexit on our ability tc sell and Invest glabally or receive dwidends and returns
from our investments in a tax efficient manner. We monitor and pian for proposed and actual
changes;

» financial risk, caused by changes to exchange rates (which have been exacerbated by the Brexit
debate), interest rates or our foracasts an estimates and the Greup’s share price, can affect
our profitabiity and cash flows. We monitor and mode! likely and actual changes; and

= investment risk, that businesses we acquire or invest in fail to deliver their anticipated results.
We monitor our businesses’ performance and give assistance where required. Where acquisitions
have not performed as well as expected, we review and apply learnings to future investments.

Strategic report approval
By order of the Boarc

David Kershaw
Chiaf Exacutive /
28 May 2019 3
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GOVERNANGCE REVIEW

The Board encourages a culture of strong governance across the business. To reflect the
importance of corporate governance as a central tenet of M&G Saatchi's philosophy, as well as a
deliberate response to the Group's continued organic growth, at our 18 September 2018 Board
meeting we formally adopted the principles of the 2018 UK Corporate Governance Code as issued
by the FRC in Juty 2018 ("the Code"}. We have adopted this revised Code over three months earlier
than most other users of the Gode. Prior to this date the Group followed the spirit of the QCA code.

The Code 18 apphcable to all companies with a premium listing oh the London Stock Exchange, as at
1 January 2019. M&C Saatchi plc is listed on the AIM market of the London Stock Exchange. The
Group follows the Principles of the Code; however due to the Group's size, history, strusture and
Iife cycle stage, some Prowisions of the Code are not relevant and are therefore not followed {these
are detaited in this review). As the Group continues to grow and evolve we will revisit these
provisicns annually and consider whether there are grounds for their adoption. Significant matters
requiring exptanation are detailed below; other areas of nen-compliance, considered by the Board
as being of a lower priority, are detailed and explained on the Company website.

Culture of the company
In 2016, the Financial Reporting Council ('FRC’) issued a report entitled "Corporate Culture and the
Role of Boards’. The Company reflects the recommeandatians of the repart ints governance
structures and culture, with engagement of Board members and employees in identifying,
documenting and targeting its strategic aims and abjectives. In particular, our entrepreneurs and
semor management regularly make presentations to the Board in refation to the business units and
functions they are responsible for. In taking this action the Company is seeking to reflect the main
aims of the FRC report which are to:

= connect purpose and strategy to culture;

= align values and incentives; and

= assess, measure and report on the Company's culture.

Composition of the Board and alignment to corporate strategy

The Code requires the Board and 1ts committees to have an appropriate balance of skills,
experience, mndependence and knowledge of the Company to enable them to discharge their duties
and responsibilities effectively and in line with corporate strategy.
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GOVERNANCE REVIEW

Continued

The Executive Chairman of M&C Saatchi plc 15 Jeremy Sinclair who has been Chairman since the Company listed

on the AIM market of the London Stock Exchange in 2004. He was re-elected by the Sharehalders at the 2017 AGM
with 99.2% of votes cast in favour. The Board has ensured that there are safeguards an place to counter any concerns
reparding his independent status. He is not a member of the Audit or Remuneration Committees.

Prowision 11 of the Code states at least half the Board should be indepandent Non-Executive Directors. At the end

of the year the 8oard comprises the Chairman, four Executive Directors and three independent Non-Executive
Directors. During the year Lorna Tilbian replaced the outgoing Jorathan Galdstein as Senor Independent Director,
The Board believes that the diversity of skilis and experience which the Executive Cirectors bring to the Board

15 more vafuable at this stage of the business's development than having Non-Executive Dwrectors comprising at least
half the Board. Furthermaore, the Beard considers its Non-Executive Directors to be sufficiently mdependent, robust,
and of such calibre and number that their views may be expected to be of sufficient weight such that no individual

or small group can dominate the Board's decision-making processes.

Engagamant with Shareholders

The Directors value the views of the Company’s shareholders and recognise their interest in the Group’s strategy
and performance, Board membershep and quality of manzgement. They hold regular meetings with, and give
presentations te, the Gompany's institutional shareholders, discussing the Group’s results and objectives.

These meetings are attended by the Chief Executive and the Finance Director. Feedback from these meetings

15 shared with the wider Board.

The AGM i$ used to communicate with all investors and they are encouraged to parbcipate The Chairman and other
members of the Board attend the AGM and are available to answer questions.

Sundry departures from the Gode

The following sundry departures are made from the code. other than walking around and talking to people we have
no formal mechanism for engagement with warkforce; Nen-executive directors do not have sole responsibifity
Iin terms of executive appointments; and we elect our board on a three year rotation
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GOVERNANCE REVIEW

Continued

Other Board activities -

The Board 1$ invoived in the active monitoring and review of the internal control systems n place at the busingss.
This process is an ongoing actwity to ensure improvements are (dentified and subsequently actioned as
appropriate over time.

Subsequent to the adoption of the Corporate Governance Code in the latter half of 2018, the Board has put in place
a mechamsm far a formal annual evaluation of Scard performance. This has been committed to being completed
prior 1o the end of 2019, the results of which will be réported in the 2019 Annuai Report.

Attendance at Board and Committee meetings during the year

Six scheduled meetings of the Board were held during the year ended 31 December 2018. The Nominations
Committee met when needed on an unscheduled basis to deal with the matters at hand, in particular the appointment
of Lorna Tilvan and reptacement of the Finance Director The Remuneration GCommittee met on 26 March 2019,

The attendance record of the Directors at the scheduled meetings of the Board and of the Board's Committees

15 Shown in the table below.

Full Audit Remuneration Nominations

Board commlittee cammittee™ committes
Chairman
Jeramy Sinclair 6/6 - - 10710
Executive directars
David Kershaw 8/8 - - 10/10
Maurice Saatchi 6/6 - - -
Bill Muirhead 5/6 - - _
Jamee Hewitt 6/6 3/3 - -
Non-Executlva Directors
Jonathon Goldste:n 5/6 U3 - -
Michael Peat 6/6 3 _ -
Michael Dobbs 66 2/3 - -
Lorna Tikbian® 5/6 173 - - -

* Joned the board 30 Jaruary 2018, Remuneration Commiter and Audit Committea.
** There has been no change In the remuneration of the Board since 2017 and the has nat needed 1o meet during 2018




GOVERNANCE REVIEW

Continued

Nominations Committee
Meets an an ad hoc basss, whea there (s a need to appoint new Directors.
During the year the Committee recommended the appointment of Lorna Tilbian, and with the resignation of the

Finance Dnrector Jamie Hewitt, candusted a full search and has recommended Mickey Kalifa to the Board. Both
appointments have been accepted by the Board

The Commuttee continues to wark with senior management to develop its talent pool and enable potential future
succession (see Employvees and Equal opportumties page 33).

Audit Committee

The Audit Cammittee Chairman 13 Michael Peat who was a partner at KPMG from 1985 to 1993 before jaining the
Royal Household. Fositians held in the Household included Director of Fimance and Property Services, Keeper of the
Privy Purse and Treasurer to The Queen. As a result, the Board considers that he has recent and relevant financial
experiente as required by the Code. The report of the Audit Committee describing the issues considered in the year
under review 15 on page 24,

Remuneration Gommittee

Tha Directors’ Remuneration Report, which daescribes the work of the Committee and discloses the Company’s
Remuneration Policy and Annual Report on Remuneration, 1S on page 27 Section 172 of the UK Companies act

In our 2019 Annual report we will be requered te report on how the board applies Section 172 of the UK's Companies
Act. The secton requires a director to act in a manner, in good fasth, that promates the suecess of the company
for the benefit of its shareholders. In daing this, directors must have regard, amongst other matters, ta the:

* lkely consequence of any decisions in the long term,

= interests of the company’s employees,

= need to foster the company’s busingss relationships with suppliers, customers and cthers;
+ |mpact of the company's operations on the community and environment;

company's reputation for high standards of business conduct, and

need to act fairly as between members of the company.

Section 172 is printed on all cur board meeting agendas, so that directors can reflect an it durng the meeting.
By Order of the Board

Andy Blackstone

Company Secretary
28 May 2019
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THE BOARD

JEREMY SINCLAIR DAVID KERSHAW MAURICE SAATCHI
GUAIRMAN GHIEF EXECUTIVE EXECUTIVE DIRECTOR
BILL MUIRHEAD ~ JAMIE HEWNTT

EXECUTIVE DIRECTOR FINANCE DIRECTOR**



THE BOARD

Continued

LORNA TILBIAN

INDEPENDENT NON-EXECUTIVE DIRECTOR*

MICHAEL DOBBS

INDEPENDENT NON-EXECUTIVE DIRECTOR

MICHAEL PEAT

INDEPENDENY NOH-EXECUTIVE DIRECTOR

" Lorna Tiibian was apoointed as 8 Nar-Execulve Director on
30 January 20718,

** Jamia Hewntt resigned as a Director on 28 March 2019, at which
point Mickey Kalifa was appointed a Director
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AUDIT COMMITTEE REPORT

Audit Committee

The Audit Committee's terms of refsrence are published at www.mesaatchiple com/#governance. They reflect
the requirements of the 2018 UK Corporate Governance Code with, in addition, responsibility for reviewing
the Group’s intgrnal controls and risk management systems.

The Audit Committee works to a programme aligned to key events in the financial reparting cycle. Adendas
also include focus 1ssues and standing items required by the Committee’s terms of reference.

The Committee met three tmes in 2018 and four in 2019 to date (to review the 2018 Annual Report and Accounts,
the audn thereof and significant accounting matters and judgements). Meetings are attended by the Group’s Finance
Director and Company Secretary, and also as required by the external auditors (KPMG LLP) and the internal
auditors (BDO LLP).

As the Committee’s charman, | report to the Board after each meeting. | also have pericdic meetings with Adrian
Wilcox, the KPMG partner with responsibility for the external audit.

The principal matters considered by the Committee at its seven meetings since the start of 2018 are
summarised below.

+ Internal and external audits
Planning for and reviews of the audits undertaken. We focused on whether the imternal auditors” reviaws,
over their three-year cycle, were adequate to provide the level of comfort required. As a result, the number
of Internal audit hours was increased. They may be again to reflect the in¢reasing s1ze and complexity of the
Group’s oparations. With respect to the external audit, planming and reviews followed the normal course, except
for the change :n lead audit partner from John Bennett to Adrian Wilcox. John Bennett provided valedictory
thoughts on the Group's accounting systems and internal controls. They wers useful reference points for the
Gommttee. They have been considered and are being addressed with accounting system and internal contral
enhancements planned for 2019. The external avdit was |ast tendered in 2012.

Global accounting functian

In the context of increasing size and complexity, the Committee considered the capability of the Group’s global
accounting function and made suggestians in this respect to the Board during the year, which are being taken
forward in 2019, The need for action was emphasised by internal control weaknesses and mi ements
wentified during the external audit of the 2018 aggounts.

* UK Bribery Act
In view of the Group's global footprint and the work undartaken for national governments, the Committee
paid particuiar attention to compliance with the UK Bribery Act. Further strengthening in this area has been
implemented i 2019,
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AUDIT COMMITTEE REPORT

Continued

s Working capital management
In line with industry practice, the Group provides significant eredit to certain of its clients The Committee
considered working capital management and made supgestions to the Board in this respect. Work in this area
will contmue in 2019

= Changes of accounting policy and significant accounting judgements and estimates

in discharging its responsibilities for the 2018 Annual Report and Acgounts, the Commitiee considzred the following.

Going concern — As explained on page 31, the financial statements have been prepared on the geing concern
basis. In this context the Audit Committee considered the Group's ability to meet its obligations as they fall
due for the foreseeable future, with particular reference to the significant credit which it extends to some

of its clients. Management prepared a cash flow forecast for a period of 24 months as a basis for the gong
congern assessment. The Committee reviewed this forecast and the key assumptions on which it 15 based
and is satisfied that they are appropriate. This, together with the Group’s strong balance sheet and the sale
of the Greup’s interest in Walker Media for cash in January 2019, support the continuing adoption of the going
concern basis of accounting,

Revenue recognition — Revenue recognition 15 a key accounting and risk area for the Group. As referred

to above, the Board is taking forward the development of the Group's accounting systems so that they keep
pace with the ncreasing size and complexity of its business. The adeption of IFRS 15 added to the complexity
and resulted in significant additicnal work for management and the external auditors, The Committee has
devoted considerable time to reviewing these matters, It 1s satisfied that the Group's revenue 5 not materially
misstated. The Committes has requested that revenue accounting should be a particular area of facus far
the on-going enhancements to the Group’s accounting systems.

Put option accounting — as discussed in tha Business Model section on page 4, entrepreneurialism

and empowered management (locally and centrally) are key to the Group's success, As part of this,
business unit managers may have put opticns aver their minority interest shares. These shares may be
exchanged for a variable number of M&C Saatchi plc shares, the value of which reflects the performance

of the particular business unit. In addition, the Company has call options which can be exercised in defined
cireumstances. The accounting for these put and call options is complicated. The Committee reviewed the
key judgements made by management n this respect. This included considering whether the put options are
remuneration for the managers cancerned, with their fair value datermined at inception and subsequently
taken to the income statement on a straight line basis (IFRS 2), or whether they are more akin to shareholder
rights with estimated fair value at inception taken directly to equity and subseguent movements in fair vatue
taken to the income Statement (IFRS 9). The Committee concluded that the presentation and vajuation of the
optiens are appropriate.
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AUDIT COMMITTEE REPORT

Continued -

= ‘Headline' earmings — the Commuttee paid particular attention to the “alternative performance measures”
included in the Annual Report and Accounts, It reviewed the Group's pohicy for the exclusion of certam items
when presenting Headlne earnings and confirmed the consistent agphcatwon of this pokoy from year o
year. The only change in the 2018 accounts has been to reflect the effect of IFRS 9 on corporate venturing
mvestments held by the Group (note 18b)

Gogdwill - the Committee assessed management’s determinabion of the carrying vatue of goodwill, as well

as their review of impairment triggers and consideration of impairment charges and reversals over the
course of the year. The Committee also reviewed disclosures related 1o impairment in notes 16 and 17 The
Committee 1s satisfied with the impairment conclusions reached and the presentation in the accounts
Acquisition accounting - There were twa corporate acquisitions by the Group during the year. Scarecrow
Communications Limited and Red Hare Limited (along with its sister company Grey Whippet Ltd) Judgements
and gstimates were made, 1n particular, when allosating the purchase consideratian to intangible assets
(goodwill, gustomer relationships and brand name) acquired These customer relationships and brand names
are written off through the income statement over a three year period, while goodwilt remains on the balance
sheet unless impaired. Due to the way the Scarecrow Communications Limited acguisition was structured
the accounting led to an impairment equal to the contingent consideration,

= Auditor (ndependence
The external auditor, KPMG LLF, was first appointed for the financial year ended 31 December 2012.
-The Committee 15 satisfied that the Company has adequate policies and safeguards in place to ensure that KPMG
maintains rts objectivity and independence. The fees paid to KPMG in respect of non-audit services are shawn
1n note 8. This work is not considered to affect the independence’or objectivity of the auditor.

Michael Peat

Ghairman of the Augit Committee
28 May 2018



REMUNERATION COMMITTEE REPORT

Remuneration Committee

The Board established a remuneration committee composed of the three Non-Executive Directors and 1s chaired
by Lorna Tillhan. The Committee meets on an ad hoc basis, when there 18 a need to review Executive Directors’
pay and rewards. Due to the LTIP in place and the reliance of Executive Directors on Group dividends to reward
performance, the committee met for the first time in March 2019, there were no meetings during the vear.

It 15 the belief of the Committee that the remuneration of the Executve Board by way of salary, LTIP and dividend
flow, aligns the interest of the Executive with that of the shareholders. The Executive Board members’ salaries

are on average 6 (2017 6) times the average Group salary, which (s commensurate with their experience, contacts
and responsibiihies.

The Remuneration Committee has the delegated responsioiity for determining palicy for Executive
Director remuneration,
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REMUNERATION COMMITTEE REPORT

Continued

Policy on Directors’ remuneration

Attracting and retaimng high calibre executives 1 a key Group objective. We seek to reward them in a way that
encourages the creation of value for shareholders, through LTIPS and a share in the Group's dividends.
Directers' pension arrangemants

The penston contributions, if made, are 10 the Directors’ money purchase pension schemes.

Directors’ contracts

All Executive Directors hsted n the Remuneration Report have service contracts with 12-month notice periods.
All Non-Executive Directors have contracts with a nil to 30-day notice period dependent on the circumstances.

Directors’ optlons, conditional share awards

In 2016, four participants paid (by way of a combination of payroll taxes and subscription price) £100,727 each

for the award. This amaunt 1s not refundable if the vesting conditions are not met. (n addition, Jame Hewitt
participant paid (by way of a combinatron of subseription price and deferred payment) £51,267 for the award. This
amount 1s net refundable and will be paid in full if the vesting canditions are not met.

vesting of the awards s subjest to.
= The achievernent of certain earnings and total shareholder return (TSR) targets (the ‘Perfarmance Conditions')
measured over the period from 1 January 2015 to 31 December 2018 (the ‘Performance Perind’), and

+ The Company's share pricé being above £5.00 per share at a point during the period between 1 January 2018
and 3t December 2322 (the ‘Share Price Target').

20% of the award will be earned it average diluted EPS growth over the Performance Period 1s above 10%. This 20%
{evel wil! increase to 100% of the award on a straight-hne basis if diluted EPS growth over the Performance Period
1s between 10% and 20% (with 100% of the award being earned if diuted EPS growth of 20% or more 1$ achieved).
If EPS growth 1s below 10% diluted, no award will be earned.
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Earned awards will be adjusted by the TSR condition. If TSR over the Performance Period is above
50% an earned award will be increased by a half, if TSR over the Performance Period is between 0%
and 50% na adjustment will be made to an earned award; If TSR over the Performance Period 15
below 0% then earned awards will be reduced by 25%. The base share price used for T3Ris 297p
being the share price at the time the award was valued.

Subject to the Share Price Target being achieved, an earned award, representing shares in M&C
Saatchi Worldwide, may be exchangad for M&C Saatchi plc shares. The maximum number of M&C
Saatchi plc shares that may be required o be issued under the LTIP arrangements is 3,383,605.

The award caused an accounting charge of £401k in the year (2017: £401k).

Based on the results in these accounts and providing the Company’s share price is above £5.00 per

share at a point during the penicd between 1 January 2019 and 31 December 2022, Jeremy Sinclair,

David Kershaw, Bill Muirhead and Maurice Saatchi {four participants} will each receive 160,562 M&C
Saatchi pi shares.

In the case of Jamie Hewitt, his equity was acquired from him in March 2013, for an amount equal to
the deferred payment.

The board hatds na other options in the Group or shares in subsidiary companies.

Non-Executive Directors

The remuneration of the Non-Executive Birecters 15 determined by the Board. Fees paid to Non-Executive
Directors are reflactive of skills and expenence and the time required to undertake the role. No element
of pay is performance related,

Other benefits

No Director of the Company has received or become entitted to receive a benefit {other than a fixed
salary as an employee/consultant of the Company, the options indicated in this report, or a benefit
ingluded 1n the aggregate amount of remuneration shown in the financial statements) by reason of

a ¢ontract made by the Gompany cr a related corporation of which the Director is 2 member or
with a company In which the Director has a substantial financial interest.

By order of the Board
Andy Blackstone

Company Secretary
28 May 2019
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Basic salary Benuzs Benafics in Kind” Pensian Tatal
_2018 £000 £000 £000 £000 £000
Directars
Dawid Kershaw 374 - a7 - 421
Bill Murrhead 374 - 47 - 421
Maurice Saatchi 374 - 42 - 418
Jeremy Sinclair 374 - 46 - 420
_Jamia Hewitt 250 125 5 15 305
Total 1,748 125 187 15 2073
Non-Executive Directors
sonathan Goldsten' 40 - - - 40
Michael Bobbs - 40 - - - 40
Michael Peat 40 - - - 40
Lomna Tibian® 39 - - - 38
Total 158 - - - 158
Total Rewards. 1,905 125 18T 18 2,232
Baslc salary Bonua' Benefits In Kind® Panalon Tota)
2017 £000 £000 £000 £000 E60
Diractors e -
Dawid Kershaw 374 - 46 - 420
Bult Musirhead 374 - AT - a2
Maurice Saatchi 34 - 42 - 416
Jeremy Sinclair 374 - 45 - 218
_Jamie Hewrt 250 125 4 19 3
Total 1,746 125 194 15 2070
Non-Executive Directors
Jonathan Goldsten 40 - - - 40
Michael Dobbs 40 - - - 40
Michagl Peat 40 - - - 40
Total 120 - - - 120
Total Rewards. 1,868 125 184 15 2,180

1 Announced as resigmng on 31 December 2018

1 Benefits n kind include car allowances and
* Served on Soard for only part of the yaar
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DIRECTORS’ REPORT

The Directors submit their report together with the audited financial statements of the Group and Company
for the year ended 31 December 2018,

Strategic Report

A review of the Company's usiness during the year, the principal risks ang uncertainties facing the Group and future
prospects and develepments are included in Strategic Report on pages 2 to 17 which should be read in conyunction
with this report.

Results and dividends ' nl"lni"n

The consolidated income statement on page 44 shows the results for the year. The Directors approved an interim
dividend of 2 45p totalkng £2,116,521 (2017: £1,715,552) and recommend  final dwdend of 8.517 totalling £7,866.099 +15% PER SHARE

(2017: £6,261,033) £9.7M (2017: £8.1M)

Principal activity, trading review and future developments

The principal actvity of the Group during the year was the pravision of advertising and marketing services.
The review of trading, future developments and key performance indicators can be found in the Strategic Report.

Going concern

Given the strength of the Group’s balance sheet, its forecast compliance with bank covenants, the risks the Group
faces (nate 28 and page 96) and the steps 1t 15 taking to address those risks, 1ts January 2019 sale of 24.9%

stake in Walker Media for £25m cash, the expected trading performance and cash flaw projections far a period
of two years, the Directors have a reasonable expectation that the Group has adequate resources te continue

in operational existence for the foreseeable future.

The Directors review the Group's profit forecasts, and review manthly its balance sheet and cash flow forecasts.
Annually, or earlier if needed, the longer term (two year) cash flew projections of the Group are reviewed,
based on anticipated scenarios and acquisitions. If additional funding 1s required, it 1s secured before
expenditure is committed. R

Given the nsks the Group faces, and the need to continuously change and invest in our client offerings, a two year
time horizon 1s the maximum length of ime the Directors can foreses, however the Directors have a longer term
vision and estimates (5 years), these though are at too high fevel for detailed financial planning and risk assessment
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Continued

The Directors note that the £36m banking facility expires 30 April 2020, the Directors at the date of signing are
conducting a strategic review of our banking faciity and how we can utilise positive working capital balances

in some subsidiaries and currencies agamst negative working capital balances elsewhere as well as increasing
central contral automation and reporting. It is clear from credit approved offers we have received that the banks
have appetite far our debt, and the renewal of the facity does not change the Directors view of going concern,
the accounts do not include any adjustments in the event the Boing concern assumption 1s not appropriate.

Based on this, the Groups risks and uncertainties and the descripnon of the Groups financial position 1n the Finance
Director’s review, the Directors believe the Group will continue as a going congern for the foreseeable future.

Financial instruments
Details of the use of financial nstruments by the Group are contaned i notes 24 to 26 of the financial statements.

Political coantributions
During the year, the Group made no political donations (2017, nil).

Directors

The hames of the Directors are given on pages 22 and 23, biograpres can be found on qur website
(www.mesaatchiplc.com). Details relating 10 Board meeting attendance and composition of the ancillary
committees 15 held in the Governance Review on pages 1810 21

Soclal responsibility

The Group follows the guidance in the International (Social Responsibility) Standard IS0 26000 and 15 accredited
tor BS OHSAS 18001, 150 14001 and is registered with CIPS Sustainabity index.

On top of this, the Group /s involved with many campaigns (incluging paid, low bono and pro bono) that help create
a socially responsible world.

Antl-bribery and corruption

The Group has well-estabhished anti-bribery and anti-corruption polcies (including management of conflicts

of interest) aimed at ensuring adherence to assogiated legal and regulatory requirements.

Whistle-blawing

Employees are encouraged to report any potential, or apparent, malpractice or miscanduct in confidence h
w accordance wizh the Group's internal whistle-blowing policy.
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Employees and equal opportunities

The Group's equal opportunities policy is not to dis¢riminate on any grounds cther than someone’s ability to work
effectively To deliver this we will make reascnable adjustments to working arrangements and to the physical aspects
of the workplaces

Diversity of thowght 15 iImpeortant to the Group and its chents The Group 1s working globally and locally to improve its
future talent pool and to enhance our abiity to attrast and nurture the best talent regardless of background, ethmioity
or any disabilities For detads of our inhatives please see www.mcsaatch.com/diversity/.

The Group recognises that its prinaipal asset 1s its emplayees and therr commitment to the Group's service,
standards and customers. Decisions are made wherever possible in consultation with local management,
with succession planning performed on a regular bas:s at all levels. Commurnication with employees varies
according to need and local business size.

Slavery and human trafficking statement

The Group continually monitors its supply chains and operates a zerc-tolerance policy to slavery and human
trafficking as reflected inits Modern Stavery Statement. (www.mgsaatchiplc com/#governance)
Directors’ conflict of interast

Under the Companigs Act 2006 (the ‘Act’), Directors are subject to a statutory duty to avoid a situation where they
have, or can have, a2 direct or indirect interest that conflicts, or may conflict, with the interests of the Company
Directors are required to notify the Company of any conflict or potential canflict of interest under an estabhshed
procedure and any conflicts or potertial conflicts are noted at each Board meeting,

Directors’ liability Insurance and indemnity

The Company purchases insurance to caver its Directors and Officers aganst costs they may incur in defending
themselves in legal pre dings instigated agamst them as a direct result of duties carried out on behalf
of the Company.
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Directors & Substantial shareholdings

As at 22 May 2015, the Company has been notified by shareholders representing 3% or mare of issued share gapral

of the follawing interests.

Sharas held %
Octopus Investments 12,208,224 n.9%
Paradice Investment Managemeant 9,485,410 1.3%
Auiva plc and its subsidiaries 4,692,384 53%
Oppenheimer Funds 4,635,004 5%
Herald Investment Trust 4,136,433 4.1%
David Kershaw® 4,121,060 4.5%
Bl Muirhead® 4,121,060 46%
Maurice Saatch)” 4,127,060 4 5%
Jeremy Sinclair* 4,121,060 4.6%
Investec Wealth & Investment 4,002,248 4.5%
Invesco Perpetual 3,892,004 4.4%
Palar Capital 3.870,416 4 4%
Canaccord Genuity 3,560,000 4.0%
Close Brothers Asset 3.051.212 3.4%

* The abave diractors’ shares have not changed duning the year Jamie Hewit held 54,451 shares thl all were sold on 25 September 2016

Regularly updated details of the Directors and substantiat shareholding can be found on the corporate website
www.mcsaatchiple.com,

Events since the end of the financial year

On the 31 January 2019 the Group sold its 24,5% associate Walker Media {trading as Blue 448) to the Publicis Group
far £25m cash, Walker Media comprised 83% of the Group's associate income, $0 its sale will reduce the Group's
future associate income by £2.4m, reduce the Group’s interest payments and increase our effective tax rate by 1.3%.

Prior 10 {he year end the Group agreed 1o the terms to extend the lease on its head office, at 36 Golden
Square, London, W1F 9EE, by 15 years. The lease extension will be entered into following the signing of these

accounts and will have the effect of delaying the benefit on transition to IFRS16 from this material tall end lease

for some yeéars.

The Directors are not aware of any other events singe the end af the financial year that have had, or may have,

a significant impact on the Group’s operations, the results of those operations, or the state of affars of the Group

in future years,

MORE THAN 20%
SHARES HELD BY LESS
THAN 3% HOLDERS
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Treasury shares

At the Annual General Meeting (AGM) in 2018, the Directors were given the authority te purchase up to 8,270,000

of s ordmary shares. The Directors will seek to rensw this autheority at the next AGM. During the year, the Company
held 700,000 of its ordinary shares (‘treasury shares’), The Directars will use them to fulfil ophian obligations

Diregtors’ power L0 issue shares SH AnEs Iss“En

At the AGM in 2018, the Directors were given the authority to 1ssue up to 55,000,000 of its ordinary shares of which
8,270,006 were approved 1o be issued for cash. During the year, the Company 1ssued 6,270,751 shares to fulfil options I" YEAB 6-3“
and to acquire equity {note 25) The Company ¢id notissue any shares for cash.

Change of control
Depending on the circumstance, some of our put ophicn agreements vest on change of contral.

Auditor

The current Directors have taken all the steps that they ought to have taken to make themselves aware of any
information needed by the Company’s Auditor for the purposes of ther audit and to establish that the Auditor
18 aware of that information. The Durectors are nat aware of any relevant audit information of which the
Auditor Is unaware

KPMG LLP will be seeking re-appointment as Auditar of the Company and a resolution proposing this will be put
to the 2018 AGM,
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The Directors are responsible for preparing the Annual Report and the Group and parent Company financial
statements in accordance with applicable law and regulaticns.

Company law requires the Directors to prepare Group and Parent Company financial statemeats for each financial
year. As required by the AlM Rules of the Londen Stock Exchange (and UK Law), they are required to prepare

the Group finanmal statements in accordance with international Financial Reporting Standards as adopted

by the European Union (IFRSs as adopted by the EU) and apphcabie law and have elected to prepare the parent
Company financial statements n accardance with UK accounting standards and applicable law (UK Generally
Accepted Accounung Practice), including FRS 101 Reduced Discigsure Framework For a full Group accounting year
following BREXIT, IFRSs as adopted by the EU will be replaced by UK adopted IFRS, The first such accounting period
that could be affected by this ¢hange is the year ended 31 December 2020,

Under cormpany law the Directors must not approve the financial statements unfess they are satisfied that they

give a true and fair view of the state of affairs of the Group and Parent Comgany and of thewr profit or loss for that
perigd. in preparing each of the Group and Parent Company financal statements, the Directors are required to;
select sutable accounting policies and then apply them cansistently;

make judgements and estimates that are reasonable, relevant, reliable and prudent;

for the Group financial statements, state whether they have been prepared 1» accordance with IFRSs

as adopted by the EL,

for the Parent Company financial statements, state whether appitcable UK accounting standards have been
followed, subject to any material departures disclosed and explamed n the financial statements:

assess the Group and Parent Company's ability to continue as a going concern, disclosing, as applicable, matters
related to gowng concern, and

use the gaing concern basis of accounting unless they either intend to iquidate the Group or the Parent Company
or to cease operations, or have no realistic alterpative but to do so.
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STATEMENT OF DIREGTORS’ RESPONSIBILITIES

The Directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the parent Company’s transactions and disclose with reasonable acouracy at any tme the financial
position of the parent Company and enabie them to ensure that its financial statements comply with the
Companies Act 2006. They are responssbla for such internal control as they determine I1s necessary to
enable the preparation of financial statements that are free from material misstatement, whether dug to
fraud or error, and have general responsidility for taking such steps as are reasonably open to them to
safeguard the assets of the Group and to prevent and detect fraud and other irregularities.

Under apphicable law and regulations, the Directors are also responsible for prepanng a Strategic
Report and a Directors’ Report that comply with thal [aw and those regulations.

