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Financial Highlights

Key financial

Revenue of £47.3 million (2009 restated: £61.2 million) representing
a 23% reduction on a like for like basis.

Headline EBITDA of £0.1 million (2009 restated: £3.7 million).

Headline operating loss of £0.9 million (2009 restated: profit of £2.3
million).

Reported operating loss after exceptional items of £19.1 miilion
(2009 restated: profit of £4.5 million) which includes a £15.9 million
non-cash write-down of goodwill.

Underlying net debt of £19.9 million (2009: £13.4 million).

H2 profitable with a headline operating profit of £0.4 million.
New 3 year bank facility (to June 2013)

Operational Events

¢ Structural turnaround complete

o Stable operating platform

e Lloyd Northover Marlow sold
e CST acquired
e New CEOQ appointed

¢ 2 new Directors

s Central costs cut

¢ Agency overheads cut




Chairman’'s Statement
for the year ended 28 February 2010

Dear Fellow Shareholder,

It gives me great pleasure and, indeed, a considerable sense of relef to report to you that the structural turnaround of
Media Square has now been completed Your company 1S now smaller, simpler and stable, it operates eleven
agencies, each of which has a clear professional service proposition The Group i1s now trading profitably Back in
2007, following numerous acquisitions, the Group had more than forty individual operating urits, many of which were
loss making and others which were too small and fragile to be long term, viable operations The high level of debt,
poor operating margins, high central costs and management complexity at the time necessitated radical action and
we started the three year tumaround plan

Results

The twelve month penod reported on {March 2009 to February 2010) reflects the challenges of completing the final
stage of the turnaround of an already weak business against the backdrop of the credit crunch Revenues dropped
by 23% which 1s mostly a reflection of the general reduction in marketing budgets brought about by the recession,
partly underperformance by a number of our agencies which resigned unprofitable accounts and partly the disposal
of non-core agencies Operating expenses were reduced by more than £10 milton in the year and further cost
reductions will be coming into effect in the coming months Overall the headline operating loss for the twelve months
was £0 9 milhion It should be noted that for the first six months of the year we reported a loss of £1 3 mullion and that
the second half showed a significantly improved performance with profit in the six month period of £0 4 milhon  This
positive trend reflects the early benefits of the turnaround and it has centinued in the current trading penod The
significant exceptional item of £17 7 milion reflects the write-down of goodwll of £15 9 milllon as well as redundancy
and restructunng costs

Dividend

Giwven the current high level of debt and low Group operating margin, the Board do not recommend the payment of a
dividend at this time However, this policy will be kept under review The Board has no current plans to make any
significant acquisitions, nor to operate a share buy-back programme Cash flow will be used to reduce debt or to
finance small, “tuck-in" purchases which strengthen existing agencies

Structural turnaround 1s complete

The key objective of the turnaround, which started in September 2007, was to reduce the complexity of the Media
Square Group and eliminate loss-making agencies to prepare the ground to improve operating margins and reduce
debt The strategy was to focus in on a small number of agencies which had strong creative credentals and good
prospects The turnaround was onginally planned as a three year project and in practice it has been completed in 32
months |t proved to be particularly challenging as it was done agamnst the background of the collapse of Northem
Rock in September 2007 and then, far more significantly, the collapse of Lehman Brothers in September 2008 which
had a very negative effect on marketing spend for the whale of 2009 For a Group lke Media Square which was
particularly exposed to the financial services, automotive and retail sectors, the 2009 recession has proved to be very
problematic An emergency restructuning had to occur on top of the atready planned turmaround

To achieve the strategic objective of simplfication some agencies were sold, others were closed and others were
merged The Divisional structure was abolished, financial control and reporting systems were improved and central
costs have been cut from some £5 million a year in 2007 to £2 million a year now Group headcount has reduced
from more than 1,500 to 730 over the three year penod

New bank facilities

Over the past three years our cleanng bankers (onginally Bank of Scotland, now Lloyds Banking Group) have been
extremely engaged and supportive | am delighted to report that we have entered into a new three year facility with
Lloyds Banking Group which will run until June 2013 which will provide the company with a long term debt capacity of
£22 6 million and a short term revolver of £4 milhlon The facility has conventional covenant obligations and in the
opinion of the Board will meet the company's needs over the next three years The facility agreement remains
conditional on certain resolutions baing passed at the 2010 AGM as detailed in note 34 of the financial statements




Chairman’s Statement
for the year ended 28 February 2010

Board changes

To reflect the completion of the turnaround a number of changes have been made to the Board Dunng the past year
Graeme Bums stood down as Finance Director and was replaced by Bruce Winfield Nige! Bacon stood down as a
Non Executive Director and was replaced by Neil Canetty-Clarke As planned | completed my term in an executive
position and was replaced by Peter Reid as Chief Executive

On 19 May, we announced the appointment of Tim Lindsay as a Non Executive Director Tim was previously the
President of TBWA UK & Ireland, the Chairman of Publicis UK and the CEQ of Lowe Howard Spink  He has a long
and distinguished record in the marketing communications industry and will be a great asset to the Media Square
Board

Prospects

Although 1t 15 early days, the months of March and Apnl have produced encouraging trading results The focus on
the eleven core agencies 1s proving to be successful and the significant reduction in the cost base s reflected in
greatly improved profitability For the two months of March and Apni the management accounts (unaudited) show
cumulative operating profits in excess of budget, compared to the same two months [ast year where the Group lost
more than £600,000

Durnng the turnaround and recession the Media Square agencies have had some success with new business wins
but the Board beltieves that this 1s now our major opportunity going forward as, with robust operations and
management clanty, we should be able to significantly improve our new business record

Shareholders 11 Media Square have had a lot to put up with in recent years but it 1s to be hoped that their patience
will now be rewarded Margins are stll too low and the debt burden remains too high, but we have every prospect of
improving both of fhese over the next few years

Roger Parry
Chairman
18 June 2010




Business review
for the year ended 28 February 2010

Chief Executive Officer’'s Review

In hne with most other marketing commurnications businesses, 2008 was an excepticnally challenging year for Media
Square, with widespread reductions in advertising and marketing budgets Moreover, the tirming of the recession was
particularly difficult given that the Group was midway through an extensive turnarcund programme and thus began
the penod with a relatively low operating profit margin, weak systems and a number of small non-viable loss-making
agencies

Faced with these conditions, the key focus of the Group through the year was to implement a wide range of cost
reduction programmes, both at Group level and in the majonty of agencies, in order to match operating costs with
reduced revenues

The structural turnaround 1s now complete and the Group now has a much more focused portfolic with agencies
across the five disophnes of Advertising, PR, Marketing, Research and Design With the lower overall cost base we
are now well placed to benefit from an ongoing recovery in the marketing communications sector

Going forward the long-term strategy of the Group remains unchanged, with a focus en buillding a small number of
marketing communications agencies each of which will have scale, in terms of number of staff, and breadth, in terms
of a range of clients This will be achieved by crgamic growth, carefully targeted tuck-in acquisittons and possibly
further consolhdation of business units  This will position them to build stronger overall economics and return fo
growth, as well as making them more resilient in the face of client losses or any future economic downturns

Segmental summary

Media Square consists of 11 agencies which have histoncally been reported in three segments The breakdown of
the revenue and headline operating profit by segment 1s shown below

Year ended Year ended
28 February 2010 28 February 2009

Headline Headline
operating operating
Revenue profit/{loss) Revenue profit/(loss)
£m £m £m £m
Advertising* 25.8 0.9 N7z 29
Marketing 103 03 123 05
Design 113 05 178 22
Central - {2.6) - (33)
Other 01) - {0 6) -
Total 47 3 {0 9) 612 23

*Advertising includes Market Research and Public Relations

The majonity of the Group’s agencies suffered significant revenue reductions over the course of the year Those with
more exposure to the financial services, retall and automotive sectors, suffered the largest reductions, while agencies
in the research, digital and direct marketing areas, generally performed more strongly

The Design segment was particularly hard hit with the fargest overall decline in revenue of 35% which reflects both
the significant cuts in design work generally and also the completion of the major CBS London Underground contract
at arken, our point-of-purchase agency, which had produced extremely high revenues in the 2008 and 2009 financial
years

Geographical summary
Approximately 75% of the Group's revenue was denved from its UK businesses

Now the structural turnaround has been completed, the majonty of the Group’s activity 1s focused in the UK The bulk
of our revenues in Asia and the USA are represented by the activities of our advertising agency The Gate and our
research business llummas Lloyd Northover operates relatively small businesses in Hong Kong and Singapore

Duning the past year most of the non-UK revenues have been represented by tocal clients in Asia and Amenca but
going forward there will be greater emphasis on serving clients on a multinational basis
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As can be seen from the figures i the chart, non-UK revenues held up much better than those in the UK market
This 1s partly a reflection of the mix of clients and partly a benefit of currency movements

Year ended February 2010 2009
Revenue Revenue

£m £m

United Kingdom 352 49 2
Rest of Europe & World 122 124
Eliminations (01) (O 4)
Total 47 3 612

Period summary “A game of two halves”

The main focus of the past year has been to reduce costs urgently dunng a time when revenues were falling fast
The benefits of the cost reduction only started to be felt in the second half of the year As can be seen from the table
below, operating performance in the second six months was significantly better than in the first ha!f of the year

T T T T T T T T T Headhine
' Operating |
FY 2010 Revenue Overheads Profit/ (Loss)
| £m £m £m .
i First Haif 234 (24 7) {13) 1
! Second Half 239 {23.5) 0.4
LVaa'lanc:e +0 5 +1.2 +1 7j

The trend seen in the second half has continued into the current trading penod
Cost reduction

Faced with the broad-based reduction in chent spending, the Group's wide ranging cost reduction programme has
had three major elements

= Rationalisation of the Group’s property portfolic with a reduction of total space occupied by approximately
42,000sq ft resulting in annual property cost savings of approximately £1 2m

+  Significant streamlining of Corporate and Head Office functions including abolition of divisional structure and
closure of the Head Office function based in Bollington Resultng savings for FY 2010 exceeded
expectations outlined in last years Annual Report  FY 2011 central costs are now budgeted at £2 1m and at
£1 9m for FY 2012 (onginal forecasts £2 5m and £2 1m)

e  Further headcount and overhead reductions 1n individual agencies during the year In total this resulted in
annuahsed savings of approximately £8m n the eleven agencies

Many of these cost savings were implemented in the first half of the financial year, with the full benefit of the
programme only beginning to be realised over the second half Mowing into the current financial year, the Group now
has a radically lower overall cost base and stands to benefit disproportionately from a continuing recovery in
marketing budgets

Remuneration

Further progress was made over the course of the year in reforming remuneration structures across the Group
Steps were made to harmomise cash incentive structures and a significant grant of restricted share units has been
made to senior agency managers In total 3 million 10p Ordinary shares were 1ssued and placed into the Employee
Benefit Trust to cover potenhal awards, all of which have challenging performance conditions attached to them

We face an increasingly competitive market for talent and rewarding people through pedformance linked share
schemes helps with recruitment, retention and motivation This award of restricted share units reflects the Board’s
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broader belief that it 1s cntical to the future success of the Group that senior managers have a meaningful stake in the
Group and share In the value that they help create

Strategy

Now that the structural tumaround 1s complete, the key focus of the Group 1s on delivenng operational improvements
in order to return individual agencies and the Group to operating margins in ine with long-term industry average
levels

Achieving this goal requires that agencies in the Group focus on both winning additional chients and increasing spend
from existing clients, as well as ensunng that they are delivering their services as efficiently as possible A number of
the Group's agencies remain sub-scale, especially following headcount reductions forced by the recession This
Issue needs to be addressed by new business success, growing existing clients and carefully targeted tuck-in
acquisihons

The acquisition of Chick Smith Trott (CST) in January 2010 1s one such investment The addition of the agency
significantly strengthens the Group's overall advertising proposition and helps the economics of The Gate with whom
CST share property and other faciities It also provides a platform to grow in the consumer advertising arena

A second element of the Group's strategy 1s a further reduction in the overall debt burden over the medium term
With the improving outlook for the Group, it 1s envisaged that this will be achieved pnmanly from the generation of
cash fiow from operations, but we may explore issuing new equity

As was announced earlier In the year, the Group had been In discussions to sell two business units  The Group
currently remains in discussions to complete the sale of twentysix New York and will provide a further update once
the outcome of these discussions i1s known However, given the weak economic environment, the Board has decided
that it was not in shareholder's best interests to proceed with the second disposal at this time

New business / Client spending

The key 1ssue faced by the Group dunng the year was not the loss of individual clients, but significant reductions in
many chent budgets

Indeed, new business performance remamned reasonably strong, with annualised revenue from new business
projects and assignments totaling £19m  Major new client assignments awarded dunng the year included Avon,
Ciiro&n, EDF Energy, Gatwick Airport, General Mills, Henderson Global Investors, House of Fraser, Kellogg's, Lego
and Nestlé

However, this solid new business performance was more than offset by cuts in client spending, especially in the
financial services and automotive sectors, and this 1s reflected in the overall reduction in revenue

Looking forward the opportunity for the Group 1s to continue to iImprove its new business record whilst benefiting from
a recovery in chent marketing budgets over the current financial year and beyond

Current trading and outlook

Following the cost reduction programme put in place in the first half of the year to February 2010 the Group benefited
from a stronger performance In the second half of the year This momentum has been built on in the early part of the
new financial year with both March and Apnil defivenng operating profit matenally ahead of budget

As a result the Group remamns, in ine with many other companies in the sector, cautiously optmistic about the
prospects for the year ahead, aibeit that visibility remains relatively linited

If the current momentum 1s mantaned the Group would expect to see a retumn to revenue growth, although margins
will likely remain below thesr full potential and below average industry levels unti all agencies have achieved the nght
scale