In accardance with the principles of the UK Corporate Governance Code, the Board has established
arrangements to evaluate whether the information presented in the Anaua! Report 1s fair, balanced
and understandable.

The Board considers the Annual Report and financial stateménts, taken as a whole, is far, batanced
and understandable and provides the information necessary for shareowners to assess the
Company's position, performance, business model and strategy.

Wabsite publication ~

The Directors are responsible for the maintenance and integrity of the corporate and financial
information included on the company’s website (www.mcsaatchiplc.com). Legislation in the UK
governing the preparation and dissemination of financial statements may differ from legistation in
other Jurisdictions.

By order of the Board
Andy Blackstone
Company Secretary
24 May 2019

REGULAR UPDATES
WWW.MCSAATCHIPLC.COM
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PREPARATION

Preparation

Basis of preparation

The Group's consolidated financial statements have been prepared on a gowng concern hasis,

as discussed in the Direciar’s report an page 31, and in accordance with EU-endorsed International
Financlal Reporting Standards ((FRS} and the Companies Act 2006 applicable to compantes
reporting under IFRS.

The consoldated financial statements ara presented In pounds s-tartmg and, unless stated otherwisa,
rounded ta the nearest thousand. They have been prepared under the historical cast aonvention,
except fer the revaluation of certain financgral Instryuments,

Transactions in foreign currencies are translated at the exchange rate ruling at the dates
of the transactions Manetary assets and habies denominated in foreign currencies
are reranslated &t the exchange rates ruling at the balance sheet date, with the resulting
exchange differences recognised in the income statemnent.

Consolldation

The financra! statements of the Group consoldates the resulls of the Company and 1ts substdiary
entities, and ncludes its share of s Jomt ventures’ and associates’ results accounted for under
the equity method.

A subsidiary 15 an entity contralled by the Group The Group controls a subsigiary when it 15 exposed,
or has the rights, ta variable returns from jis invoivement with the subsidiary and has the ability
to affect those returns through its power gver the subsidlary

The resdlts of subsidiaries are mcleded from the date of Where ¥, ad)

are mada 1o the financial statements of subsidianies to brmg their accounung policies ato hne
with those of the Group. Intra Group transactions, balances, mcome and expenses are elminated
on consolidation

Where a consalldated campany is less than 100% owned by the Group, the non-contralling interest
share of the results and net assels 1s recognised at each reporting date m equity separately fram
the equity attmbutable to the shareholders of the company

The assets and habilities of everseas subsidiaries (which comprise the Group's net investment

n foreign operations} are translated at the exchange rate ruling at the balance sheet date.

The resulting exchange ditferences ace recognised in other comprehensive Income and accumulated
In equity within the foreign exchange reserve

Slgnificant aggounting policies

The significant accounting policies applied in the preparation of these consolidated financial
slatements are set out in the relevant notes. These poligles have been apphed consisteatly
1o all the years presented, unless otherwise stated

Gritical actounting policles

Certain of the Group's significant 2ccounting pohicies are considered by the Directars 1o be criteal
due to the level of iy, t, or imvalved in their application and potenvial
1mpatt on the consclidated financial statements. The critical accounting policies are listed below
and explained n more detaii in the relevant nates to the Group financial statements

Revenue recognition

The Group applied IFRS 15 Revenue from customers at the start of the year The nature

ang effact of the changes in terms of how the Groug recogrised revenug as a result of adopticn
15 described in note 2,

The Group 15 1n the business of the provision of adverusing and marketing services. Aevenue
camprises commission and feas eamed and 1s stated exclusive af VAT, Revenue from contracts
with customers Is recognised as, or when, the performance obligations present within the
contractual agreements are satisfied The type of fees anising from the contractual agreements
entered nto with clients include

— project fees

- retamer fees

- commission on mediz spend and other activities whera we act as agent arranging for a third

party {such as Taient) to provide services 10 a chent.

See note 4 for full Revenue accounting pohcy.

Accounting for subsidiary acqulsitions

The acquisiuon of subsidiary enterprses Is accounted for as a business combination by application
of the acquisition method. Under the acquisitton method the far value of the consideration provided
1s compared ta the identfiable assets acquired and kabiias subsumed, Such identification may
result in the identfication of imangible assets which woutd ctherwise not be recognised, such as
customer 515 The difference between the fair value of consideration provided and the fair value

of the net assets acquired 1s recogmised as erther goodwill or a gain from a bargain purchase

Goedwill and other intangibie assets

Intangible assets comprse goodwill, certain intangible assets arising as a resuit of a business
cambination (such as brand names or customer rejationships) and capltalised computer software
Other than Goodwill, ne ntangibfe assets held by the Group are considered ta have an indefinite Iife
and are amortised over their useful ife. Goodwill 15 not amortised and held at cost less accamulated
impairment losses. Impalrment reviews are undertaken annually in the absence of any indication

of impairment if gaodwll, or any other intangible assel, has an indication of impairment then reviews
for potentiai impairment are performed ag required.
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Put option accounting (IFRS 2 and IFRS 9)

It is common for equity partners in the Group's subsidiaries (‘rinority Interests’, ‘MI') to hold put
optians over their equity such that they can reguire the Group to purchase their non-contreling
nterest for either a variable number of shares or cash Dependent on the terms of the underlying
agreement these options are either recognised 4s a habibty under IFAS 9 (note 24) or as a
conditional share awards in the scope of IFRS 2 (note 28)

Under IFAS 9 the associated habibty 1s recogmised at fair value at inception of the agreement.
and then remeasured at the end of each reporting period, with the change in the Tai value
of the instruments being recognised in the income statement &s profit ar 0ss.

Tymcally, the terms of instruments accounted for under IFRS 2 ara such that they have the cost
of the transaction measured at fasr value on the grant date. This cost is then recognised over
the lite of the award and accumulated within equity

Headline results

As reflected in our business model {page 4) the Directors believe that the heading results and
headime earnings per share {see note 1) provide additional useful information on the underlying
performance of the business The headline results reflect the underiying profitability of the business
units by excluding all effects of buying and seling equity by the Group, and the accounting effects

af the entrepreneurs holding equity n the businesses they run This results In accounting charges
ang credfts to the iIncome statement for the Group's fair vatue hability of its local entrepreneurs’
equity conversion rights, but does not account for the increase in vaiue of the businesses.

In addition, the headline results are used for internal performance management and 1o calculate
minonty sharehalder put option habulities. The term *headhne’ s not a defined term in IFRS
Meate 1 reconclies reported to headine results.

Our segmental reporting (nate 3) reflects our headiine rasults in accordance with IFRS 3.

The items that are excluded from heading results are the amortisation or impairmént of intangible
assets (including gaodwill and acquired intangibles, but exgluding software) acquired in business
combinations, changes to deferred and contingent consideration and other acquisition related
charges taken to the ncome statement; impairment of investment In associatas, profit or loss

on ¢k of i re of nvestments and therr related costs; and the income
statement impact of put option accounting and share based payment charges Note 1 shows

a reconciliation between the Group's statutary results and the headline resulis.

Slgnificant accounting judgements and key sources of estimation uncertalnty

In the course of preparing il ly makes

and astimates that oan have a significant impact on the financial statements. Estimates and
Judgements made ére continually evaluated based on histonical experience and gther factors,
including expectations of future events that are beli tober under the cir

The andji that have a nisk of causing a matenal adjustment 1o the
financial statements in future periods are outined balow

Slgniflcant accounting judgemants

In the process of zpplying the Group’s g policies, ment has mage the following
Judgements, which have the most significant effect in terms of the amounts recognised, and ther
pr 1, In the ¢ financial

With the adoption of [FAS 15 the Group has recognised three categories of oritical judgements

In terms of revenue which relate to (1) agent versus pringipal considerations (i) the impact on

the number of performance obligations e a contract which has integrated serwices and (in) media
volume income recognition as revenve from contracts with custamers,

Agent versus principal considerations

The Group enters into contracts with customers which include arrangements where It purchases
sarvices or gaods from third parties on behalf of the client In these istances, the Group considers
the substance of the overal’ contract in order to assess whether such arrangements canstitute the
Group acting as either an Agent or as Principal The adoptian of iFRS 15 Revenue from contracts
with customers' has sigmificantly changed this assessment (compared 1o legacy IFRS) and, as
disclosed in note 2, ied to an Increase in revenue recognised as Principal and an ldentical reduction
In revenue which would otherwise have been recogrised as Agency This change is the most
significant effect of the adaption of *IFAS 15 Revenue from contracts with gustamers'.

The key judgement the Group make when assessing whether they are acting as an Agent
in a contractual relationship relates 10 whether they controt either the good or the service
prior ta transfer v the it ncludes ation of the following
indizators of controk
= Is the Group responsible for fulfilling the promise to provide the goods or services In
an acceptable format or to & satisfagtory quality to meet the cuslomer requirements?
+ Does the Group dirgct the actvity of the other party performng the service?

« Does the Group provide a service of integrating or combining the third-party goods of Services
with cther goods or services®

In addition, certain of the Group's contractual arrangements where the Group 15 acting as Agent
(specifically for Talent - see Note 4d) have a time lag tha Group's invah

n arranging for services to be provided by a third party 10 & client, and the actual pomt at which
these services are provided by the third party. In these instances, it has been goncluded that
the performance ohligatian redated to arranging the services to be provided 1S completed ance
the services have been performed (as opposed to when they have been arranged 1o perform}
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Multiple contractual terms

We buld our services around our client's needs, and often use chent’s standard terms with
negotiated modification, this results i many different contraciual arrangements

Judgment 15 neaded to nterpretation of contragtual terms under IFRS15 to work out when revenye
15 recognised Small changes in the contractual terms and mphed contraciual terms ¢an change
the period 1n which revenue is recognised

Identificaton of performance obligatons for integrated services and their
recegmuion as revenue

The Group often enters inta contracts with customers which in¢lude the provision of an array

of services which are judged as representing a single performance obligaton Such instances arise
where the over-arching objective of the contract 1s comprised ¢f a number of discrets actvitias
which are integrated inte the grovision of @ wider overall service, An example would be where

the Group has been engaged to produce a chent's media strategy. The formulation and delivery

of this strategy is comprised of a number of individual services, but the ebvery of the stratagy

is assessed as bemng the only performance obligabion resident in the contract as the discrete
services being supphed are nct distingt in the context of the contract as 2 wivle

Management consider the follgwing features of ontragtual arrangements entered into with
customers when assessing whether a cantract has a number of $ervices which are not distingt
and 1s thus comprised of a combined perfermance obhgatan:

¢ Can the client benefit from the tndividual goods or services promised in the contract on ther
own (or In combination with resources readily avalable to the client)
Can a sindle method of measuring progress of satsfacuion of the combined performance
obligation be applied which faithfully depicts the econamics of the arrangement
Is there a single payment mechanism for the combined performance obligation.
Does the Group perform a significant service of integrating the services provided and are these
premised services highly interdependent.

Certamn of the Group’s ¢ontragtual relationships which are represented by a combined performance
obligatign are solely remunerated in terms of commissions earned on media purchases made

on behalf of the client, In the majority of instances media buying represents an agency relauonship.
The combined performance obligation however may include elements of services which, if they
comprised a performance obligation in their own right, wouid be principal in nature. In these
Instances, as the agdregate of services provided are not separable, management have concluded
that fees should be recogmised enbirely as zgent or entirely as principal in nature. The most
appropriate basis as to whether the revenug recogrised by these types of arrangements should

be as agent or a5 pnacipal has been concluded as beng that represented by the manner 10 which
the fees are calculated.

Media volume mcame

As disclosed in note 4, the Group receves volume rebates from certain supphers for transactions
aniered into on behalf of chents, which the ¢lients have agreed we can retain Based on the
cantractual terms of the agreements entered into being such that the Group acts as Agent in these
nstances, such rebates are, in the judgement of management, recogmsed as revenue from contracts
with custamers where terms are such that the rebates are retalned by the Group.

Certain of the Group’s clients, howewver, tave contractual terms such that the pricing of thew
contracts are structured with the volume rebate being passed through to them As such, the hming
of recognition and valuation of media volume income 1s subject to Judgement in 1erms of the amounts
which are ta be retained by the Group and amounts which are to be provided for in liev of thew pass
theough ta chents

Minority interest put option accountng —IFRS 2 or IFRS 9

As noted on page 42 accounting for Minanity Interest (MI) put optiens compnises a critical accounting
policy Ascertaining whether such put options shauld be accounted for under [FRS 9 (which results

In the recognition of liabilittes) or whether the awards are in scape of IFRS 2 (which daes not result
10 hamitgs) is & key management judgement.

The key faature of the awards made ta Ml (who hold an equity share 1n subsidiary enterprises}

15 whether the awards are hnked to ther employment by the Group. Where the terms of the awards
are such that the hotders are able to redeem tha aption in exchange for a variable number of shares
In the parent of the Group cenditional on their employment then the awards are accounted for

as an equity-settled share-based payment in exchange for employment services. Where the holder
Is entitled to exchange the optionn the future for a variable number of shares In the parent of the
Group with no requirement 1o be an employee, or gther associated indicators of employment, then
the awarg Is reccgnised as a hability.

The valuation of these awards represent sowrces of estimation uncertainty which are
discussed below

Impairment - assessment of CGUs and assessment of indicators of impairment

Where possible, smparment 1s assessed at the level of individuat assets When, however, this1s not
passibie, then the Cash Generating Unit ("CGU’) level is used. A CGU 15 the smallest identifiable
asset or group of assets that generates independent tash flows, Judgement s apphied 1o identify
the Group's CGUs; however, they are typically comprised of the under{ying entires {both trading
subsidiaries and as$ociates) which comprise the Group Thes is on the basis that each of these
entities represents a stand-alone operating business, none of which holds a cluster of assets
which could gonsutyte a CGU in their own nght Goodwill is always allocated to a CGU and never
considered inisolaton.

External and internal factors are monwored for indicators of impairment. in terms of such indicators,
g it typically adverse changes in the economy or political sstuation of the

geographit locale in which the undarlying entity operates i addition to risk of client loss or gam

and internal reporting being indicatrve that an eniity’s Tuture economic performance is better

ar worse than expected.
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Where management have concluded that such an indication of imparrment exists then
the recoverable amount of the asset is (see 1t estimats

Estimates and assumptions

Those areas of the Groug's financial statements subject to key assumptions and cther significant
sources of estimation uncertzinty at the reporting date that have a signlficant risk of ¢ausing

a material agyustment to the carrying amounts of assets and habilities within the next financiat year
are described below The Group has based its assumphions and estmates on parameters available
when the financial statements were prepared

Impairment
Management's approach for determining the recoverable amount of an indwidual asset or CGU
is based on thew value i use. Generally, discounted cash flow models are used ta determine
the recoverabla amount of CGUs. The appropriate esbimates and assumptions used require
I and there 15 i\l uncertainty The resuits of mpairment reviews
conducted at the end of the year are held in note 16. The key varables used in the assessment
of the recoverable amount inglude:

= Five-year farecasts of CGU performance

* Discount rate used to calculate present valug of future cashflows.

In the year there have been total impairments refating to goadwall of £2,121k (2017: £5,214k)
and the value of goodwill held at year end was £42,957k {2017, 40,803k}

Acquired intangibles .

On acquisihan specific intangible assets are identified, recognised separately from goodwil,
measured at far value and amortised over their estimated useful lives. Typically, these include tems
such as brand names and customer hsts The valuation gt which these assets are recognised are
caiculated using an appropriate valuation model, Valuation models used by management include
royalty relief method and direct cash flow approaches.

Details surraunding the intangible assets recogmnised in the year are held at note 16. The
value of imangible assets acquired as part of a busingss combination, excluding goodwill,
at 31 December 201815 £2,859k {2017, £2,591k).

Falr value measurement of financtal instruments

Tne Group holds certain financial ;nstruments which are recorded on the balance sheet at fair

valre. Al the year-end these relate 1o (i) Equity investments at FVTPL in non-listed limited companies
{note 19} and (1) Put aphion habilities (note 24). No actrve market exists for either of these financial
Instruments and thew fair vatue is rmeasured by the most appropnate valuation technlques available,
which vary based on the nature of the nstruments The inputs to the valuation models are taken from
observable markets where passible, but where this 13 not feasible, a degree of judgement is required
In establishing fair values,

The basls of calculation of the estimated fair value of these finan@al instruments in addition
to sensitivity analyses on the estimates salient Inputs are detaled in note 27.

Share based incentiva arrangements

Share based incentive arrangements are (and have been in the year) provided to certain employees.
Fhese are valued at the date of the grant using stochastic Monte Cario pricing models wath non-
market vesting condiions. Typically, the value of these awards (s directly refated to performance

of a particular entity of the Group in which the employee holds a munarity interest of the equity

The key inputs to the pricing model therefore involve management judgement, beng in terms of
interest rates, share price volatiity and expected future performance of the entity ta which the
award relates. Manzgement used varicus sources of infarmation, including the Group's own share
price information, hustorical experience of past performance and published data on risk-free interest
rates (goverament gilts),

Oetails of awards made inthe year are held at note 26 The charge recognised in the curcent year
1 respect of these arrangements 1s £6,104k {2017; £13,501k)



CONSOLIDATED INCOME STATEMENT

2018 2018 2017 2017
Year anded 31 December Note £000 £00D £000 £000
Bilings 1 609,610 535,964
Revenue 1 422,404 251,481
Project cost (167,031 -
House cost 6 {57,653) {58.827)
QOperating costs (224,504) (224 684) {58,897)
Staff cost 7 (1B2,536) (819
Other gains 190 1,584 -
QOperating profit 1 16,768 5,335
Share of results of associates and joint ventures 17 2,825 1,967
Finance income 9 273 3,326
Finance casts 9 (2,268) (1,346)
Prafit before taxation 1 17,598 5,302
Taxation 10 {6,635) {4,756)
Protit for the year 10,963 4,566
Attributable to*
Equity shareholders of the Group 1 8,255 2,672
Nan-centrolling interests 1 2,709 1,894
Profn for the year 1 10,063 4,566
Earnings per share
Basic (pence) 1 9.7%p 343p
Diluted (pence) 1 9.15p 3.16p
Headline results”™
Operating prefit 50,327 26,725
Profit before tax 32,297 27,505
Profit after tax attributable to equity shareholders of the Group 21,086 17,97
Base earmings per share (pance) 25.01p 23.04p
Dhluted ¢armngs per share {pence) 23.38p 21.22p
Revenue 422,404 251,481
Project cost {167,031 -
Net revenue 255,373 251,481

“ The recancibation of headhne to statutary resulls above can be found jn note 1

The notes on pages 40 to 43 and 50 to 103 form part of these congohdated finantial statements
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CONSOLIDATED STATEMENT OF OTHER COMPREHENSIVE INCOME

2018 2087
Year ended 31 December £000 £000
Proflt for the year 10,863 4,566
Other comprehenslve ncome”
£xch it antr foragn operatans befars tax 1,000 1T
Other comprabgnsive Incame for the year pet of tax 1,000 {qrn
Total comprehensive income far tha year ) 11,863 3,389
Total comprenensive income attributable to:
Equity shareholders of the Group 9,255 1,495
Non-cantroling interests 2,708 1.834
11,983 3,389

Tota! comprehensive Income for the year

* All stems in the consohdated statement of comprehens e 1Ncome will be reclassified to the Income statement

ed finangial

The notes an pages 4C to 43 and 50 to 103 form part of these
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CONSOLIDATED BALANGE SHEET

2018 2017
At 31 December Note £000 £000
Hon-current assets
Intangible assets 16 49,760 48,515
Investments In associates and JV 17 9,483 19.72%
Plant and equipment 3 18 13,274 12,268
Gther nop-cursent assets ] 4,246 4,326
Deferred tax assets n 5,887 4797
Finanoial assets at fair value through profit or loss 190 12,8958 -
95,430 94,631
Current assets
Trade and other recelvables 0 150,941 120,096
Current tax assets 098 945
Cash and cash egulvalents 50,065 48,957
Nan-current assets as Held-for-sale Fil 13,106 -
) 215,080 169,998
Current llabilities
Trade and other payables 21 (142,827) (128,756}
Current tax hatulities (3,318) (1,221
Borrowlngs 22 (14,060) (3,731)
Deferred and contingent cansideration 18 (752) am
Minority shareholder put option liablities 24 €12,327) {14,813}
(175,084) {148,388}
Net current assets 41,008 21,600
Total assets less eurrant ilabillties 137,426 116,231
Non-current llabilltles -
Defecred tax liabilities 1 (1,444) {781}
Berrowmngs 22 (38,541) {37,764)
Contingent consideration 15 (514) (833)
Minority shareholder put cption Lamlities | {6,063) (10,3t6)
Other non-current labihties 23 {1,844) (2,487)
{48,506) (52,161)

Totzl net assets 88,920 64,070

The notes on pages 40 to 43 and 50 to 103 farm part of these consohdated financial statements



CONSOLIDATED BALANGE SHEET

Continued

At ¥1 Dacambar v Note g;g :g;z
Equity

Snare captial i) B8 813
Share premum 48,6687 32,095
Merger reserve 31,592 31,592
Treasury reserve (792) (792)
Minonity interest put oplion reserve {12,954} (13,858)
Non-controlang nterest acquired (22,454) (21,040)
Foremdn exchange reserve 4,593 3,583
Aetained earmngs 34,195 25,235
Equity attributable to shareholders of the Group 81,713 §7.529
Nan-controlling interest 7,207 6,532
Total equity 88,820 54,070

These consolidated financiaf statements were approvad and authonsed for 1ssue Dy the Board on

24 May 2019 and signed on its behalf by

David Kershaw

Chief Executive

M&C Saatchi ple

Company Mumber 05114893

The notes on pages 40 to 45 and 50 to 103 form part of these consohdated financlal statemems
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Hon- Non-
MI put cantrolling Fereign sontrolling
Share Share Merger Treasury option Interest exchange Retalned Interest In
capital premium resarve rasarve reserve acquired reserves earnings Subtotal equity Total
Note 2000 £009 £000 2060 £000 £000 E0OC £000 £000 £000 E00D
At 1 January 2017 749 24,089 31,582 (792)  (20,598) (13,122 4,770 15,871 42,559 5,828 49,357
Acquisitians 4 1,498 - - - - - - 1,602 235 1,737
Acquistbans of minority _ _ _ _
Interest 5 1,587 - {1,390) 202 319 512
Exercise of put options 55 4,81% - - 6,640 (6,640) - {61) 4,905 - 4,905
Exchange rate movements - - - - - 112 - - 112 (252) 140
Share aplion charge 26 - - - - - - - 13,501 13,501 - 13,501
Dmdends 12 - - - - - - - (6.748) (6,748} (2,483) (9.231)
';cvu\f:lla:t;ansacmns with ' 7,996 - _ 5,640 .98 - 6,692 13,474 (2,190) 11,284
Total comprehensive
income for the year - - - - - - (1177} B2 1,485 1,89 3,389
At 31 December 2017 813 32,095 31,592 (7592) {13,958} (21,040) 3,593 25,235 57,538 5,552 €4,070
Adustment on mitiat _ _ _
apglication of IFRS 15 - - - - - » . %
Adestment on mtial - - — -
apglication of IFRS § - - _ _ 29n 28N 2am
Adsted balance at 1
January 2019 813 32,085 31,592 (792) {13,950} (21,080 3,593 28,234 60,537 6,532 &7,069
Acouisitions 13 18 5,484 - - - - - - 6,502 - 6,502
Acguisttions of minarity _
Interest " - - - - - 319 - - (319) - @19
Exercise of put options 44 7,630 - -~ 973 Qs - {20) 7,654 - 7,854
Exchange ratg movements - - - - 31 {132) - - (101} 24 {0
Deferred considerabion 15 1 458 - - - - - - 458 - 458
Issue of shares to
minorties - = - - - - - - = 551 551
Share option charge % - - - - - - B,104 8,104 - 8,104
Dividend 12 - - - - = - - {3,378) {8,378) (2,608) {10,986)
Total ransactans wilh R - - e gz - e 11,921 @085 9,888
Tolal comprehensive
{0come for the vear - - - - - - 1,000 8,955 9,255 2,708 11,963
At 51 Decemnber 2018 878 46,667 31,502 (782)  (12,854) (22,484} 4,593 34,185 81,713 7,207 88,920

The defiaions of the reserves reported above can be found in note 33

The notes an pages 40 10 43 and 50 tc 103 farm part of thase financial stalements
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CONSOLIDATED CASH FLOW STATEMENT AND ANALYSIS OF NET DEBT

2018 2017 2018 2017
Year ended 31 December Note £600 £000 Year ended 31 Note £000 £000
Net revenue N 255,373 251481 Net cash from operating and Investing activities 2,888 18,914
House cost ] (57,653) (58,827) Financing activities
Staff cost 7 (182,538) (187.319) Dwidends pafd to equity holders of the Company 12 {8,378) (6,74B)
QOther gains 1,584 - D paid to {1 -Qling interest (2,808) (2.484)
Operating profit 18,768 5,335 Proceeds from issue of shares 10 nan- . 8 _
Adjustments far: controling interests
Depreciation of plant and pauipment 18 3558 sor9  Repaymantoffinance leases s (28
Loss on sale of plant and equipment 5 57 Repayment of Invoice discountmg @14y (730)
Loss on saie of software intangibles 9 L] Proceeds from bank laans 8,100 10,240
Increase in financiat assets at FVTPL 156 (1.584) - Repaymant of bank loans (8,862} (359)
impairment angd amornsanon of acquired intangible assets 16 4,497 2,021 Interest pald €1,355) {1,275)
Impairment of associate and Mvestmens 11 874 _ Net cash consumad by flnancing activitles 3577 {1.384)
Impairment of goodwil and other intangibles 1% 2,105 5,214 Nat (decrease) / Increase in cash and cash i 5 {10,681) 17,530
Amortisation of capltalised software intangible assets 16 303 211 Effect of exchange rate flugtuations on cash held L] (795)
Equity settied share-based 26 5,104 13,501 Cash and cash equivalents 3t the £ of the year 48,957 5210
Operating cash before mevements In working capital 32,529 29.422 Total cash and cash equlvalents at the end of the year 38,311 48,957
Increase in trade and other recewables (25,251) (10,808)
Increase in contract asse1s 679 - Cash and cash equivalents 50,065 48,857
Increase in trade and other payables 153 11,665 Bank Qverdrafis® 2 (1,759 -
increase in contract li 180 8,240 _ Total cash and cash equivalents at the end of the year 38,311 48,957
Cash generated from operations 15,012 30,281 .
Tax paid (8,018) (6.727) Bank toans and borrowings* 22 (40,818) {41,590)
Net cash from operating activities 8,984 23,554 Net cash (2,507 7,367
Investing activities * These overdrafts are Iagaliy offsectable agaknst balances in held n the UK, however they have not been netied off
Acquisstions of subsidiaries et of cash acquired 4 441 ©51) in accordance with the requirements of IAS32 42 -
Acquisstions of associates (904) - The notes on pages 40 ta 43 and 50 to 103 form part of these financiat
ACquisitions of unlisted investments 19 (T8O} (2,024)
Proceeds from sale of plant and equipment i i
Purchase of plant and equipment 18 (4,597} (3,454)
Pucchase of capitalised soflware (1,048 {385)
Dwvidends received from associates 7 a8 1,806
Intarast received 273 288
Net cash consumed Investing actlvities (6,708} 14,640)
Net cash from gperating and investing activitias 2,886 18,914
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NOTES

1. Headhine resuits and earnings per share

The analysis tetow provides a reconciliation between the Group's statutory results and the headbne results. This 15 described further 10 our basts of preparation note on page 41

Amortisation Impalrment  fmpalrment FVYTPL Revaluationof Capltal galn Put option

ofacquired of acquired of Investments contingent taxon Aoquisition accounting
- intanglbles  Intanglbles  assocliates under conglderation issueof put related (note24 Headline
2018 (note 18) (note 16) {note 11) IFRS 9 {note 15) options **** remuneration® and26)*  results
Year ended 31 Decembar 2018 Note £000 £000 £400 £000 £000 £000 £000 £000 £00D £000
Blilings 609,610 - - - - - - - - 609,810
Revenue 422,404 - - - - - - = == 792,400
Net revenue 255,513 - - - - - - = — 258,373
Operating profit 16,768 4,327 2,185 674 117 37 - 1,239 8,104 30,327
Share of results of associates and JV 7 2,825 - - - - - - - - 2,325
Fingnceingome 9 a3 - - - - - - - - 273
Finance cost 9 (2,268) - - - 229 - - - an 1128)
Profit before taxatlon 17,598 4,427 2,195 B74 (948) 37 - 1,299 7.015 32,297
Taxation 10 (8,635) {1,021} - - 179 - 53 - (342) {1.302)
Profit for the year 10,063 3,06 2,195 674 (768) £ 537 1,299 6,673 24,995
Non-controlling interests {2,708} (837} - - - - 149 (403) - (3,899)
Profit atteibutable to equity 8,255 2,469 2,195 574 5% 37 866 298 6,873 21,006

holders of the Group®**

= Details of this breakdown can be found In note T The non controlliag intecest charge 1s moved to operating profit due 1o underlying equity being defingd as a conditiznal share award
**  Thesg values represent put options ageounied for as condtional share awards {£6.104k) (note 26) and fair value adjustments to minority put option habilities (£911k} (note 24).

** Headline earnings are profit atiributable to equity hoiders of the Group after adding back the adjustments noted above The increase 15 calculated as the difference batween 2017 and 2018 measures.  Headling operating margin is
calculated as Headling operaung profit diwided dy Agt revenue

=+~ A3 part of setting up equity schemes n Australia, subsidiary equity was disposed of which creatad alocal profit on disposal On consofidation the profit on dispasal has been eiminated (IFRS10.23), howaver, the capital gains tax and nan-

controlling interest £ffect has not bean so removed

The Directors believe that the headhne results and heading £armings per share provide addmoenal useful information on the undertying performance. The headiine resuit s uses for internal perfarmance

management, calculating the value of subsidiary convertible shares and minority interest out options, The term headline 15 not z defined term m JFRS.

The items that are excluded from headling results are the amortisation or impairment of intangible assets (inchuding goodwlll and acgured intangibles, but excluding software) acquired in busness combinations,
changes to deferred and contingent considerabion and other acquisition related charges taken to the income statement: impairment of mvestment in assaciates, profit or loss on disposal of associates,
revaluation of investments and their related costs, and the income statement impact of put ophion accounting and share based payment charges
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NOTES

Continued

1. Headline results and earnings psr share continued

The analysis below provides a reconciliation between the Group's statutory results and the headiine resuits,

Amortisation  Impalrment Deferred tax on Deferred tax on Ravatuation Acqulsition Put optlon

of acquired  of acquired acquired intangible putoptionsUS  of contingent relatad accounting
Intangibles Intangloles US tax rate tax ratechange conslderation remungration (note 24 Headline
2017 {note 18) {note 16) change (hote 11) (note 11) (note 15} (note 7)* and 25)** results
Year ended 31 D ber 2017 Note £000 £000 £000 0 £000 £00D £000 2000 2000
Blllings 535,384 - - - — - - - 535,084
Revenue 251,481 - - - - - - - 251,481
Net ravenug 251,481 - - - - - - - 251,481
Dperating profit [} 5,335 2,021 §.214 - - - 40 614 13,501 28,725

Share of results of
associates and Jv L - - - - - - - 1,887
Finance income 9 3,326 - - - - - - (3,037) 289
Finance cost 3 (1,348) - - - - - - - (1,348)
Profit before taxation .302 2,021 5,214 - - 40 614 10,464 21,655
Taxation 10 __(4,738) 871 (1,804) 981 382 = - (996) (6,834)
Frofit for the year 4,566 1,350 3,410 981 302 a0 614 0,488 20,821
Non-controlling interests {1,094) (365) - - - - {681) - (2,850)
r tributable t:

:n:’;'e‘:;‘uf P Group?_?““""’ 2,672 985 3410 981 302 a0 23 9,588 17871

* Detalls of this breakdown can be found in nofe 7 The Ada-Cantriiing interest charge is moved ta operating profit due W underlying aquity being defined as 2 conditional share award
** These values represent put ophons accaunted for a3 condrtional share awards (£13,501k) {nate 26) and falr vakie adjustments to mmority put option Eabilties (£3,637K) (note 4)
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NOTES

Continued

1. Headline results and earnings per share centinued

Poticy

Basic and diluted earmings per share are calculated by dviding apprapriate earnings metrics of the Group by the weighted average number of shares in issue during the year

Diluted earnings per share 15 calculated by adjusting the wesghted average number of ardinary shares 1n15sue on the assumplon of conversion of 2/l potenhaily dilutive ordinary shares. Ante-dilutive potential

ordinary shares are d, The ditutive effect of unvested outstanding options 1s calculated based on the number that would vest had the balance shest gate been the vesting date
Headline
2018 2018
Year ended 31 December 2018 2000 2000
Proflt attributable to equity shareholders of the Group 8,255 21,096
Basic earnings per share
Weighted average number of shares (th 84,360 84,360
Baslc EPS 4.79p 25.01p
Dlluted sarnings per share”
Weightad average number of shares {thousands) as above 64,360 84,360
had
— Conditiona! shares without drvidend rights 4,038 4,038
- Condihonal shares with dividend rights** 1,500 1,500
- Contingent consideration 350 350
Total 90,248 80,248
Diluted earnings per share 9,15p 23.38p

* Alltha put cptions detailed » ngte 24 are non-deutive as the exerclse price approxmates far value of the undertying non-controdiing interest.
** Conditional shares with dividend mghis are excluded from any calculation of conditional share awards that uses diluted EPS growth as a measurs.
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NOTES

Continued -

1. Headline results and earnings per share continued

Headlina

2017 2017
Year ended 31 December 2017 £000 £000
Prafit attributable to equity shareholdars of the Group 2,672 17,871
Basic earnings per share
Weighted average number of shares (thousands) 77,909 77,899
Baslc EPS 343p 23.04p
Dlluted g¢arnings per share®
Weighted average number of shares (thousands) as above 77,699 77,909
Add
~ Conditional shares without dividend rights 2,763 2,783
- Conditional sharas with dividend rights** 3.0829 3,828
- Centingent consideration 108 108
Total 84,698 84,899
Diluted earnings per share**” 318p 21.22p

*  Allihe put nptigns detaded tn note 24 are nen-giutive as the exercise price approximaies far value of the ypderiying non-Gontroting intarast,
** Cendrional shares with Sividend rights are excluded from any calculation of conditionar share awards that uses diuted EPS growith as a Measv'e,

="+ Exchrdes put options attached to loss making entities i note 26 and all entities note M, as items are ant-diutive for the purpases Of this Calculaton i na with 1AS33
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NOTES

Continued

2. Ghanges in accounting policies and disclosures

New and amended standards and interpretations

The Group applied IFRS 15 and IFRS 9 for the first time The nature and effect of the changes as a result
of adoptien of these new accounting standards are descriged below

Several other amendments and interpretations apply for the first time in 2018, but do ot have an
impact on the consolidated inancial statements of the Greup. The Group has not early adopted any
standards, interpretations or amengdments that have been ssued, but are not yei effective.

New standards and interprelations not yet adopted, including a preliminary assessment of the impact
of the new leasing standard (IFRS 18} are detailed in note 34.

IFRS 15 Revenue from contracts with custamers

IFR% 15 supersedes IAS 11 Construct:on contracts, IAS 18 Revenue and related interpretations
(Legacy IFRS). it applles to all revenue anising from cortracts with customers IFAS 15 establishes

4 comprehensive framework for determiming whether, haw much and when revenue and the related
cash flows 15 to be recognised. A five-step model is used whereby censideration received ar expected
to be recewed is recogrised as revenue when contractual performance obl are fied by the

The effect of adopting IFAS 15 as at 1 Janvary 2018 15 shown below

Increase / (decrease)

transfer of control and of the relevant goods or services to the customer.

IFRS 15 requires entities to exercise jJudgement (see peges 41 and 42 for significant judgements ralating
1o the recognition of revenue), takuing tnto considerauon all of the relevant fagts and creumstances
when applying each e1ep of the model tc contrzcts with their customers. The standard fies how

As at 1 January 2018 £000
Assets
Lontract assets 10,820
{ither receivables 4725
Accrued Income {15,545)
Trade recervables 37
Total assets 37
Liabllitles
Current tax 8
Contract Liabilities {current) 20,694
Deferred ncame (20,694}
Total Habilives 9
Equity
Retained earnings 28
28

variation in revenye should be accounted far, amends the criteria to estabhsh whether a business is
aching as pragipal or agent in addition 1o reguiring extensive disclosure,

The Graup adopted IFRS 15 using the modified retrosp methed of adoption with the date of imtial
applicaton being 1 January 2018. Under thig method, the standard can be apphed to all conlracts at
the date of initial application or only to contracts that are not completed at this date (Le Ongoing a5

at the end of the previous year) The Group elected to apply the standard 10 cantracts ongoing as

at 1 danuary 2018,

The cumulative effect of inally applying IFRS 15 1s recognised at the date of initial application as an
adiustment to the opening balance of retained earnings. Therefore, the comparative informatian has
not been restated and continues to ba as reported under Legacy IFRS
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NOTES

Continued

2. Chi In ing palicies and disclosures continued

Consolldated (ncome Statemant for the year ended 31 December 2018

i ' Increase /
Adopupg (FAS 15 bas not had a significant impact an the timing of lh.e Group's rECO&’IEtIOn of revenue, IFRS15  Legacy IFRS (decreass)
on OC; on the Group's operating, investing and financing cash flows: or on the Group's equity. The £000 £000 £000
key drivers of the changes noted in th¢ 1ables atcompanying this NOLE are as described beltw, ailings 8810 06587 an
The Incomet has been affected in two ways Ravenue 422,404 255,410 188,994
1} Agency vs prncipal relationships :::)Ject °°5:s “::;0::; 255 4‘; 157-&?)
r x K
Certan of the activities undertaken by the Graup iwolve the gatity acUng as agant for thew s taff:“:: e— {236,605) (238,606 _
custorner. In these instances, thirg party costs are excluded from revenue (note 4). IFRS 15 has n 0513 5 .
altered the criteria used for the pringipal versus agent evaluation (see page 41 within the significant Cperating grofit 18,788 18,808 3
dg ts). Asa result of the OF IFRS 15 there has been an increase in third Share of results of associates and WVs 2825 2,825 -
party costs includad in revenue and cast of sales during the year of £167 0m due 1o a reducton Finance income 273 273 -
i the number af Agengy relationships identified (and a correspanding increase (n the number of [~ (2.8 2268 _
transachons where the Group 15 acting as Principal). Proflt befara taxatlon 11588 1838 an
2) Diffarent timings of revenue recognition Taxation {6,530) {6,539) [¢)]
Small uming differences caused by agoption of IFRS 15 caused a 1 January 2018 adjustment and Profit for the year 11,088 11,088 28)
a reduction In 2018 revenue of £37k. Attributable to:
Lagacy Third party Timing Equity holders of the parent 8,255 8,283 (28)
IFAS cost  adjustmants IFAS 15 Non-contealing Interests 2,108 2,708 -
£000 £000 £000 £000 10,965 10,881 (28)
Blllings 609,847 - (37) 408,810
Ravenua 255,410 187,031 3N 422,404 The balance sheet has been affected as follows
Project cost - (167,031} - (167.031) Prepaid customer expenses
Nat revenue 255,410 - an 285,512 Under certain contractual relationships the Group makes payments to suppliers on behalf of

custamers prior to billng. As these amounts do not relate to serwices provided by the Group under
{FRS 15 thest are recopnised separately to irade receivables and contract assets An amounk
totalling £6.5m has therefare been recogvised as at 31 Decernber 2018 as an “other recetvable’ and
15 ingluded within the conselidated balance sheet position of Trade and other recewvables af £154.8m.
This amount was included within accrued income under Legacy IFRS
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NOTES

Continued

2. Changes In accounting policies and disclosures cantinved

Gonsolldated Balance Sheet as at 31 December 2018

Legacy Increase /

IFRS 15 IFRS  (decrease)
Assels £000 £000
Total non-currant assets 85,430 45,430 -
Contract assels 10,843 - 10,943
Other recevables 15,381 9,876 5,506
Prepayments ang accrued ncome” T.332 25,74 (i6.449)
Trade recewvables 14,641 114,670 {30
Other current assets €6,783 66,783 —
Total current assets 215,080 215,117 {37)
Total assets 310,510 310,510 (37)
Llabllitles
Curreat tax (3,318) (3,327) 9)
Contract habilities (32,86%) - 32,885
Deferred reverue - {32,865) (32,865)
Other currant habilines (136,901) (136,901) -
Total current llabllitles {(173,084) {173,093 ()]
Total non-current llabliitles {48,508) {48,508) —
Total llabllitles (221,590) (221,508} ()]
Equity
Retained earnmgs (34,195) (34,231) {28)
Non-controlling interast (7.20M) {7,207) -
Other equity accounts {47,518) (47,507) -
Total equity (88,9203 (88,948) {28)
Total squity and llabllities (310,510) {310.547) {37}

" Under Legacy IFRS this category included amguals relatng to prepayments and accrued incoma Under IFRS 15

this category is ly comprised of r

IFRS 8 Financial Instruments

IFRS 9 Financial Instruments replaces LAS 39 Financial Instruments: Recogmtion and measurement
for annual periods beginning on or after 1 January 2018 The Group has appled IFRS 9 prospectively,
with an initral apphcation gate of 1 Janvary 2018. The Group has not resiated the comparative
informateon, which continues to be as reported under 1AS 39 Differences arlsing from the adoption
of IFRS 9 have bean recognised directly in retained earmings and other components of equity.

The effect of adopting IFRS 9 as at 1 January 2018 was as follows

Increase /
{decrease)
Ref E000
Assats
Equity investments at FYTPL 19b 10,596
Equity investments at cost (8,760}
Trade recevables 20 (276}
Totai assets 4,560
Llablitles
Accrued transaction fees® 898
Deferred tax 691
Totat abilltles 1,589
Total adjustment to equity:
Retaned earnings 287
2371

" Costs which wil be incurred i1n the future wath regards the equity ievestments at FVTPL When these instruments
are disposed the adwisers who arranged the purchases are due to a percentage of the profit on disposal

The nature of these adjustments s described below N

{a) Glassification and measurement

Under IFRS 9 financial assets are classified as subsequently measured at amortised cost, far
vatue thraugh other comprehensive income or farr value through profit or loss The classication

1s based on two critema: (1) the Group's business model for managing the assets and {11) whether
the instruments’ contractual cash flows regresent ‘solely payments of principal and interest’ on the
principal amount outstanding.
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NOTES -~ =

Continued

The assessment of the Groun's busness mosel was made a8 of the date of mtial apphcabion,

1 January 2018 The assessment of whether contractual cash flows on debt instruments are solely
comprised of principal and interest was mace based on the facts and eircumstances as at the initial
recognition of the assets

The only significant impact 10 the Group in terms of the class:ication 2nd measurement
requirements of IFRS 9 relates ta certain equity investments previausly held at cast less any
prowvision for impairment, Refer to 2(¢) for 8 summary of the measurement categories of the
financial assets held by the Group under Legacy IFRS and IFRS 15,

(1) Equity nvestments at FVTPLThe Group halds equity n listed ies. These
nvestmens were previousty measured at cost less any provision for wmpairment, Under FRS 8, as
at the date of anitial apphication the Group intends to hold these investments for the foresesable
future. In ling with the requirements of IFRS 9 these unbisted equity investments are accounted far
as Financial assets at FYTPL As at 1 January 2318 these instruments had 2 combined fair value of
£106m gompared to their cost of £5 8m.

(b) Impalrmeant

The adaptien of IFRS 9 has changed the Group's agcounting for impairment losses for financlal
assets by replacing IAS 39s incurred loss approach with a forward-tooking expected credit loss
(ECL) approach. IFRS 9 reguires the Group 10 recagnise an allowance for ECLS for all recevables
not held at fair value through profit or 1055

Upon adaption of IFAS 9 the Group recognised an additional impairment of Trade recevables
of £276k, which resulted in 3 decrease in retained earnings of an equivalent amount as at

{c) Classification of financial assets on adoption of 1IFAS D
Cn the date of inutral appheation, 1 January 2018, the financial instruments of the Group were as

follows, wath any reclassifications noted:

Measurement category
Non-current f assets 145 38 IFRS 9
Non-Iisted equity Investments Amaruised cost FvTPL

Other receivables
current financial assets
Trade ang other receivables
Other recevables

Cash and cash equivalents
Financlal lfabllities

M put option liabliities
Finance lease habinies
Secured bank loans

Invoice discounting facinty
Trade payables

{ consideration

Amaorfised cost  Amortised cost

Amortised cost  Amartised cost
Amortised cost  Amortised cost
Amortised cost  Amortised cost

FVTPL FVTPL
Amorused cost  Amorused cost
Amortised cost  Amortised cost
Amortised cost  Amartised cost
Amortised cost  Amaortised cost

FVTPL FVIPL

Carrying amount (£000s)

1 January 2018, lass any deferred tax effect The movement in the year to
15 disclosed In note 20.

Non-current financlal assets Legacy New Difference
Non-listed equity investments 5,760 10,596 4,836
Qther receivables 3511 350 -
Current financlal assets

Trade and other recervables 92,356 82,080 276)
Cashand cash gquivalents 43,957 48,957 -
Financial liabliitles

MI put option llabiities 25,129 25,128 -
Finance lease habilities 133 133 -
Securad bank (nans 38,675 8675 -
Invoice discaunrting faciity 2915 2,915 -
Trade payahles 51,093 51,803 -
Cantingent conswderation 1,210 1,210 -
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3. Segmental information

Segmental and headllne income statement

The Group’s segments are afigned (o (NOSE pusiness units that are evalvated reguiarly by the chief operating decision maker (the Board) in deciding fow ta alfocate resourses and in assessing perfarmance.

The financial information provided to the Board as accounts s ¢

jec on geographical regions with trading operations in each country aggregated intg that region, only on a headlne basis.

This 15 on the basis that each country included in that region has similar economic and operating characteristics and that the products and serwges prewided by entities 1n a gecgraphic region are all refated to

marketing commumication Services.

Segmental results are reconciled 1o the inCome statement in note 1

Middle East Aslaand
Uk Europe and Africa Australla Americas Total
Year ended 31 December 2018 £000 £000 £000 £000 £008
Billings™ 213,669 60,190 38,878 170,460 126,415 609,610
Revenue” 168,279 80,190 31,667 98,057 53,311 422,404
Nat revenuse 95,626 34,165 15,790 65,412 44,180 255,313
Operating profit excluding Group costs 17,388 5,497 1,187 6,482 5,924 36,438
Group costs (5,618) {71} - (333) (89} {8.111)
Dperating profit 11,770 5,428 1,167 §,129 5,835 © 30,327
Share of results of associates and JV 2,354 (13) - 433 51 2,825
Finangial ncome and gost {486) (31} 83 ] {811} (855)
Profit before taxation 13,638 5,392 1,250 6,652 5,375 32,297
Taxat (2107) {1,879) (260) {1.924) {1,132} (7,502)
Profit for the year 11,531 3,503 880 4,728 4,243 24,996
Non-controlling interests (1,331} (452} (389) (1,189} {538} (3,899)
Profit attrlbutable to equity shargholders of the Group 10,200 3,051 501 3,538 3,705 21,096
Headline basic EPS 26.01p
Qffice locations London Faris Johannesburg Sydney New York
Milan Cape Town Melbourne Chicago
Beriin Abu Dhabi New Delhy Los Angeles
Madrid Duba: Banrgalore San Francisco
Geneva Beirut Islamabad Mexgo City
Stogkholm Tel Aviv Hong Kong S0 Paulo
. Istanbul Shangha
Tokyo
Bangkek
Singapore
Jakarta

* These items were not regularly raviewed by tha chiaf operating decision make i the year
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Middie East Asia and
UK Eurape and Africa Australia Americas Tatal
Year ended 31 December 2017 £000 £000 £000 £000 £000 £000
Blilings* 168,288 59,057 27,207 132,007 148,414 535,964
Revenue” 94,013 33,402 14,650 84,703 44,023 251,481
Net Revenue 94,013 33,492 14,850 84,703 44,823 251,481
.Operating profit excluding Group costs 15,148 5,187 1,568 7,733 3,385 33,022
Group costs {5,821} {m - (339) (56) 16,297)
Operating profit 9,328 5,118 1,568 7394 3,319 28,725
Share of resuits of assoeates and JV LI 3 - 35 - 1,987
Financiai Income and cost {437) {€9) 1 48 {610) (1,057)
Profit before taxation 10,524 5,060 1,518 7,783 2,708 27,855
Taxauon {1,478 1,604} (421} (2,110) (1.221) (6,834}
Profit for the year 8,046 3,440 1,158 5,683 1,488 20,821
Non-controlling interests (813) (a1 (534) 1,189} 407 (2,850)
Profit attributable to equity shareholders of the Group 8,233 2,725 824 4,494 1,895 17,971
Headline baslc EPS 23.04p
Office locations London Pars Jahannesourg Sydney New York
Milan Cape Town Melbourng Chicago
EBerlin Abu Dhabs New Delr Los Angeles
Madnid Dutiat Bangalore San Francisco
Geneva Beirut Islamabad Mexico City
Stocknholm Tel Aviv Hong Kong 430 Paulo
Moscow Shanghai
tstanbu Tokya
Kuyala Lumpur
Bangkok
Singapore

* Thase items wer e not ragulariy reviewed by the chief operating decisian make in the year.

59



NOTES

Continued

3egmental balance sheet

This nte includes palance sheet nformation required by IFRS 8 and other information required by IFRS 12 These items were not regularly reviewed on a segmented basis by the chief operatmg decision

make i1t the year

Middle East Asla ang

UK Europe and Africa Austraila Americas Total
Year ended 31 December 2018 £000 £000 £000 £000 £000 £000
Non-current assets 52,062 6,450 765 1827 21,730 49,743
Current assets 93,316 25,937 13,257 43,322 33,280 214,112
Total assets 146,178 32,387 14,022 56,249 55,019 303,855
Current liabllitles (8,123> (28,095) 1014 (44,920) (51,228) (145,380}
Non-current liabillties (775) {470) - (716} (945) {2,906}
Total labilities (8,898} (28,565) {11,014) {45,836) (52,173)  (146,286)
Nan-gentrolling interest in equity at year end 2613 47 681 1,569 2,297 7,207
Dividends pald to non-contralilng interests during ysar (674) (110) {27) (1,783} (34) (2,808)
Non-headline amortisation 316 - 570 718 2,823 4,427
Non-headline impairmant 1,526 - 228 367 - 2121
Capital expenditure 2,6BD 281 231 1,238 196 4,637
Depreclation 1,686 314 318 770 4?0 3,558
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Middle East Asia and

UK Europe and Africa Australia Americas Total
Year ended 31 December 2017 £000 £000 £000 £000 2000 £000
Non-current assets 53,307 4,656 1,389 7.983 22,499 83,834
Currant assets 70,426 25,648 12,465 36,408 24,105 169,063
Totalassets 123,733 30,304 13,854 44,392 46,604 258,887
Current tiab(litles (13,383) (27.702) (10,714) (33.035) {43.797) (128,631)
Nen-currant llabllitles (1,262) (425) (8] ({694) 934 (3,320}
Total liabllities (14,645) (28127) (10.119) (35,7291 (44,731} (131,851)
Non-controiling Interest in equity at vear end 2,048 15 B35 1,696 1,938 6,552
Dividands pald to non-controlifing Interests durlng year {474) {228} (427} {1,113} (241) (2,483)
Non-headling amortisation 81 - 354 420 1,166 2,021
Naon-headline impairment - - - B3 4,593 §,214
Capltai expenditure 2338 423 439 513 ik 3.831
Dapreclation 1.386 367 i 576 388 3,079

Reportable segment assets are reconciled to total assets as follows:
2018 2047
2000 £000
Segment assets 303,855 258,887
Current tax assat 968 945
Deferred tax asset 5687 4,787
Total assets per balance shest 310,510 264,628
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Reportable fiabl are [ ited ta total batuhties as follows
2018 2017
£000 £000
Segment liabllities (146.286) 1131,951)
Defarred 1ax liablities (1,444} (761}
Current tax habllitles (3,318) (1,221}
Short term borrowings (14,060) (3,743)
Long term borrowings (38,092) (3r.764)
Minonity shareholder put option lizbifities (18,380) 125,129)
Total liabliities per balance sheet (221,580) (200,569)
Add:uonal regional splits required for IFRS 8 by origin
Middle East
UK Europe and Africa Australia Asia Americas Total
Year ended 31 December 2018 £000 £000 £000 £000 £000 £000 £000
Revehue 169,279 80,180 31,567 75,232 22,825 83,311 422,404
Net revenue 95,928 34,185 15,790 50,798 14,614 44,180 255,373
MNan-current assets 52,862 6,450 765 5,350 1,577 21,739 89,743
Middle East
UK Eurepe and Africa Australia Asla Amerfeas Tatal
Year ended 31 December 2017 £000 £000 £000 £060 £000 000 £000
Revenue 94,013 33,492 14,650 56,062 8,651 44,623 251,481
Nat revenus 94,013 53,482 14,650 56,052 8,651 44,623 251,491
Non-g¢urrent assets - 53,305 4,656 1,589 2,325 5,660 22,499 09,034
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2018 Segmental Income Statement translated at 2017 avarage exchange rates
It 1s normal practice in our industry 10 provide canstant currency resuits

Had our 2018 results been translated at 2017 average exchange rates then our constant currency resuits would have been,

Middia East Asia ang
UK Eurape and Africa Australia Americas Total
Year ended 31 December 2018 £000 £000 £000 £000 £000 £000
Allings 213,668 66,888 40,058 178,282 130,728 822,635
Revanue 189,279 50,808 32,525 102,877 65,782 430,141
Net revenue 95,826 34,055 16,273 £8,569 46,012 260,735
Operating profit ex¢luding Group costs 17,388 5,433 1,203 5,674 6,027 36,726
Group costs (5,618} (70) - {351) (83) {6,128)
Operating profit 11,770 5,363 1,203 8,523 5,038 30,587
Share of results of associates and JV 2,354 (18) - 438 53 2,827
Financial Income and cost (487) (31 86 9¢ (530) (872)
Profit befora taxation 13,588 5,314 1,269 8,851 5,461 32,501
Taxatian (1,995) {1.862) (267) (1,995} (1,154} (7,213
Prafit for the year 11,488 3,452 1,022 4,856 4,307 25,123
T R ey - m @@ em @ w

The key currencies that affect the Group and the average exchange rates used were.

218 2017
US dollar 1.3359 12884
ian ringgit 5.5040 56370
Australiah dojtar 1.76880 1.6808
South Afrigan rand 176328 171503
Brazikian real 4.806% 4.1129
Euro 1.1305 14417

To get a sensible comparative when reviewing regional headlne operating margin, we excluds start-up costs of our organically launched business. in the year Asia and Austraha had net revenue of 664k

and operating 10ss of £448k; and Amerigas had net revenue of £109k and operating loss of £362k from such organically |auniched business.
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4. Revenue from contracts with customers

Policy
4(a) Revenuer ton poiicles

Blllings comprise the gross amounts billed, or billable to ciients in respect of commussion-
based and fee-based income, together with the total of other fees earned, n addition (o those
instances where the Group has made payments on behalf of customers to third partles and

is stated exclusve of VAT and sales taxes. Bitlings is a non GAAP measure and 15 ncluded within
revenue for understanding

Revenue comprises commission and fees earngd and Is stated exclusive of VAT and sales taxes

Performance abligations

At the incepticn of a new contractual arrangesment with a customer the Group identifies the
perfermance obligations inherent in the agreement. Typically, the terms of the contracts are such
that the services 1o be rendered are considered to be either integrated (see significant judgement
on page 42) or 10 represent a series of services that are substanhially the same wth the same
pattern of transfer o the customer Accordingly, this amalgam of services Is accounted for as

a single performance abhgatian.

Where there are gontragts with sernges ¢apable of bemg distinct and are distingt within the:
context of the contract then they are accounted for as separate obligations In these instances,
the cansideration due to be earned from the contract is aliocated to each of the performance
obhgations in propartian to their stand-zlone seling price

Further discussion of performance cbligations arising in terms of the main types of services
provided by the group in addition to their tymeal pattern of satisfaction is provided in note 4{d}

Measurement of revenue

Based on the terms of the contraciual arrangements entered into with customers, revenue 15
typically recognised over tme. This 1s based on either the fact that {i) the assets generated under
he terms of the contracts have no a'ternative use to the Group and there being an enforceanle
right to payment or {n) that the client exerts editorial oversight during the course of the
assignment such that they control the service as itis provided.

We buld tur services around our client’s needs. and often use client's standard terms with
negotiated modification, this resuits in many different contractual arrangements Revenue is
recognised monthly based on the underlying systems and pracesses in each business umt. Given
the many different contractual arrangements, and judgements on agency vs pringipal relationships,
each business unit, on a periodic basis, reviews contracts and separate ablgations to make sure
revenue Is recogmsed in the carrect accounting period, posting adiustments to the monthly revenue
recognised If necessary

Principal vs agent

‘When a third-party suppler Is involved i fulfiling the terms of a contract then, for each
performance obligation identified, the Group assesses whether they are acting as principal or
agent. Where the Group s judged 10 cantrol the specified services prior to the transfer of those
serviges Lo the customer then the Group 1s concluded as acting as principat Details surrounding
this significant sudgement ¢an be found on page 41

When we act as an agent, the revenue recorded is the net amount retained. Costs incurred with
externat suppliers are excluded from revenue and recorded as other receivables payable by the
customer When the Group acts as principal the revenue recorded s the gross amount nlled

When allgwabke by the terms of the contract out-of-packet costs, a such as travel, are also. .
recogmised 45 the gross amaunt billed with a corresponding amount recorded as an expense.

Treatment of costs

Costs incurred in relation ko the fuifiiment of a contract are either recogmsed as an asset or treated
as an expense. Costs are capitalised whea they represent incremental costs of winaung a contract
and are recognised over the Iife of the cantract arising

Supplier rebates

The Group recewves valume rebates from certain suppliers for transactions entered mto on behall of
clients As noted on page 42 management judgement is involved i how these rebates are accounted
for, Based on the terms of the refevant coniracts and lgcal law, these rebates are elther remitted 1o
chents or retained by the Group

Further detal in terms of the revenue recogmbon policies applied by the Group m terms of the
differant categories of contractual arrangements entered nto with clients can be found at nate 4d.

4(h) Disageregation of revenue

The Group derwves revenue from the transfer of goods and services from both long (>1 year)
and short term (<1 year} contractual arrangements with customers in the following
geagraphical regrons.

Middle
£astand Asia and
Gontractual UK Europe Africa Australla Amerfcas Total
term £000 £000 £000 E000 £000 £000
Lang term 4698 - 910 - 5,905 12,713
Short term 164,340 60,190 30,657 - 98,057 -56,406 - 409,650
Total 169,238 60,130 51,567 98,067 63,311 422,363
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4(c) Assets and liabilities related to contracts with customers

GContract agsets and Wabilites arise when therg 1s a difference {generally due to tming} in the
amount of revenue which Gan be recognised and the amount which can be mvoiced under the
terms of the contractuat arrangement or has been remitted (prepald) by the customer

Where revenue earned from customers 15 ragodmised over time, many of the Group's contragtual
arrangéments have terms which permit the Group ta remit invoices for the amount of work
performed to date on a specific contract [described i our accounting policies as ‘Right-t ")

4(ch) Revenue recognition policies and performance obligation satisfaction
by category of services performed

Further details regarding revenue recognition and performance oblhigations of the Groyp's man
service offerings are summansed below.

Commission based income in relation to talent perfarmance

FRevenue In relation to talent performance invoives the Group acting as agent. Tyoically, such

Where the terms of a contractual arrangement do not carry such right ta nveice then a contract
asset 1s recognised over ume as work 1s performed until such point that an invaice is allowable to
be remitted. Generally, mvoices are able to be raised monthly for arrangements where revenue 1s
recognised over time,

Where revenue earned from customers is recopnised at a point in ime then thas will be cependent
on satisfaction of a specific performance obligation At such pomnt it 15 usual that there are no
other congitians required to be met far receipt of cansideration and as such a trade recervable

1s recognised at this pownt.

Contrast comphise where a has made relating ta services
due to be prowided peior to ther pravision. Where payments are recerved in advance IFRS 15
requires assessment of whether these cash transfers contain any finan¢ing camponent. Under
the terms of the contractual arrangements gntered into by the Group there are no wmstanges
where such financing elemants arise. This s the case even for those arrangements where the
Group receive monies mare than a year in advance by wirtue af the terms of the contractual
agreement so entered inlo

The acquisition of Scarecrow Communications Limited 2nd M&C Social Limited (note 13} resuited
1N an Mcrease in trade recervables of £911k in 2018 and cantract assets of £200%.

In 2018 £204k was recognised as 8 provision for expected losses on trade recevables in line with
the requrements of IFAS 3 (notes 2 and 20)

et out below Is the amount of revenue recogmsed from:

2018
£000

Amounts included in contract habiibes at the beginning of the year* 16,585

Performance obligations partially satisfied in previous ysars

" As at the start of the year a total amount of £20,634k contract habihlies were recognised at the paint
of transitign ta IFRE 8

ArTANge ts have 2 single, or & spquence, of specific performance oblgations relating 1o

the talent {cr other third party} prowiding services. The performance cbhgations are generally
sausfied at a pointin bme once the service has been provided. In these instances, revenue s
recognised at the paint in time which the performance obligation s sausfied A trade receivable
1s recognised at this point as the night to payment 15 now unconditional other than the passage
of tme. The consideratian for the servicas 15 normaily for a fixed amount {as a percentage of
the Talent's fee) with no degree of variabiity.

Certain of our contractual arrangements in terms of talent performance relate to alonger-term
arrangement (several months or longer} whereby the talent is engaged to prowide a sequence of
services that are substantially the same — and thereby represent a single performance obligation.
An example would be arranging for taient to write weekly columns for a website. In such instanges
as the third party 18 responsible Tor cantrol of the asset{s) created {by means of editorjal
oversight) the revenue in relaton to the single performance obligation 15 recognised cver time.
These contractual arrangements generally have payment terms Such that 2 fixed fee (with no
degrae of variability) is remuneratad each month over the life of the agreement

In the gvent that services to be rendered by talent are cancelfed then the treatment of such
canceliatton depends on the rgot cause of the trigger for the cancellation and the terms of
the contractual agreement.