Chief Executive Officer
18 June 2010



Business review
for the year ended 28 February 2010

Chief Financial Officer’'s Statement
Financial review

For the twelve month period under review, revenue totalled £47 3 milhon (2009 restated £61 2 milion) Headline
earnings before interest, taxation, amortisation and depreciatton (EBITDA) were £0 1 million (2009 restated £37
million) The headline operating loss was £0 9 miflion (2009 restated profit of £2 3million)

Basis of headline and restatement of 2009 results

The 2010 Income Statement excludes the results of the Group’s design and branding operations in Marlow and In
Dubai which became discontinued operations over the course of the year

Additionally, in establishing the basis for headiine EBITDA and headline operating profit, the following items have
been excluded exceptional costs of £17 7 million (2009 restated £2 8 million of exceptional income) and costs of
share-based remuneration of £0 5 million {2009 £0 6 million) Included within the exceptional costs was a non-cash
itemn of £15 9 million related to impairment of goodwill carrying values

Net debt and debt facilities

Underlying net debt was £19 9 million (2008 £13 4 million) as at the penod end, excluding £6 milion (2009 £4 3
million) of restrnicted cash which 1s included in the reported net debt of £13 8 milhon (2009 £9 1 milhon) This cash
represents advanced receipts from clients that may have only short term benefit and in the Board’s opinion
underlying net debt 1s a more representative figure of the position at the year end

This figure represents an increase in underlying net debt of £6 5m over the course of the year This increase reflects
not only the operating loss for the year and the Group's financing costs, but also the significant exceptional
restructunng costs that were required in the face of the recession

The Group’s net debt balance represents gross debt of £22 5m (2009 £20 1m) less cash of £8 Bm (2009 £11m) held
by the Group, £6m (2009 £4 3m) of this cash represents advanced receipts from clients In addion, the Group has
a freehold property asset which was valued at £3 25 miflion in early 2010

A major element of the Group's debt facility was due to expire in April 2011 and thus we are pleased that we have
recently agreed to enter into an extension to our overall banking facility with Lioyds Banking Group (subject to certan
resolutions being passed at the 2010 AGM as detailed in note 34 of the financial statements) The structure of the
faciity provides the Group with the flexibility to rebuild operating results and key ratios over the next three years to
acceptable industry levels

Balance sheet and cash flow

Balance sheet movements during the periods reflect the trading in the Group together with the disposal of certain
assets and the effect of the significant goodwill impairment during the year

On an annual basis the Board reviews the carrying value of the Group's goodwill Foilowing the impact of the
recession on the Group's trading the Board felt that certain businesses within the Group could no longer justfy their
goodwill carrying value resulting in £15 9m of goodwill being written off

This goodwill write-off was the pnmary reason for the reduction in assets in the penod to £60 4 mullion (2009 £81 8
million) Liabilittes increased shghtly to £56 4 million (2009 £53 5 million), pnmanly reflecting the increased net debt,
leaving positive net assets of £4 0 million

Capital expenditure was again miimised and kept to approximately 70% of depreciaton  Looking forward, capital
expenditure is expected to remain below the annual depreciation charge for the foreseeable future

Working capital management remains strong with no matenal movement in the Group's debtor or creditor days
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Disposals / Discontinued Operations

Over the course of the year the Group conducted a significant restructure of its design and branding business, Lloyd
Northover, which resulted in both the Marlow and Dubai offices of the business becoming discontinued businesses
The Marlow office was subsequently sold to existng management The loss from discontinued operations for the
year of £3 1 million (2009 £2 2 million) reflects a goodwill write-off of £0 8 million as well as the loss on disposal from
the sale of the Marlow office and trading losses relating to these discontinued businesses

Financial Risk Management

The Group continues to hold two interest rate hedges that were put in place in 2005 by way of interest rate swaps
{one with a value of £18 75m expining Apnl 2011 and the second with a value of £2 Om reducing quarterly to nil on
expiry October 2014)  Although for the majonty of their lives the swaps helped keep Group Interest costs well below
those payable if interest had not been hedged, for the past two years it has resulted in matenally higher interest costs
than would otherwise have been the case As part of the new facility, the Group has agreed to enter into a new
interest rate swap to replace the £18 75m existing swap, at a lower interest rate

The Group has some currency nsk with 25% of its revenues being generated outside of the UK The Group does not
currently enter any currency hedging arrangements

Key Performance Indicators (KPls)

The Group monitors indvidual business unit's performance using a number of key performance indicators the most
significant of which are

s  Revenue per head which 1s a function of the value created by our staff and the fees charged for work Our
target range 1s from £80,000 to £100,000 per head per annum depending on the type of services provided
and the location of the agency

« Operating profit margin which measures overall business efficiency where the agency target 1s 15% of
gross revenue

In the year under review, given the impact of cuts in marketing spending, the majonty of agencies i the Group did
not meet these target KPIs As a result of the cost cutting efforts, the Group was able to maintain revenue per head
at £67,000, but a number of agencies suffered reductions in therr operating margins, which transtated into a
corresponding reduction in the Group's overall operating margin

Taxation

The total tax charge for the year was £0 6 million (2009 credit of £0 3 millon) Ordinanly a tax credit would be
expected but due to the non-cash goodwill impairment (which 1s a non-tax deductible expense) and the Group’s
prudent appreach to deferred tax recogrition a small tax charge resulted

During the year the Group paid taxes of £43,000 (2009 £10,000)

In future years, the Group expects to have limited tax liabilities since 1t holds significant deferred tax assets At the
end of the financial year, it held on its books a deferred tax asset of £1 5m (2009 £2 0m) However, In addition to
this figure, it has unrecognised deferred tax assets of £3 3m

Employee Benefit Trust

On 18 November 2009, the Group created an Employee Benefit Trust to act as a vehicle for managing employee
incentive schemes On 20 November 2009 the Group placed 3 million Ordinary shares into the trust to meet its
habihties regard to a new set of restricted share awards to senior executives  In addition, the Group transferred
viously held in Treasury into the Trust At the same time, Directors and semor managers In the
ncel 2 9 milhon existing warrants and share options

ce Winfield
ief Financial Officer
8 June 2010
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Directors’ report
for the year ended 28 February 2010

The Directors present therr report together with the audited financial statements for the year ended
28 February 2010

Principal activity
The pnncipal activities of the Group are advertising, marketing and design services

Business review

A detalled review of the business (s included 1n the Business Review on pages 4 to 9 of these financial statements
which includes an overview of the key performance indicators of the business

Financial nsk management objectives and policies
The objective of the Board I1s to manage nsk across the Group enabling the Group to achieve its business objectives
A strong system of internal controls as detalled on page 15 1s a key compenent of the nsk management process

Changes in key business ohjectives which may alter the nsks faced by the operating businesses or central function
are monitored closely by the Board throughout the year to ensure that the necessary changes to internal controls or
procedures are implemented

The main nsks ansing from the Group’s financial instruments are interest rate nsk, credit nsk, hiquidity nsk and foreign
currency sk

In addition the Group faces ongoing operational nsk including the predominance of its business within the UK,
potential loss of key clients and potential loss of key personnel

A detailed review of financial nsk management 1s given in note 27
Directors
The Directors of the Company, all of whom were Directors for the whole year unless indicated otherwise and their

interests in the shares of the Company as at 1 March 2009 and 28 February 2010 were as follows

Number of Ordinary shares of 10p each

2010 2009
Roger Parry 664,747 564,747
Peter Reid (appointed 5 November 2008) 206,667 -
Bruce Winfield (appointed 24 Apnl 2008) 149,931 -
Michael George 846,665 840,714

Neil Canetty-Clarke (appointed 24 November 2009) -

10
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Share options

The Company currently has three different mechanisms for share-based payments

¢  Share Option Schemes
* \Warrants
» Restrnicted Share Scheme

Within share options, there are eight schemes, as follows
Enterpnse Managemeni Incentive (EMI) Scheme

Unapproved Share Option Scheme

2005 Company Share Option Plan

e & & & ¢ & 0 &

2005 Savings-Related Share Option Scheme

2006 Savings-Related Share Option Scheme
2007 Savings-Related Share Option Scheme
2008 Savings-Related Share Option Scheme
2009 Sawvings-Related Share Option Scheme

Three Directors, Roger Parry, Peter Reid and Bruce Winfield have interests in the above share-based payment

schemes, as follows

At
Roger Parry At 1 March Forfeited 28 February Exercise/
2009 in year 2010 Subscription Option/Subscription
No No No price pence peniod
2007 Savings-Related Share Option Scheme 4725 - 4,725 800 Nov2010-May 2011
2008 Savings-Related Share Option Scheme 7,520 - 7.520 500 Nov 2011 — May 2012
Warrants 800,000 {800,000) - 1500  Jun 2008 - Jun 2013
Warrants 300,000 (300,000) - 2000 Jan 2009 - Jan 2014
Warrants 300,000 (300,000) - 2500 Jan 2009 - Jan 2014
Warrants 700,000 (700,000) - 2500  Jun 2009 — Jun 2014
Warrants 700,000 (700,000) - 3000 Dec 2009 - Dec 2014
Granted/ At
Peter Reid At 1 March Issued In 28 February Exercise
2009 Year 2010 Price
No No No pence Option period
Unapproved Share Option Scheme 57,000 - 57,000 690  Oct2010-0ct 2013
2009 Savings-Related Share Option Scheme 31,263 - 31,293 116 Nov 2012 —May 2013
2008 Restricted Shares Scheme 40,000 - 40,000 £1intotal  Apr2011 - May 2011
2007 Restricted Shares Scheme 70,000 - 70,000 £1ntotal Sep 2010 —Oct 2010
Granted/ At
Bruce Winfield At 1 March Issued in 28 February
2009 Year 2010 Exercise
No No No Price pence Option pericd
Unapproved Share Option Scheme 5,000 . 5,000 2450 Sep 2008 - Sep 2011
2009 Savings-Related Share Option Scheme 31,293 - 31,293 116 Nov2012 - May 2013
2008 Savings-Related Share Option Scheme 7,520 - 7,520 500 Nov2011 - May 2012
2007 Restricted Shares Scheme 100,000 - 100,000 £1 intotal  Sep 2010 - Oct 2010

Dunng the year the maximum share pnce was 18 75 pence {penod ended 28 February 2009 83 75 pence) and the
mimimum was 4 0 pence (penod ended 28 February 2009 9 5 pence) The share pnce at 28 February 2010 was 13

pence (28 February 2009 9 5 pence)

11
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Substantial shareholdings
Apart from the interests of the Directors, the interests in excess of 3% of the 1ssued share capital of which the
Company has been notified at 18 June 2010 were as follows

Ordinary shares Percentage of

of Ordinary share

10p each capital

No %
Pnme Active Capital PLC 10,290,399 28 45
Promethean Investments Fund LLP 3,531,000 976
Hawk investment Holdings 2,815,000 778
Hansa Trust plc 1,300,000 359

Payments to suppliers

It 1s the Group's policy to agree appropniate terms and conditions for its transactions with suppliers by means
ranging from standard terms and conditions to individually negotiated contracts and pay supphers according to
agreed terms and conditions, provided that the supplier meets those terms and conditions  The Group does not
have a standard or code which deals specificaily with the payment of suppliers

Group trade payables at the year end amount to 55 days of average supplies (2008 50 days) The Company trade
payables are 45 days (2009 40 days)

Employment policies

The employment policies of the Group embady the pnnciples of equal opportunity and are tallored to meet the needs
of its different businesses and the local areas in which they operate This includes suitable procedures to support the
Group's policy that ndividuals should not be discnminated against on the basis of race, disability, age, gender,
sexuality or religion and that they should be considered for employment and subsequent training, career development
and promoticn on the basis of their aptitudes and abilities

The Group gives full consideration to applications for employment from mentally and physically disadvantaged people
where the requirements of the job can be adequately fulfilled by a disadvantaged person

Where existing employees become disadvantaged, it 1s the Group's policy wherever practicable to provide continuing
employment under normal terms and conditions and to provide training and career development and promotion to
disadvantaged employees wherever appropnate

Directors’ responsibilities for the Group financial statements
The Directors are responsible for prepanng the Annual Report and the financial statements in accordance with
applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that law the
Directors have elected to prepare Group financial statements in accordance with Internationa) Financial Reporiing
Standards as adopted by the European Umion (IFRS) The financial statements are required by law to give a true and
fair view of the state of affairs of the Group and the profit or loss of the Group for that penod  In prepanng these
financial statements, the Directors are required to

¢ select suitable accounting policies and then apply them consistently

* make judgements and estimates that are reasonable and prudent

s state whether applicable IFRS have been followed, subject to any matenal departures disclosed and explained in
the financial statements

« prepare the financial statements on the going concemn basis unless 1t 1S inappropriate to presume that the
Company will continue in business

12
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The Directors are responsible for keeping adequate accounting records that disclose with reasonable accuracy at any
time the financial position of the Group and enable them to ensure that the Group financial statements comply with
the Companies Act 2006 They are also responsible for safeguarding the assets of the Group and hence for taking
reasonable steps for the prevention and detection of fraud and other iregulanties

In so far as the Directors are aware

+ there 15 no relevant audit information of which the Group's auditors are unaware, and
* the Directors have taken all steps that they ought to have taken to make themselves aware of any relevant
audit information and to establish that the audrtors are aware of that information

The Directors are responsible for the maintenance and integnty of the corporate and financial information included on
the Group's website Legislation in the United Kingdom goverming the preparation and dissemination of financial
statements may differ from legislation in other junsdictions

Auditor
Grant Thornton UK LLP offer themselves for reappointment as auditor in accordance with section 489 of the
Companjat Act 2006

ORDER OF THE BOARD
ruce Winfield

Director

18 June 2010
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Corporate governance
for the year ended 28 February 2010

The Directors recognise the value of the principles of good governance and have taken appropnate measures to
ensure that the Group has adopted measures appropnate for a group of its size