Aetanar fees

Retainer fes relate to arrangements whereby the natura of the Group's comractual promise

18 to agree 1o "stand-ready’ to deliver services to the customer for a period of me rather than
1o deliver the goods or services underlying that promise Revenue relating 1o retanzr fees 15
recagnised over the period of the refevant assignments or arrangements, typicatly in ne with the
‘stand-ready” incurred costs The primary tput of all work performed under these arrangements
1s labour. As & result of the direct relatianship between l2baur and cost there Is normally a direct
correlation batween costs Incurred and the proportion of the contract performed to date.

As retainer fees relate to ‘stand-ready’ obligations for a period of time synchronous with the time
penod at the end of whick an invoice is raised the Group consider there 1s a singla perfermance
obhigation for each time periad. The revenue relating to sach perfarmance obligation is recognised
over tme as a contract asset and a trade receivable recognlsed at the end of each time penad.

Consigeration relating to retainer foss 1s Tixed with no degree of variability
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From time to time there may be changes In the client servioe requrements during the term of
the contract and the changes could be significant. These changes are typically negotiated as new
contracts covering the addiional requirements and the associated costs, as well as additional
fees far the incremental work to be perfarmed

Project feas and praduction income

Project fees typically meet the criteria idertified on page 64 of note 4a which IFRS 15 states as
permissible to recognise revenue over ime  The guantum of revenue to be recognised over the
period of the assignments 1s either based on the ‘right-to-involce' expedient or by means of a stage
of completion model The primary input of all work parformed under these arrangements is labour
As a result of the direct relationship betwean labour and cost there 1s normally a direct correlation
between costs incurred and the propartion of the cantract performed to date. Where projecis are
carried aut under contracts, the terms of which entitle the Group to payment for its performance
only when control passes at a delivery Sate or a milestone, then fees arg resognised at the ume
that payment entitlement ocours

Project fees and production income relate to the provision of services which can encompass

a range of media deliverables In addition to development and deployment of a media strategy.
Regular assessment of the effectiveness of the project with regards {o the objective of the
contractual arrangement may also be inciuded. Often the range of services provided within

these arrangements are considered to be integrated to an extent that no separable performance
abligations can be dentified other than a single over-arching combined performance obligation
relatmg to the delivery of the project ~ this Invoives Judgement as detailed an page
42 Inthese PEVENUE 15T d over ims as the combined performance cbligation
15 belng sabisfied.

When services provided are considered separable, and not integrated, then multiple performance
obligations are recognised. it 1s typical that the terms of the customer agreements in these instances
again permit revenue to be recognised aver time as each performance obligation 1s being satisfied.

Whilst it Is uncommon for projects to be such that revenue 1s not allowable to be resognised over
time, examples can occur In these instances, the element of the transaction price assigred to each
performance obligabion (In propartion to stand-alone selling prices) Is recognised as revenue once
an abkgation has been fully satisfied -

Projegts typically allow monthly invoices to be raised on standard payment terms ensuring
consideration 15 paid to the agency as performance obligations are being satisfied regardiess
of whether revenue can be recognised over, or at a point in, time.

Where fees are remungrated to the agency in excess of the services réndered then a contract
habitity is recognised. Conversely where the services randered are In excess of the actual fees
pai¢ then a contract asset 1s recognised

Certain of these arrangements have contragtual terms relating 1a the agency meelng specific
customer identified KPS Such KPIs ¢an relate 1o qualitative factors (such as the clent's
perception of delivery and retalianship performance) or to quantitative KPls

(examples include overalt increase in website traffic or conversion rata of website visits)

The overall fevel of cansideration can vary by Increasing or decreasing as a result of
performance against these metrics. To reflect this variabikty m the overall level of consideration,
management esumate the most likely outcome and then reflect that cutcome in the revenue
recogmsed as the performance cbligation(s) of the contract are satishied The estimated portion
of the variable element Is recalculated at the earker of the completion of the contract or the next
reperting period and revenue 1s edjusted accordingly These estimates are based on historical
award experience, anticipated perfermance and best judgement at the bme

Commussion based mcome in relation to media spend

The Group arranges for a third party to prowde the refated goods and services m the capacity
of an agent. Aevenue is recogmsed in relation to the amount of commission the Group 15 entitled
to. Often additional integrated services are provided at the same time with regards to the
development and deployment of an overarching media strategy. Due to the integration of the
services provided under the terms of the contract, manag t jud, {as explalned an
page 42} Is applied to assess whether there 15 a single combingd performance abligation

Although there may be variabdity in the total quartum of media spend {on which the Group earns
commissian} as the Group 1s entitled to invoice as spend s made, and as this drives the recognition
of revenue ansing fram the contract, there 15 no need to estimate the amount of varrable revenue
due to be earned over the life of the contract OMen the commission earned 1$ reflective of

the value to the customer and in those instances therefore the Group measures revenue 1o be
recognised as the amount to which they hold the ‘mght-to-nvoice’ As further explained on page 42,
although there may be a blend af services provided, some of which are akin to the Group acting as
pnincipal, as there 15 a single combined performance \ with 3 single pay mechanism,
all such revenue 15 recognised net of costs ircurred in fine with the Group acting as an agent.

The performance obligation for media buys are considered to have been satisfied when the
assoclatad advert has appeared in the public domain. Where a cantract s comprisad of a large
number of separate media purchases then, as the contract is for the provision of a number

of services which are substantially the same, fewer performance obligations are recognised.
Dependent an the precise terms of the contract as noted abave, this can result 1n a single
gombined performance dbhgation being identified

Inthe majonty of instances where the Graug purchases media for clients, the transactions are
considered tripartite with the Group actmg as agent. One business umi of the Group speculatively
purchases media slots and then processes this media nto categorneas of ‘quaiity’. Subseguent

to the processing this Media is then sold on to clients - with the higher “quality’ media yielding

a higher price. In this instance the Group Is cansidered to be acting as principal.

Projects are invorced in ne with the terms of the contragts entered into, this 1s normally monthly
but can be more or less often
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5. Group companies

As at 31 December 2018 Country Effective % awnership Actlvitles
UK

Alive & Kicking Glpbal Ltd Alive & Kicking Global Ltd"" United Kingdom 100 Marketing
Audience Commumcations Ltd** United Kingdom 100 Marketing
Clearideas Consuyltancy LLP** United Kingdom 8o Marketing
Clear ideas Ltd™ United Kingdom: 80 Marketing
FYND Media Ltd** United Kingdom 100 Media Buying
Grey Wheppet Ltd** United Kingdom 9 Dormant
Hortzon PR Ltd™ United Kingsam 80 PA Agency
Human Digitai Ltd** United Kingdorn 60 Research
Influence Communications Ltd** United Kingdom 95 Dormang
Lean Mean Fighting Machine Ltd** United Kingdom 100 Advertising
LIDA (UK) LLP** United Kingdom 29 Direct Marketing
LIDA Ltd™* & *** United Xingdom 100 Direct Marketing
M&C Saatch (UK) Ltd™* & United Kingdem 100 Advertising
MAC Saatchi Acgalerator Ltd** United Kingdom a0 Advertising
M&C Saatchi Eurppean Holdings Ltd** United Kingdom 96 Holding Company
M&C Saateht Export Ltd*" & *** United Kingdom 100 Advertising
M&C Saatchi German Holdings Ltd** Uniteq Kingdom wa Holding Company
M&C Saatch Global Adwisory Services Ltd** United Kngdom 100 Advertising
M&C Saatchu International Lid*" Unsted Kingdom 100 Holding Company
M&C Saatchi Marketing Arts Ltd* united Kingdom 50 Advertising
M&C Saatchi Mernn Lid** United Kingdom 75 Talent Management
M&C Saatchi Middle East Holdeo Ltd** Unrted Kingdom B& Holding Company
Ni&C Saatchi Mohile Lig™* United Kingdom 90 Mobile Marketing
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As at 31 December 2018

Country

Effective % ownership

Activities

UK continued

M&C Saatchi Network Lid™* & *** Umited Kingdom 100 Holding Company
M&C Saatchi PR Internaticnal Lid** United Kingdom 4] PR Agency
M&C Saatchi PR Ltg** United Kingdom 100 PR Agency
M&C Saatchi PRUKLLP™" United Kingdom 89 PR Agency
M&:C Saatch Social Ltd™* & *** Unnted Xingdom 51 Marketing
M&C Saatchi Shep Lid** United Kingdom 95 Marketing
M&C Saatchi Sport & Entertainment Lid** & *" United Kingdom 70 Sport Sponsorshup & Entertainment PR Agency
MR&C Saatchi WMH Ltd** United Kingdom 100 Holdmg Company
M&C Saatchl World Serwices LLP™ United Kingdom 80 Marketing
M&C Saatchi Worldwide Lig** & *** United Kingdom 100 Holding Company
ME&C Saatchi WS .OAG Ltd*" United Kingdom a0 Not for profit marketing
Re Worldvade Ltd*" Unted Kingdom 100 Branding
Saatchinvest Ltd** United Kingdom 100 Holding Company
Send Me A Sample Ltd*" United Kingdom 80 Marketing
SGA Landon Ltd™* Uanted Kingdam - 160 Marketing
Talk PAL™™ & ~** United Kingdom 51 PR Agency
Talk Purpose Ltd ** United Kingdom Ll PR Agency
The Source {London) Ltd** United Kingdom L] Research Agency
The Source (W1 LLP** United Kingdam 76 Research Agency
Trigyele CommumGations Lid** United Kingdom 80 Holdng Company
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Asat 31 2018 Gountry Effectlve 9% awnershlp Actlyities
Euraope
Cometis France &1 Advertising
FCING 8RS France 88 Website Construction
M&C Saatchi 3ad SAS France 00 Advertising
M&C Saatchi Little Stories SAS France ] PR Agency
M&G Saateh One SARL Frange 100 Digital Marketing
Paris Gad Holding SAS France 80 Halding Company
Tataprod France 30 Production and publishing
M&C Saatchi Agvertising GmbH Germany 83 Adverusing
MA&C Saatchl Sports & Entertainment GmbH Germany 67 Sport Sponsarship & Entertainment PA Agancy
M&C Saatchi Digital GmbH Germany 75 Marketing
M&C Saatchi PR Unternehmer gesellschart Germany 100 Dermant
MLQC Saatchi Spa Itaky 80 - Advertising
M&C Saatchi PR srl Italy 80 PR Agency
M&C Saatch Imernational Holdings BY Netheriands 100 Halding Company
Clear Netherlands BY Netherlands 100 Bormant
MA&C Saatch) Madrid S Spain 51 Adverusing
M&C Saatchi Sponsorship S.L. Span Bl Advertising
M&C Saatchi AB Sweden 60 Advertising and Marketing
M&C Saatchi Go! AB Sweden 100 Adverusing
MEC Saatchi PR 4B Sweden 100 Dormant
M&C Saatchi (Switzeriand) SA Swtzeriand ;L] Adverhising
Middia East and Africa
ME&C Saatch Bahrain WLE Bahrain 100 Dormant
M&C Saatchi Tel Aviv Lid Israel 80 Adverusing
M&C Saatchi SAL Lesanon 0 Agvertising (Assotiate)
Greative Spark Interactive (Pty) Lta*™** South Africa S0 Advertising
Dalmation Communications (Pty) Ltd*** South Africa 50 Advertising
MA&C Saatchi Abel {P1y) Ltd South Africa 50 Advertising
M&CG Saatchi Africa (Pty) Ltd®™ South Africa 50 Advertising
M&C Saatchi Gonnect (Pty) Ltg™*® South Africa 50 Advertsing
Levergy Marketing Agency (PTY) Ltd*** South Africa 50 $port Sponsarship & Entertainment PR Agency
M&C Saatchi Istanbul Turkey 25 Advertising (Aszociate)
MA.C Saatchl Middle East Fz LLC United Arab Emarates 10} Advertising
MA&C Saatchi Fz LLG United Arab Emirates 100 Advertising
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As at 531 December 2018 Country Effectlve % ownership Activities
Agla and Australla

Beliwether Globai Pty Ltd Australa 86 - PR Agency
Bohemia Group PiyLid Australa 48 Media Agency
Brands in Space Pty Ltd Austraha BO Design
(o Studios Py Ltg Austrahia 80 Fimished Art & Production Management Studio
Greenhause Austrajsa Piy Ltd Aystraha 64 Advertsing
Higden Characters Pty Ltd Austraha 76 Branding and Digital Marketing
LDA Australia Pey Ltd Austraha 80 Degitas Marketing
M&G Saatchi Agency Pty Ltd Australia 80 Advertising
M&C Saatchi Asia Pac Hotdings Pry Lid Australa 100 Helding Company
M&C Saatchi Diregt Pty Ltd Australa 8¢ Direct Marketing
M&C Saateh Sport & Entertamment Pty Ltd Australia 48 Sport Sponsorship & Entertainment PA Agency
#M&C Saatchi Melbgurae Pty Lid Austraha 48 Advertising
Park Avenue PR Ply Lid Austraha 80 PR & Marketing
Re Team Ply Lt Australia 75 Marketing
Resolution Design pry Ltd Australia £8 Darmant
Saatchi Ventures bty Lig Australia 48 Holding Company
The Source Insight Austrabz Pty Ltd Australa 80 Dormant
Tricky Jigsaw Pty Lrd Australia 68 Marketing
This Film Studio Pty Ltd Australia 56 Production
UGLY Sydney Pty L1d - Australia 60 Dormant
Yos Agenty Prylty Australia 80 Dormant
EMC Saatehl Pty Lid Australia 80 Dormant
1440 Pty Ltd Australia 80 Dormant
M&C Saatchi Advartising (Shanghai) Lid China 40 Cansultancy {Associate)
Clear Asia Ltd Hong Kong 80 Dormant
M&C Saatchl Asia | td Hong Kong. 100 Advertising
M&C Saatchi (HK) g Hong Kong 40 Advertising (Associate)
M&C Saatch) Asia Hong Kong L1d Hong Kong 10 Advertising
February Communcations Pvt Ltd India 20 Advertising (Associate)
W&C Saatchi Cammunications Pyt Ltd India 85 Advertising
M&G Saatchi Mobjjg LLP tndia 0o Marketing
Scarecrow Commumsations Limited Indiz 51 Advertising
M&C Saatch Ltd Japan 10 Advertising (Associate)
Mé&C Saatchi (M} $dn Bhd Malaysia 49 Advertising
Design Factory Sdn Bhd Mal, 49 Advertising
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As at 31 Decamber 2018 Country Effective % ownership Activities
Asla and Australia cortinued

fntethigence Factory Sdn Bhd Malaysia 49 Advertising
MB&.C Saatchi World Services Palustan (Pvt) Ltd Fakistan 41 Marketmg (josnt venture}
Clear ldeas {Singapore) Pte Ltd Singapore a8 Marketng
M&C Saatchi Holdings Asia Pre Ltd Singapore 0o Holding Company
M&.C Saatchi (S) Pte Ltd Singapore 80 Advertising
M&C Saatchi Mobile Asia Pacific Pte Ltd Singapore 95 Maobilg Marketing
Love Frankie Ltd Thadand 20 Marketing (associate}
Americas

Lily Participacoes Ltda Hrazil 100 Holding Company
M&C Saatchi Brasil Comunicagio Ltda Brazl 60 Advertising
M&C Saatchi Brasil Participagoes Ltda Branl 100 Ho'ding Company
Santa Clara Participacoes Ltda® Brazil 25 Advertising (associate)
M&C Saaichi/insight Pesquisa & Plansjamento Ltda Brazil 100 Dermant
ME&C Saatch, S.A, BE.CV Mexico 53 Advertisiig
Clear USA LLC usa 100 Marketing
Clear NY LLP usa 00 Holding Company
LIDA NY LLP (MCD) USA 5 Direct Marketing
LIDAUSALLP USA 100 Marketing
M&C Saatchi Agency Inc USA 100 Helding Company
M&C SaatchiLA InC. USA 90 Advertusing
M3.C Sagtehi Mabie LLP USA 3 Maobile Marketing
M&C Saatem PRLLP usa 190 PR
M&C Saatch Share inc. UsA 75 Marketing
M&C Saatchi Sports + Entertainment NY LLP usa 85 Sport Spansorship & Entertainment PR Agency
M&C Saatchi Sports + Entertainment LA LLC usa 50 Sport Sponsorship & Entertainment PR Agency
M&C Saatchi NY LLP usa 188 Oarmant
Majority LG UsA 100 Preguction
Shepardson Stern + Kaminsky LLP UsSA 66 Marketing Consultant
Technology Humans and Taste LLC UsA 30 Marketing (associate)
World Services US Inc. Usa 80 Dormant

Al substdiary companies which the Group control In ing with the requiraments of IFRS 10 have bsan inglwded n the consofidated accounts

** This subsidiary vndertalung is exempt from Companies Act 2006 requiremant relating 1o audit of thelr individual acceunts by virtue of Section 4794 of the Act as M&C Saatchi pie has guarantaed the subsidiary comparny under Section

479C of the Act

*** With the exception of M&C Saatchi Network Lid, our South African subsidiaries, Scarecrow Commumication Lid, M&D Saatcht Seciaf Lid wharsa afl our eqisty 15 directly hald by M&C Saatchi ple, all sther subsidary companies’ €quity 15

sither w part or wholly held via suhsidiarias of M&C Saatchi plc
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Continued

€. Operating costs
Policy

Leases

Lease payments under operating leases, including any Incentives granted, are reccgnised in the
income statement on a straight-line basis over the lease term.

Where operating lease agreements incluge a fixed uphft for rental payments, the expense is
straight-hned, except in cases where ancther systematic hasis better represents the benefit
Reverse premiums and similar incentives to enter into operating lease agreements are
wbally recerded as deferred income and released to profit and loss on a straight line basis
over the lease term

* Project costs relate to third-party costs incurred during the prowision of services to customers which are
passed back ta the Group under the terms of the contract by the customer These costs are recogrused in
2G18, but not in 2017, as a result of the transttion to IFRS 15, As discussed n Note 2 this 1s due to the Group
being considered as acting as principal for the majonty of transactions where third party costs are incurred to
satisfy our obhigations to custemers. Under Legacy IFRS ihe Group was considered to be actng as Agent (as

opposed to Principal).
2018 2007
Year ended 31 December £000 £000
Totai commitments
Plant and equipment
Commitments for future minimum lease payments under
non-cancellable operating leases, which fall due as Tollows
- Within one year 806 1,026
- Between twa and five years 362 906
1,268 1,932
Proparty
Commitments for future miimum lease payments under
non-cancellable operating leases, which fall due as fallows
- Within cne year 11,328 9,754
- Between ane and five years 26,217 28,908
—{Greater than five years 3,183 3.954
40,758 42,617
Sublease recelpts R
Gommitments for future minimum lease receipts under
non-cancellable operating leases, which fali due as follows.
- Within one year 65 539
~—Between eng and five years 338 2,237
- Greater than five years - 392
405 3368

2018 017
Year ended 31 December Note £000 £000
Project cost 167,031 -
House cost 97,693 58,827
DOperating cosis 224,864 58,827
Other costs include
Loss/{Profit) on exchange (B37) 530
Amartisatian of intangibles
- Acqured intanginles 16 4,421 2on
—Capitahised software 16 303 mn
Impairment of Geodwii and other mtangibles 16 2,195 5,214
Depreciation of plant and equipment 18 3,558 3,078
Less on disposal of ixed assets 75 28
2018 017

Year ended 31 December £000 £000
Opecating lease rentats
Piant 945 718
Property 10,401 8,390

11,346 9,108
Property subi receipts {178) {199)

11,170 8,509
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7. Staff costs
Policy

Panslons

Contributions to personal pension plans are charged to the income statament in the period n

which they are due

Staff costs (including Directors) comprise:

Penslons

The Group does not operate any defined benefit pension schemes The Group makes payments, on

behaif of certan sndividuaks, to personal pension schemes.,

Payments of £2,371k (2017; £1,802%) were made i the year and charged 10 the income statement
fn the periog they refate 1o At the year-end there were unpa:d amounts mcluded within accruals

totaling £17k (2017 £266k).

2018 20é7 Key management remuneration
Year anded 31 D 2000 £000 2018 207
Wages and salaries 150,650 148,546 Year ended 31 December £600 £000
Social security costs 17,744 17,498 Short term employee benefit 2,878 3,007
Defined contribution pensidn scheme costs 2,088 2,01 Fost-employment heneflt 17 1
Other staff benefits 4,641 5149 Share based payments 1,055 1,192
175,132 173,204 Total 3,850 4,286
Acqulsition related remunsration 8. Auditors’ remuneration
Allocations and dividends paid o conditional share award holders 1,219 389 The Graup paid the following amaunts tg its auditor(s) in respect of the audit of the financial
C cost with leaver provision - 295 statements and for other services prowided to the Group,
1,219 514 Group auditor’s remuneration
Share based Incentlve plans 2018 2017
Cash settled a1 - Year ended 31 £000 £000
Equity settled 9,104 13,601 Audlt services
Total staff costs 182,836 187.519 Audit of the Company and its consalidated accounts 478 2688
Audit of the Company's subsidiaries pursuant to 280 281
Staff numbaers 768 549
UK a37 783 Other serviges provided by the Auditors
Eurcpe 3a4 368 Taxation comphance services 29 26
Middle East and Africa 289 314 Corporate finance services 38 84
Asia and Australia B34 708 Other services 3 3
America 273 310 . 70 123
2,597 2483 Total 838 672
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NOTES

Continued

9. Net flnance income / (costs)

Policy -

10. Taxation
Pollcy

Financial Income and borrowing costs

Interest income and borrewing costs are recognised In the income statement in the period in which

they are incurred

2018 20
Year ended 31 December £000 £000
Bank interest receivable a2 200
Other interest recevable 1 89
Fair valug adjustment to minarity shareholder put _ 3037
ophion habities {Note 24) y
Financial Income 213 3,326
Bank interest payable (1,179 {1.344)
Qther interest payable (182) (0]
Falr: value adjustment to minonity shareholder put M) _
option Labilities (Note 24}
Financial (2,268) (1,346)
Het finance (costs) / Income (1,885) 1,880

Gurrent tax

Current tax, including UK and foreign tax, 1s provided for using the 1ax rates and laws that have been

substantively enacted at the balance sheet date.

2018 2017
Year gnded 31 December Note £000 £090
Taxation inthe year
-UK 2,150 1,689
- Overseas 6,475 5,286
withholding taxes payable - 21
Utilisation of previously unrecognised 1ax 1055es” (25) {817)
Adjustrnent for under / (over) provisicn In pror perigds® {482) 625
Total 8,118 6,804
Deferred taxation
Drigination and reversal of temporary differences. 1 (1,480 (3.612)
Resognition of previously unrecegnised tax (ossas™ 1 - {121)
Effect of changes in tax rates 1 = 1,665
Total (1.483) (2,088}
Total taxation 6,835 4,738

* I» 2017 mostly tus retated to cur US offices

* Aeccgnised o reflect the probable future Gerporatipn taz that we can redlaim.
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Continued

The differences betwesn the actual tax and the standard rate of corporation tax in the UK apphied to
prafits far the year are as follows.

2018 2018 2017 2017
Year ended 31 December £000 k] £000 £000
Profit before taxation 17,588 9,302
Taxation at UK corporation tax rate of
18.00% (2017: 18.259%) (3,344) 19.0% (191 193%
Tax effect of associates 537 -3.1% 33 -40%
Non-controibng interest share of — ;
partnership income 28 18% R 3.5%
Expenses not deductble for tax (a48) 2.5% (287) 31%
Option charges not dedugtible for tax (1,500} 2.0% (1,920} 20.6%
Different tax rates apglicable i
averseas jurisdicions 01,408 8.0% (eoet 6.5%
Effect of changes in tax rates on deferred tax - - {1,665) 7%
“Withholding taxes payable - - {20 0.2%
Unlisation of previously unrecognised tax lasses 25 -0.1% anr -B 8%
Recegnition of previously _ _ R
unrecognised tax losses 121 1.3%
Adjustment for CUrTent tax Gver provision aar _5.6% (25) 57%
In prior periods . ’

Adjustment for deferrad tax {under) provisian

In prior periods (388) 2.3% - -

Tax losses for which no deferred tax @ 1.2% 3

asset was recognised a5%
Fair value adustments on minority REES) 1 0% 584 6.3%
shareholder put optiors

Impairment with no tax creda {544) 3.0% - -
Total taxatlon (6,835) I.1% {4,736) 50 9%
Statutory tax rate 37.1% 50.9%

We expect large variation in future statutory tax rates due to share based payments (option
charges), put options and investment in subsidiaries being capital in nature and non-deductible for
corporatian tax Over the last five vears the stafutory tax rate has been in between 27% and 69%.

Year ended 31 December :3;: 2“;2 _:g;; 2“;:
Headline profit before taxation (note 1} 32,287 27,655

Taxatlon at UK corporation tax rate of

18.00% (2017: 19 25%) (8136) 18.0% (5,32) 19.3%
Tax effect of assocates 537 -1.7% 373 -1.4%
Non-controlling interest shargs of

partnership income 284 -0.8% 27 A1.2%
Expenses not deductible for 1ax {448) 1.4% (287) 10%
Different tax rates applicable in

overseas jurisdictions (1,400} 4.3% .88 7%
Effect of changes in tax rates on deferred tax - - {292) 1%
Withhotding taxes payable - - {20 01%
Utiisation of previously

unrecognised taxiosses b -0a% a7 30%
Recognition of previously

unrecognised tax [osses - - 1 DK
Adjustment for current tax under provision -

In prior pencds a7 1.4% (625) 2.3%
Adjustment for deferred tax {under) -
ProvISIon in prios perods (399_) 1.3% -

Tax losses for which no deferred tax

asset was rescgnised @19 01% “3) 0%
Headl!ne taxation (note 1) (7,302} 22.6% (8,834) 94.7%
Headline effective tax rate 22.8% 24.7%

As can be seen above, the largest drivers of headline 1ax charge are cur local entities profitabiity,
Iocal tax rates, and recognition of previousty unrecognised tax losses

Qur 217 result was heavily affected by the passing in December 2017 US tax legislation that
reduced US federal tax rate from 35% to 2% from 1 January 2018. This resulted in a revaluation

of all deferred tax at the 2017 year end causing a short-term increase in the tax charge in 2017 of
£292k, and by a further £1,373k due to the remeasurement of deférred tax on intangibles and shares
awards. In 2018 this tax rate change has helped reduge our tax charge

‘There remains 5ome uncertainty over haw Brexit may impact tax legislation, along with the ikelihood
that future reductions i the UK Corporatian tax rates occur. Ignoring these factors, we anticipate
Qur tax rate to increase shghtly in the future, due to the sale of the Group's associate Blue 449 in
January 2018, which in 2018 accounted for 83% of our associate income.
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11. Deferred taxatlon

Policy

Deferred tax s prowided (n full, using the lability method, on temporary differences arising between
the tax bases of assets and iablties and thew carrying amaunts in the consolidated financiat
statements. Deferred tax is not, however, provided for temporary differences that anse from: (i)

, initia! recogaition of an asset or iahdity in a transagtion other than a busingss combination that at
the umeg of the transachon affects neither accounting nar kaxable profits or 1953, {ii) 00 the inmal
recagnition of Goodwill

Deferred tax s determined using tax rates (and laws} that have been enacted or substantively
enacted by the balance sheet date and are expected to apply when the related deferred tax assetis
realised or the deferred tax lizbility is settled

Deferred tax assets are recognised to the extent that it 15 prabable futura taxable profit will be
available against which the temporary differences can be utilised

Ceferred tax 15 provided on temporary differences ansing on investments in subsidiaries and
assiates, except where the tming of the reversal of the temporary difference is controlled by the
Group and it 15 probzble that the temporary difference will not reverse in the foreseeable future.

Ceferred Incame 1ax assets end habihties are offset when there is a legally enfarceable right to
offset current tax assets against current tax habiities and the Group intends to settle its current tax
assets and current tax liapiitgs on A net basis

20318 2017
At 3t December £000 £000
Oeferredtax assets 5,687 4,797
Deferred tax labilitles (1,444) {761}
Net deferred Lax 4,243 4,036

The following Is the deferred tax asset {labiiity} resognised by Group and movements

n 2018 and 2017
Working
Capltal Tax capltal
intangibles allawances losses differences Total
£000 £000 £000 000 £000
At 31 December 2018 309 44 927 1,452 2,732
Exchange differences {39) 2 (39) 43 (29
Income staternent
credit 7 (harge) 1,438 15 515 40 2,068
Acquisittions (735) - - (738)
At 31 December 2017 977 61 1,463 1,535 4,036
1January 2018
- IFRS 9 adjustment - - - (691) {691
Exchange differences 132 - 22 7 107
Income statement
credit 7 {charge) 998 22 17 288 1,483
Acquisitions” {682) - - (692)
At 31 December 2018 1,413 83 1,662 1,085 4,243

* Acquisitions are Included in deferred tax habiities

Wittun the lecal entrvies £723k (2017 £186Bk) of deferred tax has been naturally offset, jgnoning such
an offset the spht of deferred tax s as follows

Working
Tapltaf Tax capital
Intanglbles atlowances losses  differences Total
£000 £000 £000 £000 £ooo
At 31 December 2017
Deferred 1ax assets 1,879 95 1,463 1,742 4,982
Deferred tax (702) {37) - {207) {946)
Net deferred tax a7t 61 1463 1,536 4,036
At 31 Degember 2018
Deferred lax assets 2,353 17 1,662 2,278 6,410
Deferred tax liat (940) G4 (1,183) {2,167)
Net deferred tax 1,413 B3 1,662 1,085 4,243
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Unrecogrised deferred tax asset in respect of carried forward tax tosses: 12. Dividends
Deferred Pallcy
Loss ~tax Impact
£000 £000 :““':“;d';'d:"ds d h: J {iabikity e th d in which
quity dnidends on ordinary share capital are recognised as 2 liabiity i the period in whicl
At 31 December 2017 2325 §74 they 2re declarad The witenm drndend |s recogaised wien & has been approved by the Board
Exchange differences 28 n and the final dividend is recognised when it has been approved by the sharehalders at the
Expired losses in year (292) {89) Annual General Meeting
Losses utilised in year (74) (25}
Losses in year - - 2018 2m7
At 31 Dacember 2018 1,885 448 Year ended 31 £080 £000
2017 final dividend paid 7.40p on € July 2098 {2016 6.44p} 6,281 5,032
Expiry date of lasses: 2018 intertm dividend paid 2 45p on & November 2018 (2017 2 13p) 2,117 0,716
2018 2017 8378 5,748
L0009 £000
The 2017 dividend has been restated to reflect the nuraber of shares in 1ssue when the dvdend was
One to five years 253 87 pard, as opposed to the number of shares n exstence at 31 December 2017
Five to ten years - B
Ten yaars or mare 186 197 The 2018 proposed final diwidend of 8.51p, totalling £7,566,098 The dividends relate to the profit of
the following years
Totat 449 574
2018 2017
A deferred tax asset in respect of certain losses in overseas territaries has not been r as Year ended 31 Daceinber £000 £000
there 1s insufficient certainty of future taxable profits agamst which these would reverse Interim dradend paid 2 13p on § Novernber 2018 (2017: 2.i3p) 2,117 1718
Fmal dwdend payabie 8 Sip on 5 July 2019 (2017: 7 40p) 7,586 6,261
- 9,683 7817
Headlne drwdend cover 2.2 2.3

Headline dividend cover Is calcuiated by taking headhine profit after tax attributable to equity
shargholders and dwiding it by the total dividend that refates fa that year's profits The Group seeks
to mantain a long-term headine dvidend cover of between 2 and 3. Retained prafits are used to
reinvest in the lang-term growth of the Group through funding working capital and investing activities;
and to repay bank debt.

n



NOTES

Continued

13. Acquisitions

Pailcy - See below but also the basis of preparation note on page 40

Subsidiary acqulsitions

The acquisition af subsidiaries +s accounted for using the acquisition method. The cost of acquisition
15 measured at the aggregate of the far values of the assets given, lisbilities incurred, or subsumed,
centngent consideration and equity instruments issued by the Group in exchange for control. The
identifiable assets and habilbes (ncluding contingant habilities) acquired which meet the conditions
{for recognition under IFRS 3 are recogmised at their fair values at the date of acquisition

Palicy
Goodwlll

Goodwil arising an the acquisition of a subsidiary 1s recogaised as an asset, beng the sxcass of the
cost of cansideration cver the interest in the fair value of the identifiable net assets acquired

Following imitial recogrition, goodwill 15 carmed a1 cost less any accumulated impairment
losses {see note 16).