Directors

The Board ts responsible for approving group policy and strategy It met regularly dunng the financtal penod and has
a schedule of matters specifically reserved {o it for decision Management supply the Board with appropniate and
timely information and the Board are free to seek any further information they consider necessary All Directors have
access to independent professional advice at the Company’s expense

The biographies of the Directors are set out below

Roger Parry, Non Executive Chairman

Roger was appainted as Executive Chairman in July 2007 On 31 December 2009 he moved into the Non Executive
Chairman's role He has held a number of senor executive positions in media and marketing companies and has
been involved in a number of major business turnarounds  Prior to Media Square he was Chairman and Chief
Executive of Clear Channel International, Chief Executive of More Group plc, Development Director of Aegis Group
ple, and a consultant with McKinsey and Co

Roger i1s Non Executive Chairman of four quoted companies

Peter Reid, Group Chief Executive

Peter was appointed to the Board on 5th November 2009 and became Group Chief Executive on 1st January 2010
He 15 also Chairman of our Market Research group, llluminas Peter joined Media Square in October 2007 as Group
Development Director

Before this, Peter was a Semor Manager at the management consultants, McKinsey & Co At McKinsey, Peter
focused on media, sports and telecoms sectors, including werking with private equity houses on a number of major
media tumarounds and leading extensive research into digital and mobile advertising

Prior to McKinsey and business school, Peter worked for Sibson Consulting, where he joined a team of four to
establish and grow the London office of an international human capital consulting firm  Peter has an MBA from
INSEAD and an M A (Hons) in European History & French from the University of Edinburgh

Bruce Winfieid, Group Finance Director & Group Chief Operating Officer

Bruce was appointed to the Board on 24 Apnl 2009 Bruce joined Media Square in 2004 and has been the Chief
Operating Officer since 2007 He started hus career with Bnfish Arways He qualified as a certified accountant in
1990 and has a degree in commercial law Prior to joining Media Square Bruce worked in various Finance Director
and Managing Director roles within Havas Advertising for a period of ten years Bruce has considerable public
company expenence which includes being Finance Director of the isted software group ACT plc  Prior to ACT Bruce
was Finance Director of Sigmex plc

Michael George, Non Executive Director

Michael joined the Board on 8 June 2006 as a Non Executive Director He 1s the Managing Director of Maxcap
Partners and Stanhope Capital Partners and until 2006 was an Investment Director with Electra Quoted Management
Limited where he managed a portfolio of venture capital trust and private equity investments

Neil Canetty-Clarke, Non Executive Director

Neil joined the Board on 24 November 2009 He 1s co-founder of www schoolstrader com He graduated from
Edinburgh University in 1884 and joined Margan Grenfell In 1989 he joined LWT and became Group Finance
Director of LWT (Holdings) plc in 1892 He has also worked as Group Finance Director of Guardian Media Group
pic, CFO of ITouch plc and in senior finance roles at Granada and ITV  In 2008, he attended the AMP at Harvard
Business School

Neil 1Is Chairman of the Audit Committee

Tim Lindsay, Non Executive Director
Tim joined the Board on 19 May 2010 as a Non Executive Director

Tim has extensive expenence (n adverising and marketing He was President of TBWA where he was responsible
for accounts including Nissan, Mars, Milller and Haagen-Dazs Pnor to that he was Chairman of Publicis UK where
he looked after Asda, the Army, McVities and L'Oreal From 1993 to 2004 he held vanous positions at Lowe
Worldwide and was responsible for Stella Artots, Heineken, Olympus, Diageo and Tesco From 1991 to 1993 he was
Managing Director of Young & Rubicam, respensible for Olympus, Fosters, Smirnoff, Walkers and Pirell and prior to
that he worked at Bartle Bogle Hegarty, and was responsible for Levis

Tim was educated at the Kingswood School Bath, Magdelene College Cambndge and Harvard Business School
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Corporate governance
for the year ended 28 February 2010

Relations with shareholders

The Group values the views of its shareholders and recognises their interest in the Group's strategy and
performance The Annual General Meeting 1s used to communicate with shareholders and they are encouraged to
participate The Directors will be available to answer questions at the Annual General Meeting Separate resolutions
are proposed on each issue in order that they can be given proper consideration and there 15 a resolution to approve
the annual report and financial statements

All shareholders can gain access to information about the Group through the website www mediasquare co uk

The role of the Board
The Board, supported by an operational Board and an executive team, I1s responsible for the management and
successful development of the Group by

setting the strategic direction

upholding the highest standards of corporate govermnance

supporting management and encouraging entrepreneunal excellence
monitoring and guiding operational performance

establshing polices and internal contrals to safeguard the Group’s assets
enabling the personal development of employees

The composition of the Board provides a blend of skills and expenence that ensures it operates as a balanced team

Internal control

The Board 1s responsible for maintaining a strong system of internal control to safeguard shareholders’ investments
and the Group's assets The system of internal financial control 1s designed to provide reasonable, but not absolute,
assurance against matenal misstatement or loss

The Directors are responsible for the Group's system of financial contrel and for reviewing its effectiveness The key
features of the systems of internal financia! control are as follows

o the Group is headed by an effective Board which leads and controls the Group The final selection of any
Director 1s performed by the full Board and any appointment i1s approved by the Board

+ the Board recewes and reviews on a timely basts financial and operating information appropnate to being able to
discharge its duties

¢ the Group's operating procedures include systems for reporting financial and non-financial infermation to the
Board including
« preparation and review of annual pians and budgets
= preparation and review of monthly management infermation reports
+ review of the business at each Board meeting, focusing on any new nsks arsing

The Board has concluded that an internal audit function 1s not required at this time but the ongoing matter will be kept
under review

Audit Committee
This committee 1s compnsed of Michae! George and Neil Canetty-Clarke and its terms of reference include reviewing
the findings of the auditors’ work and the effectiveness of internal controls

Remuneration Committee

This committee 1s compnsed of all Non Executive Directors and its terms of reference include reviewing and
determining the level of remuneration for Executive Directors and the introduction of appropriate share-based
payment schemes

Going concern

The financial statements have been prepared on the basis that the group 1s a going concern  The Directers have
prepared cash flow forecasts which support this and, since the year end, the Group has agreed to refinance its
borrowings with Lloyds Banking Group (subject to certain resolutions being passed at the 2010 AGM), details of
which are supplied in note 34 of the consolidated financial statements These borrowings will be secured and
committed until June 2013 Accordingly, the financial statements have been prepared on a going concern basis
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Report of the independent auditor

REPORT OF THE INDEPENDENT AUDITOR TO MEDIA SQUARE PLC

We have audited the consolidated financial statements of Media Square plc for the year ended 28 February 2010
which compnise the consolidated income statement, the consolidated statement of comprehensive income and
expenses, the consolidated balance sheet, the consolidated statement of changes in equity, the consolidated cash
flow statement and the related notes The financial reporting framework that has been applied in therr preparation 1s
applicable law and International Financial Reporting Standards (IFRS) as adopted by the European Union

This report I1Is made solely to the Company’s members, as a body, in accordance with Chapter 3 of Pant 16 of the
Companies Act 2006 Our audit work has been undertaken so that we might state to the Company's members those
matters we are required to state to them in an auditor's report and for no other purpose To the fullest extent
permitted by law, we do not accept or assume responsibility to anyone other than the Company and the Company’s
members as a body, for our audit work, for this report, or for the opinions we have formed

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

As explained more fully in the Directors’ Responsibiities Statement on pages 10 to 13, the Directors are responsible
for the preparation of the Group financial statements and for being satisfied that they give a true and farr view Cur
responsibility 1s to audit the Group financial statements in accordance with applicable law and Internationa! Standards
on Auditing (UK and reland) Those standards require us to comply with the Auditing Practices Board's (APB's)
Ethical Standards for Auditors

SCOPE OF THE AUDIT OF THE FINANCIAL STATEMENTS

A descnption of the scope of an audit of financial statements 1s provided on the APB's website at
www frc org uk/apb/scope/UKNP

OPINION ON FINANCIAL STATEMENTS
In our opinion the Group consolidated financial statements

= give a true and fair view of the state of the Group's affairs as at 28 February 2010 and of its loss for the year
then ended,

= have been properly prepared in accordance with IFRS as adopted by the European Union, and

*  have been prepared in accordance with the requirements of the Companies Act 2006

SEPARATE OPINION IN RELATION TO IFRS

As explained in Note 2 to the Group financial statements, the Group in addition to complying with its legal obligation
to comply with IFRS as adopted by the European Union, has also complied with IFRS as 1ssued by the International
Accounting Standards Board (IASB)

In our opinion the Group financial statements comply with IFRS as 1ssued by the IASB
OPINION ON OTHER MATTER PRESCRIBED BY THE COMPANIES ACT 2006

In our apinicn the information given in the Directors’ Report for the financial year for which the Group financial
statements are prepared is consistent with the Group financial statements

MATTERS ON WHICH WE ARE REQUIRED TO REPORT BY EXCEPTION

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to
you if, in our opinion

= certain disclosures of directors’ remuneration specified by law are not made, or
= we have not received all the information and explanations we require for our audit




Report of the independent auditor

OTHER MATTER

We have reported separately on the parent Company financial statements of Media Square pic for the year ended 28
February 2010

Cb-w\.k’Mv-_ VL T

Dawvid Miller

Senior Statutory Auditor

for and on behalf of Grant Thornton UK LLP
Statutory Auditor, Chartered Accountants
London

18 June 2010




Consolidated income statement
for the year ended 28 February 2010

Total Total

2010 2009

£'000 £'000

Note Restated
Revenue 3 47,298 61,244
Adminustrative expenses {48,183) (58,977)
Headline operating (loss)/ profit (885) 2,267
Exceptional tems 4 (17,740) 2,825
Share-based payments (465) (586)
Operating (loss)! profit (19,090) 4,508
Loss on disposal of subsidiary undertakings 30 - (368)
Finance costs 6 {1,845) (1,983)
Finance costs relating to dernvative 6 - (1,263)

Loss on sale of an investment 6 (118) -

Finance income 6 25 186

Finance income relating to denvative 6 165 -
Net finance cost 6 (1.773) (3,060)
(Loss)/ profit from continuing operations before taxation 5 (20,863) 1,078
Tax on (loss)/ profit 9 {626} 341
{Loss)/ profit from conbnuing operations {21,489) 1,419
Loss from discontinued operations 10 (3.079) (2,168)
Loss for the year {24,568) (747)

Attributable to

Parent Company's shareholders (24,568) (700)
Minonty interests - (47)
Loss transferred to reserves (24,568) (747)
Basic less per share from total operations 11 {76 21p) (2 17p)
Diluted loss per share from total operations 11 (76 21p) (2 17p)
Basic (loss)/iearnings per share from continuing operations 11 (66 66p) 4 55p
Diluted (loss)/ earnings per share from continuing operations 11 (66 66p) 381p

The accompanying accounting policies and notes form an integral part of these financial statements




Consolidated statement of

comprehensive income and expense
for the year ended 28 February 2010

Total Total
2010 2009
£'000 £'000
Loss for the year (24,568} (747)
Other comprehensive (expense}/ income’
Exchange differences on translating foreign operations (16) 707
Other comprehensive (expense) income for the year (16) 707
Total comprehensive expense for the year (24,584) (40)
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Consolidated balance sheet
as at 28 February 2010

2010 2009
Note £'000 £'000
Non-current assets
Intangible assets 12 100 -
Goodwill 13 23,670 40,289
Property, plant and equipment 14 5,625 6,018
Financial assets 15 415 533
Deferred tax 23 1,500 1,966
31,310 48,808
Current assets
Inventories 16 1,022 1,033
Trade and other receivables 17 19,322 20,723
Carporation tax 127 280
Cash and cash equivalents 18 8,634 11,001
29,105 33,037
Total assets 60,415 81,843
Current liabilities
Trade and other payables 19 (31,079) (30,090)
Corporation tax (35) (19)
Borrowings 20 (3,367) (167)
Financial liabilities 21 {4) (5,482)

(34,485) (35,758)

Non-current Liabilities

Borrowings 20 {19,172) (14,414)
Financial labilities 21 {1,040} (1,205)
Provisions for iabilities 22 (1,749) (2,125)
{21,961) (17,.744)
Total habilities {56,446) (53,502)
Net assets 3,969 28,341
Shareholders’ funds
Share capital 24 3,617 3,317
Share premium account 37,866 37,686
Capital redemption reserve 13,268 13,268
Merger reserve 5,078 5,078
Share-based payment reserve 714 800
Investment in own shares (1,385) (905)
Translation reserve 211 227
Retained eamings (55,400) {31,130)
Total equity shareholders' funds 28 3,969 28,341

The financial statements were approved by the Board of Directors on 18 June 2010 and signed on its behalf by

Peter Reid

ruce Wiffield
Director

The accompanying accounting policies and notes form an integral part of these financial statements
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Consolidated statement of change
in equity

for the year ended 28 February 2010

Share- Invest-
Share Capital based mentin Transl-
Issued premium redemption Merger payment own ation Retained Minority Total
capital account reserve reserve reserve shares reserve earnings Total Interest equity
£'000 £'000 £'000 £000 £'000 £'000 £'000 £'000 £'000 £'000 £'000