Goodwlll at date of acquisition

The imerest ¢f munority sharehaiders in the acquire 13 itially measured a1 the minorty’s proporiion Scarecrow Red
of the net fair value of the assets, habilities and contingent labilities recognised. Communications Hare
Limlted LUmlted* Total
All scquisition costs are expensed to the income statement in the period that they aceur. 2018 Note £060 £000 £000
Consideration, satisfied by:
During the year, the Group made acquisiians in India (Scarecrow Communications Lumited, 'SCL) Cash 14 193 422 815
and the United Kingdam (Red Hare Limited, renamed to M&C Saatchi Scelal Limitad) to enhance Equity*** 1,758 4744 6,502
Its service offering. There have been no adjustments recogrised in the current period in terms of ¥ ' ! '
the 2017 acquisitrons comprised of Bohemia Group Py Lid, M&C Saatchi Madrid Srl and Levergy Deferred consideration 15 367 n2 LIL]
Marketing Agency (PTY) Ltd. Total consideration 2,518 5.278 7,686
As detailed in note 16, the terms of the SCL acquisinon are such that a balance of £3674 is ingluded Less — Fair value of net assets made up of:
when calculating goodwill arising as gontingent gonslderation under IFRS 3. The goadwill so Brand name intangible £52 - 552
recognised was impaired at year end subsequent to the Group's Goadwill imparrment reviews. Customer reiationship intangible 438 1,869 2,307
Goodwill relates to the valuve of the acquirad entities staff and synergies with the Group's combined Software 28 - 28
client portfolios. There are no local tax deductrons for goodwill. Plant and equipment 135 - 135
The contributien of the financial performance of the acquisitrons made to the Group's result for tha Trade and other receivables 43 80 91
year is as follows Cash n 1,154 1,575
Scarecrow Red Current (Ilabllltles? (258) (476) (734)
Gommunlications Hare Geferred tax hiabllity (336) (360) {896}
2018 iLimited Limited" Total Non-gontrolling interests share = - -
Date of acqulsition K 05-Agr 29-Jun —Total far value of net assets 1,21 2.657 3.878
% Voting interest acquired 510% 53.7% Goodwil arlsing 16 1,107 2611 3,718
Revenue In conschdation 995 3,350 4,345 *  537%of the share capital was acquired Due to the terms of ceriain equity sefiled share based payment awards
Prafit befare tax In consobdation 244 172 718 provided to the pripr owners of the businass wha have been retained as emplayees, under IFAS 3
Full year revenue 1,159 4776 5,035 there 1s no non-controling wterest to recognise as the Group are considered to have acquied 100% of the
. * ! aquity at acquisition.
Full year profit before tax 225 1,134 1,409 “

* This acquisition Ingluded a company caliad Grey Whfppet Ltd, both compames had common control, and the trade
and assets were merged as part of the acguisition 56 have been treated as ona CGU. Subsequent to acquisiion
the trading entity has been renamed M&C Saatchi Social Limited

5t 0% of the share capital was acquired As with the Red Hare transactian, due to the terms of certan equity
settled share-based payment awards, under IFRS 3 the Group are considered ta have acquired 100% of the
eguity such that there Is no non-controliing interest to be recogmsed

**=The numbers of shares 15sued can be found In note 25
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14. Cash consumed by acquisitions 2017 2018
£000 £000
Dunng the period the Group has spent cash in terms of the following acgusitions Amounts Talling due withun one year
2018 2017 —Gontingent®” (273) (377)
Note £000 2000 -G (367) -
Subsidiary cash consideration - Deferred consideration® (112) -
- Bohemia Gmup‘Piy td - (1,285) Amaunts falling due more than one year but not more than five years
— Levergy Markating Agency (PTY) Ltd - (993 _ Contingent™” 514 @53
- Shepardson Stern + Kaminsky LLP - [RF(1)] 0,266 1210
— M&C Saatchi Madrid 8 L. - @ 1268) 0.210)
- Scarecrow Gommunications Lirited 13 {193)
— M&C Saatchi Social Limited 13 {422) -
- Small purchases of non-controling interest’s equrty 120) (29) ’:Zg;g gg;;
—Clear ldeas USA LLC . (1s9) - XY (.20
838 (2479) anuary 210 -
" rj Exchange diffarence™™ 1 (114)
Assaciate cash consideration
Acquisition 479, 1,056)
- Technology Humans and Taste LLC 7 (a08) - Charged to ncome statemant™ ((37: ( o
Less cash and cash 1S acquired 13 1,376 1,528 Gonsideration paid in equity”™ - 450 _
(483) (951) AL D 1,268) 1,210}

15. Deferred and contingent consideration

Policy

Certain acyusiions made by the Group include contingent consideration, the quantum of which
is dependent on the future performance of the acquired entity Such contingent consideration is

recognised as a hability and recorded at fair valug in ing with IFRS 13 (note 27}

The liability arising is remeasured at the earlier of the end of each reporting persod or erystalhsation
of the consideration payment The movements in the fair value are recognised in profit or loss.

audit is complete

This relates to a net asset true up payment on M&GC Saatchi Social Limited which wiil be paid once the 208

This refates o contingent consideration for Levergy Macketing Agency (PTY) Ltd, which wall be gand in M&C

Saatchi plc shares The contingent consideration is payable over the next four years, and is dependent on
profitability and profitabiity growsh rates of Levergy Marketng Agency (PTY}Ltd The amount payable 1s

uncapped The fair valua of contingent conslderation s measured in ine with IFRS 13 (see note 27).

*** Relates to acquisiuon af Scarecrow Communications Limed (note 13).

Oetail surrounding the faor vatue measurement of the
end I5 provided 0 note 27.

atlon r

at year
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NOTES

Gontinued
16. intangible assets Brand Customer
Goodwill name relatlonshlps  Software Total
Policy - See belaw bur also basis of preparation note on page 40 £000 £000 £000 £000 £000
Intangible assets are carnied at 05t less accumulated amornsation and ImpairmeRt 10sses Cost - -
Cost At 31 December 2016 51,967 6,646 11,641 1120 Mo
Goodwi Exchange differences (1,502) {241) (367) (20) (2,130
Acquired - - - 382 382
Under the acquisition method of accaunting for business combinations, goodwill is the fair value of A d through
consideration transfer red, less the net of the fair vakues of the 1dentfiable assets acquired and the cquired Lhroug 3451 1,990 601 a74 6,516
liabihnes subsumed business combinatian
Disposal - - - {693) {693)
Other Intangibles agguired as part of a business combination A3 D 2017 53816 B 385 11.875 1,883 78,049
intangible ass51s acquired as part of a business combination {which mgludes brand names and - - _ * y :
customer refationships) are capitalised at fair value if they are either separable or anise from Exchange differences 814 18 1) 966
cantractual or other lggal rights and their fair value 1s able to be reliably measured Acguired - - - 1046 1.048
Acguired through
Software bysiness cambmation ENal] 552 2,307 8 6,606
Purchased software 1s recorded at cost Disposat - - - 23) (23)
Amortisation AMND ber 2018 58,448 8,947 14,371 2,877 84,843
Goodwill 1§ nat amortised Amortisation of glher classes of ntangible assets 15 charged to the
income statement on & straight-hne basis over their estimated useful Iives as follows- Accummulated amortisation and Impairment
gzmamf; refationsh - three years AL D 2016 8,041 4,410 7,325 1186 20,970
ionshipg - one to five years
Brand name  one to three years Exchange d:ifferences (142) 12 (45) 6 (193)
Amortisation charge - 819 1.202 213 2.232
The Group has no indefinite-tife intangibles other than goodwil |mpairment 5214 - - - 5.014
Impalrment Disposal — - - (683) {689)
Impairment reviews are performed as nseded and as detailed on page 43. Impairment losses anise At 31 December 2017 13,113 5,217 8,480 724 27,534
when the carrylng amount of an asset or GGU I1s 1n excess of the recoverable amount and are Exchange diferences - 957 19 153 [11)] 418
recogmsed in the income staternent Amortisation charge - 2,057 2,370 503 4,730
Goodwill's accumulated amortisation and impairment all relate 10 impairments, brand name Imparment 2121 - - 1] 2,195
and customer relationships relate to amortisation and Jmpairments, and software relates Disposal - - - {14 (14)
to amortisations.
At 31 D ber 2018 15,491 7,293 11,003 1.076 34,863
intangible assets relating to Brand name and Customer relatonsiups recogmsed in relation 1o the
acquisitien of Shepardson, Stern + Kaminsky LLP in 2M8 had thewr expected lives reduced from Net book value
5 years to 3 years from 1 January 2018 Al the end of 2018 the remaining net baok value of these At 31 Decembar 2016 43,926 2,236 4,318 524 51,004
assets was £200k. At 31 December 2017 40,803 3178 3,585 1,139 48,515
At31D 2018 42,857 1,654 3,388 1,801 49,780
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Continued

Goodwilt is allocateis to the Group's cash generatmg units (CGU) Goodwill Is made up of

Goodwllk 31 Goodwlll 31
December  December

{ash ganerating unlts (CGUs) 2018 2017
M&C Saatchi UK Group 5,977 5977 UK
LIDA Ltd* 540 1462 UK
M&C Saatchi Sport & Entertainment Ltd 0] 21 UK
M&C Saatchi Export Ltg® - 800 UK
M&C Saatchi Moblle Ltg 1,814 1,814 UK
M&G Saatch Merlin Lty 539 539 UK
Clear ldeas Ltd 9,508 9.508 uk
M&E Saatcm Advertising GmbH 1,585 1,379 Eurepe
M&C Saatchi Madrid S, 444 439 Europe
M&C Saalchi Middle Eqgt Fz LLG {Dubai) 77 685 Middle East and Africa
Creative Spark Interagtive (PTY) Ltd - 250 Middte East and Arica
(South Africa)*
Lavergy Marketing Agancy (PTY) Ltd 866 1,057 Middle East and Africa
(South Africa)
M&C Saatchi Agency Pty Ltd (Austraha) 2,802 2,870 As1a and Austraha
Bang Pty Ltd (Austraha) - - Asia and Australia
Bohermia Group Pty Ltg (Austraha) 1.887 1,953 Asia and Australia
Shepardson Stern + Kaminsky LLP 57N 5,376 Americas
LIDA NY LLP (MCD) - 5,622 §,199 AmMENCas
Scarecrow Commuaicauons Ltd*** 744 - Asia and Australia
M&G Baatehl Social Limited**,**" 2,412 - UK
Total f
) odsirnt T':ss')&rag?:gmlm 909 1,005 Various
Total 42,957 40,803

due o exchange
> Named change post Aéquisimon, previously calied Red Hare Lid
*** New acouisitions in the year, see nota 13

Apart from these GGlls, whose movements 2ra described in this note, all other movements ace

Goodwll and other intangibles are reviewed for imparment annually or more frequently if events
or changes In circumstances indicate that the assets may be Impaired. All recoverable amounts
are from future trading and not from the sale of unrecognisad assets or other intangibles

(ie thair value in use).

The 2018 review was undertaken in the last quarter of the year i conjunction with our annual
business planning process, due 10 chent losses resulting in changes and reor

1t was decided 1o fuly lmpair M&C Saatchs Export Limited and Creative Spark Interactive {PTY)

Ltd. In addiion, Goadwill and some internally generated software relating 1o the UK based LIDA
operatians {LIDA Ltd) have been partially mpaired by £1 dmillian_Finally, during the year the
acquisttion of Scarecrow C Limited was for such that 2 total Goadwill of
£1 tnullion was recoprised on the date of purchase. Subsequent to this acquisition the Goodwill has
been impared by £367k with 8 reswdueal posibian of £744% held at the year end. Cumulatively this has
resulted in total goodwall impairments during the year of £2,121k (2017: £5,214k).

With the exception of those entitres for which a partial impairment of Goodwill has bean recognised
and LIDA NY LLP (discussed below) management are satisfied that no possible changes In key
assumptions (other than a significant {oss of clients by a CGL)), would cause the recoverable
amount of a CGU to be below their carrying amount. With regards to LIDA NY LLP, aithough the
carrying amount of the net assets of that CGU s below the recoverable amount identified duning

the impairment review, management note that the headroom for this CGU 19 avoid impairment 15
hmited. The exposure will, however, significantly reduce over the follaving two financial years (i €

to 31 December 2020) as a result of the residual carrying amount of Intangible assets attached to
the business (as a result of acquisition accounting) teng fully amortised by that point (at the end of
2018 the net book value of thesa ntangible assers totalled £1.4mithen) As a resuht of the recoverable
arquat bewng in excess af the carrying amoynt n combination with the feduction in net assets i

the short term due to the amortisation of the sigmificant mtangible assets held by LIDA NY LLP,
management have therefore concluded that as at 31 December 2013 there (s no requirement for the
Goadwill to be impawred. Management intend to closety monitor the performance of this CGL moving
forwards This matter 15 highlighted beiow in the sensithity analyses présented

Al CGU impairment reviews have been performed such that the recoverable amounts have been
caiculated based on value w use calculations. The Yalue in use calculations have been based on
future forecast profitability of each CGU for a period of five years, with residua; growth rates applied
hereafter to form the basis of discounted future cash flows (DCFs) Where the DCF of a CGU 1s1n
excess of its carrying amount taen an impairmant 10ss 15 recogrused [t should be hightightad that

the CGUs representad by the M&C Saatchi UK Group and the M&C Saatchi Agency Pty Lid Group
are comprised of a number of distinct trading operations. These Groups include an amalgam of
entities acqulred before 2011. As this was prior 1o the adoption.af IFAS a5 the Group’s accounting
tramework, there 15 no reguirement 1o disclose the historic reallocations of Goodwill which wauld
have been reguired if IFRS had baen appiisd at the point they occurrad.

Management have approved the forecasts for 2018 and have prepared additional projestions based
on the 2019 numbers for the next four years using a 3% expected growth rate. These were used as
the basis for determining the recoverable amount of each CGU. In making the forecasts, management
have reflected on past performance and present business and econOMIC prospects

In conducting the review, a year five onward residual growth rate of 3% has been used for ail
countries with the exception of South Africa where, due ta mflation, we have rsed 10%. Market betas
of 1.0 for UK, 108 for Eurcpe, 10 far Amerigas and 1.2 for rest of the world have been utilised.
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Pre-tax discount rates are based on the Group's weighted average cost of capital adjusted for the
specHfic risks relating to the country and market In which the CGU operates.

Senstlivity analysis including all CGUs of the Group which not been impared 10 2018 bul excluding LIDA NY LLP

Annuzl profit forecast reduced by

Resldual Pre-tax Pre-tax t rates Increased by 0% 5% 10% 20%
growth rates discount dI. 1t % = — - —
2017 and 2018 rates 2018 rates 2017
Key tlons % % LS 1% - - - {7}
UK 3 11-12 11-13 3% - - - a1y
Asia and Australia 3 13-17 13-16 5% - {ia) (187 (1,302}
Middle East - -
india : o ;‘; =13 17. Investments in agsociates and joint ventures
South Africa 3 23-24 24 Policy .
Europe 3 12-16 12-16 An associate 1s an enlity over which the Group has significant influence. Significant infiuence Is the
_ . power to participate in the {inancial and operating policy decisions of the investee but has neither
Amencas 5 1213 1214 control nor jaint centrol over those pelicies.

The key inputs to the Goodwill Impairment reviews are the annual profit forecasts and the discount
rates apphed to measure the present value of the future forecast cash flows. The sensitivity of the
CGUs held as at 31 December 2018 subsequent to the impairments described above are presented
below. As noted praviously, ene CGU, LIDA NY LLP, has a recoverable amaunt with a limited headroom
when compared to the CGUS' carryng amount. In order to present the impact this particular CGU
has on the sensitmty analyses twa tables are presented - the first inciuging the LIDA NY LLP CGU
ardd the second excluding this GG

Sensitivity analysis including all CGUs of the Group which have not been impaired n 2018

Annual profit faracast reduced by

Discount rates increased by 0% 5% 10% 20%
0% - (253) (505) (1,010}
1% (593) @14 {1038 (1,479
3% 1,429) ,606)  (1,784) (2,31}
5% (2,009) 221) (247 (3,8853

A Joint venture is a type of joint arrangement whereby the parties that have joint cenirol of the
arrangement have rghts to the net assets of the Joint venture. Jont control s the contraciually
agreed sharing of control of an arrangement, which exists only when declsions about the relevant
actinties require the unznimous consenrt of the partes sharing control

Carrying value

The carrying value of an equity accounted investment comprises the Group’s share of net assets
and purchased goodwill and Is assessed for impairment as a single asset. The carryng gmounts of
the Group's equity accounted investments are reviewed at each balance sheet date to determme
whether there 1s any indication of impairment.

The Group invests in associates and joint ventures, either to deliver its services to a strategic
marketplace or to gain stratedic mass by bemg part of a larger local ar functional entity.

As described 1n note 31, towards the end of the year the Board of Directors finalised plans
to dispase of Blue 449, This investment was sold at the start of 2019 and 15 therefore held as
a gurrent asset

2018 m7
At31D b £000 £000
Investments imtended ta be held in the lang tarm 9,483 19,725
Investmeats categorised a3 held-fos-sale 13,106 -
Total equity accounted ivestments 29,588 19,725
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Continued

The following equity accounted investments are included in the cor

financial

Investment in

Praoportion

All shares i associates are held by subsidiary companies and have no special nghts. Where an—
associate has the right t0 use our brand name we hald the right to withdraw such use to prevent it

being lost and protect it from damage

te of voting rights 2018 2017
Country of £000 £000
Nature of Incorporation 013 a7 2018 2017 At 1 Janvary 19,725 19,277
Reglon & Name business or registration £000 £000 % % 237 087
UK Acquisition of assaciates 804 -
Walker Media mpa i -
pairment of assccrates (674}
ted Media bi UK 13,108 10,748 25% 25%
bmted A bung o Dwidends @29) (1,806)
Share of profit after taxation 2,825 1,987
Europe 3D 589 19,725
M&C Saatchi , 131 December 22, ,
Istanbul Adverusing Turkey 3 449 2505 25%
Summarised financlal information -
Migdle East and Africa Middle
MA&C Saatchi SAL™ Advertismg Lebanon - - 10% 10% East
and  Asla and
UK Europe Africa Australla Americas 2018 W17
A ad hustral® £000 2000 £000  £000  _§000  £900 %000
[MH%n " :::]:?' Income statement
Lmited Advertising China 8,234 B.118 40% 40% Net revenue 31,500 434 2372 8,303 4713 47812 38,168
February Qperating profit 11,688 83) (612) 1,588 197 12,788 g,087
Communicatians Profit before taxation 11,708 (68} (87 1.412 (33 12,048 B.736
Prwvate Limited Advertising india 32 “1“5‘ 0% 0% prontaftertaxation 8455 (58 (@13) 1,081 (27 8382 6447
M&C Saatchi Ltd Advertising Japan 23 10% 10% Group's share 2.354 an 433 51 2,825 1987
M&C Saatchi
Waorld Services Advartising
Pakistan {(PVT)Ltd  and Media buying Pakistan - - 50% 50% Dividends recerved - - - (428) - (428) 1,80s
Love Frankie Lid Advartising Thalland 138 18 25% 25%
Americas
Technglogy .
Humans and
Taste LLC Adverusing USA 1,053 - 30% -
Santa Clara
Participacoes
Ltda Advertising Brazl - ~ 25% 25%
Total 22,588 18,725
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Middle Fuenitura,
East fittings .
and Aslaand Leasehold andother Computer Motor
UK Europe Afrlca Australla Amerlcas 2018 2017 improvements egulpment equipment” wvehicles Tatal
£000 £000 5000 £000 £000 £000 £000 L000 £600 £000 £000
Balance Cost
sheet At 31 December 2016 9,944 8,575 5,871 156 24,546
Total 108,938 261 1748 10,362 3612 124911 99988 Exchange differences (15%) (&0 e 1o s
assets Addinons 1713 398 117 3 e
;:E‘I’I'ms (LTS8  @06) (877 (6,408  (5,562) (ATM8)} (94,309 fReclassifications . - 11,060) 1,060 - -
Netcurrent - 821 170 78 75 1,144
of subsidizries
?ssets/ 17,140 55  (8031) 3843 (1,0500 14,163 5,688 Disposal 58) (@5} @05 GT (585
Dur share 4,268 1 803) 1,288 (@B7) 2.450 2,925 At 31 December 2017 12,285 7,848 8,245 188 24.856
Losses not £xchange differences n4; 2 50 {an 47
recognsed - - 803 180 487 1470 885 Additions 1,556 853 2,155 3 463
Goodwill 8,938 10 - 6,778 1,053 16,858 15818 Acquisiion 50 i B - 135
Total of subsidianes
ivestments 13108 4 - BA%6 1,085 22689 19725 Disposals (953} {62) (232) (52)  (639)
Al 31 December 2018 13,804 8,838 10,226 108 52,776
The UK s represented by Biue 433 (Walker Media Limited), which contnibuted all the profit during
the peried. As such, 1he summary financial information has not been further disaggregated as, n the
view of the Directors, this would produce a note of dis tionate length given thi terrahny of Depreciation
e st oo ot P proportionate eagin given the materally At 31 December 2016 4,258 san 5,194 64 13927
Exchange differences {40} (34) (56} 1 (29
13. Plant and equipment Deprectation charge 1,347 1,039 173 g 30719
Policy Reclassifications - {30 o - -
Tangible fixed assets are stated st historical cost less accumulated deprecauon, Disposals (8 (72) (404) 16) (430)
- At 31 December 2017 5,587 5,034 5,698 98 16,387
Dapreciation 1§ provided ta write off the cost of all fixed assets, less estimated reswdual values, - o6
evenly over therr expectad usefl lives. Exchange differences 10 38 4 o
Deprecration charge 1,329 845 1,383 L1l 3,558
Depreialion s cakculated at the following annual rates: Reclassications - - _ - -
Leasehold improvements - Lower of useful hfe and over the period of the lease Disposals (187 8) (210) a4} (629)
Furmiture and fittings + 10% straight ke basis At 31 December 2018 8,700 5,899 6,884 10 18,502
Computer equipment - 33% straight ine basls
Other equipment - 25% straight line basis Net boak value
Malor venicles - 25% straight line basis M 31 December 2016 5,806 8364 817 9 1069
The need for any fixed assel mpairment write down 15 assessed by companson of the carrying value At 31 December 2017 6,708 2,914 2,547 100 12,268
of the asset agamst the higher of fair value Jess costs to sell and the value in use, At 31 Dy 2018 5,885 2,935 3,342 88 15,274
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finance feases

Paolicy

Leases are classiffed as finance leases when the terms of the lease transfer substantially all the risks
and rewards of ownership 10 the lessee. All other leases are classified as operating leases.

Assets heid ynder finance lease agraements are traated as if they had been purchased outright The
amount capitalised 1s the present value 01 the mimmum future l8ase payments payable over the term
of the [ease. The carresponding leasing commitments are shown as amounts payabie 1o the lessor
(note 22) Lease payments are apportioned batween finance charges and reduction of the lease
obligation 50 as to achieve a constant rate of interest on the remaining balance af the hability

The net book value of assets held under finance |ease are as follows:

°* Relates to Austrakan and South Alrccan logas held st amartised-odst The Australian loans ralate ta AUG3 Jm
(2017 AUD3 3m) loans that the Group lent local management of MAC Saaichl Agency Pty Lid In 2015 to enable
them 10 Acquire 20% of that business The full récourse loan 15 répayable in full if the purchasers no longer have:
a keneficlal Interest in the shares of the Australiin Group, Or are no longer empioved (though the aquity can
be held when Aot employed) The loan 1s unsecured and charged interast at 0% abova the five year Australian
interbank rate atihe date the l0an was advanced The carrving valus of the loan approximately equales fair
vafue The South Afncan faan refate to £435k (2077, £435k) (aans that the Group ient facai management of
its South African companies te enable tham to acquire equity in tha South African Group business The full
recoursa loans ara repayable in full if the purchasers no longer have a beneficial nterest in Lhe shares of the
Sauth African Group, or are no konger employed The loan is unsecurad and charged mterest at 2% above
LIBOR The carrying value of the loans approximately equate Lo fair value

19b, Financial assets at falr value through profit and loss (FYTPL)
Palicy

Fur;Ti:IUJ"B. The Group hoids certain unlisted equity investments which are classified a5 financial assets at FYTPL.
L hold dt :ﬂgs ¢ £ These investments are initially recognised at their fair value At the end of each reporting penod the
easehol and other ompu Bf Motor fair value 1s redssessed with gains or fosses being recogmsed in the income statement.,

Impr quipment  equipment® vehicies  Total

2000 £000 £000 £000 £000
At 31 December 2016 - 5 89 95 189 2018 a7
At 31 December 2017 - - 47 12 158 At 31 December £000 2000

At 31 Dacember 2018 - - 33 Ti 163 1 January adoptior IFRSE.

Transferred from othas non-current assets 5,759 -
18. Other non-current assets Revaluali 4,835 -
Policy 1 January 2018 total 10,584 -
Loans to employeas Adadinons 780 -
Represeat financial assets at amortised cost and subsequently measured using the effective 1,584 -
nterest rate method Corporate venturing investments 12,058 -

As at 31 December 2017 these financial assets were previously held at cost less any Imparment.

2018 2017
At 31 December 2000 £000
Other debtors including rent depasits 1,858 1,223
Corporate venturing Investments® - 5,760
Loans t0 employees** 2,238 2,208
Call ophon provisian 54 54
Total other non-current assets 4,248 9,526

the ion of IFRS § these assets are now held at fair value, Due to the Group
hawving adepted IFAS 9 prospectvely there has been no rastatement of the comparatives. At 31
December 2017 the investments in questton were included in the financial statements as 'Other non-
current assets” as shown above. During the year there was an increase In the fair value of £1,584k
which has been taken to other gains 1n the income statement,

Far detaill regarding the adoption of IFRS § see note 2 and disclosure surrounding the basis of the
of the value of the unhsted equity investments Is held at note 27

* Due ta the Adoptien of IFRS B {note 2) thesa financial assets are recognised separately Se# note 19b balow
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The uniisted equity investments arg in 20 (2017 19) early stage companies The mast we have
vesied in any gne company over yme 15 £0 6m and the least £01m. The Group invests in these
entrepreneurs for iong term return and to gain knowledge and insight. We are not sector specific
howaver we will only mvest n offernngs that we can understand

20. Trade and other receivables

Policy

Trade receivablas

Trade receivables are amounts due from customers for geods sold ar services performed In the
ordinary course of business These financial assets give rise ta cash fiaws that are ‘solely payments
of principal and interest’ on the priagipal amount outstandmg, They are generally due for settlement
within 30 - 80 days and therefore are all classified as current Trade receivables are recognised
nitially at the amount of consideration that ss unconditional, The Group holds trade receivables with
1he objective te collect the contragiual cash fiows and therefore measures them subsequently at
amortsed cost using the effectlve interest method

Impalrment — Expected credlt losses

The Group apphes the (FRS 9 simpiified approach to measuring expected credit losses which uses a
fifetime expected loss allowance ('ECL) for all trade receivables and contract assets. To calculate the
tifetime ECL the Group has established a provision matrix that is based on its historical credit foss
expenence, adjusied for farward-lpoking factars specific 1o the debtors and eGoNOMIC envirGnments
tn which the Group operates.

2018 2m7

£000 £000
Trade recevables 115,200 86,280
Loss allowznce (873} (2,741)
Net trade recevables 114,527 83,539
Prepayments” 7,648 23,897
Amounts gue from gssaciates 5719 1,117
VAT and sales tax recoverable 2,065 2,026
Gontract asseis™ 10,843 -
{Cther recevables'™” 15,381 4,817
Total trade and ether recelvables 150,941 120,006

* In2077 this balance refated to prépayments and accrved Income, with accrued income totalkng £10,820k

** The movement in the contract 2sset posiwon from 1 January 2018 (at adoption of IFAS 15) to 31 December
2018 solefy relates to changes i the recogrition of accrued income at the start and end of the penod

“** Included within the 2018 Other recelvabies balance 1s an amount of £5,387k relating to outlays incurred on
behall of clients nal yet sharged. in 217 this amount was included within the prepayment balance of £24 Omillion
s acorued incoma.

Set out below is the movement in the loss allowance (which includes prowision for expected credit
losses) of trade recewvables and contraci assets

2018 2017
£000 £000
As at 1 January (2,741) {2,107)
Adoption of IFAS 8 (expected gredit loss)* {216) -
Provision for expected credit 72
losses during the year
Forward looking provision far
specific bad debts™
- Charge during the year (509) (859)
- Released durtng the year 2,492 -
- Utilisatian af provisson a9 214
Foreign movement {2 11
Total foss allowance (73] {2,741

* Upon transiton to IFAS 9 the Group has recognised a loss alowance wnder the forward-tocking ECL
approach. The Group has alected 10 apply RS 9 prospectively, and as such has not restated the pnor year
comparatives (Note 2)

** included within the specific had dabt loss alipwance at the end of the prior year was one item reflabng toa
specific debt with one custamer totalling £1,890k. This amount has been subsequently paid and 28 such has been
released from the specdic bad debi prowision after the year end

The information about credit exposures are disclosed in note 28
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21, Trade and ather payables
Policy .

22. Borrowlings

Policy

Trade and other labiihes are non-interest beanng and are staled 3t thewr amortised cost subsequert
to ininal recognition at thear fair value, which is considered 1o be equivalent to thew carrying amount
due to ther short-term natura.

2018 w7

£000 5000

Trdde crediors (T1,078) (51,893)
Contract liabilites* (32,865) -
Sales taxation and soclal security payables (9,247) {8,802)
Employment benelit accruals (1,550) (1,798)
Accruals {23,940) {39,250)
Ceferred income’ - (20,694}
Other payables {3,948) {6,019
{142,827) (126,266)

* Leder IFRS1S Deferred Income 15 Now termed eontract liabllities and is $hown separately on the Balance Sheet

Settiement of trade and other payables s in accordance with the terms of trade established with the
Group's local supplers

interest payable related 1¢ borrowings of £14Tk (2017 £148k) 15 moluded within Accruals,

The movement In the contract lkability position from 1 January 2018 (at adoption of {FRS 15) to 31
December 2018 so‘ely relates to changes n the recognition of deferred income at the start and
end af the period.