Balance at 29 February 2008 16,585 37,686 - 5,078 354 (805) (480) {30,610) 27,848 (500) 27,348
Exchange gain ansing on
consolidation - - - - - - 707 - 707 - 707
Net profit recogrised directly
in other comprehensive
ncome - - - - - - 707 - 707 - 707
Loss for the financial year - - - - - - - {700} (700) (47) (747)
Total recognised expense for
the year - - - - - - 707 {700) 7 (47) (40)
Repurchase of deferred 4p
shares following consolidation  {13,268) - 13,268 - - - - - - - -
Treasury shares bought-back - - - - - (100) - - (100) - (100}
Liquidation of mmonty interest - - - - - - - - - 547 547
Employee share-based
compensation - - - - 586 - - 586 - 586
Share-based compensation
vested in the year - - - - {180) - - 180 - - -
Balance at 28 February 2009 3,317 37,688 13,268 5,078 800 {905) 227 {31,130) 28,341 - 28,341
Exchange loss ansing on
consolidation - - - - - - (16} - {16) - (16)
Net expense recegnised
directly in other
comprehensive iIncome - - - - - - (16) - (16} - {16)
Loss for the financial year - - - - - - - (24,568) (24,568) - (24 ,568)
Total recognised expense for
the year - - - - - - (18) (24,568) (24,584) - (24,584)
Shares 1ssued to employee
benefit trust 300 180 - - - {480) - - - - -
Purchase of minonty interest - - - - - - - (255) {255) - (255)
Employee share-based
compensation - - - - 467 - - - 467 - 467
Share-based compensation
vested in the year - - - - (553) - - 553 - - -
Balance at 28 February 2010 3,617 37,866 13,268 5,078 714  (1,385) 211 {55,400) 3,969 - 3,969

The accompanying accounting policies and notes form an integral part of these financial statements
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Consolidated cash flow statement
for the year ended 28 February 2010

2010 2009
Note £'000 £000

Cash (outflow)! inflow from operating activities
Cash (outflow)/ inflow from operating activibes before taxation 25 (1,070} 3,691
Corporation tax paid (43) (10)
Net cash (outflow)/ inflow from operating activities after
taxation {1,113} 3,681
Cash inflow/{outflow) from investing activities
Finance income received 25 199
Acquisition of subsidiary undertakings (577) (87)
Purchase of property, plant and equipment (738) (S80)
Disposal of subsidiary undertakings (329) 5,409
Proceeds from disposals of property, plant and equipment 1 146
Net cash on discontinued operations - {363)
Net cash (outflow) inflow from investing activities (1,618) 4314
Cash inflow! (outflow) from financing activities
Purchase of treasury shares - (100)
Finance cost paid {1.611) (1.540)
Repayment of borrowings {929) (6,380)
Drawdown of revolving credit facility 3,200 -
Capital element of hire purchase agreements (3) (158)
Net cash inflow/ {outflow)} from financing activities 657 (8,178)
Net decrease Iin cash and cash equivalents (2,074) {183)
Cash and cash equivalents at beginning of year 11,001 9,632
Effect of exchange rate changes on the balance of cash held in
foreign subsidianes {293) 1,652
Cash and cash equivalents at end of year 18 8,634 11,001

The accompanying accounting policies and notes form an integral part of these financial statements
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Notes to the consolidated financial

statements
for the year ended 28 February 2010

1 GENERAL INFORMATION
Media Square plc and its subsidianes’ pnncipal activities are advertising, marketing and design services

Media Square plc, a Public Limited Company, 1s incorporated and domiciled i the United Kingdom

The financial statements for the year ended 28 February 2010 {including the comparate for the year ended 28
February 2009) were approved by the Board of Directors on 18 June 2010 Amendments to the financial statements
are not permitted after they have been approved

2. ACCOUNTING POLICIES

These consolidated financial statements have been prepared using the required measurement bases specified
under International Financial Reporting Standards (IFRS) and in accordance with applicable IFRS as adopted by the
European Union and IFRS as issued by the International Accounting Standards Board

Adoption of IAS 1 - Presentation of Financial Statements (revised 2007)

The Group has adopted IAS 1 - Presentation of Financial Statements (revised 2007) which has led to the
inclusion of a new primary statement, the consolidated statement of comprehensive income The adoption of this
accounting standard has had no further effect on the current or previous year's Group financial statements

The consolidated balance sheet presented in the 29 February 2008 financial statements has not been affected by
the adoption of the new standard and as such has not been disclosed in the current year Group financial
statements

Adoption of IFRS 2 - Share-hased payments (amended)
The Group has adopted IFRS 2 - Share-based payments (amended) during the year and the adoption of this
accounting standard has had no effect on the current or previous year's Group financial statements

Prior year restatement

The pnor year consolidated income statement, cash flow statement and supporting notes have been restated to
separate the results and cash flows of the discontinued Lloyd Northover Marlow and Dubai operations from those of
the continuing operations as required under IFRS 5 Non-Current Assets Held for Sale and Discontinued Operations

Overall considerations
The significant accounting policies that have been used in the preparation of these consohdated financial
statements are summansed below

The consolidated financial statements have been prepared using the measurement bases specified by IFRS for
each type of asset, iability, ncome and expense The measurement bases are more fully described n the
accounting policies below

The accounting estimates and assumptions are consistent with the Group's latest approved budget and 3 year
forecast where applicable Judgements are based on the information avatlable at each balance sheet date All
estimates are based on the best information available to management

Going concern

The financial statements have been prepared on the basis that the group I1s a going concern The Directors have
prepared cash flow forecasts which support this and, since the year end, the Group has agreed to refinance its
borrowings with Lloyds Banking Group (subject to certain resolutions being passed at the 2010 AGM), details of
which are supplied in note 34 of the consolidated financial statements These borrowings will be secured and
committed unt! June 2013 Accordingly, the financial statements have been prepared on a going concern basis
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Notes to the consolidated financial

statements
for the year ended 28 February 2010

Standards and Interpretations not yet applied by Media Square
The following new Standards and Interpretations, which are yet to become mandatory, have not been apphed In
the Group's 2010 financial statements

Effective for reporting
Standard or Interpretation _perniods starting on or after
Amendment Group Cash-settled Share-based Payment Transactions 1 January 2010
toIFRS 2
IFRS 3 Business Combinations (revised 2008) 1 July 2009
IFRE 9 Financial Instruments 1 January 2013
IAS 24 Related Party Disclosures (revised 2009))
IAS 27 Consolidated and Separate Financial Statements (revised 1 July 2009

2008)

Amendment Financial Instruments Recognition and Measurement - 1 July 2009
to IAS 39 Ehgible Hedged Items
Amendment Reclassification of Financial Assets Effective Date and 1 July 2009
to IAS 39 Transition
Amendment Embedded Dernvatives 30 June 2009 '
to IAS 39 and
IFRIC 9
IFRIC 17 Distnbutions of Non-cash Assets to Owners 1 July 2009
IFRIC 18 Transfers of Assets from Customers 1 July 2009
IFRIC 19 Extinguishing Financial Liabilibies with Equity Instruments 1 July 2010

Based on Media Square pic's current business model and accounting policies, management does not expect
matenal impacts on the Group’s financial statements when the Standards and Interpretations become effective

Significant accounting estimates and judgements

Certain estimates and judgements need to be made by the Directors which affect the results and position of the
Group as reported in the financial statements Estimates and judgements are required if, for example, as at the
reporting date not all liabilities have been settled and certain assets and liabilities are recorded at fair value which
requires a number of estimates and assumptions to be made.

The major areas for estimation and judgement within the financial statements are as follows

Revenue recognition

At each reporting penod, the Group has a number of advertising, marketing and design projects in progress
Management review each project to determine the project's progress and reach a judgement as to the revenue that
should be recognised Management base this judgement on the best available project mformation !

Accruals In respect of acquisitions and disposals

On acquisiion or disposal of a company or business, all of the costs of acquisition and disposal are net incurred
immediately Management must judge what costs will occur and estimate the value of these to ensure that all costs
are captured Management assess this by reference to past expenence and through revtewing the transactions in
detail to determine what costs will be incurred

Provisions

Provisions are made by Group for costs in relation to property costs for onerous leases and dilapidation costs These
provisions require judgement as to the level of dilapidations required and the penod over which to calculate the
onerous lease provision Management assess this by reference to past expenence and knowledge of the current
status of properties

Other provisions are recognised for legal cases where formal claims have been received by the Group Management
assess the nisk of these cases to ensure that the cost provided covers the potential exposure to the Group
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Notes to the consolidated financial

statements
for the year ended 28 February 2010

Impairment of goodwill

Determining whether gocdwill 1s impaired requires an estimation of the value in use of the cash-generating units to
which goodwill has been allocated The value in use calculation requires the management te estimate the future cash
flows expected to anse from the cash-generating unit and a suitable discount rate in order to calculate present value
The key variable in assessing value in use 1s the forward cash flow forecasts and management review these in detail
and perform sensitivity analysis to determine whether an imparrment charge should be recorded

Deferred tax assets

In determinung the deferred tax asset to be recognised management carefully review the recoverability of these
assets on a prudent basis and reach a judgement based on the best availlable infformation Management assess
whether there are likely to be sufficient available taxable profits for which deferred tax assets can be utiised based on
the Group's three year forecast As for impairment reviews, these forecasts are sensitised to ensure that the impact
of any changes in key cash flows are reflected in the deferred tax asset recogrised Management also assess the
period over which deferred tax assets relating to short term timing differences and capital allowances will reverse and
ensure that this will occur over the same penods that profits are forecast

Valuation of dertvative interest rate swaps

To determine the fair value of interest rate swap denvatives at a reporting penod management must consider how
future interest rates will change, the forecast repayment penod of debt and how these vanables will affect the value of
the denvative Management obtain a valuation from a professional source and review the output to conclude on the
gain or loss to record in the Group financial statements

Estimates and judgements used in the financial statements are based on histoncal expenence and other
assumptions that the Board of Directors and management consider reasonable and are consistent with the Group’s
latest budgeted forecasts where applicable Judgements are based on the information available at each balance
sheet date Although these estimates are based on the best information available to management, actual results
may ultmately differ from those estimates

Basis of consolhidation
Subsidianes are all entiies over which the Group has the power to control the financial and operating policies The
Group obtains and exercises control through voting nghts The consolidated financial statements of the Group

incorporate the financial statements of the parent Company as well as those entities controlled by the Group by full
consolidation

Intra-group balances and transactions, and any unrealised gains or losses ansing from intra-group transactions, are
elimmated in preparing the consolidated financial statements

Business combinations and goodwill

Goodwill ansing on consolidation represents the excess of the cost of acquisition over the Group's interest in the fair
value of the identifiable assets and liabilities of 2 subsicdiary at the date of acquisition Goodwill 1s imihally recogrused
as an asset at cost and 1s subsequently measured at cost less any accumulated impairment losses Negative
goodwill 1s reccgnised Immediately after acguisition in the Income statement  Goodwill which 1s recognised as an
asset 1s reviewed for impairment at least annually Any imparment I1s recognised immediately in profit or loss and 1s
not subsequently reversed

Business combinations completed prior to date of transition to IFRS

The Group has elected not to apply IFRS 3 Business Combinations retrospectively to business combinations pnor
to the date of transition to [FRS

Accordingly the classification of the combination (acquisition, reverse acquistion or merger) remains unchanged from
that used under UK GAAP Assets and liabilities are recognised at date of transition if they would be recognised
under IFRS, and are measured using ther UK GAAP carrying amount immediately post-acquisition as deemed cost
under IFRS, unless IFRS requires fair value measurement Deferred tax and munonty interest are adjusted for the
impact of any consequential adjustments after taking advantage of the transitional provisions
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Notes to the consolidated financial
statements
for the year ended 28 February 2010

Intangible assets acquired as part of a business combination

In accordance with IFRS 3 Business Combinations, an intangible asset acquired 1n a business combination 1s
deemed to have a cost to the Group of iis far value at the acquisition date The fair value of the intangible asset
reflects market expectations about the probability that the future economic benefits embodied In the asset will flow to
the Group Where an intangible asset might be separable, but anly together with a related tangible or intangible
asset, the group of assets I1s recognised as a single asset separately from goodwill where the individual far vatues of
the assets in the group are not reliably measurable Where the individual fair values of the complementary assets
are rehably measurable, the Group recognises them as a single asset provided the individual assets have similar
useful ives

Intangible amortisation
Customer contracts are amortised over the shorter of five years or the pened that such contracts end

Non-current assets held for sale

Non-current assets and disposal groups classified as held for sale are measured at the lower of carrying amount and
farr value less costs to sell

Non-current assets and disposal groups are classified as held for sale if their carrying amount will be recovered
through a sale transachon rather than through continuing use  This cendition 1s regarded as met only when the sale
1s highly probable and the asset or disposal group I1s available for mmediate sale in its present condition
Management must be commutted to the sale which should be expected to qualfy for recognition as a completed sale
within one year from the date of classification

Impairment
The Group's goedwill, plant and eguipment are subject 1o impairment testing

For the purposes of assessing impairment, assets are grouped at the lowest levels for which there are separately
identifiable cash flows (cash-generating units) As a result, some assets are tested indwidually for impairment and
some are tested at cash-generating unit level Goodwill is allocated to those cash-generating units that are expected
to benefit from synergies of the related business combination and represent the lowest level within the Group at
which management controls the related cash flows

Goodwill and individual intangible assets or cash-generating units with an indefinite useful Iife are tested for
impairment at least annually Al other individual assets or cash-generating units are tested for impairment whenever
events or changes i circumstances indicate that the carrying amount may not be recoverable

An impairment loss 1s recognised for the amount by which the asset's or cash-generating unit's carrying amount
exceeds its recoverable amount The recoverable amount 1s the higher of farr value, reflecting market conditions less
costs to sell and value in use, based on an intemal discounted cash flow evaluation Impairment losses recognised
for cash-generating units, to which goodwill has been allocated, are credited initially to the carrying amount of
goodwill Any remaining impairment loss 18 charged pro rata to the other assets in the cash generating unit  With the
exception of goodwill, all assets are subsequently reassessed for indications that an impairment loss previously
recognised may no longer ex:st

Property, plant and equipment

Property, plant and equipment are carmied at acquisition cost less subsequent depreciation and impairment
losses Depreciation is charged on these assets in equal annual nstaiments over the estimated useful economic
Iife of each asset, taking into account the estimated residual value of each asset which i1s assessed at least
annually The land element of freehold property 1s not depreciated The rates generally applicable are

Freehold property 2% per annum
Leasehold improvements shorter of the lease period and the life of the asset
Plant and machinery 6 7% to 33% per annum
Motor vehicles 25% per annum
Fixtures and fitings 10% to 25% per annum
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Notes to the consolidated financial

statements
for the year ended 28 February 2010

Inventories and work 1n progress
Inventones and work in progress are stated at the lower of cost and net realisable value, after making allowance
for obsolete and slow moving items Inventones are accounted for on a first in first out (FIFQ) basis

Taxation
The tax charge or credit for the period represents the sum of current tax and deferred tax

Current tax 1s based on the taxable profit or loss for the year Taxable profit or loss differs from net profit or loss as
reported 1n the iIncome statement as it excludes items of iIncome or expense that are deductible in other years and
items that are never deductible The current and deferred tax charges and credits are calculated using tax rates and
laws that have been enacted or substantively enacted at the balance sheet date

Deferred tax i1s the tax expected to be payable or recoverable on differences between the carrying amounts of assets
and habilities in the financial statements and the corresponding tax bases used in the computation of taxable profit,
and 1s accounted for using the balance sheet hability method Deferred tax iabiibes are generally recognised for all
taxable temporary differences and deferred tax assets are recognised to the extent that it 1s probable that taxable
profits will be avallable against which deduchble temporary differences can be utilsed Such assets and liabilities are
not recognised If the temporary difference anses from the initial recognition of goodwill or of other assets and
lkabilities in a transachion (other than in a business combination) that affects neither the tax profit nor the accounting
profit

The carrying amount of deferred tax assets 1s reviewed at each balance sheet date and reduced to the extent that it
1s no longer probable that sufficient taxable profits will be available to allow all or pari of the asset to be recovered

Deferred tax i1s calculated at the tax rates that are expected to apply in the perniod when the liability 1s settled or the
asset 1s realised

Deferred tax 1s charged or credited in the income statement, except when 1t relates to items charged or credited
directly to equity, in which case the deferred tax i1s also dealt with in equity

Provisions for habilities

Provisions are recognised when present obligations will probably lead to an outflow of economic resources from
the Group and they can be reliably estimated A present obhgation anses from the presence of a legal or
constructive commitment that has resulted from past events

Provisions are measured at the eshmated expenditure required to settle the present obligation, based on the most
reliable evidence available at balance sheet date and all future estimated cash flows are discounted to arrive at
the present value of the provision

Prowvisions for habiibies include onerous property contracts for which the present value of onerous lease costs i1s
provided for on an estimated basis until the final settlement amount crystalises

Leases

In accordance with (AS 17, the economic ownershup of a leased asset 1s transferred to the lessee if the lessee bears
substantially all the nsks and rewards related to the ownership of the leased asset The related asset Is recognised
at the time of inception of the lease at the far value of the leased asset or, If lower, the present value of the lease
payments plus incidental payments, if any, to be borne by the lessee A correspending amount 1s recognised as a
finance leasing hability, rrespective of whether some of these lease payments are payable up-front at the date of
inception of the lease

Subseguent accounting for assets held under finance lease agreements, 1 @ depreciation methods and useful lives,
correspond to those applied to comparable acquired assets The corresponding finance teasing ability 1s reduced by
lease payments less finance charges, which are expensed to finance costs Finance charges represent a constant
penodic rate of interest on the outstanding balance of the finance lease hability

All other leases are treated as operating leases Payments on operating lease agreements are recognised as an
expense on a straight-line basis Associated costs, such as maintenance and insurance, are expensed as sncurred
The Group does not act as a lessor
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Foreign exchange
These financial statements are presented in Sterling which 1s the presentational currency of the Group

Transactions in foreign currencies are translated at the exchange rate ruling at the date of the transaction Monetary
assets and liabilities in forergn currencies are translated at the rates of exchange ruling at the balance sheet date
Exchange differences are dealt with through the income statement

The results of overseas subsidiary undertakings are translated at the average exchange rate (being an approximation
to the rate at the date of transactions throughout the year) and the balance sheets of such undertakings are
translated at the year end exchange rates Exchange differences ansing on the retranslation of opening net assets of
overseas subsidiary undertakings are taken to the translation reserve  On disposal of a foreign operation the
cumulative translation differences are transferred to the income statement as part of the gain or loss on disposal

Segment reporting
In 1dentifying its operating segments, management generally follows the Group's historical segmental structure

The activities undertaken by the Adveriising segment include international advertising, public refations and market
research consultancy The Marketing segment offers digital marketing, direct marketing, sales promotion and
experimental marketing services The Design segment offers packaging design, corporate branding, permanent
retail point of sale manufacture, specialist visual identity and photography services

All inter-segmental trading 1s carned out at arm's tength prices

Financial instruments

Classification as equity or financial hlabiity

Financial liabilities and equity mstruments are classified according to the substance of the contractual arrangements |
entered into '

A financial hability exists where there 1s a contractual obligation to deliver cash or anocther financiat asset to another
entity, or to exchange financial assets or financial lhabilites under potentially unfavourable condrtions  1n addition
contracts which result in the entity delivening a vanable number of its own equity instruments are financial liabilities
Shares containing such obhgations are classified as financial habilities

An equity instrument 1s any contract that evidences a residual interest in the assets of the Group/Company after
deducting all of its labilites Dividends and distnbutions relating to equity instruments are debited direct to equity

Financial assets

Financial assets are divided into loans and receivables, financial assets at fair value through income statement and
available for sale financial assets The designation of financial assets 1s re-evaluated at every reporing date at which
a choice of classification or accouniing treatment is available

All financial assets are recognised when the Group becomes a party to the contractual provisions of the instrument
Financial assets other than those categorised as at fair value through income statement are recogrised at fair value
plus transaction costs Financial assets categonsed as at farr value through the income statement are recognised
initially at fair value with transaction costs expensed through the income statement

Financial assets at fair value through income statement include financial assets that are erther classified as held for
trading or are designated by the entity as at fair value through income statement upon initial recognition - Subsequent
to initial recognition, the financial assets included in this category are measured at fair value with changes in farr
value recognised in the iIncome statement Financial assets ongmally designated as financial assets at fair value
through the income statement may not be reclassified subsequently

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in
an active market Trade receivables and other receivables are classified as loans and receivables Loans and
receivables are measured subsequent to initial recognition at amortised cost using the effective interest method, less
provision for impairment  Any change in their value through impairment or reversal of imparment 1s recognised in the
income statement Discounting, however, 1s cmitted where the effect of discounting 18 Immatenal

For available-for-sale financial assets, gains and losses ansing from changes in farr value are recogrised directly in
equity through the statement of recognised income and expense, untd the secunty 1s disposed at which time the
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cumulative gain or loss previously recogrused in equity 1s included 1n the consolidated income statement for the
penod If an avallable-for-sale investment is determined to be impaired, the cumulative loss previously recognised in
equity I1s iIncluded in the iIncome statement for the penod

Provision against trade receivables 1s made when there is objective evidence that the Group will not be able to collect
all amounts due to it in accordance with the onginal terms of those recevables The amount of the wnte-down 1s
determined as the difference between the asset's carrying amount and the present value of esimated future cash
flows

An assessment for mpairment 1s undertaken at least at each balance sheet date

A financial asset 1s de-recognised only where the contractual nghts to the cash flows from the asset expire or the
financial asset I1s transferred and that transfer qualfies for de-recognition A financia! asset 1s transferred f the
contractual nghts to receive the cash flows of the asset have been transferred or the Group retains the contractual
nghts to receive the cash flows of the asset but assumes a contractual obligation to pay the cash flows to one or
more recipients A financial asset that 1s transferred qualifies for de-recognition if the Group transfers substantially all
the nsks and rewards of ownership of the asset, or if the Group nerther retains nor transfers substantally all the nsks
and rewards of ownership but does transfer control of that asset

Financial liabilities
The Group's financial iabilitles constst of borrowings, a loan note, deferred consideration and trade and other
payables

Financial labilites are obhigations to pay cash or other financial assets and are recognised when the Group becomes
a party to the contractual provisions of the instrument Financial habilities categonsed as at fair value through the
income statement are recorded inivially at fair value, all transaction costs are recognised immediately in the profit and
loss account All other financial iabilities are recorded initially at fair value, net of direct issue costs

Financial habilities categonsed as at fair value through the income statement are re-measured at each reporting date
at faur value, with changes in fair value being recognised in the income statement  All other financial hab:libes are
recorded at fair value then amortised cost using the effective interest metheod, with interest-related charges
recognised as an expense In finance cost In the income statement Finance charges, including premiums payable on
settlement or redemption and direct 1ssue costs, are charged to the income statement on an accruals basis using the
effective interest method and are added to the carrying amount of the instrument to the extent that they are not
settled in the penod in which they anse

Financial habilites are categonsed as at farr value through the income statement where they are classified as held-
for-trading or designated as at fair value through the income statement on initial recognition

A financial liability 1s de-recogntsed only when the obligation 1s extinguished, that 1s, when the obligation 1s
discharged or cancelled or expires

Financial instruments - derivatives

All denvatives are recognised at fair value through the income statement The value of the denvative 1s reassessed
and farr valued at each reporting date

The only denvative contract in existence dunng the penod relates to an interest swap on the Group's bank
borrowings

Cash and cash equivalents
Cash and cash equivalents include cash at bank and in hand as well as short term highly hquid investments such as
hank deposits

Equity

Share capital is determined using the nominal value of shares that have been i1ssued Premiums received on the
iruttal 1ssuing of share capital are credited to share premium account Any transaction costs associated with the
issuing of shares are deducted from share premium, net of any related income tax benefits

Investment in own shares represents the costs Incurred by the Group to acquire its own shares and the cost of
shares held within an employee benefit trust

29




Notes to the consolidated financial

statements
for the year ended 28 February 2010

Retained earmings includes all current and prior penod results as disclosed in the income statement

The translation reserve 1s used to record foreign exchange translation differences that occur as a result of the
translation of overseas subsidiary undertakings’ financial statements

The merger reserve represents the difference between the issue price and the nominal value of shares 1ssued as
consideration for the acquisition of a subsidiary undertaking when the Company has taken advantage of merger
rehef

The capital redemption reserve represents the nominal value of shares repurchased and cancelled by the
Company

Revenue

Revenue as stated on the face of the income statement ts tumover less third party direct costs, thereby giving the
revenues attnbutable to the Group for the value of work undertaken All payroll costs are included within
administrative expenses

Revenue 1s recognised when the Group has satisfied performance cntena that give it the nght to income
Revenue 1s recognised by the Group on the following basis

« Revenue from service projects i1s recognised by reference to the nght to consideration This can be assessed by
measunng the rabo of far value of work done tn a period to the total far value of work required to complete the
project

+ Retaner revenue 1s recognised evenly across the time penod to which 1t relates
« Media commission ts recogrised when the related job has been successfully completed

e Work In progress costs relating to service contracts are carred forward at the lower of cost and net realisable
value with no profit recognition

Exceptional items

Exceptional ltems are items of either income or cost which are one-off in nature, not of a general nature and anse
infrequently in either the Group's or a subsidiary company’s business cycle These items by their defimtion cannot be
included within the ongoing administrative expenses shown n the income statement

These costs generally anse from non-recuming events including restructuring and reorganisation foliowing an
acquisition or disposal of a subsidiary company, restructuning and reorganisation following a change in the way a
business or market operates, restructuring and reorgarisation following a change in the leadership of the Board of
Directors and strategy, relocation of the business The costs themselves include redundancy costs, relocation and
property costs, onerous lease costs, business integration costs, impawrment of redundani assets, re-branding costs,
consultants’ fees and legal fees

Impairment of goodwill 1s included within exceptronal costs as it 1s not expected to occur in the normal course of
business

Also included 1n this category 1s the release of accruals and provisions that were made in previous accounting
periods In relation to transaction costs and other prowisions that have now proved to be surplus in relation to the
actual costs and habilittes incurred or now expected to anse

Employee benefits

The Group operates defined contnbution pension schemes Contnbutions payable to the schemes are charged to
the income statement in the year to which they relate  These contnbutions are invested separately from the
Group's assets

Short-term employee benefits, including holiday entittement are included in current pension and other employee
obligations at the undiscounted amount that the Group expects to pay as a result of the unused entitlement
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Share-based employee remuneration

Media Square plc makes awards of share-based payments to the employees of the Company and its subsidiary
companies As part of the remuneration of ts employees the associated non-cash expense Is charged over the
vesting percd of the share-based payment within the iIncome statement of the parent  Ali share-based payment
arrangemenits are recognised in the consolidated financia! statements The Group operates equity-settled share-
based remuneration plans for remuneration of its employees

All employee services received in exchange for the grant of any share-based remuneration are measured at their fair
values These are indirectly determined by reference to the fair value of the share-based payments awarded Therr
value 15 appraised at the grant date and excludes the impact of any non-market vesting conditions

All share-based remuneration 1s ultimately recogrused as an expense in the Income statement with a corresponding
credit to the share-based payment reserve If vesting penods or other vesting conditions apply, the expense i1s
allocated over the vesting period, based on the best avallable estimate of the number of share options expected to
vest Non-market vesting condrtions are included in assumptions about the number of options that are expected to
become exercisable Estimates are subsequently revised if there i1s any indication that the number of share options
expected to vest differs from previous estimates No adjustment 1s made to the expense recognised in prior periods if
fewer share options ultimately are exercised than onginally estmated

Upon exercise of share-based payments, any proceeds recewved net of any directly attnbutable transaction costs up
to the nominal value of the shares issued are allocated to share capital with any excess being recorded as share
premium
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3. SEGMENTAL ANALYSIS