Loans and overdrafts are racopmsed miually at fair value, less atiriwtable transaction costs
Subsequently lpans and overdrafts are recorded at amortised cost wath interest charged to the
Income statement under the Effective Intsrest Rate (FIR) method Where there isa signuficant
change to the future cash flows the EIR 1s reassessed with an according shange in the carrying
amount of the amortised cost. The change in the carrying amount |s recognised in profit or loss as
INCOME OF eXpense.

Interest payabie s Inciuded within accruals as a turrent liabeity.

The Group uses an mvoxce discounting faciity secured aganst pledged trade receivables As the
Group retains the risk and rewards of the trade receivables pledged in terms of the business model

of *held to callect” the Group continues tor these trader with drawn an
the facitity treated as a current liability at amortised cost.
Amounts dugé within one year
2018 007
At 31 December £000 2000
Obligations under finance leases (4] (27}
Overdrafts® (1,764) -
Logal bank loans (288) (789)
Invaice {2,0071) (2,919)
(14,0800 {3.131)

* These overdrafts are offsetable, however they have not baen netted oft in agcordance with 14532.42

** The amOURLS horrowed UAdEr the ivoise JISCHURTING facilty réptasent 0% of the recenables belance pledged
Ag at the balance sheet date, £3.0m (2017, £1 9m) was not drawn under s facility Inlerestis charged at 1.15%
per annUM OGN amoums d4rawn

Amounts dua after one year

2018 2017
200D 2000
At 31 December
Obligations under finance leases (151) (108)
Local bank loans [4]:3] (228)

Secured bank Ipans (38,312) (37.430)

(38,541} (37,764)
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Secured bank loans

At the year end, the Groug had a banking facility of up to £38m (2017, £40m) plus a cne year £2100m

Total bank loans and borrowings used to calculate net cash are as follows:

(2017: 50.3m) overdraft faclity. On 29 November 2017 it was agreed that this facility would reduce Obligatians
to £36m an 31 December 2019. The faciity has a floating rate of interest set at 1.75% above LIBOR Gross  Local Tatal "'-'“ er
and the overdraft has floating rates of interest set at 1.75% above the Bank of Engfand base rate, The secured  bank Invoice  secured ":’"“
banking facility 15 set to mature on 30 April 2020, In return for the facility the Group gives the bank bankloans loans discounting loans® z::: . Taotal
guarantee over key UK, Dutch and Australian companies. £000 2000 £000 £000 £000
At 1 January 2017 (28,587) - (3.645) (32,227) (43) (32,270)
2018 2017 Gash movements (10,097) 216 150 (8,151} 28 (9123
At 31 December £000 £000 Nan-cash mavements
Gross secured bank loans (38,502)  (37,658) - Foreign exthange
G lised finance costs 30 208 hang 1021 (33} - 964 @& ELY
Net secured bank loans (38,372 (37430 - Fixed 3sset additons - - - - (110} 010)
Future interest payable on secured bank loans at balance sheet date {1,588) (2,215) ~ A — (1200} - 1.200) - (1,200
Total secured bank leans and future Interest (39,960}  (38,645) At 31 December 2017 (37658) (01,007) {2,315) {41,590) (133) (41,7123)
o Cash movements (329} 690 914* 1,215 45 1,320
Tatal secured bank leans and future interest are due as follows:
Non-cash movements
2018 2017 —Foreign exchange
At 31 Dacember £000__ £000 onangos ¢ IR - {503) & (509
In one year ar less, ar on demand (1,185) (850) _ Fixed asset addittons _ " - _ (65) (65)
In mare than one year but not mare than five years (38,775) (38,695) —AC - - _ - - _
(39,9600 (39,845 At31December 2010 (38,500) _(316) (200) __ (40.818) (158) (0,877
Qbhigations under finance leases and hire purchase contracts are due as follows: At * The borrowing used to calculate net cash
2018 2017 “* The net mavement of £314% (2017 £730k)1s inclusive of total drawdowns duning the year of £44.4m
At 31 becember £000 £000 (2017: £58.1m) and repayments of £45 3m (2017. £57.4m).
In one year o less. or on demand @ 2N 23. Other non-current liabilities
In more than one year but nol more than two years {151} (106)
(58 ___(133) 2018 2017
51 December £000 £000
Employment benefit prowsions® (546) (469}
Oiher 1,388) {1,988)
(1.944) (2.487)

* This relates o long term service leave in some Jocatrons.
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24. Minority sharehalder put option habilities

Palicy - See below but also Basis of Preparation note on page 42

Put option habilities are recogmsed at the fair value of the underlying award on the date of inception
bath as a liabibty on the balance sheet and a corresponding amount bemg recogmised in the minority
intgrest put Gplon reserve SubSequently, 8t each reporting date, the fair value of the Habinty 1s
reassessed with the gan or loss beng r d i the income

Upon exercise of an award by a hokder the liability 1s extinguished and the associated minority
interest pit option reserve is transferred to the non-controling interest acquired reserve

Some of our subsidianes' jocal entrepreneurs (minorties) have the right to a put option The put
options give the minornes a nght to exchange their mincnity holdings i the subsidiary into sharés in
M&C Saatehi plc or cash (as per the agreement),

an 2047

As at 31 December £000 £000

Amounts fafling due within one year

- Cash - (1,319}

- Equity” ) (12,327) {13,294}
{12,327) (4,813)

Amaounts falling due after one year, but less than three years

= Gash (.713} (2,.014)

- Equity {43500 {8.302)

(6,083) (10,316)

{18.380) {25,128}

2018 2017
£000 £000
At t Janwary (26,128) (33,166}
Exchange difference (13) 75
Exercises 7,663 4,925
Income statement gain /{charge) due to
- Changa in estimates {2,864) 2,613
- Change inshare price 1,742 401
- Time 1 23
Tatatincome statement charga
(811) 3.037
At 31 December (18,300} (25,129)
The movements in the year relatng to the minenty nterast put options that are payable i cash or
equity are as follows:
018 2017
Cash based £000 £00g
At 1 Janvary (3,333) 13.299)
Exchange difference an 75
Retlassified 1o equity based 1,448 23
Income statement gain / {charge) due to
- Change in estimates 141 aTs
~ Change in share price 44 3
~ Time - 1o
At 31 December ,13) i3.333)
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Put options are exercisable from:

Continued
2018

shares” 2018 2017
Eguity based 000 £000 L£DDD
At 1 January (5,867) (21,79%) (29,887)
Exarcises 2,014 1663 4,925
Reclassified (fram)/to cash based (500) (1,448) {23)
Income statement charge due to
- Change In gstimates {2,008) {2,808) 2,788
- Change in share price 587 1,597 368
- Time 4 1 13
At 31 December (5,770) {18,877) (21,796)

* The estmaled number of M&C Saatch plc shargs that will be issued to fulfil at 289 0p (2017 371 5p)

At each period end, the fair value of the put option liability is caiculated in accardance with
the shareholders’ agreement, and amy movements gharged 10 the mgome statement Wnere
the agreement gives a right to convert to a vanable number of shares {rather than a value),
the number of shares 1s converted to a value by using the perwod end share price (2018:
289 Op; 2017 371 Sp).

The hability value wilt vary with bath our share price and the subsidiary enterprises’ performance
Current lalties are determined by our year end sharg prce and the 2018 results of the
compames who can exergise in 2019 Non-gurrent batihities are detgrmined by our year end
sharg price and the projected results of the compames whe can exercise after 2013 The
projected results show management's best estimate of the growth rates and margin of the
companies who can exercise after 2018 Given that these companies are small, single account
vans / losses can have a significant effect on ther margins. Such accounts changes are far more
sigmificant than changes to exchange rates and underlying 8conomic growth rates.

The Group’s approach relating to the valuation of the mnority interest put options is
detaled in ngte 27

% of

subsidiaries

sharss

Subsidlary Year exchangeable
M&C Saatchi Marketing Arts Ltd ame 500
M&C Saatchi (M} SON BHD 2n8 200
Influence Communications Ltd 208 50
M&C Saatchi Europe Holdings Ltd 208 40
M&G Saatchl Communications Pty Lid 2018 130
FCING BAS 2018 18.0
M&C Saatchi Sport & Entertarmment LLP {LIS) 2018 230
M&C Saatchi Sport & Entertainment Pvi Lid 2018 340
Talk PR {1d 2018 380
M&C Saatchi UK PR LLF 2018 63
M&.C Saatchi Corporate SAS 018 258
M&C Saatchi (Switzerland) SA 018 200
M&C Saatchi Merlin Ltd 2018 250
The Source (Landon) Lt 2018 100
M8 Saatch Brazil Comunicagio LTDA 2018 40.0
Shepardson Stern + Kaminsky LLP 2019 333
MA&C Saatchi Agency Pty Ltd 2020 200
Creative Spark Interactive (PTY) Ltd 2020 0.0
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25. Issuad share capital

Allatted, called up and fully pald
Pollcy

Qrdinary shares are ciassified as equity. Incremental costs attributable ta the 1ssuance of new

shares are shown in equity s a deductian, net of tax, from proceeds.

Where the Group reacquires 115 own Bquity INStruments (treasury shares), the consigeratian
pawd 15 deducted from equity attributable to owners of the Group and recognised within the

treasury resarve.

1p Ordinary

Number of shares

shares £000

At 31 December 2016 74,950,196 749
Acquisition 16.566% of Shepardson Stern + Kaminsky LLP 687,280 T
Acouisition 10% Talk PR Ltd 132,572 1
Acquisition 10% M&C Saatchi Mobile Ltd 2476,017 26
Acquisition 24.6% LIDA NY LLP 390,271 4
Acquisition G % 0T M&C Saatchl Network Ltd 300,000 3
Acquisttion 32 9% of Bohermia Group Pty Ltd 524,775 5
Exercise of Mobile USA share aptions 945,801 10
of small per of UK and Austrahian subsidiaries 925,880 9

At 31 Decembar 2017 B1,232,802 813
Exercise of Mobile USA share options 1,979,782 0
_Acquisition of 51% of Scarecrow Communications Ltd 450,639 H
Acquisition of 20% M&C Saatch) Merhn Ltd 250,760 3
Acquisttion of 40.3% M&C Saatch PRUK LLP 1,221,879 12
Acquisition 55% of Red Hare Ltd 4,320,324 13
Contngent consideration Levergy Marketing Agency Pty Lid- AL ]
Acquisttion 24.5% LIDANY LLP 315,601 3
Acquisition 10% M&C Saatch Advertsing GmbH 514,947 5
A ion of small per of US and § diaries 98,806 1
At 31D 2018 87,603,553 876

The Group holds 700,000 of the above ML Saatchi p/c shares in treasury
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28. Share based paymenis
Pohicy

Certan of the Group’s subsidaries’ local entrepreneurs (who are Minority Interests of the Group)
have the right ta 2 put opuon over the equity they hold in the refevant subsidiary. This put option 15
dependent upon the holders continued employment by the group and 15 only redeemable in shares
af M&C Saatch plc. As such these schemes are accounted for under IFRS 2 as equity-settied sharg-
hased payments to employees

The falr value of the awards are calculated at the grant date of each scheme based on the Group's
estimate of shares that will ylimately vest, which includes assumptions over conditions such as

Expense recogrised in the year

profitability af the subsidiary to which the awards relate This valug isr asan
n the income statement aver the vesting perod of the award on a straight-line basis with a
corresponding Increase m equity.

The fafr value of the awards s calculated by means of a Monta Carlo model with inputs made in
terms the plc share price at date of grant, risk free rate, historic volatility of share price, dividend
yield and ime 10 vest.

Upon exercise of the awards the nomina! value of the shares issued s credited to share capital with
the balance of the fair value award credited to share premium The minorily nterest to which the
awards was attached s concomitantly extingushed,

Inputs to Monte Carlos used 1o calgutate the fair value of share awards made during the
year are as follows:

2018 2087
Share price at grant £2.88-£390 £3.30- £3.58
Expected volatility 29% - 34% 29% - 32%
Risk free rate 0.72% -1 11% 023%-105%
Dividend yield 2.44% - 3.31% 2.53% - 2.60%
Fair velue of award per share £1.54- 2373 £156-8314

The total far value of each award, expense recognised In the year plus grant and vesting dates can
be saen on pages 93 10 95

2018 2017

i0o0 E000

Equity setiled 8,104 18,501

Cash settled - -

Total 8,104 13,501
Vested and exercised award achvity

Conditlonal - Tetal

share awards number

A4 January 2017 2,107,224 2,107,224

Vested 3,197,220 3,197,220

Exercised” (4,112,088}  (4.112,089)

At 31 December 2017 1,192,355 1,192,355

Vested 2,901,335 2,644,544

Exercised* (2,368,083) (2,062,372)

At 31 December 2018 1,725,633 1,784,527

* The average price when these opbons were exercised was 393 18p (2017 328 75p)

The conditional share awards are cond:tional that the employee remains employed by the Group
on the day of exercise Vesting relates to those shares that can be exercised zt the year end.

$hare option activity included LTH awards made to the Directors of the Group are discussed i

terms of the wark of the remuneration committee (see page 27)
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28. Share based payments continued

Share option schemes gutstanding at the end of the year are shawn as follows:

MI
shargholding Total charge te Gharge for Charge for
by voting vesting Yesting 2018 7
Grant date right £000 date™** £000 £000
M&C Saatchi Network Ltg*™ & ™ 05/06/2015 000% 9% 15/04/2017 - £131
M&C Saatchi Network Ltd 06/05/2015 500% £2,501 15/04/2019 £654 £854
M&C Saatchi LA Ing 1671272004 6 00% £184 15/04/2020 £12 2
M&GC Saatchi LA Inc 15/01/2018 4.00% £350 15/04/2020 £67 167
MA&C Saatcht Shop Ltd 05/12/2018 250% £23 15/04/2020 ! £5 20}
M&C Saatth Shop Ltd 03/12/2015 250% £ 15/04/2021 £4 rci]
M&C Saatch Shop Ltd 0371272015 250% £20 16/04/2022 £3 £16)
M&C Saatchi Accelerator Ltd 26/11/2015 6.70% £1at 16/04/2020 £32 £32
M&C Saatch Accelerator Ltd 26/11/2015 6.70% 158 15/04/2000 £29 £28
M&C saatchi Accelerator Lid 2671172015 670% FALL] 19/04/2022 £23 £23
M&C Saatchi Maobile Singapore 24706/2015 500% B 15/0472020 in £21
M&C Saatchi (S} Pte Lid 01/05/2013 20 00% £347 15/04/2019 £62 £62
M&C Saatch Tel Aviv Lta 21/04/2005 20.00% £104 15/04/2020 2 £21
LIDA NY LLP 15/03/2016 24 50% £.91 30rn/2018 £645 £708
M&C Saatchi SpA 09/12/2015 20.00% £1,352 15/04/2018 £397 £397
Pans GAD Hoiding SAS 24/02/2016 40.00% - 01/05/2020 - -
M&C Saatchs Share Inc 12/06/ 2015 2000% - 1570472020 - -
M&C Saatch) AB 1170272014 40.00% £787 w2207 - £190
M&G Saatch Middle East Holdco Ltd 23/03/2016 20.00% £22 15/04/2019 £ £
ME.C Saatchl Worldwide Lid 01/08/2016 000% L 0140172013 L3718 318
M&C Saatchi Worldwide Ltd 180772015 0.00% £57 0L/01/2018 273 573
ME&C Saatchi Mobile Lid*** 23/08/2016 500% £3,000 02/05/2017 - £1,943
MA&C Saatein Mobile Ltd*** 2370872016 300% £1,000 27/08/2017 - £648
M&G Saatch: Mobile Ltd"= 23/08/2016 10.00% £4,000 09/08/2017 - £3,335
M&C Saatch) Mobile Ltd 1570472018 10.00% £2,106 15/04/2018 £369 21,532
M&C Saatchi Moble USA®* & **° 2871072016 doo% £1,537 27/08/2011 - nan2
M&C Saateh Mobile USA™ & *** 28/10/20%6 0.00% £1637 14/10/2018 - £1,400
ME.C Saarchi Mobile USA*® 28/10/2016 000% £806 15/04/2020 £233 £233
M&.C Saatchi Berlin GMBH 14/12/2016 13 50% £487 15/04,2021 £115 £172
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Ml
shareholding Total ¢harge to Charge for  Charge for
by voting vesting vesting 2018 2017
Grant date right £000 date ™" £000 £000
M&C Saatchi Digital GmbH 14/02/2017 25 Q0% £154 15/04/2022 £30 £26
Clear 'deas Lid - B shares {(Graup) 03/03/2017 500% £282 15/04/2022 £55 £46
Clear Ideas L1d -  shares (UX) 03/05/2017 15 00% £617 15/04/2022 onn £98
Clear LA LLC 20/03/2017 12 00% £78 15/04/2022 216 £12
Human Digita! Ltd 1270472017 11.50% £120 16/04/2021 £30 £22
Human Digal Ltd 12/04/2017 11.50% £89 15/04/2022 £18 £13
Human Digitat Ltd 1270472017 12.00% £33 15/04/2023 £16 £12
M&C Saatchi, $.A. DE. GV 01/07/2017 4100% £309 1570472023 £53 £27
M&C Saatchi Sports & Entertanment Ltd 3171072017 3000% £596 15/04/2022 £134 £22
Levergy Marketng Agency Pty Ltd 15 11/2007 11.90% £238 15/04/2021 £70 £9
M&C Saatchu PR international Ltd 20/M/207 13.30% £105 15/04/2022 £ £2
M&C Saatchi PR International Ltd 29/11/2007 13 30% £93 16/04/2023 27 22
WM& Saatchi PR International Lid 29/11/2097 13 30% £82 15/04,2024 £13 E4l
Re Worldwide Ltd - B shares 0170172018 21.50% £613 31/12/2022 £102 -
Re Worldwide Ltd - C shares } 0170172018 22.40% 2418 311272022 £B3 -
M&C Saalch Sports & Entertammen: 01/01/2018 95 00% 5202 2400072022 7 -
D Saaloin Sports & Entertamment 01/01/2018 2500% £202 /0472022 a7 -
Greenhouse Pty Ltd— 4 year 01/01/2018 11.00% £0 16/01/2022 - -
Greenhouse Ptyltd - 6 year 01/01/2018 1.80% 20 1670172023 - -
Greenhouse Pty Ltd - 6 year 01/701/2018 T20% £10 1570172024 - -
The Source Insight Austraha Pty Ltd - First tranche 15/02/2018 14 00% (A 15/01/2022 £28 -
T Source Insight Australia Pty d 15/02/2018 2100% $158 25/0172025 £20 -
M&.C Saatchi Holdings Asia Pte Ltd - tranche § 20/03,2018 27.40% £58 02/08/2024 £10 -
M&.C Saatchi Holdings Asia Pte Ltd - tranche 2 2070372018 22.50% £57 07/08/2024 £t -
Scarecrow Communications Ltd - First option 01/05/2018 24.50% B339 20/01/2020 £132 -
Scarecrow Communications Lid - Second optien 01/05/2018 24.50% £359 20/01/2022 264 -
M&C Saatchi Sozial Ltd —First tranche 29/06/2018 24.50% £1,542 30/06/2021 £ -
M&C Saatchi Social Ltd - Second tranche 29/06/2018 24.50% £1,341 30/06/2023 £136 -
M&C Saatch Sponsorship SL 01/02/2018 43.00% - 01/02/2023 - -
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Continyed
Total charge Charge for Charge Tor
M| shareholding to vesting, Vesting 201 2017
Grant date by voting right £000 date™™" £000 £000
M&C Saaichi Send Me A
Sample Ltg - BI shares 02/0772018 10 D0% 2148 l5/04/2?23 s -
M&C Saatch Send Me A -
Sample Liq - BY shares 02/07/2018 10 00% £190 15/04/2024 £15
M&C Saatchi Send Me A -
Sample Lid - B3 shares 02/07/2018 10 00% £197 15/04/2025 £14
M&.C Saatchi UK Ltd 06/0772018 000% £652 16/04/2023 £58 -
MA&C Saatchi Advertising GmbH 12/07/2018 410% £18 15/04/2023 £2 -
M&C Saatchi Mohile Ltd* 10/08/2018 n/a £1,340 per anaum* £1,330 -
M&C Saatch! Agvertising GmbH 0171072018 10.00% £6 15/04/2024 £0 -
MA&C Saatch Sports & _ - _
Entertamment NY LLP 011172088 15 50% 18/04/2024
M&C Saatchi Asia Hong Kong Ltd — B shares 23/1/2018 50.00% £21 15/04/2024 54 -
Talk PA Ltd 231172018 1000% - V570472023 - -
Majonty LLC 30/11/2018 50 00% £104 15/04/2024 £2
Talk Purpose Ltd - B1 shares 07A12/2M8 600% E62 15/05/2024 £ -
Talk Purpose Ltd - B2 shares 07/12/2018 6.00% £56 15/04/2025 £ -
Talk Purpose Ltd - 83 shares ar/12/20 4.00% 68 1570472026 £1 -
Total £6,104 £13,501
*  Award re|ates to 3 scheme provided to one employee of the Company Scheme 15 remunerated exclusively in shares of the Group in reward di dent on future status of the i The terms of the award are such that it

Is in placa for parpetuity as kong the mndividua) remans an employee with rewards remunarated on a per annum basis dependent on the perfarmanca of the business te which it is attached on a calendar year basis As the value ol the

award 13 solely dependent 9n the future performance of the subsldlary eaterprise with ao nputs related to the overall performance of the Group In tarms of market

Pricing madel to be used when determining future fair value of this equity sentled share-based payment award

** Entmies which have pravided put option dwards to smployees attached 1o ¢lasses of share which are capital i nature but hive neither voling rights noe rights 1o distribution.

°** Fuly exwreised

of profit

y, thera is no

for an option
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27. Falr value measurement
Policy — See basis of preparation note on page 43

Certain of the Group's financial assets and liabidities, i addrtion to certain non-financial assets
and nabihibes are held at far valug

The fair value of an asset or lability 15 the price that would be recewed 1o sell an asset or paid to

transfer a hatility in an orderly transaction between market participants at the balance sheet date.

Financial and non-financial assets and habilties measured at far value in the Balance Sheet are
grouped into three levels of a fair value hierarchy The three levels are defined based on the
observability of significant inputs to the measurement, as follows:

- Level 1: quoted prices {unadjusted) in active markets for identical assets or habilties,

- Level 2 inputs other than quoted prices inciuded within Level 1 ihat are observable for the
asset or hagility, either directly ar indirectly, and

- Level 3 unohservable inputs for the asset or liabiity

The Group holds both assets and llabiliies which are measured at fair value on a recurring
basis and those which are measured at fair value an a non-recurring basis tems measured at
fawr value on @ non-recurring basis typicaliy relate to non-financial assets arsing as a result of
business combinations as accounted for under the acquisition method In this regard, during the
year the Group has r dd 0 assets (brand names and customer lists}
totalbng £2,859k (2017 £2.591k} These assets fall within Level 3 of the FAS 13 hierarchy and are
described in note 16

In additon, the Group alsa calculates the fair value of certain nen-financial assets when there 1s
the nesd to conduct an impairment review These calculations also fall within Level 3 of the IFRS 13
higrarchy and where apphcable are described in note 16,

Assets and habilties measured at far value on a recurring basis

The following table shows the levels within the hlerarchy of financial assets and fizbilities measured
at fair value an a recurting basrs at 31 December 2018 and 31 Dacembear 217

Level 1 Level2 Level 3
At31D ber 2018 2000 Lauo £000
Financial assets
Equity invgstments at F¥7PL* . - 12,958
Financtal liakllitles
Contingent ¢onsigeration - - (1,154)
M( put option habilites - - {18,390}
Level1 Level 2 Level 3
At31D 2017 2000 £000 £000
Financial assets
Equity investments at FVTPL" - - 10,596
Contingent ¢consideration - - {1.210)
MI put aption hiabilrti - - (25,129)

* Pricr to the adoption of FAS € these rtems were held at cost As part of transition to IFAS 9 the fair value of these
tams as at 1 January 2018 has been caiculated

The Yevet withun which the financial asset or kabiity 15 classified 1s determined based on the
{owest leve! of significant nput to the fair value measurement,
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The mevements in the faw valwe of the level 3 recurning finanial assets and habilites are
shgwit a5 follaws

Ingrease / (decrease) In
falr value of asset

Ad]ustad purchase price £000
Equlty 0% 1,296
Instruments Contingent  Put option "

at FYTPL conslderation Jiabilitles -10% £1,296)

£000 £000 £000 in addition, management considier there to b a risk at the most recent purchase prices are

At 1 January 10,598 0,210 {25,129 sensitive 10 2 decision to sell the investments to an unwilling market, If such a market exsted,

Net {loss) / gan n the income statement 1584 3N {911 then discounting the investments to reflect such risk could impact the value as shown below-

Net profit 7 {loss} in other _ - - Increase / {decrease)
comprehensive income it tatr value of asset
Addimons . . 780 (367} - Alsk ad]usted sales price 2000
Settlament - 459 7,663 -30% sales discount due 1o thquid nature (3817
Currancy 2) 1 (13) -12% risk discount for market place (1,555}
At 51 Dagember 12,858 (1,154} (18,390} Tatal {5432}

Movements in the contingent consideratian and put option haiines are recognised as finance
(costs) # gains whilst the Equity instruments at FYTPL are recogmised as other income and
comprise part of operating profit

Valuatlon and sensltivity to valuation

The Graup's finance team performs valuations of finansial kems for financial reporting purposes,
including Level 3 fair values Where appropriate such valuations are performed m ¢consultation
with third-party valuation specialists for complex calculations

The valuation approaches adopted for each catedory of financial mstrument held at fair value
detaled above, In addition 10 the calculation's sensitivity to salient inputs, are as detailsg balow.

(1) Equity Instruments at FYTPL — These assets relate to corporate venturing unlisted equity
mvestitierts as detaited m note 19b. Management use the Most recent market prices ag the hasis
for establishing the fair value of the equity investments as at year end. Flugtuations in these
purchase prices would therefore change the fair value of the investments recognised at year end,
as follows 2s5UmMIng a 10% uplift or downwards movement in the price

° If thase Ifkquid sezurites were 10 be soid then such a sale 13 expacled to yeld hatween 2 10% and
S0% discount, 50 Sensitivity based on 30%.

** Risk that if cash supply dries up same of the invastments with future growth prospacts wil run out
of cash ragurng a fire sals, reflactad by addibonal risk discount of 12%

() Contingent considaration ~ Contngent censideration relates ta one agquisiton Made in
2017 (Levergy) and the 2018 acquisiton of Scarecrow C i Limited.

The Leverdy consideration 1s payable In a variable number of M&C Saatchi plc shares which is
dependent on the future profitability and growth of prufit of the acquired gntity. The fair value

of the consideration ding at year end s calculated based on forward Icoking
forecasts of the business applied to the tarms of the acquistion (which defines the number of plc
shares to be earngd into). The resultant cash equivalent amount of the shares which would have
been issued 1s discounted 10 present value using a discount rate based on a country specific WACC
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The key inputs for calculation of the fair value of the deferred constderation at year end relate to
(1) the nsk adjusted discouat rates used, and {1} the future farecast prafitability of the acquired
business over the period of the deferred consideration. Differences in either of these Inputs would
change the falr value of the Labilty"

Increase / (decrease)
In fair value of lfability

Forseast PAT £000
10% n3
10% RIE)
Incraase / {decrease)

in fair vaiue of ltability

AdJusted WAGC £000
+h% (3N
5% a2

The Scarecrow Sommun:cation Limsted contingent consideration is payable 1n a variable number of
ole shares. The formuia used to derive the number of plc shares 1s based on historic results of the
company As such the calculauon does not invalve any estimates and no dssclasures regarding the
sensitivity of the iaputs made are relevant

(&} M) put option lab -As din the Judgement section and note 24 the
Group has issued put option agreements 1o certain minoity interests {MI) of the Group which are
accounted for as habiities. The liability arising in gach instance 1s hased on future prafitability of
the entity in wiuch the MI holds equity. The fair value of each put liability 15 calculated based on
management's best estimate of forecast growth rates and marga of the companies appled to the

With regards the sensitmty of the put kabilities in terms of the M&C Saatchi plc share price, the
year-end share price was 289.0p (2017 371 8p) The 2018 charges (and thus year end liabiity
recognised) would have changed as Tollows had the share price been

Increase / (decrease)
in fair vatue of llabliity

Share price Movement £000
251.0p . -20.0% (2,310
250 0p -10.0% (1,155)
289.0p 0.0% -
318.0p 10.0% 613
347.0p 200% 1,639

28, Financial risk management

Principal financial Instruments

The pnincipal financiai Instruments held by the Group, from which financial nstrument risk arises,
Include contract assets, trade and other recevables, cash and cash equivalents, contract liabilities,
irade and other payables, loans and borrowings, Mi put options accounted under IFRS 9 as habdilties
and equity Instruments repr g long term I n nan-isted entitles.

The Group does not typically use derwvative financial instruments 10 hedge 118 exposure to foreign
exchange or interest rate risks arising from operational, financing and invesiment activities.

The follawng financial instruments are measured at faw value and details regarding the valuations
undertaken are disclosed in note 27.

terms of the shareholders agreement. (Filr'oup 1al assets Ezg;g :g;;
nancla
The key nputs to the fair value calculation for the put option habiimies, the forecast future Equity nvestments at FVTPL 12,950 10,506
Ff‘om:léﬂlll! of the EﬂlrltIES ta which the put options are attached and the prevailing plc share price : i
which grives the profit multiple to be applied). Differences between the actual and the projected
results of the entsties could therefore have an (Mpact on the far value as follows. Financial llabllitles 2018 2017
M| put aption llabilities (18,390) (25,129)
Increase / (decraase) Contingent copsideraton (1,154) {1,210)
In falr value of Hability —
Forecast PBT £000 o
Y
::}Cl:ﬁ 1307 M&C Saatch plc comgpany does not direstly hotd any nstruments r at fair value.
- (1.394)

Forecasts of future profitabiity create significant estmation uncertainty to valuation of the minority
put option kabilibes.
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2.1 General objective, policies and processes

The Board of irectors has overall respansibiity for the determination of the Group’s and

pany’s risk and policies. Whilst retaining yRimate responsibility for
tham, the Board has delegated the autharity for desigmng and operating processes that ensure the
effective ir an of the obj and policies to the Group's semor management of each
core business unit. The Board receives monthiy reports from management through which it reviews
the effectiveness of the pracesses put in place and the appropriateness cf the alyectves and
policies it sets.

The overalt objective of the Board Is 16 set policias that seex to reduce risk as far as possible without
unduly affecting the Group’s compebiiveness and flexibility of the global businesses of which it 15
comprised Further details regarding these policies are set gut below.

28.2 Market risk

Market risk anises frem the Groug's use of interest bearing financial instruments and foreign
currency ¢ash ho!dmgs It 15 the risk that the fair value of future cashflows onits debt finance and
cash b of changes in interest rates {interest rate risk), foreign
exchange rates (currency risk) and other prige risk such as equity price risk and share price risk
Financal instruments affected by market risk include loans and borrowings, deposits, debt, eguity
investments and minorty interest (M) put aptions.

Exposure to market risk arisas In the normal course of the Group's businass
28.3 Forelgn exchange risk

Foreign exchange risk arises from transactions and recognised assets and lizbiitiss and net
investments in forelgn operations The Group's general operating palicy histonically has been

to conduct business in the currency af the lgcal area in which businesses of the Group are
geographically located, thereby naturally hedgwg the consideration resulting from client work.
Businesses of the Group maintain bank accounts In the currency of these transactions solely

for working capital purposes. As the Group has grown there has been an increase in services
rendered baing exported from the UK businesses to clients who transact in noa-GBP currencies.
The transactional risk arising from such exports 1s mitigated in tarms of the structuring of the billing
arrangements and agreement to regular Invoices being remltted and promptly paid { <3¢ days)

The Group 15 exposed to movements in foreign currency exchange rates in respect of the translation
of net assets and income of fareign 1es and aquiy d investments. The
Group does not hedge the tr atfect of rate 1ts on the income statements
ar balance sheets of forgign subsidiaries and equity accounted invesuments as it regards these as
lonp-term investments

The estimated impact on foreign xchange gains and losses of a +/- 1en percent movement in the
closing GBP sterling exchange rate on the refr of non-GBP- d currencies held by
businesses af the Group 1s 8s follows:

Increase / {(decrease) Increase / (decrease)

in profit before tax In prafit after tax

Exchange rate £000 E000
10% (1,269) (967

-10% 1,560 1,085

28.4 Interest rate risk

The Group 15 exposed 10 interest rate risk because at halds a banking faciity of up to £38m and
an gverdraft faciity of up to £10mition, both based on floating interest risks. The Group aoes not
this risk 10 be

The sensitivity analysis below has been determined based on the exposure to interast rates for
financial instruments held at the balance sheet date The analysis 15 prepared assuming the amount
of borrowings outstanding at the balange sheet date were outstanding for the whole year A 50-basis
point increase or decrease 15 used when reporting interest rate risk intarnally to key management
personnel and represents management’s assessment of the reasonable possible changes

In mterest rates.

If interest rates had been 50 basis paints higher / iower and all other vanables were held constant,
e Groun's profit for the year ended 31 Oegember 2018 would (decrease) / wicrease by £(204)k

/ 2204 (2017 £(207)k 7 £207%). This 1s principally attributable to the Group's exposure 1o intérest
rates on its floating rate loan.

28.5 Liquidity risk

Liquidity risk arises from the Group's managament of warking capital and the finance charges and,
when apprapriate, pringipal repayments on its debt instruments. i is the risk that the Group will
encounter difficulty in mesting its financial obligations as and when they fall due. The Group's debt
instruments carry interest at LIBQRA + 175%

The Group's policy Is to ensure that it will always have sufficient cash to aliow it to meet its habilities
when they come dug. To achisve this aim, the Group has a planning and budgeting process in place
to determine the funds required to meet its normal cperating requirements on an ongoing basis,
The Group and Company ensures that there are sufficient funds to meet its short-term business
requirements, taking nto account (ts antisipated cash flows from operations, its holdings of cash
and cash eq and proposed strategic Ir

The Board recewves rofiing 12-month gash flow prajections on a monthly basis as well as
infarmation regarding cash balances. At the end of the financial periad, these projections indicated
that the Group had sufficient liquid resources to meet its obligations under alf reasonably
expected cirgumstances.
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The fallowing table sets out the contractual maturities (representing undiscounted contractual cash
flows) of financial habdimes:

Uptod Jto 12 102 2ta5 Overb
months months years years years
Group £000 £000 £000 £000 £000
At 31 December 2818
Trade and other payables {118,687) (23,941) (2,359) - -
Loans and borrowings (2,008) (298) (38,052) - -
Qverdrafls {13,754) - - - -
Total (132,449) 24,239 (40,234) - -
Company Uptod 3to12 1to2 2to5 OQverd
-months months years years years
2000 L0op £000 £000  £000
At 31 December 2018
Trade and other payables (324) {22,000) - - -
Loans and borrowings - {29,970) - — -
Total (329 {51,970) - - -
28.8 Credit risk

Credit risk [s tha risk of financlal loss to the Group If a customer or counterparty to a financial
nstrument fails 10 meet 1ts contractual abligations.

The Group monitgrs credit risk at both a local and Group level Credi terms are set and monitored
at alocal level accordmg ta local busingss practices and commercal trading condiuons. The

age of debt, and the level of accrued and deferred income 15 reported regularly. Age profiing 15
monitored, both at local custemer level and at consolideted entity Jevel, There 15 only local exposure
to debt from our signficant global cliants, The Group continues 10 review its debt exposure 1o
foreign currency movements and will review efficient strategies to mibigate risk as the Group's
overseas debt increases

Management determines concentrations of gredit risk by reviewing amounts <lug from customers
maonthly. The only significan concentrations of credit risk which are actepted are wath multinational
blue ¢hip (or ther equivatent) organisations where credit risk is not consldered an1ssue,
Impalrment
The group has twa types of financial asset that are subject 1o the expecled credit 1oss model

- Trace recewables

- Contract assets e

The group apphes the IFRS 3 simplfied approach to measuring expected credit [osses whith uses a
Ifeume expected loss for all trade ¢ bles and contract assets.

T measure the expected credit losses, trade recenvables and contract assets have been

grouped based on shared ¢redst risk characterist.cs and the days past due The contract assets
relate to unbilled work in progress and have substantally the same risk characteristics as the
trade recewables for the same types of contracts The group has therefore concluded that the
expecied loss ratas for trade recelvables are a reasonable approximation of the loss rates for the
contract assets

The expected loss rates for each business, 1§ based on the payment profiles of sales at feastover a
period of 24 manths before 31 Dacember 2018 or 1 January 2018 respectively and the corresponding
mstarical credit losses experienced within tns perod The histenical (0ss rates are adjusted 1o
reflect current and forward-looking information on macroeconomic facters affecting the ability of the
customers ta settle the receivables

The loss allowance as at 31 December 20018 ang 1 January 2018 (on adoptian of IFRS 9) was
determined as follows for both trade recevables and contract assets.

Trader ksl
Notpast  1-120days 121-27¢days > 270 days
31 December 2018 due past due past due past due”
Expecied loss rate (%) 0.01% G.44% 5C.211% 0.00%
irade regeivables (£000} 107,708 4,312 343 1,864
Loss aliowance 12 19 173 0
Trader
Notpast  7-120days 121-270days > 270 days
1 January 2018 dug past due past dug past dusa®
Expected loss rate (%) 0.01% 1.74% 56.87% 0.00%
Trader {£000} 83,250 2,968 385 66
Loss aliowance 7 45 224 1]

* Trada dabtors > 270 days past oue relates solely to one business umt which aas not, t¢ date, had to imparr trade
dedtor positions held
** An immaterial loss was calculated for Gontract assats and has not been included i the annual report.

Trade receivables and contract assets are wratten off when there 1s no reasanable expectation

of recovery Indicators that there s no reasonable expectation of recovary include, amongst
others, the failure of a debtor to engage 1 a repayment plan with the group, and a fallure to make
contractual payments far & period graater than 90 days past due.

Impairmeat losses on trade ceceivables and contract assets are presented as netimpairment losses
within operating profit (note 20). Subsequent recoveries of amounts previously written off are
credited aganst the same bne item,
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28.7 Share price risk

As detailed on page 4 the Group uses put option awards to ncentivise certaln logal key management
(who are NCI). The value of these awards is 1n part dependent upon the Group's share price The
fair valuation of thase and the impact of sinthe share price arg
discussed in note 27

28.8 Equity price risk

The Group's non-listed equity investments are susceptible to market price risk arising from
uncertanties about future values of the nvestment securities. The Group manages equity price
risk through diversification and by placing imits on individual and total equity Investment securities,
Aeporis on the equity portfolo are submitted to the Group’s semior management an a regular
basis. The Group's Board of Dlrectars reviews and approves &ll equity investment decisions The
basis of the fair value ions and the of these cat to the key inputs 15
detarled in note 27.

28.9 Capital management

The Group manages its ¢apital to ensure that entities in the Growp will be able to continue a5 geing
congerns while maximising the return to sharaholders thraugh the optimisation of the debt and
equity balance. Strong financial capital management is an integral element of the Directors’ strategy
to achieve the Group's stated objectives. The Directors review financial capital reports on a regular
basis and the Group Minance function do 50 on a daily basis ensuring that the Group has ad

In 2015 the Group lent Antaine Barthuel, an arm's-engih inteérest-beaning Euro 1504 loan, a further
an arm's-length interest-beanng Eurg 150k loan was 1ssued in 2017, the balance af the 1gan was Euro
300k (2017: Eurc 300k) at the year end.

During the year, the Group made purchases of £3,193k (2017 £2,356k) from its associates, At 31
December 2018, there was mil due to associates in respect of these transactions (2017, nil), a further
ml {2017 £1,367k} was pasl in advance and owed t0 the Group for these transactions. During the
year, £164k (2017 £160k) of fees were charged by Group companies to asscoiates At 31 December
2014, owed Group £831k (2016; £254k).

During the year, the Company recharged its subsihanies and indirect subsidiaries with £818k
(2017 £B18K) of s costs, £316k {2017: £268k) of intergst. The balance cutstanding can be seea in
nates 34 and 33.

30. Commitments

The only substantive commitment the Group had at year end, was 1o extend the lease on jts head
office by 15 years. The lease extension will be entered into fallowing the signing of these accounts
and will have tha effect al delaying the beaefit on transition ta IFRS1E fram this materal tai end
lease for some years

51. Assets held for sale

Palicy

liqudny, The Directors’ consideration of going concern s detailed in the Directars Report

The capital structere of the Group consists of debt, which includes the borrowings disclosed in note
22, cash and cash equivalents and equity attribwtable to equity holders of the parent as disclesed in
the Statement of Changes in Equity.

20, Related party transactions

Key managemeant remuneration

Key management remuneration is disclosed in note 8.

Unaudited detail on Directars' remuneration is disclosed in the Remuneration Rapart on page 30.
Other related parties

During the year, the Group entered into the following ransactions with related parties:

Lara Hussein has an equity interest in Brand Energy During the year, the Group was charged, on

an arm's-length bass, by Brand Energy £756k (2017: £577k), of which il {2017, nil) was unpaid
ar the yesr end,

To assist the local directors to acquire 20% of M&C Saatchi Agency Pty Ltd in 2015, loans of AUDS 6m

were issued. At the year end, the balance of the loan was AUD3 2m {2016: AUD3.?m) {see note 19 for
further detaits}).

Assets that meet the griteria to be classified as held for sale are measurad at the lower of ther
carrying value and fair value less costs to sell. Any reduction in the value of the asset 1s recogmised
as animpalrment Assets meeting the criteria are presented separaltely as current assets on

the balange sheet

The Group classilies non-currént assets as held for sale when the carrying amount wiil be principally
recovered through its cisposal 2s opposed 16 continued use. For this 1o be the case the assel must
be available for immediate sale and the sale must be highly prabable

An assel classified as held far sale will have its contribution to the income statement shown
separately where such an asset meets the definition of a discontinued operation.

2016 2617
£000 £000
Cost
As at 1.January - -
Non-current assets classified as held for sale 13,108
At 31 December 13,106
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During the course of the year the Group decided to commence & plan for the dispesal of the 24 9%
equIty Investment held in Walker Media Limited

On 1 February 2019 the Company announced that it had agreed terms for Pubhcis Groupe to acquire
the equity investment held 1n Walker Media Limited (tradng as Blue 449) for £25m The consideration
was payable in cash on 31 January 2019

As the equity investment represented neither a separate major ine of business, nor a subsidiary
acquired with a view to resale the contribution of the iInvestment to the Group's result for the year
{ngte 17) has not been presented as a discontinued operanon

32, Post balance sheet events

As detziled in note 31, on 31January 2019 the Group sold its remaining 25% stake held in Biue 449 for
total progeeds of £26m

Prier to the year end the Group agreed to the terms to extend the lease on its head office by

11 years The lease extension wili be entered into following the signing of thess accounts and will
have the effect of deiaying the benefit on transiton 10 #¥RS16 from this matenal tail end lease
for some vears

33. Other accounting policies

Reserves
Equity comprises the follawing

$hare capital
Represents the nomnal value of equity shares in issue

Share premium

Represents the excess over nominal valie of the fair value of consideration recelved for equity
shares, net of 1ssuance costs

Other reserves

Merger reserve

Premium paid for shares above the nominal value of share capital, caused by the acquisition of
more than 90% of subsidiaries’ shares The merger reserve s released taretaned earnings when
1here Is 2 disposal, impairment charge or amartisation charge posted in respect of the investment
that created 1.

Treasury reserve
Amount paid for own shares acquired,

Mingrity interest pui option reserve

Corresponds to the initial fair valug of the hiabllity in respect of the put options at creatign. When the
put optian is exercised, the related amount in this ceserve 1s taken to the non-controlling interest
acquired resgrve. All revaluations of put options sre expensed through the ncome statement to the
prafit and loss reserve.

Noa-gontrollinginterest acquired reserve

From 1 January 2010, a non-controlling Interest acquired reserve is used when the Group acguires
an increased stake in a subsidiary Ifthe stepped acquisiion is dug to a put option, then the
non-gontrolling interest acquired reserve is equal to the nungrity interest put option reserve
transferred less the book value of the minority interest acquired. Otherwise the non-controlling
interest acquired reserve 1s equal to the cansideration paid less the book value of the minonty
interest acquired. If the equity stake in the subsidiary 1s subsequently sold, then balances from this
reserve will be transferred to retained earnings.

Foreign exchange reserve

For overseas operations, results are translated at the anaual average rate of exchange and
balance sheets are translated at the closing rate of exchange. The annual average raie of exchange
approximates to the rate on the daie that the transactions occurred. Exchange differences

ariging from the translation of forelgn subsidlaries &re taken 1o a separate componznt of equity.
Such translation differences wili be recognised as income or expense in the period in which the
operaton Is disposed of.

Share based payment reserve -

Represents equity-settied share-based emplioyee remuneration until such share
options are exercised

Retained earnings
Cumulative gains and losses recognised.
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34. New and revised standards issued but not yet effective

At the date pf authonsation of these financial statemants, The Greup has not applied the following
new and revised IFRS Standards that have been 1ssued but are not yet eflective and, in some
cases, had not yet been adopted by the EU-

IFRS 16 Leases

IFRS 17 Insurance Contracts

Amendments to IFAS 9 Prepayment Features with Negative Compensation

Amendments to IAS 28 Long term lmere:'t;r; Sln Assocnales and Joint Ventures
toH

15, IFRS 11 Jomt
Annial Improvements tn IFRS Arrangements, 1AS 12 Income taxes and |AS 23 Borrowing
Standards 2015 - 2017 Cycle £osts
Amendments to $AS 18 Employee
Benefits Plan Amendinent, Curta:iment o Sgttiement
IFAS 10 Consolidated Financial
Statemnents and IAS 26 Sale or Contnibution of Assats datween an Investor angd its
{amendments) Associate or Jount Venture
IFRIC 23 Uncertainty over Income Tax Treatments

Tha Directors do nat expect that the adophian of the Standards listed apove will have a materat
impact on the financial statements of the Group In future periods, except as noted below.

IFAS 18 Leases

(General unpact of application of IFRS 16 L easas

IFRS 16 provides & comprehsnsive model for the of lease arr and their

treatment in the financial statements for both lessors and lessees. IFRS 16 wilf supersede the:

current iease gudance lncludmg AS 17 {eases and the related interpratations when it becomes
for rods on or after 1 January 2019, The date of inital

application of IFRS 16 rur the Group will be 1 January 2018,

Impact of the new definition of a lesse

Tne Group will make use of the practical expedient available on transition to IFRS 16 not to
reassess whether a contract 1s, of contains, a lease Accordingly, the definition of a lease m
accordante with 1AS 17 and IFRIC 4 will contnue to apply to those leases snterad nto, or
modified, prior to 3 January 2019.

The change in definition of a (ease mainly related to the concept of control IFAS 16 distnguishes
between leases and Senvce ontracts oh the basis of whether the use of an identfied assets is
controlied by the customer Control is consicered to exist of the customer has:
- Theright to obtain substantigliy all of the ecanomic benefits from the use of an
identsfied asset; and
- The right to direct the use of that asset.

The Group will apply the definttion of a fease and related guldance set out n IFRS 16 10 a# lease
contracts entered nto or modified on or after 1 January 2019 (whether it 1s a lessor o a lesses

In the lease contract). In preparation for the first-tune applhcaton of IFAS 16, the Group has

carried out an implementaton project The project has shown that the new gefinibign In (FAS 16

vaII not change significantly the scope of contracts that meet the defimtion of a lease for the
roup

Accountng impact for M&C Saatehi pie
IFRS 16 changes how the Group will account for leases previously classified as aperating leases
under Legacy IFRS, which were off-balance sheet.

QOn nitial apgdication of IFRS 16, for all leases (except a5 noted below), the Group will:

- Aecognise ‘Right-of-Use’ assels and lease habilties in the consolidated Balance sheet,
witially measured at the present value of the future lease payments,
- PRecognise depreciation of ‘fight-of-Use’ assets and interest on Iaase habiities in the
consafidated income statemant, and
- $Separate the total amount of czsh paid inta a principak portiga (presentad withn
financing amgnes]ﬂanc nterest {presented wathin Gperating astvties) in the
d Cash flaw stat

Lease incantives will be recogmised as part of the measurement of the ‘Right-af-Use” assets and
tease habilties whergas under IAS 17 they resulted in the recopnition of 3 lease Nabilty incentive,
amortised as a reduction of rental expenses on a stralght-ine bass.

Under IFRS 16, ‘Fight-of-Use' assets will be tested for impairment in accordance with 245 36
Impgrmant of assets. This will replace the prewious requirement to recogmise a prowision for
onerous lease contracts. For short-term leases {lease term of 12 months or less) and leases of
low-value assets{such as personal computars and offite furmdture), the Group will apt to
recognise a lease expense on a straight-ine basis as permitted by FAS 16.

As at 31 December 2018 the Group has éxpected non-canceilable operating lease commitments
of £78,318k (differs to commitments cisclosed in note 6 due to main lease for UK offices being
renegonated).

A prehminary assessment ingicatas that majonty of these arrangements relate to Iea,es o\her
than short-term and low vatue leases. The NPY qf tha r fgase dat
incremental borrowing rate of the hoider) wil be recognised as ‘Right-of-Use' assets and a
corresponding lease liabirty as at the date of transition, The impact on profit or loss for the year
ending 31 December 20195 estinated 1o be a decrease in Other expenses, increase
Depregiation and ta ncrease Interest expense. Our andlysis of the impact 1s ongoing at 31
Detember 2018

Two subleases entered nto by an Amercan operation will be reclassn' ed to finance leases. At the
date of transition, a finance lease r of £373k 18 expected to be r
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COMPANY BALANCE SHEET

pit] 017 These financial statements were approved and authensed for 15sue by the Board on
At 31 Decermber 5000 £000 27 May 2019 and 5igned on its behalf by
Non-gurrent assets
Investments 36 111,609 101,814 g::‘fé:m::
Intangrh - 10 .
Ot:EEJ :oi-acsusrert:nl assets 37 2,238 2,288 MAC Saatchi plc
> L& Comgany Number 05114893
113,837 104,212
Current assets As permitted by Section 408 of the Companies Act 2006, the Company has nol presenled its own
Trade and other recevables 38 78,869 73814 profit and loss account Included within the consokdated income statement for the year ended
g " &1 December 2019 1s a profit after tax of £2,813k {2016+ £8,641k)
Cash at bank 2,438 1,683
81,307 75497 The notes on pages 106 to 109 form part Of thase financial statements
Current llabllities
Trade &nd other payables 39 (22,324) (24,498)
Contingent consideration (752) {376}
(23,076} (24,874)
Net current assets 50,251 50,623
Tolal assets less current liabilitiss 172,088 154,835
Non-current Liabllities
Gontingent consideration (514) (§33) f
Gther financlal hablitas 40 (29,970} (27,672)
(30,484) {28,505) *
Total net assets 141,584 126,330
Capital and reserves
Share capital 878 813
Share premium 46,667 52,085
Merger reserve 63,187 63,197
Treasury reserve (792) (792)
Sharg based payment reserve 20,983 17,551
Profit and (oss account 10,653 13,485
Shareholdersy’ funds 141,584 126,330
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Share based
Share Share Merger Treasury payment Profit and

capital premlum reserve reserve reserve loss agcount Tora!
£000 £000 £000 £000 2000 £000 £000
At 31 December 2016 a8 24,039 63,191 (792) 8,891 6.783 102,921
Acquisitions : ) 4 1,498 - - - - 1,502
Acquisitions of minority interest 5 1,587 - - - - 1,582
Exercise of put optons 55 4811 - - - (513 4918
Share option charge - - - - 13,100 401 13,501
Recharged share option charges - - - - (4,450) 4,460 -
Dwvidends paid - - - - - (6,748) (6.748)
Profic for the yaar - - = - - 850 8,691
At 31 Decamber 2017 813 32,085 63,197 (792) 17,531 13,486 126,530
Acquisitions 18 6,484 - - - - 6,502
Deferred consideration 1 A58 - - - - 459
Exercise of put options 44 7630 - - - (20) 17654
Share option charde - - - - 5,703 401 6,104
Realisation of reserve (2,251} 2,251 -
Dividends paid - - - - - 8.378) ©378)
Profil for the year - - = - - 2,913 2,913
At 31 December 2018 876 46,667 63,187 (792} 20,983 10,653 141,584

The notes on pagas106 ta 109 form part of these financial statements
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35. Accaunting policles

The financial statements have been prepared on a going concern basis under the histoncal cost
conventien in accordance with the reduced disclosure framework of FAS10M
In adopting the reduced disciosure framework of FRS101, the Company has made the fallowsng
exemptions from disclosure:

« the cash flow statement and related notes,

+ disclosures in respect of transactons with wholly owned subsidianes,

» disclosures in respect of capital management; and

» the effects of new but not yet effectve IFRSs

Accounting paiicies apphed
The following principal accounting policies have been applied

a) Valuation of Investments
Investments held as fixed assets are stated at cost, less any provision for impaw ment.

b) Pensions
Contributions to personal pension plans are Ghacged ta the profit and lo3s account in the period In
which they are dua.

¢) Group policles (preparation page 40, and the following palicies)
For cyrremt tax (note 10), deferred tax (note t1), share based payments (note 26) and
borrowings (note 22)

d) Share based payments in Company

The ¢ost of awards to employees of subsidiary undertakings classified as conditional shares awards
15 accounted for as an aaditional investment in the employmg subsidlary. When sich awards are
recharged 10 employing or acquering entity the investment in the Gompany's booxs 1s reduced by the
value of equity awarded.

€) Dividends
Interim dividends are recorded when they are paid and the final dwvidends are recorded when they
become legally payable

f) Treasury shares

When the Company reacquires its own equity instruments, those instruments {treasury shares}are
dedugted from equity. No gain or loss 15 recognlsed in profit or 1Gss on the purchase, sale, 1ssue

or gancellation of the Company’s treasury shaces. Such treasury shares may be acquired and held
by the Company or by other members of the Group. Consideration paid or recewed is recognised
directly in equity.

36. Investments in subsidiary undertakings

2018 2017

£000 £000
At 1 January 101,914 91,225
Acquisition of a subsidiaries 6,600 993
Pravision against acquired subsidiary (387)
Conditional consrderation - 1,058
Conditional share awards recharge of brought forward balance” {1,228) {4,460}
Provision against condittopal share awards {1,023) -
Conditional share awards” 5,703 13,100
At 31 December 111,599 101,914
* Conditional share awards (Minority (nterest put options with leaver pravisions) (note 26)

2018 2017

£000 £000
Subsidiary investments 90,618 84,383
Conditional share awards 24,983 17531
Tatal 111,599 101,914

The direct and Indirect substdiary undertakings are isted in note 3 te the consolidated
financial statements.

37, Other non-gurrent assets

2018 2017
£000 £000
Loans to subsidiary employees® 1,803 1,853
Loan to assist equity purchase®* 435 435
Total 2,238 2,288

* This related 1o the AUD3 6m {surrent balance ALD3 3m) loans that the Growp lent local management of M&C
Saatchl Agency Pty L1d, i 2015, to enable them 1o acquire 20% of that business The fuli recourse loanis
repayabile in full if the purchasers no lcnger have a benafical mterest m the shares of the Australian Group
or are no longer employed The 'oan 15 wnsecyred and charged inferest at 01% above tha five-year Austrahan
nterbank rate at date loan advanced The carrying value of the loan approximated to fair value

=* Loan ta South Afrcan indigencus equity holders 1c enabie them to acquire equrty 1n South African subsidiaries in
accordance with local laws.
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38. Trade and other receivables 41. Directors’ remuneration
2018 2017 ' 2018 2017
Amaunts due less than one year £000 £000 £000 £000
Amounts from subsidiary undertakings® 75,4687 71403 Totat for nine Directors
Prepayments and accrued income oD 7% Directors’ salaries and benefits 2,002 2050
Corporation tax dettor 2,970 2,067 Banuses* 125 12%
Other receivables 342 322 Contribution to maney purchase pension schy 15 15
Total trade and other raceivables 70,868 73814 Tatal remuneration before accounting charges 2,232 2190
* Repayabla 00 damand Ameunts recervable from subsidiary undertakings inciude receivables relating Share option charges 4N 40

o axercised put options As detailad In nbtes 1 and 24, the Group hag a number of put oplion arrangements

2853 2,591
in place. On exercise of these put aptions, the Company IS réquirad to issue shares in exchange for the shares
of the minority interests. Where the Campany's shareholding ef the acquired subsidiary becomes equal to
or higher than 90% as a result, amounts are credited to the Marger Reserve on exercise 2018 27
Tha acquirad shares are then immediately sold to subsidianes of the Company, thereby creating an intercompany £aa0 £000
recajvable and allminating the Company’s Increase in Investments Highest paid Oirector:
During the year, puf option flabiities of £2 8m wers exercised in relation ta The Source (Lordan) Lid, MAC Saatch .
PR UK LLP and three smaler international subsidiaries (note 24) These liabilities are not recorded In the baoks of Directors’ salaries and benefits an L)
the Company as these are lreated as derivative instruments with 2 neghgible fair value Borus - -
39. Creditors falling due within one year Contribution t maaey purchase ponsion sch - - -
2018 2017 Total remuneration before accounting chargas - 421 A2
£000 2000 Share option charges a4 180
Trade creditors (324) (182 515 571
Ampunts due 10 subgidiaries* 21,57 (25,891}
Accruals and deferred ingome (427) (425) During the year, na (2017: mil) M&C Saatch plc shares were issued to Executive Directors, in return
rectors’ inM Tdwid i
(22,324) (24,458) Tor Du interest in M&C Saatch) War e Lid B ordinary shares
* Repayable on demand The number of Dirgctacs with a money purchase pension scheme was § (2017 5).
40. Greditors faliing due after more than one year The Directars are the key management personnel of the Company:
2018 2017 Additional details with regards Directors’ remungration as requireg by Rule 19 of the AM rules can
£000 £000 ‘2 found in the remunerahon raport on pages 27 to 30. There has been neither grant to, nor exercise

. the Direct "
Bank [oans 23,970 (91612} by, the D 0r's with regards share ophons durwng either 2017 or 2018

See note 22 for more details.
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42, Related partles Country Entity Registered Address
During the year, the Company charged a tent recharge to subsidiaries totalling £318k China M&C Saatchs Advertismg (Shanghal) 1td gggg‘ gﬁgoﬁn:csr‘l::fghm
{2017, £81Bk). £748k (2016" £325%) was due 1n relation to this management recharge from - =
subsidiaries as at the balange sheet date. Including these amounts the Company also provides shart FCINQ 5AS 32 Rug Notre Dame des
term working capital (0ans to and barrows funds from certain subsidiaries, Gisclosed in notes 38 and M&,C Saarchi Gad SAS Victoires, 75002, Panis
39 The amounts due from subsidiary undertakings payable in cash of £75,467k (2017 £71,403k) 1s net MA.C Saatchi Little Staries SAS
of E7,118k (2017 £5,8B1k) prowsions for doubtful accounts. France &G Saatehi One SARL
Paris Gad Holding $AS
Further details of related parties of the Gompany are provided e note 29 Cometis 14 Rue Meslay, 75003,
43. List of regi d Tataprod Paris
-List of registered addresses M&.C Saatchi Advertising GmbH Munzstrasse 21-23,
Country Entity Reglstered Address Germany uzg :aalc:: gpogs ‘:‘;_nterlalnment GmbH 10178, Berlin
aatchi Sun Gm
E;‘;E :f:,:ﬁ:ipsﬁ f,:;flg"tmamma"‘ Prylud ‘Jsngnz;a;;&egggbeel, M&C Saatchi PR Unternehmergeselischaft
Saatchi Ventures Pty Ltd Clear Asia Ltd 29/F Cambridge House,
Tricky Jigsaw Pry Ltd M&,C Saatchl (HK) Ltd Takoo Plage 975 King's
Bellwether Glabal Pty Ltd Levet 12, 131 Magguarie Hong Kong Aoad, Quarry 8ay
Brands in Spage Pty Ltd Street, Sydney NSW 2000 M&G Saatchi Asia Ltd 6/F Algxandra House, 13
Lida Austrana Pty Ltd Chater Road, Central
Bright Red Qranges Pty!td Level € 131 Macquarie M&C Saatchi Communications Pyt Ltd 2 Palam Mang, Vasant
Go Studios Pty Ltd Street, Sydney Vihar New Delhi, 110057
Australia M&C Saatch Direct Pty Ltd NSW 2000 India February Commy Pyt Ltd 1418 Shahpur Jat New Delhi
M&C Saatchr Agency Pty Lt Unit € 223-227 0'Sullivan M&C Sazatchi Scarecrow Ltd 32 Rampbhai Kamani
Re Team Pty Lid Road, Bellgvug Hill NSW 2023 - Mazrg, Mumba:
EMC Saatchi Pry Lig M&C Saatchi SpA Vigle Monte Nero,
M&C Saatch) Asia Pac Holdings Pty Ltd Level 12, 131 Lugouarel Street, Italy M&.C Saatchi PR srl 27 20135, Milan
Sydney NSW 2000 M&C Seatchl Tl Aviv Ltd 1 Abba Even, Boulevard,
Bang Pty Ltg Umt 19, 285A Crown Street, fsrael Herzlia 4672513
Glear Australla Pty Lte Surry Hills, NSW 2010 M&C Szatchi Ltd 26-1 Ehisy-Mishi 1-Chome,
M&G Saateh; Melbourne Pty Lid Level §, 437 St Kilda Road, Japan Shibuya- Ku, Tokyo
Melbourne, VIC 3004 M&C Saatchi (M) Sdn Bhd Unt 10-2, 10th Floar,
Bahrain M&C Saatch) Bahrain WLL #1,122,1605,316 Manama Center Oesign Factory Sdn Bhd Bangunan Malaysia RE, 17
Lily Participacces Ltda Avemda Brigaders Fara Lima, o Inkelligence Factory Sdn Bhd Jalan Dungun, Damansara
1355 Jardim Paylistano 16 Hetghts, 50490 Kuala Lumpur
Andar, Sal S#a Paule MEC Saatchi International Holdings BY 36 Golden Square, London
D1452-919 Netherlands W1F O9EE, UK
Branl M&.C Saatch; Brasil Comunicagdo Ltda Rua Girassol, 925/927, Clear Netherlands BV Keizer sgracht 203 Amsterdam
M&.C Saatchi Brasil Participacoes Ltda 1st Floar, Vila Madalena, Pakistan M&C Saatchi Warld Services Pakistan (Pvi) Ltg 48M, Block 6 P.EC.H S, Karachi

M+C Saatchi/Ingight Pesquisa & Planejamento Lida

05433-002

Santa Clara Participacoes Lida

Rua Wisarg,
306, Vila Madalena,
3 Andar-Con, $30 Paoly
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43. List of registered addresses continued

44, Post-balance sheet events

Cauntry Entity ed Address
Clear |deas {Singapare) Pre Ltd 21 Media Circle
M&C Baatchi Moile Asia Pacific PLe Ltd #05-09/10,

Singapore M&C Saatchi (S} Pte Ltd infinite Studias, 138562
M&C Saatchi Haldings Asta Pte Ltd 80 Robinson

Road, #02-00, 066858

Creative Spark Interactve (Pty) Ltd 152 Ann Grescent,
M&.G Saatchi Sports & Entertainment Sandton,
South Africa Pty Ltd £, 2196
Dalmation Communications (Pty) Ltd Media Quarter,

South Afrlea  £.C Saatch Abel (P1y) Ltd 5th Floor, Corner
MEC Saatchi Africa (Fry) Lid Somerset and De

M&.GC Saatchi Connect (Pty) Ltd

Smit Street, Ded,
Waterkant, Cape Town

M&C Saatchi Madrid SRL

Span M&C Saatch Digital SL Galle Gran Via,
P Mecha By Design Spain 54 27, 28013, Madnd
M&C Saatchl § ship S.L
M&C Saatch) AR
Sweden MA&C Saatchi Go' AB ?:‘ffu"’s"t';"c:;gl'm
M&C Saatchi PR AB :
M&C Saatchi(Switzeriand} SA -~ Boulevard Carl-vogt
Swizerland B3, 1206, Geneve
Love Frankie Ltd 671 RSU Towsr, 10th
Floor, So1 Sukhumyit
Thaland _ 31, Sukhurmvit

Road, wattana
District, Bangkok

St it to the year end there have been no matenal events specific to the Company requining

disclosure, Those stems rélevant to the Group are disciosed in Note 32.
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INDEPENDENT AUDITOR’S REPORT

1) Qur opinion is unmodified

We have audited the financial statements of M&C Saatc pls (*the Company®) for the year ended 31 December 2078 which comprise the ted ncome the ed statement of other

comprehensive Income, consokdated balance sheet, consolidated statement of changes in equity, the consolidated cash flow statement, the parent Company balance sheat, the parent Company statement
changes in equity, and the related notes

In our opinion:

the financial statements give a true and fawr view of the state of the Group's and of the parent Company's affars as at 31 December 2018 and of the Group’s profit for the year then ended,

the Group financial statements have been properly prepared in accordance with Internanonal Financial Reporting Standards as adopted by the European Union {IFASs as adopled by the EUX

the parent Company financial statements have been property prepared in accordance with UK accounting standards, including FAS 101 Reduced Disclosure Framework, and

the financial statements have been prepared in accordance with the requirements of the Companies Act 2006.