Year ended 28 February 2010 Advertising  Marketing Design Unallocated Eliminations Total
£'000 £'000 £'000 £'000 £'000 £'000

Revenue
From external customers 25,720 10,331 11,247 - - 47,298
From other segments 45 20 3 - (96) -
Segment revenues 25,765 10,351 11,278 - (96) 47,298
Headline operating profit/ (loss) 935 318 463 (2,601) - (885)
Exceptional items {9,719) (682) {6,630) (709} - (17,740)
Share-based payments - - - (465) - (465)
Operating loss (8,784) (364) (6,167) (3,775) - (19,090)
Net finance costs {1,773)
Loss before tax (20,863)
Taxation (626}
Loss after tax {21,489)
Segmental assets 40,040 8,786 10,751 838 - 60,415

Other segment information

Capital expenditure 207 115 354 62 - 738
Depreciation 492 202 224 101 - 1,019
Goodwill impairment 9,893 600 5,450 - - 15,943

The unallocated operating loss, exceptional items, share-based payments and segmental assets relate to central
costs

The depreciation charge and goodwll impairment disclosed relates to continuing operations only and as such
does not agree to the figures disclosed in notes 13 and 14 of the financial statements
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3. SEGMENTAL ANALYSIS continued

Year ended 28 February 2009 Advertising Marketing Design Unalloccated Eliminations Total
£'000 £'000 £'000 £'000 £'000 £'000
Restated Restated Restated Restated Restated Restated

Revenue
from external customers 31,484 12,339 17,421 - - 61,244
from other segments 176 15 362 - (553) -
Segment revenues 31,660 12,354 17,783 - (553) 61,244
Headline operating profit/ {loss) 2,899 508 2,180 (3,320) - 2,267
Exceptional items (20} (345) (951) 4,141 - 2,825
Share-based payments - - - (586) - (586)
Operating profit/ (loss) 2,879 163 1,229 235 - 4,506
tgzz r?:k?:égosal of subsidiary (368)
Net finance costs (3,080)
Profit before tax 1,078
Taxation 341
Profit after tax 1,419
Segmental assets 48,023 10,310 19,054 4,456 - 81,843

Other segment information
Capial expenditure 377 239 268 22 - 906
Depreciation 591 295 421 113 - 1,420

Impairment of property. plant & . - -
equipment 30 223 253

The unallocated operating loss relates to central costs of £3 7m and foreign exchange gamns of £0 4m The
unallocated exceptional items, share-based payments and segmental assets relate to central costs

The capital expenditure and depreciation charge disclosed relates to continuing operations only and as such does
not agree to the figures disclosed in note 14 of the financial statements

The Group's revenue from external customers and its geographic allocation of total assets may be summansed
as follows

Year ended Year end
28 February 2010 28 February 2009

Revenues Non-current  Revenues Non-current
assets assets
£'000 £'000 £000 £'000
Restated Restated
United Kingdom 35,196 24,737 49,247 36,856
Rest of World 12,227 6,573 12,408 11,950

Ehminations {125) - (411) -
Total 47,298 31,310 61,244 48,806
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4 EXCEPTIONAL ITEMS

2010 2009

£'000 £'000

Restated
Restructuring and reorganisation costs (1.416) (887)
Propenty related provisions, costs and impairments {740) (878)
Release of transaction cost accruals - 1,138
Release of acquisition provisions 359 3,452
Goodwil! impairment (15,943) -
(17,740) 2,825

The provision released in the year was recorded as a fair value adjustment on the acquisition of a subsidiary It
has been released in the pencd as the events for which it was made have not matenalised

The goodwill impairment charge above relates to continuing operaticns only and as such does not agree to the
figures disclosed in note 13 of the financial statements

5 (LOSS)/ PROFIT FROM CONTINUING OPERATIONS BEFORE TAXATION
The (loss)/ profit on continuing operations 1s stated after charging

2010 2009
£'000 £'000
Restated
Auditors’ remuneration
Audit of consolidated group and parent company 110 161
Non-audit services - audit of subsidary undertakings 45 50
Non-audit services - ad hoc advice 13 -
Non-audit services - taxation services - 10
Non-audit services - transaction support - 1
Depreciation
Property, plant & equipment owned 975 1,379
Property, plant & equipment held under finance leases and hire purchase
contfracts 44 41
Loss on disposal of property, plant & equipment 18 16
Impawrment of property, plant & equipment - 253
Share-based payment charge 465 586
Hire of plant and machmnery 255 306
Other operating lease rentals 2,660 3,127
6 FINANCE INCOME AND FINANCE COSTS
2010 2009
£'000 £'000
Finance cost for borrowings at amortised cost 1,845 1,870
Loss on sale of an invesiment (note 15) 118 -
Finance cost for finance lease arrangements - 13
Loss on interest rate swap - 1,263
Finance costs 1,963 3,246
Finance income on financial assets camed at amortised cost {25} (186)
Gain_on interest rate swap (165) -
Finance income (190) (186)
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7 DIRECTORS AND EMPLOYEES
Staff costs duning the year were as follows

2010 2009
£'000 £'000
Restated
Wages and salanes 32,182 37,851
Share-based payments 465 586
Social secunty costs 3,070 3,602
Pension costs 591 941
36,318 42,980
The average number of employees in the Group duning the year were
2010 2009
No No
Restated
Production 454 533
Administration and sales 315 373
769 906
Directors’ remuneration
For the year ended 28 February 2010
Compen Total Total Pension Pension
sation year year year year
Salary/ Benefits  forloss ended ended ended ended
fees inkind of office 28 02 2010 28 02 2009 2802 2010 2802 2009
£'000 £'000 £'000 £'000 £'000 £'000 £'000
Executive Directors
Roger Parry (1) 209 10 188 407 260 - -
Peter Reid {(n} 55 2 - 57 - 3 -
Bruce Winfield (i) 161 8 - 169 - 6 -
Graeme Bums (iv) 71 6 27 104 214 10 30
Non Executive Directors
Roger Parry (v) 8 - - 8 - - -
Nigel Bacon (vi) 19 - 13 32 40 - -
Michael George 25 - 25 40 - -
Neil Canetty-Clarke (v} 7 - - 7 - - -
555 26 228 809 554 19 30
n Roger Parry resigned as Executive Chairman on 31 December 2009

()
{m}
()
U]
vy
{vi)

Bruce Winfield was appointed as the Group Finance Director on 24 April 2009

Graeme Burns resigned on 30 June 2009

Roger Parry was appomnted Non Executive Chairmen on 1 January 2010

Nigel Bacon resigned on 18 November 2009

Neil Canetty-Clarke was apponted on 24 November 2008

Share-based payment charge

2010 2009

£'000 £'000

Roger Parry 28 154
Peter Reid 21 20
Bruce Winfield 15 15
64 189

Peter Reid was appointed to the Board on 5 November 2009 and as the Group Chief Executive on 1 January 2010
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8 SHARE-BASED REMUNERATION

The Group has 3 different methods of share-based remuneration
¢ Share options

«  Warrants

s Restricted Share Scheme

81 Share Options

The Group has a number of share option schemes for its employees (including Directors) Options for each scheme
are exercisable at a price fixed at the date of grant, according to the rules applicable to each scheme The vesting
penod 1s usually 3 to 5 years The options are settled in equity once exercised

If any options remain unexercised after the latest exercise date, the options expire  Options are normally forfeited (f
the employee leaves the Group before the options vest (with the exception of the save as you earn scheme)

Details of the number of share options and the weighted average exercise pnce (WAEP) outstanding dunng the year
are as follows -

2010 2009

WAEP WAEP

No pence No pence

Outstanding at the beginning of the year 1,206,265 101 15 951,856 142 70
Granted dunng the year 1,179,735 11 60 582,800 5000
Forfeited duning the year (288,134) 7205 (271,666) 11397
Expired dunng the year (180,500) 117.67 (56,725) 212 29
Outstanding at the end of the year 1,917,366 48.74 1,206,265 101 15
Exercisable at the year end 228,771 209 61 409,744 173 05

The share cptions outstanding at the end of the year have a weighted average remaining contractual ife of 3 years
(2009 2 years) and have the following exercise pnces

Exercise
price 2010 2009
pence No. No

30 April 2009 67 50 - 100,000
29 June 2009 18000 - 80,500
1 May 2010 190 00 29,027 29,715
18 May 2010 180 00 100,000 100,000
1 May 2011 8000 88,823 173,870
2 September 2011 245 Q0 99,744 129,244
1 October 2013 69 00 100,000 100,000
1 May 2012 50 00 366,976 492 936
1 May 2013 11 60 1,132,796

1,917,366 1,206,265

Nil options were exercised dunng the year (2009 nul)
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8

SHARE-BASED REMUNERATION continued

The fair values of the share options were calculated using the Tnnormial Valuation Model The inputs to the model

were as follows

2010
Dunng the current year the following options were granted
Weighted
Weighted Weighted average
average average Expected fair value
Number share exercise Expected Expected Riskfree dividend at grant
granted pnce price  volatility Iife rate yield date
Date of 1Issue No. pence pence % years % % pence
3 August 2009 1,179,735 16 00 11.60 55 00 375 3.15 150 7.80
2009
Durning the pnor perod the following options were granted
Weighted
Weighted Weighted average
average average Expected far value
Number share exercise Expected Expected Risk free dividend at grant
granted pnce price volatility life rate yield date
Date of 1ssue No pence pence % years % % pence
5 August 2008 582,800 60 00 50 00 45 00 374 471 1 50 25 00

Expected volatiity was determined by calculating the historical volatility of the Group's share price over the previous
years The expected Iife used in the model has been adjusted, based on the management's best estimate, for the
effects of non-transferability, exercise restrichons and behavioural considerations

8 2 Warrants

The 2,800,000 warrants in existence dunng the year were all due to Roger Parry  On resignation as an Executive
Director of the Group, Roger Parry forfeited all his rights to these options

Share price

Number Subscnption Subscription Subscription at date

1Issued price Period Period of 1ssue

Date of 1ssue No pence start end pence

2 July 2007 800,000 150 00 30 June 2008 30 June 2013 117 50

2 July 2007 300,000 200 00 30 January 2008 30 January 2014 117 50

30 August 2007 300,000 250 00 30 January 2009 30 January 2014 87 50

30 August 2007 700,000 25000 30 June 2009 30 June 2014 87 50

30 August 2007 700,000 30000 30 December 2009 30 December 2014 87 50
2,800,000

During the current year no warrants were 1ssued (2009 nil)

8 3 Restncted Share Scheme (RSS)

Dunng the current year no restncted shares were 1ssued (2009 1,135,000)
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9 TAX ON {LOSS)/ PROFIT ON ORDINARY ACTIVITIES
The tax charge/ {credit) 1s based on the {loss)/ profit on continuing operations for the year and represents

2010 2009
£'000 £'000
Restated
UK Corparation tax
Current tax on income for the penod at 28% (2009 28 2%) 143 57
Adjustments in respect of pnor years 1 60
Overseas tax 184 {85)
Current tax charge for the year 328 32
Deferred taxation - current year {see note 23) 236 (330)
Deferred taxation - prior year (see note 23) 62 (43)
Tax on (loss)/ profit on continuing operations 626 {341)
The tax assessed for the penod differs from the standard rate of corporation tax in
the UK as follows
{Loss)/ profit on continuing operations before tax (20,863) 1,078
(Loss)/ profit on continuing operations multiplied by standard rate of corporation
tax in the UK of 28% (2009 28 2%) (5,842) 304
Effect of
Expenses not deduchble for fax purposes 137 115
Impairment of goodwill and loss on disposal of subsidianes 4,464 -
Non-taxable items - {1,451)
Non utilisation of tax losses 1,139 613
Temporary differences not recognised 613 -
Higher tax rate on overseas earnings 53 95
Changes of tax rate applicable to deferred fax balances - 4
Adjustment in respect of prior year — current tax - 22
Effect of temporary differences €2 (43)
Tax on (loss)/ profit on continuing operations 626 (341)

UK Corporation tax is calculated at 28% (2009 28 2%) of the assessable profit for the year Taxation for other
junsdictions 1s calculated at the rates prevailing in the respective junisdictions

Unrelieved tax losses of approximately £11,376,000 (2008 restated £6,596,000) are avallable to offset against
future taxable profits of certain Group companies
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10 DISCONTINUED OPERATIONS

Dunng the year the Group disposed of Lloyd Northover Marlow and clesed Lloyd Northover Oubal following

significant losses being incurred

The results of the discontinued operations are analysed as follows

2010 2009
£'000 £'000
Restated

Gain/ (loss) on impairment of CRC assets held for sale - 1,130
Trading loss for German and South Afnican operations - {847)
Loss on impaiment of assets of German and South African operations - (977)
Minonity interest on South African operations - (547)
Translation movements relating to German and South Afncan operations - (360)
transferred from reserves
Trading loss for Marlow and Dubai operations (1,480) (565}
Loss on disposal of assets of Marlow operations (1,598) -
Loss from discontinued operations (3,079} (2,166)
Lloyd Northover Marlow and Dubai operations
The results for Lloyd Northover Marlow and Dubai aperations were as follows

2010 2009

£'000 £'000
Revenue 1,296 2,763
Administrative expenses {1,758) (2,769)
Headline operating loss (462) (6)
Exceptional expenses {1,161} (616)
Operating loss (1,623) (622)
Net finance cost - -
Loss before taxation (1,623) (622)
Tax on loss 143 57
Loss for the period {1,480) (565)
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The net assets of Lloyd Northover Marlow at the date of disposal and the subsequent loss on disposal were as
follows

Lloyd
Northover
Marlow
£'000
Net assets disposed of*
Goodwill 718
Property, plant and equipment 29
Trade and other receivables 829
Trade and other payables (247)
Deferred Tax Asset 168
Net assets 1,497
Loss on disposal (1,589)
Consideration {102)
Satisfied by
Deferred consideration 114
Transaction costs and accruals (216)
(102)

11 (LOSS)/ EARNINGS PER SHARE
The calculation of the basic (loss)/ earnings per share 1s based on the (loss)/ profit on ordinary activities after tax
and on the weighted average number of Ordinary shares in 1ssue dunng the year

The calculation of the diluted earnings per share 1s based on the profit on ordinary activities after tax and on the
weighted average number of Ordinary shares and share options in 1ssue during the period

In the current year, a loss was generated from total, continued and discontinued operations (2009 loss from
discontinued and total operations) As the effect of share options on the loss per share 1s anti dilutive no diluted
eamings per share figure has been produced

The (loss)/ profit and weighted average number of shares used in the calculations are set out below

2010 2009
Basic {loss)/ earnings per share
Weighted Weighted (Loss)/
average Loss (Lossy average  earmmngs
Loss numberof pershare profit numberof per share
E'000 shares pence £'000 shares pence

Basic loss per share from total

operations

Loss atinbutable to ordinary shareholders (24,568) 32,238,713 (76 21p) (700) 32,244 916 (2 17p)
Basic (loss)/ earnings per share on

continuing operations

(Loss)/ earnings attributable to ordinary

shareholders (21,489) 32,238,713 (66 66p) 1,466 32244916 4 55p
Basic loss per share on discontinued

operations

Loss attnbutable to ordinary sharehclders (3,079) 32,238,713 (9 55p) (2,16B) 32,244,916 (6 72p)
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11 {LOSS) EARNINGS PER SHARE (CONTINUED)

2009
Diluted earnings per share Weighted
average Earnings
Profit numberof per share
£000 shares pence
Diluted earmings per share on continuing operations
Earnings attributable to ordinary shareholders 1,466 38,430,041 381p
12 INTANGIBLE ASSETS
Customer
relationships Total
£000 £'000
Cost
At 28 February 2009 - -
Additions 100 100
At 28 February 2010 100 100
Amortisation
At 28 February 2009 - -
Charge for the year - -
At 28 February 2010 - -
Net book amount at 28 February 2010 100 100

Net book amount at 28 February 2009 -

Customer contracts acquired as part of the acquisition of Chick Smith Trott Limited (note 29) will be amortised over

the shorter of 5 years or the ending of such contracts

No amortisation has been charged on the intangible asset in the current year as the acquisition giving nse to it

occurred on 14 January 2010 and as such the current year charge I1s insigruficant
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13. GOODWILL

Purchased Goodwill on
goodwill consolidation Total
£'000 £'000 £000

Cost
At 29 February 2008 706 57,817 58,523
Foreign exchange KV - 32
Transferred to discontinued operations - (964) (964)
At 28 February 2009 738 56,853 57,591
Addittons {note 29) - 268 268
Disposals {note 10) - (718} {718)
At 28 February 2010 738 56,403 57,141
Impairment
At 29 February 2008 and 28 February 2009 648 16,654 17,302
Impairrment - 16,169 16,169
At 28 February 2010 648 32,823 33,471
Net book amount at 28 February 2010 90 23,580 23,670
Net book amount at 28 February 2009 90 40,199 40,289

Goodwill acquired through business combinations 1s allocated to groups of cash generating units ({CGUs’) for
impairment as follows

2010 2009

£'000 £'000

Advertising 17,284 26,908
Marketing 4105 4,705
Design 2,281 8,676
23,670 40,289

The recoverable amouni of goodwill for all CGUs 1s determined based on a value in use calculation using discounted
cash flow forecasts Assumptions of future cash flows are based on forecasts for the inibal 5 year penod (based on
2010 budgets and estimates using historical trends) followed by a long term average growth rate of 2 25% (which 1s
based on management's best estimate of future average growth across the Group’s CGUs) over a maximum 20 year
total penod All cash flow forecasts are discounted at a rate of 9% (the Group's weighted average cost of capital)
which takes into account the Group's interest rate swap

During the current year an impairment loss of £16 2 millon (2009 £Nil) has been recognised within the consolidated
financial statements which has ansen pnmarity due {o the Global recession's impact on a number of the Group's key
markets Whilst management have taken comective action to address this in the current year, the forecast cash flows
of the operations, when sensitised, do not support £40 3 million carrying value of goodwill Management has
sensitised the current operating cash flow forecasts and determined, based on a conservative performance for the
Group, that a £16 2 mullion imparment charge 1s required  The goodwill impairment has been allocated to reportable
segments as follows

2010 2009
£'000 £'000
Advertising 9,893 -
Marketing 600 -
p— Te.t6s :
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14 PROPERTY, PLANT AND EQUIPMENT

Short
Freehold leasehold Plant & Motor Fixtures
property property machinery vehicles & fittings Total
£'000 £'000 £'000 £'000 £'000 £'000

Cost
At 29 February 2008 3,758 2,060 5215 130 1,158 12,321
Additions - 132 751 - a7 980
Disposals {(13) {353) (800) (49) (536) {1,751}
Foreign exchange - o8 368 5 198 667
At 28 February 2009 3,745 1,837 5,632 a5 917 12,217
Additions - 251 336 - 160 747
Disposals - (82) (119) (28) (222) (449)
Foreign exchange - (20) (56) {1 (28) {105)
At 28 February 2010 3,745 2,086 5,693 59 827 12,410
Depreciation
At 29 February 2008 436 473 3,517 117 509 5,052
Provided in the year 65 319 Q05 10 257 1,656
impairment - 158 40 - 55 253
Disposals {11) (220) 511) (47) (380) (1,169)
Fareign exchange - 61 281 4 161 507
At 28 February 2009 490 791 4,232 84 602 6,199
Provided in the year 64 253 508 3 144 1,062
Disposais - {58) (93) (27) (219) (397}
Foreign exchange - (13) (43) (1) (22) (79)
At 28 February 2010 554 973 4,694 59 505 6,785
Net book value
at 28 February 2010 3,191 1,113 999 - 322 5,625
Net book value
at 28 February 2009 3,255 1,146 1,300 2 315 6,018

All depreciation and impairment charges on continuing operations are included in note 5
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15 FINANCIAL ASSETS

2010 2009

£'000 £'000

Available for sale financial assets 407 525
Other investments 8 8
415 533

Available for sale financial assets at 28 February 2010 represent 1,080,000 Ordinary shares 1n Rivington Street
Holdings plc (2009 shares in IQ Holdings plc) which the Group received in consideration for its shareholding n 1Q
Holdings plc  The £118,000 movement in the year represents the loss made on the sale of shares 1in 1Q Holdings
plc to Rivington Street Holdings plc and has been disclosed as loss on sale of an investment within the income
statement

16 INVENTORIES

2010 2009
£'000 £'000
Raw matenals and consumables 251 445
Work in progress 715 588
Finished goods 56 -
1,022 1,033

17 TRADE AND OTHER RECEIVABLES
Current 2010 2009
£'000 £000
Trade receivables 15,659 16,183
Other receivables 507 1,025
Prepayments and accrued income 2,681 3,045
Deferred consideration 475 470
19,322 20,723

The carrying values are considerad to be a reasonable approximation of farr value The effect of discounting
trade and other receivables has been assessed and 1s deemed to be immatenal to the Group's results

All trade and other receivables have been reviewed for indicators of impairment Duning the year certain trade
recewvables were found to be impaired and a provision of £28,000 (2009 £128,000} has been recorded accordingly

In addition, some of the urimpaired trade receivables are past due as at the reporting date  The age of trade
receivables past due but not iImpaired are as follows

2010 2009

£'000 £'000

Not overdue 10,158 10,423
Not more than 3 months 5,231 5,404
More than 3 months but not more than 6 months 269 296
More than 6 months but not more than 1 year - 16
More than 1 year - 44
15,659 16,183
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18 CASH AND CASH EQUIVALENTS
Cash and cash equivalents include the following components

2010 2009

£'000 £'000

Current accounts 8,377 10,728
Deposit 257 273
8,634 11,001

Included within cash and cash equivalents 1s £6 0 million of cash held for use on specific projects (2009 £4 3 million)
and the use of this cash 18 therefore restncted to use on those projects only

19 TRADE AND OTHER PAYABLES

2010 2009

£'000 £'000

Trade payables 8,732 8,013
Other taxation and social security 1,979 1,960
Other payables 2,401 2,049
Deferred consideration 93 100
Accruals and deferred income 17,874 17,968
31,079 30,090

The carrying values are considered to be a reasonable appreximation of far value  The effect of discounting
trade and other payables has been assessed and i1s deemed to be iImmatenal to the Group’s results

20 BORROWINGS

2010 2009
£'000 £'000
Bank borrowings 22,539 14,581
Comprising
- current borrowings 3,367 167
- non-current borrowings 19,172 14,414
The estimated fair values are as follows
2010 2009
£'000 £'000
Bank borrowings 22,539 14,581

The bank loans and overdrafts are secured by a fixed and floating charge over the parent and subsidiary
undertakings’ assets and a fixed charge on trade recevables and the cash at bank

Fair values of long term financial labilites have been determined by calculating their present values at the
balance sheet date, using fixed effective market interest rates available to the Group No farr value charges have
been included in the income statement for the penod as financial liabilittes are camed at amortised cost in the
balance sheet

As at 28 February 2010, bank loans amounted to £22,860,500 consisting of two term loan faciities (B and C) and
a drawdown of the revolving loan facility of £3,200,000 Facility B amounted to £17,675,000 repayable in full in
Apnl 2011 and 1s subject to an interest rate of 3 75% above LIBOR Facility C amounted to £1,985,000 repayable
in equal quarterly instalments between January 2006 and July 20314 with a balancmg payment of £275,000 in
October 2014 and 1s subject to an interest rate of 2 75% above LIBOR On 5" March 2009, following the
redemption of the Ioan notes, with a face value of £5,084,000, term loan facility B was increased by £5,475,000 to
£48,225,000 On 30" October 2009, term loan faciity B was reduced by £549,500 to £17,675,000 Interest rate
swaps have been entered into in respect of these facilities, these are further explained in note 27
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20 BORROWINGS (CONTINUED)

Loan arrangement costs in respect of these facilities amounting to £2,045,000 have been deducted from the
gross proceeds of the bank loans and are being amortised over the expected penods of the faciities as part of the
finance costs The balance remaining as at 28 February 2010 was £321,000

The future contractual payments (capital and interest) as at 28 February 2010 are as follows

2010 2009
£'000 £'000
In one year or less or on demand
Loan note (note 20) - 5,475
Bank borrowings 5,344 1,640
In more than one year but not more than two years
Bank borrowings 18,421 1,615
In more than two years but not more than five years
Bank borrowings 1,373 14,282
More than 5 years
Bank borrowings - 481
25,138 23,493
21 FINANCIAL LIABILITIES
Current 2010 2009
£'000 £'000
Obligations under finance lease and hire purchase agreements 4 7
Loan notes - 5,475
4 5482
Non-current 2010 2009
£'000 £'000
Dervative financial habiity 1,040 1,205
1,040 1,205

The only denvative contract in existence dunng the pencd relates to an interest rate swap on the Group's bank
borrowings The denvative 1s recognised at farr value through the income statement and 1s recorded in the income
statement under finance costs and within the balance sheet under non current assets or iabiittes  The value of the
denvative s reassessed and fair valued at each reporting date
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22 PROVISIONS FOR LIABILITIES

Property Other

provisions provisiens Total

£'000 £'000 £'000

At 28 February 2009 1,706 419 2,125
Additions 1,139 - 1,139
Utilised in the year (1,096) (18) {1,114)
Released in the year - (359) (359)
Foreign exchange movement - (42) (42)
At 28 February 2010 1,749 - 1,749

Property provisions

The property provisions shown include £1,496,000 related to onerous property contracts and will be utiised over the
terms of the leases in question Alse included are £253,000 of property dilapidation provisions which will be utiised

at the end of the leases to which they relate

Other provisions

Other provisions relate to legal claims which are now time barred and as such have been released Iin the year

23 DEFERRED TAXATION

Deferred tax 1s calculated in full on temporary differences under the liability method using a tax rate of 28% (2009
28%) or the local tax rale that will apply on reversal Deferred tax assets and habiities have been offset as they
relate to income taxes levied by the same taxation authority, and there is a legally enforceable nght of offset and

the Group intends to settle the balances net

Deferred {ax assets and habihties are attnbutable to the following

Assets Liabilities Net
2010 2009 2010 2009 2010 2009

£'000 £'000 £:000 £'000 £'000 £'000
Avallable tax
losses 464 281 - - 464 281
Property
revaluation - - (422) {432) (422} (432)
Interest rate
swap 291 354 - - 291 354
Share-based
payments 79 224 - - 79 224
Capital
allowances
below/ (in
excess of)
depreciation 743 1,203 (7) (9) 736 1,194
Other
temporary
differences 352 345 - - 352 345

1,929 2,407 (429) (441} 1,500 1,966

There are no unprovided deferred tax hiabilities in the Group

Deferred tax relating to temporary differences at 28 February 2010 which will reverse after the effective date

above 15 measured at the tax rate of 28% (2009 28%) for the UK as these are the tax rates that will apply on

reversal
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The movement on the net deferred tax asset 1s as shown below -

Assets Liabilittes Net

2010 2009 2010 2009 2010 2009

£'000 £'000 £'000 £'000 £000 £'000

At 1 March 2009 2,407 2,059 (441) (466) 1,966 1,593
(Whntten off) /

prowvided in the year (310) 348 12 25 (298) 373

On disposal (168) - - - (168) -

At 28 February 2010 1,929 2,407 (429) (441) 1,500 1,866

On a prudent basis no provision has been made for deferred tax assets ansing from overseas and certain UK
trading losses and certain other timing differences where there 1s uncertainty as to the trming and level of future
profits Trading losses not provided for amount to £9,719,000 (2009 £5,591,000) and other timing differences of
£2,189,000 Management will carefully review the opportunrties for the recoverability of these tax losses / other
timing differences and will reassess the ability to recognise the related asset at subsequent balance sheet dates