Basls for oplnion )

We conducted our audit in accordance with Internationg| Standards on Auditing (UK) (*ISAs [UK)") and licable law Qur r are described below We have fulfilled oue ethical responsibiities under,

ard are Independent of the Group i accordance wath, UK ethical requirements including the FRC Ethical Standaed as applied 1o listed entities. We believe that the audit evidence we have obtaned s a sufficient
and appropriate basis for our opinion

Dverview

Materiality: £0.9m (2017: £8.9m)

Group finzncial as a whole 4 4% of normalised profit before tax {2017: 4 2% of normalised prafit before tax)
CGaverage

80% (2017. 84%) of Group revenue; 78% (2017: 73%] profit before lax

Key audit matters

Risk vs 2017
Even i
ent driven :"l:ee ér:&a; :r: U:::oennoar:n;:]ers;ugtlo the UK exiting New 2018 risk
Going concern assumption &
Recurring risks Revenue recognition &
Recoverability of goodwill -
Employes incentive schemes r'y
Parent Company risks Recoverability of parent Company's Investment -
In subsidraries and tntercompany receivables
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2) Key audit matters:

Tuding

1t of risks of material misstatement

our

Key audit matters are those matters that, w our professional udgement, were of most significance in the audit of the financsal statements and include the most significant assessed risks of material misstatement
{whether or not due o fravd) identified by us, including those which had the greatest effect on the overall audit strategy, the allocation of resourees n the audit; and directing the efforts of the engagement
team We summanse below, the key audit mattars, in arriving at our audit opmion above together with aur key audit procedures to address those matters and our findings from those procedures in order that
the Company's members 2s a body may betier understand the process by which we arrived at our audit opinion. These matters were addressed, and our findings are based on procedures undertaken, in the
context of, and solely for the purpose of, our audit Of the financial statements as a whaole, and in forming our ppinion thereen, and consequently are incidental to that opinion, and wa dao nGt prowide a separate

opiniar 6n these matters

The Impact of
uncertaintles due
to the UK exiting
the European
Union on our audlt
Refer ta page 17
(principai risks}.

The risk
Unprecedented levels of uncertamty

Al avdits assess and challenge the ry of 0 particular
as described in "Recoverability of goodwill” below, anc related disclosures and
the appropriateness of the gong concern basis of preparation of the financial
statements (see below} All of these depend on assessments af the future
economic environment and the Group's futyre prospects and performance

I adaicion, wea are raquired (0 consider the other informatian presented i
the Annual Report including the principal risks disclosure and to consider the
Directors’ statement that the annual report and financil statements taken
as a whote 15 farr, balanced and understandakde and provides the informaticn
necessary far shareholders ta assess the Group's posittan and performance,
business madel and strategy.

Brexit is one of the most significant economic events far the UK and at
the date of this report 115 effects are subjgct to unprecedented levels of
uncertamty of outcomes, with the full range of possible effects vnknown.

Our response

We developed a standardised firm-wide approach to the consideration of the uncertainbes arising from
Brexit in planning and perfarming sur audits Our procegdures included

+ Our Brexit knawledge - We cansidered the Directors” assessment of Brexit-refated sources of
nisk for the Group’s business and financial resources compared with our own understanding of
the risks. We considered the Directors’ plans fa take action 1o mitigate the risks,

+  Sensitivity analysis — When addressing "Gonng concern assumption”, we compared the
Directors' analysis (o gur assessment of the reasonagly passible scenarios resuliing from
Braxit uncertanty °

* Assessing iransparency - As well a5 assessing Individual disclosures as part of our
pracedures on Going concern assimption we considered all of the Brexi ralatad disclosures
together, including those in the strategc report, comparing the overall picture against our
understanding of the risks

Qur findings
As reported ynder "Gomng congemn assymption”, we found the resuiing esumates and related
disclosures and disclosures in ralation 1o going concern 10 be Iight.

However, no audit shauld be expected ta predict the unknowable factors or all possible future
implications for 8 company and this 15 particularly the case in relauan to Brext.

Golng concern
assumptlon

Refer 1o page 25

(Audit Committee Report),
page 31 (Qirectors’
report), Basis of
preparation page 40.

The risk

Disclosure quality

The financlal statements explain how the Board has formed a judgement that it
is appropriate to adopt the going concern basts of preparation for the Group
and the parent Company.

That judgement 15 based on an evaluation of the inherent risks te the Group’s
and the parant Company's business model and how those nisks might affest
the Group’s and the parent Company's financial resources or ability ta
continlie operations over a period of at Ieast a year from the date of approval
of the financial statements.

Qur response
Qur procedures included:

Funding assessment:
= Assessed the terms of the Group financing agreements,

* Di o with lender repr of the facility beyand the existing termination date
In order to ascertain the attitude of the lender ta any required refinancing; and

+ Assessed the related covenant requiraments and the risk of potantial covenant breaches

Historical comparisons:

» Evaluated histonical forecasting acguracy of key inputs including financing and operatng
cash forecasts
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The turrent fagilities expire in April 2020 and the Group 15 n di

Key d

with its current lender and other potential lenders to rénew or refinance
therr faciities

The msks most likely to adversely affest the Group's and the parent
CDmpany's avallable financial resources over this period were,

dwidend payments, and
* Abilty to extend or replace debt and loan financing arrangements.

Therg are also less predictable but reahstic second ordar impacts, such
a8 thg impact of Brexit, 1033 of & key chent, and the eroslon of custamer
ar suppher confidence, which could result in a rapid reguction of availlable
finangial resources,

The sk for our audit was whether or not those risks were such that they
amounted to a material uncertainty that may have cast significant doubt
about the ability to continug as 4 going ¢concera. Had they been such, then
that Ta¢t would hava been required 1o have baen disclesed

* Ability to improve Its ¢ash posihon and support the pattern of increased

As the abiity and expactation of extending the fingnce would be basad in part on the expected cash
Tiow forecasts we also

» Assessed the Group's cash flow model to identify key inputs for further enquiry, The key
inputs included. forecast profil before tax, forecast capital expenditure, working capial
requirements, dividend fiows and forecast financing requirements.

Challenged the underiying assumpuons with the Directors on the resultant cash flow projection
as an indigation of whether the Group would have sufficient resources to cantinue to aperate
and repay the requirad cash amount to settle the financing arrangements

Sensitivity analysis

+ We considered sensitivities aver the level of available financial resources indicated by the
Croup's financial forecasts taking account of reasonably possible {zut not unreahstic) adverse
effects that could arise from these risks ndividually and collectively; and

Performed the sensitivity analysis of the forecasts to a number of variable tactors, includig
PBT growth, to identfy whether reasgnably plausible adverse scanarios could have an
smpact on liquidiny
Benchmarking assumptions
« Compared the Group's assumphions against externally derived data i relation to key inputs
such as industry growth expectations and economic forecasts
Evaluating Directors' intent:

As the Graup's finangial position 1s rekant an maintaining sufficient hqudity and extending ang
replacing the exsting funding arrangements, we have also:

+ Evaluated the achievability of the actipns the Directors consider they would take to improve the
posiign should the risks materialse; and

+ Evaluated the meframe of achieving in relation the needs and requirements of the business
Assessing transparency

+ Assessed the completeness and accuracy of the matters covered in the gong
concern disclosure.

Qur findings

We found the going congern disglosure without any matenal ungertanty to be proportionate (2017:
proportionate} and the disclosures of the management's actions to managde the funding risk in the
Group to be light (2017 light)

Revenue recognition The risk

The pecific nature of the risk of material misstatement in revenue
reccgnition varies across the Group's businesses

Qur response
Our procedures included,
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(£422.4 milion, 2017,
£251.5 milhon)

Refer to page 25

{Audit Commitiee Report),
Dpage 40 {significant
accpuating policies), note
4 on page 64 (accounting
policy}, note 2 on page 54
(changes n accounting
policies and disclosures)
and ngte 3 on page 58
{hnancial disclosures}

Data capture and processing

Rebates are 2arned from suppliers based on the level of spend and
cantractual terms with the media owner,

the timing of r and accuracy of rebate Income
earned is anarea af complexity and judgement 1§ required In determining
the value of media rebates r The Group's pr for
capturing and processing data to calculate rabate income 1$ relant upon
complex spreadsheet models which are potentially prone to pracessing
and tormula error.

Assessing the acturacy of rebate income I5 350 an grea of complexity with
regards to whether such income earned is required to be shared with the
customer and on what basis to calculate such passhack

‘2018 Revenue recognition

Accounting for Media Income

+ Assessment of contrel environment, we documented the systems and controls in gperatian Our
testing identified weaknesses 1n the design and operation of controls As a result we expanded
the extant of our detailed testing over and ahove that originally planned.

= Tests of detall. On 2 sample basis we assessed the Directors” interpretation of contractual
terms with media owners and cliants to determine whether the amount of rebate income to be
recogmised during the year was agpropriate.

= For asample of rebate income recognised during tha yeac we obtained evidence of invoices,

payments and contracts to determine whether such income was recognised at the apprapriate

1ime, i hing with the contractual terms agreed with the media awner and apphcable
accounting standards.

Methodology iImplementation- assistance of KPMG modelling specialists to assess the integrity

of the rebates model.

We obtained the Directors’ calculation of the year end accrued rebate income balance and

T the year-end balange

When FEBvenue r for individua! projects, Judg
required fvidentifying the performance obiigatons, wantifying wr\e(her me
Income shauld be recognised over tima or at a point i temg

Given the pl and nyolved, timing
of recogmtion and accuracy of praject revenue 1s considered to be
@ kay audit risk,

IFRS 15: Accounting application

The adoption of IFRS 15 has changed how the Group 1s required to
recognise revenue which has resulted in new accounting policies far

the Growp and new judgements and estimates which are required (o be
made by the Directors which ¢ould lead to a material misstatement inthe
financial statements During the year, revenue is recogmsed monthly based
on ¥he Underiying sy ang pri In each unit however
given the many different contractual arrangements, a full analysis of the
Judgements in respect of agency vs pringipal relationshups, identification of
performance obligations and in which period revenue should be recognised
was not performed until after the year end. By only perfarming this analysis
once a year rather than embedding the analysis within ther undériying
processes, this ingreases the risk of error in the application ¢f IFRS 15

The effect of these matters is that, as part of our risk assessment, we
determined that ravenue recognition has a high degree of estimation
uncertainty, with a patential range af reasonable outcomes greater than
aur materiality for the financial statements as 2 whole, and possibly many
times that amount,

* We also performed substantive sampiing of the year end accrued rebate ncome bafance,
agreeing accrued balances to suppher confirmations received post year end Where such
confirmations were not received by the client, we checked the caleulation of the accrued
balance by agreeing supplier expenditure to purchase invoices and checking the contractual
terms to undertying contracts,

Project revenue:

+ Agsessment of control envirgnment we documented the systems and contrels in operation in
the year Qur testing identified weaknesses and as a result we signficantly expanded the extent
of our detalled testing over and above that originally planned for entities (n the group which
were a first time adopter of IFRS 15

Arcounting anslysis: We evaluated the revenue resognition poligy of the Group and on a sample
basis we assessed whether the reiated revenua had been recognised in conformity with Group's
pollcy and applicadie accounting standards

Tests of detail. For a sample of revenye recognised near the year snd, which included

both revenue and amounts accrued or deferred at parad end, we assessed whether

the ransacons were recogmised in the appropriate accounting period by chacking the
transactions to supporting documentation such as: underlying cantracts or customear purchase
orders or agread project estmates and, (n certam instances, corroborating amounts
recognised with project managers

IFRS 15

= Accounting analysis: We evaluated the appropriaieness of the accounting palicies based onthe
requirements of the new standard, our business understanding and industry practice.

* Testing application- We have obtainad the Group’s analysis of the full year impact of IFRS 15 and
assessed the judgements made regarding agency vs pringipal relationships, the identification of
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performance obligations to identify in which period the revenue should be recognised and also
whether revenue should be recagnised at a polnt in ime or over tme. For a sample of revenue
contracts on which this analysis was performed, we obtained the contract and determined whether
the Group had appropriately recopmsed revenue in accordanss with the Group accounting
pohies and IFRS 15
= Assessing transparency: We assessed the completeness, accuracy and relevance of the
transition disclosures

Our findings

We found that the Group's iixigement in respect of and application of IFRS 15 10 be shightly

optimistic and significant errors which were gorrected We also found that the Group's estimate

of the Project and Media income revenue amaunt in the financial year to be optimistic (2017
propartianate) and significant errors which were corrected and also signdficant uncarrected errors
approaching matenality, for which we have reported an audit difference (2017: corrected and
uncorracted errors)

Recoverabillty
of goodwill,

(£43 G mullion;
20t7, £40.8 milhon)

Refer to page 26 (Audit
Committee Report), page
42 (accaounting paficy) and
note 16 on pages 80-82
{Minancial fisclosures)

The risk
Forecast based valuation

Market conditons reman chalieoging and performance has vared
GOMpared 10 the Directors’ expectation, particularly in the MCD business
in the US, Creative Spark n South Africa, Lida and M&C Saztchi Export
bushesses in the UK

Determining whether the carrying value of goodwill 1s recoverable requires
the Directors to make significant estimates concerning the future cash
Tlows, which arg inherently uncertain due to the lack of contractually
committed révenues, associaled diséount rates and growth rates based
on their view of future business praspests, Given the relative sensitivity o
GErtain inputs to the impairment models, the calcwation of the recoverahle
amount of gocdwill is considered a key audit risk

Dur response
Qur procedures in¢luded:
= Assessing forecasts Challenged the assumptions included the valtue i use madels used for
googwill, mpairment testing including operating cash flow projections and long term growth
rates. We assessed the histoncal acguracy of Directors’ forecasts by companing past forecasts
1¢ actual results achieved.
= Qur sector experience: Assessed the methodo!ogy used i preparing the impairment testng
models including checking the mathematical accuracy of the impairment model and, with
the assistance of qur valuaton we formed an of the
discount rates used.
= Sensitivity analysis. Performed sensitivity analysis over changes in the key assumptions.
= Assessing transparency Considered the adequacy of the Group's disclosures in respect of its
goodwill impairment 1esting and whether disclosures about the sengitivity of the outcome of the
imparment assessment (o reasonably possible changes in key assumgtions approprately reflect
the risks Inherent in such assumption

Our results

We {ound that the Group's estumate of the recoverable amount of Goodwill to be mildly cptimistic
{2017 mildly optimistic)

Employge
Inzentive schemes
Share based
payment charge"

The rigk

The Group has enterad into 19 new share award schemes with minoriy
shargholders, of which some include a financing elemant. The total number
of sthemes in place is 58 (2017 42). This has ingreased the complexity and
the risk of error.

Our response
Qur procedures included:

= Assessment of control environment. Our testing identified weaknesses 1n design and
implementation of cantrels and as a result we have expanded the extent of gur detailed tesung
over and above that onginally planned
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{£6.1milhon; 2017, £13.5m)

Far value loss (201T: gain)
on minonty sharehnlder
put pption

The accounting far share-based paymemts is complex and the preparation
of the estimate of the share-based payment expense and tha related

@5 involve Or ungertainties, whigh requires
special audit cansideration because of the Ikelihood and potential

{£0 9rm; 2017 £3.0rm)

Minority shareholder put
option iabilities

(£18.4m; 2017; £25.1m)

Refer to page 25

(Audit Committea Report},
pages 42-43 {accounting
pelicy) and note 24 on page
89 and note 26 on page 92
(financial disclosures).

of misst of the share-based payment expense and
refated disclosures,

The effect of these matters is that, as part of our risk assessment, we
determined that the fair value of both néw and xistng incentive sghemes
has a high degree of estimation uncertainty, with a potential range of
reasanable autcomes greatar than our materalty for the fnancea!
statements as & whole. The financial statements (nota 26) disclose the
sensitivity estimated by the Group,

Inspectian af supporting documentation to understand the key terms af share awards, including
the related koan and option features

Challenge of the key assumptions underpinning the fair value calculations, including perfarmance
Torecasts, by comparing 10 our own expectations based on our knowledge of the entity and
entity's historical performance.

+ Agreeng the terms and conditions of new awards to supporting documentation.
Re-performance of the calculation of the fair value of the ermnployee incentive schemes

+ Qur sector axparience: With the assistance of our valuation speialists we formed an
independent assessment Of the methodelogy used in prepaning the valuaticn of schemes using
Monte Carlo valuation model,

Assassing transparency: evalvaung the Group's disclosures about the sensitivity of the
outcome 10 the changes in key assumptions,
Our findings

We found significaat errors, which were corrected mn the Group's estirmate of the fair valug estimate
of the awards value {2017 some errors which were corrected) and the disclosures refatng to share
awards to be praportionate (2017. proportionate)

Recoverabllity of
parent Company's
Investment In
subsidiaries and
Intercompany
recelvables

(£187 O miblian;
2017: £173 3m)

Refer to page 106
(ace:ounting palicy)

and note 36 on page 106
and note 38 on page 107
{financsa} disclosures).

The risk

Low risk, igh value

The parent Company has a signif) il n ¥ companies
In the Group. In addtion the parent has signifs inter

recevables du¢ from these subsidiaries

The carrying amouet of the parent Company’s Investments in subsidiaries
and intercomgany receivabies represent 96% (2017, 96%} of the parent
Company’s t1otal assets. Their recoverabihty is nat at a high risk of
significant misstatement or subject to significant judgement However,

due to thew materiality in the context of the parent Company financial
statemants, this I1s consldered 1o be the area that had the greatest effect on
aur overall parent Company autit.

Our response
Qur procedures included:

« Test of detal- We compared the carrying amount of a sample of the tighest value investments
and intercompany receivables, with the relevant subsidianies’ draft balance sheets to identity
whether ther net assets, beng an approxmatien of thewr minimum recoverable amount, were
n excess of their carrying amount and ¢ whether those ks have historcally
been prafit-making-

. A fary audits. A d the work performed by the subsidiary audtt team on that
sample of those subsidiaries and considering the results of that work, on those subsidiaries’
profits and net assets

Qur findings

We found some errors in the Group s gstimate of the recoverabie amount of shares in subsidiary
and inter (2017; no errors) and the disciosures related to be
proportionate {2017: proparllunale)
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In reacking our audit opimion on the financial staterments we Look into agcount the findings that we describe above and those for ather, lower risk areas Overall the findings from across the whole audit are that
the financial statements vse some mildly optimistic estimates, shghtly favour current year revenue recognitian and are hght on disclosure However, compared with materiabty and considering the qualitave
aspects of the financial statements as a whole we have not madified our opimon an the financial statements.

3) Our application of materality and an overview of the scope of our audit N .

Materjality for the Group financial statements as a whole was set at £0 9m, determined with reference ta a benchmark of normalised profit before tax from continung cperations of £20.5 mdlion (of whigh it
represents 4 4%), normalised to exciuge this year's impairment of goodwill and associates The mateniality for 2017 of £0.9m was determined with reference to 2 benchmark of profit before tax normalised
10 exclude that year's imparment of poodwill, fair value mavements an put aption liabliities and specific share based payment charges of £21.6m (of which it represented 4 2%.).

Materiality for the parent Company financiat statements as a whoie was set at £0.85m (2017: £0.9m), determined with referencs 10 a benchmark of parent Company total assets of £1951m (2017. £1797m),
(of which it represents 0.4% (2017 0.5%))

We agreed to report to the Audit Committee any corrected or uncorrected kientfied misstatements exceeding £45,000 (2¢17- £45,000), in addition to other identfied misstatements that warranted reporting
an qualitative grounds.

Of the Group’s 66 (2017 T7) reparting components, we subjected 17 {2017: 15) to full scope audits for group purposes and 2 (2017: 2) to audits of account balances and specified risk-focused audit procedures
aver fevenuve and related accounts. The latter werg not ingivigually financially significant enaugh to require a full scope audit for group purposes, but did present specific individual nisks that aeeded
ta be addressed.

The compohents within the scope of our work accounted for the following percentages of the Group's results:

Group profits

Humber of Group and losses Group

somponents revenue before tax total assets

Audits for group reporting purposes 17 5% 5% 9%
Audits ang Specified nsk-focused audit procedures over Revenue and related accounis 2 5% % 3%
Total {2018) 19 80% 0% 83%
Audits for group reporting purpcses 15 T8% 65% 8%
Audits and Specified risk-focused audit procedures over Revenue and related accounts 2 6% 8% 4%
Tota! (2017) 17 84% 5% 89%

116



INDEPENDENT AUDITOR’S REPORT

Continued

The remaining 20% (2017: 16%) of total group revenuve, 20% (2017: 21%) of Group profits and losses that made up Group profit before tax and 17% (2017 18%) of total Group assets I8 represented by 49
(2017, 60) of reporung components, none of which indwidually represented mere than 3% (2017 4%} of any of total Group révenue, Group krofits and losses before tax or total Group assets For these residual
components, we performed analysis at an aggregated group level to re-examing our assessment that there were no significant risks of matenial misstatement within these.

The Group team nstructad component auditors as to the sigmificant areas to be covered, including the relevant risks detalled above and the information to be reported back, The Group team approved the
companent materalibies, which ranged from £0.1m 1o £0 85m (2817 £0.1m to £0.9m), having regard to the mix of size and nsk profile of the Group across the components,

The Group team visited 3 (2017: 2) component locations i US, Austraha and South Africa (2017: US, Australia), to g55esS the audit risk and strategy Telephane conference meetings were also held with these
component auditors and the others that were not physically visited At these visits and meetings, the findings reported 10 the Group team were discussed in more detail, ang any further work required by the
Group team was then performed by the component auditor

The work on B of the 18 companents {2017: 7 of the 17 components) was performed by component auditors and the rest, including the audit of the panent Company, was perfarmed by the Group team Cur
audit of the parent Company was undertaken to the materiahty level specified above and was all performed at tha parent Cmpany's head office in the UK. The Group team performed procedures on the uems
excluded from normalised Group prefit before tax in both 2018 and 20i7.

4) We have nothing to report on going concern

The THrectors have prepared the financial statements on the poing congern basis as they do not intend to kquidate the parent Company or the Group ar to gease their aperations, and as they have concluded that
the parent Company's ang the Group’s financial position means that this 1s realistic. They have also concluded that there are no matersal uncertainties that could have cast significant doubt aver their abiity ta
continue as a geing concern for at least a year from the date of approval of the financial statements {“the going cancern pericd™).

Qur respansibility is to conclude an the appropriateness of the Direstors' contlusions and, had there been a matenal uncertainty related to going concern, to make reference t0 that in this audit report However,
s we cannot predict al futurs events or conditions and as subsequent evems may result in outcomes that are inconsistent with judgements that were reasonable at the ime they were made, the absence of
reference to a materlal uncertamty in this auditor’s report 1s net a guarantee that the Group ang the parent Company will continug 1n operation.

We idenufied going corcern as a key audit matter (see section 2 of this report). Sased on the work describad in our response to that key audit matter, we are required 10 report to you if we have anything
materigl to add or draw attention to in relation to the Directors’ Statement in Preparation to the financial statements on page 40 on the use of the going concern basis of accountnig with no materal uncertanties
that may cast significant doubt over the Group and the parent Company’s use of that basis for a period of at least twelve months from the date of approval of the financial statements

Wa have nothing 10 report in these respests.

5) We have nothing to report on the other information In the Annual Report

The Directors are responsible for the other information presented in the Annual Report togather with the financial statements. Qur apinion an the financial statements does not caver the other information and,
acgardingly, we do not express an audit opinion or, except 38 exphioity stated below, any form of assurance conclusion therean.

Our responsiblity is 10 read the ather wformation and, in doing $0, consider whether, based on pur financial statements audit work, the information thergin 1s matenially misstated or :nconsistent with the
or gur audit Based salely on that work we have not identified material misstatements i the other informanon.

Strategic report and Directors’ report

Basad solely on aur work on the other information
= we hava not identified material misstatements in the strategic report and the Directors' report;
= 1 our opinion the informavan given in those reports for the financial year is consistent with the financial statements, and
+ 11 our opinion thase reports have been prepared 11 accordance with the Companies Act X06.

n7



INDEPENDENT AUDITOR’S REPORT

Continued

Diselosures of principal risks and longer-term viabulity

Hased on the knowledge we acquired during our financial staterments audit, we have nothing maverial to add or draw attention to in relavion tor

the Directors’ confirmation within the Strategic report that they have carried out a robust assessment of the principal risks facing the Group, including these that would threaten its business model, future
performance, solvency and hquidity,

the Principak Aisks disciosures describing these risks and explaining how they are being managed and miligated, and

the Directors’ explanation in the Risks and uncertainties section of the Strategic report on pages 16 and 17 of how they have assessed the prospects of the Group, over what period they have done 50 and

why they considered that period ta be appropriate, and thewr statement as to whether they have a reasanasle expectation that the Group wili be able to continue in aperation and meet its habiliies as they
fall due over the period of the(r assessment, Inciuding any related disclosures drawing attenbion to any necessary gualifications or assumputions

Dur work 15 lunized to assessing these matters in the context af only the knowledge acquired during our financial statements audit. As we cannot predict all fliture events or condstions and as subsequent
evants may resuitin cutcomes that are mconsistent with judgements that were reasonable at the ime they were made, the absence of anything to report on these statements s not a puarantee as ta the
Growp's and the parent Gompany's longer-1e9m wiability
Corporate governance disciosures
wWe are required to report to you if

» we have identfied materal mconsistencies between the knowledge we acquired durning our financial statements audit and the Directors’ statement that they consider that the annual report and

financia! statemnents taken as a whole Is fair, balanced and undersiandable and provides the informatian necessary for sharenolders fo assess the Group's posttion and performance. busingss model
and strategy, or

« the section of the annual report describing the work of the Audit Committee does not appropriately address matters commumcated by us te the Audit Committee.
We have nothing to report in these respects.

8) We have nothing to report on the other matters on which we are required ta report by exception
Under the Compames Act 2006, we are required to repart to you if, n our opmicn:
= adequate accounting records have not been kept by the parent Campany, or returns adeguate for our audit have not been recelved [rom branches not visited by us, or
¢ the parent Company financial statements are not In agreement with the accounting records and returns; or
* certam disclosures of Directors' remuneration specified by law are not made: or
* we have not recerved all the information and expianations we require for our audit.

We have nothing to raport in these respects

7) Respective responsibllities
Directors’ responsibliities

As explained more fully in their statement set out on pages 36 and 37, the Dirg¢tors are responsible for: the preparation of the financial statements ncluding being satisfied that they give 3 true and fair view;
such internal control 25 they determing is necessary to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error; assessing the Group and parent
Company's ability to coatinue as a going concern, disclosing, as apphcable, matters related 1o gong concern, and using the gong cengern basis of accounting unless they either intend to kquidate the Group or
the parent Company or to cease aperations, or have no realistic alternativé but to do so
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Auditor’s responsibilities

Our objectives are to obtain reasonable assurance about whether the financial stalements as a whole are free from matenal misstatement, whether due to fraud or errar, and to 1ssue our opinion 11 an
auditor’s report. Reasonable assurance 15 a high level of assurance, but does not guarantee that an audit conducted in accordance with ISAs (UK) wil always detect a material misstatement when it exists
Misstatements can arise from fraud ar ervor and are congidered material if, indiidually or i aggregate, they sould £ bly be dto the of users taken on the basis of
the financsal statements.

A fulier deseription of aur responsibilities 15 provided on the FAG's website at www.fre.org uk/auditorsresponsibimies
8 The purpose of our audit work and to whom we owe our respansibilities

This report is made solely ta the company’s members, as a body, In accordance with Chapter 3 of Part 16 of the Companies Act 2006 and the terms of our engagement by the Company. Our audit work has
been undertaken so that we might state to the Company's mambers those matters we are required to state to them in an auditor's report, and the further matters we are required 1o state to them in
accordance with the terms agreed with the Company, and for no other purpose  To the fullest extent permtted by |aw, we 6o not accept or assume responsibiity 1o anyone cther than the Company and the
Company's members, as a body, for our audit work, far this report, or for the opinions we have formed. '

e ‘U\( ! ]
Adrian Wilcox{Sanlor Statutory Auditor)

for and on behalf of KPMG LLP, Statutory Auditor
Chartered Accountants

15 Canada Square

Londaon E14 5GL

United Kingdom
28 May 2019
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