24 SHARE CAPITAL

2010 2009
£'000 £000
Authonsed
50,000,000 Ordinary shares of 10p each (2009 50,000,000 Ordinary shares of 10p each) 5,000 5,000
500,000,000 Deferred shares of 4p each (2008 500,000,000 Deferred shares of 4p each) 20,000 20,000
Allotted, called up and fully paid
36,170,613 Ordinary shares of 10p each (2009 33,170,613 Ordinary shares of 10p each) 3,617 3,317

On 20 November 2009 3,000,000 1Cp Ordinary shares were 1ssued into a newly created employee benefit trust at a
price of 16p The value of the Ordinary shares ssued to the employee benefit trust is held within investment in own
shares within the consolidated financial statements and has led to a £300,000 and £180,000 increase in ordinary
share capital and the share premium account respectively No shares were issued to the employee benefit trust in
previous years In addition, on 23 November 2009 the Group transferred 931,900 shares previously held in Treasury
into the Trust

The authonsed Deferred share capital has the foilowing nghts

s  The holders of the Deferred shares shall have no nght to receve any distribution or dividend or otherwise to
participate in the profits of the Company,

» Ifthe Company 1s wound up the holders of the Deferred shares shall be entitled to receive the sum of 4
pence per share but only to the extent that the assets available for distnbution to the holders of the Ordinary
shares exceed £10,000,000 per Ordinary share,

s The holders of the Deferred shares shall have no nght to receve notice of or attend, speak or vote at general
meetings of the Company
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Share options
A summary of the share opttons 1n existence at 28 February 2010 1s shown below

At1 At 28
March Granted in Exercisedin Lapsed in February Exercise
2009 penod penod perod 2010 price
No of No of No of No. of No of Pence
Exercise date Shares shares shares shares shares per share
Unapproved Share Option Scheme
Oct 2003 - Apr 2009 100,000 - - (100,000) - &7 50
May 2005 - May 2010 48,000 - - - 46,000 180 00
Oct 2010 - Oct 2013 57,000 - - - 57,000 69 00
Enterprise Management Incentive (EMI) Schemeo
May 2005 - May 2010 54,000 - - - 54,000 180 00
Jun 2006 - Jun 2009 80,500 - - (80,500} - 180 00
2005 Savings-Related Share Option Scheme
Nov 2009 - May 2010 26,715 - - (688) 29,027 180 00
Nov 2010 - May 2011 173,870 - - (85,047) 88,823 80 00
Nov 2011 - May 2012 492,936 - - (125,960) 366,976 50 00
Nov 2012 - May 2013 - 1,179,735 - (46,939) 1,132,796 11 60
2005 Company Share Option Plan
Sep 2008 - Sep 2011 129,244 - - (29,500) 99,744 24500
Oct 2010 - Sep 2013 43,000 - - - 43,000 69 00
1,206,265 1,479,735 - (468,634) 1,917,366
Restricted Share Scheme (RSS)
A summary of the restncted shares in existence at 28 February 2010 1s shown below
At 1 At 28
March Awardedin Exercised Lapsed in February Exercise
2009 period in penod period 2010 price
Exercise date No. of No of No. of No of No of pence
shares shares shares shares Shares per award
Sep 2010 1,077,000 - - - 1,077,000 100 00
BPec 2010 290,000 - - (140,000} 150,000 100 00
May 2011 760,000 - - {75,000} 685,000 100 00
Feb 2012 330,000 - - (40,000) 290,000 100 00
2,457,000 - - (255,000) 2,202,000
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25 NET CASH (OUTFLOW)/ INFLOW FROM OPERATING ACTIVITIES

2010 2009
£'000 £000
Restated
Operating {loss)/ profit (19,090) 4,506
Operating loss from discontinued operations {1,623) (1,480)
Depreciation 1,062 1,556
Loss/ (profit) on disposal of property, plant & equipment 18 (19
Impairment of property, plant & equipment - 253
Impairment of goodwill 16,169 -
Release of excess acquisition/disposal accruals - (628)
Share-based payment 465 586
(Increase)/ decrease in inventores {30) 671
Decrease in receivables 957 8,055
Increase/ (decrease) in payables 1,062 (9,809)
Net cash (outflow)/ inflow from operating activities {1,070) 3,601
26 ANALYSIS OF CHANGES IN NET DEBT
At At
28 February Non Cash 28 February
2009 Cash flows Transactions 2010
£000 £'000 £'000 £'000
Cash and cash equivalents 11,001 {2,074) (293) 8,634
Borrowings (14,581) (7,745) (213) {22,539)
Loan notes (5,475) 5475 -
Obligations under finance lease
and hire purchase agreements (7} 3 - {4)
Net debt (9,062) (4,341) (506) (13,909)

Included within cash and cash equivalents 1s £6 0 million of cash held for use on specific projects (2009 £4 3

million) and the use of this cash s therefore restncted to use on these projects only

Further details of the debt obligations are shown in note 20 and 21
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27 FINANCIAL INSTRUMENTS

The Group uses financial instruments comprising cash and short term deposits, bank loans, finance leases,
consideration for acquisition and various tems such as trade receivables and trade payables that anse directly

from its operations

Trade receivables and payables

The Group enters into day to day sales and purchase transactions resulting in trade payables and receivables Such
transactions are carmed at the initral recognition amount until they reach matunty Provision for mpairment 1s made
on a specific basis only and due to the short term nature of the transactions no subsequent re-measurement 1s

undertaken

Interest rate nsk

The Group finances 1ts operations through bank loans and other borrowings The Group’s exposure to interest
rate fluctuations on its borrowings 1s managed by the use of both fixed and floating faciliies The Group hedges
its interest rate exposure on its bank loans by way of interest rate swaps The Group assigns each interest rate
swap aganst a debt Amounts to be paid or received under swap agreements are recognised over the terms of
the agreements as adjustments to interest expense At the year end 91% (2009 100%) of the borrowings were at
fixed rates The interest rate exposure of the financial labilites of the Group as at 28 February 2010 was

Interest rate

Fixed Floating Total
£'000 £'000 £'000
2010 20,735 2,126 22,861
2009 15,115 - 15,115
Fixed rate
financial habilities
Weighted
average
Weighted pernod for
average fixed which rate is
interest rate fixed
% in years
2010 7.4 1.5
2009 7.4 26

Whilst the interest rates on loans are at vanable rates as detailed in note 20, interest rate swaps have been
entered into to fix the rate payable on the loans at a weighted average fixed interest rate of 7 4% (2008 7 4%)

The profile takes into account interest rate swaps, details of which are as follows

Start date End date Rate swapped from Rate swapped to Underlying loan

value
2 Nov 2005 29 Apnl 2011 3 month GBP LIBOR 4 78% £18,750,000
2 Nov 2005 31 Oct 2014 3 month GBP LIBOR 478% £1,985,000

The floating rate borrowings bear interest at rates based on the prevailing bank rate All berrowings are denominated

in Sterling

Interest rate sensitivity

Due to the use of interest rate swaps, interest on 91% of bank loans 1s at fixed rates A sensiivity analysis has been
carned out on 9% of the bank loans which are at a fioating rate and has been assessed and deemed to be iImmatenal

to the Group’s results
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Credit nsk

The Group trades with only recognised creditworthy third partes The carrying value of trade receivables 1s shown in
note 17 It1s Group policy that all customers who wish to trade on credit terms are subject to credit vetting
procedures In addition, receivable balances are monitered on an ongotng basis with the result that the Group's
exposure to bad debts 1s not significant Certain Group subsidianes utihse credit insurance policies to further mitigate
the nsks in this area

Due to the number of trading subsichary entities in the Group, along with their geographic spread, the credit nsk
exposure of the Group 1s not considered to be significant Projects which lead to indmvidually significant balances are
subject to Board approval as part of the take-on process and are kept under regular scrutiny

Foreign currency nsk
The Group's exposure to foreign currency nsk relates pnmanly to short term loans that are denominated in currencies
other than Sterling made to, or received from subsidiaries

Foreign currency sensitivity
If Sterling had strengthened against the US Dollar by 10% then this would have had the following impact

2010 2009
£'000 £'000
Uss Total UsS$ Total
Net result for the year 19 19 26 26

If Sterling had weakened against the US Dollar by 10% then this would have had the following impact

2010 2009
£'000 £'000
USs$ Total UsSs Total
Net result for the year (24) (24) {(31) (31)

Exposures to foreign exchange rates vary during the year depending on the volume of overseas transactions
Nonetheless, the analysis above ts considered to be representative of Media Square plc's exposure to currency nsk

Liguidity nsk
The Group seeks to manage financial nsk by ensunng sufficient iquidity 1s available to meet foreseeable needs
and to invest cash assets safely and profitably

The Group has an acquisition finance, overdraft and revolving credit faciity amounting to £26,660,500 (2009
£30,615,000) at 28 February 2010 of which £22,860,500 (2009 £15,115,000) was drawn, £470,000 (2009
£5,935,000) was allocated against guarantees issued by the Group’'s bankers, and £3,330,000 (2009
£9,565,000) remained undrawn and available
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Financial assets and liabilities

The IAS 39 categones of financial assets included in the balance sheet and the headings in which they are

included are as follows

2010 2009
£'000 £'000
Non-financial assets 2,681 3,045
Loans and recewvables 25,283 28,687
Available for sale financial assets 407 525
Tota) assets 28,371 32,257
The financial assets are included n the balance sheet in the following headings
Non-current assets
Financial assets 415 533
Trade and other recevables - -
Current assets
Trade and cther receivables 19,322 20,723
Cash and cash equivalents 8,634 11,001
28,371 32,257
The |AS 39 categones of financial liabiities included in the balance sheet and the headings in which they are
included are as follows
2010 2009
£'000 £'000
Non-financial habilities 4 7
Financial habiittes at fair value through the income statement 1,040 1,205
Financial habilhes measured at amortised cost 53,618 50,146
Total habilities 54,662 51,358
The financial habilties are included in the balance sheet in the following headings
Current habilies
Trade and other payables 31,079 30,090
Borrowings 3,367 167
Financial iabilities 4 5,482
Non-current habilities
Borrowings 19,172 14,414
Financial habihties 1,040 1,205
54,662 51,358
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28 CAPITAL MANAGEMENT POLICIES AND PROCEDURES
Media Square pic's capital management objectives are

+ To ensure the Group has adequate resources to support the plans of the business
¢ To ensure the Group’s ability to continue as a going concern and
+ To provide a return to shareholders

The Group monitors capital on the basts of the carrying amount of equity Capital for the reporting penods under
review 15 summansed as follows

2010 2009

£'000 £'000

Total equity 3,969 28,341
Capital 3,969 28,341

Media Square plc manages the capital structure and makes adjustments to it In response to changes in economic
conditions and the nsk charactenstics of the underlying assets |n order to maintain or adjust the capital structure,
the Group may adjust the amount of dwvidends paid to shareholders, return capital to shareholders, 1ssue new shares
or sell assets to reduce debt

29 BUSINESS COMBINATIONS

On 14 January 2010 the Group acquired all of the Ordinary shares of Chick Smith Trott Limited for a consideration
before professional fees of £430,000

The fair value of assets and liabilities acquired were as follows

Chick Smith Trott

£'000
Net assets acquired
Intangible assets 100
Vendors contribution to working capital on sale 375
Other net liabilihes acguired {221)
Net assets acquired 254
Satisfied by-
Cash (430)
Professional costs (92)
(522}
Net assets acquired 254
Goodwill {268)

A review to assess whether any intangible assets were acquired as part of the transaction has been carmed out
£100,000 worth of assets have been deemed to be intangible due to the customer relationships acquired The
remainder of the balance has been allocated to goodwill as it relates to synergy savings achieved post acquisition
and the established workforce acquired
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30 DISPOSAL OF SUBSIDIARY UNDERTAKINGS

2010 2009

£'000 £'000

Loss on subsidiary undertakings disposed of in the year - 368
- 368

Duning the year, the Group disposed of its interest in Lioyd Northover Marlow and the loss on disposal of this entity 1s

shown under discontinued operations as disclosed in note 10 of the consohdated financial statements

31 CAPITAL COMMITMENTS
The Group had no capital commitments at 28 February 2010 and 28 February 2009

32 LEASING COMMITMENTS
The Group's future minimum operating lease payments are as follows

More than 5
Within 1 year 1to 5 years years Total
£000 £'000 £'000 £000
28 February 2010 2,810 8,723 2,157 13,690
28 February 2009 3,438 9,846 3,358 16,642

Operating lease agreements do not contain any contingent rent clauses None of the operating lease agreements
contain renewal or purchase options or escalation clauses or any restnctions regarding dvidends, further leasing

or additional debt

33 TRANSACTIONS WITH RELATED PARTIES
Transachons between the Company and its subsidianes, which are related parties, have been eliminated on
consolidation and are not disclosed in this note

There were no other related party transactions for the year ended 28 February 2010

34 POST BALANCE SHEET REFINANCING
The Group has agreed to enter Into a new banking faciities agreement with Lloyds Banking Group (LBG)

The new facility runs until June 2013 and has a hmit of Facility hmit of £26,600,000 compnsing  senior term loan

facility of £9,110,000 with an interest rate of 3% plus LIBOR payable quarterly, property loan facility of £1,880,

000

with an nterest rate of 3% plus LIBOR payable quarterly (morigaged on the Group’s freehold commercial property),
mezzanine loan faciity of £11,600,000 with interest rate of 7% plus LIBOR, 1 5% plus LIBOR payable quarterly and

5 5% capitalized into the loan, and a revolving credit facility of £4,000,000 with interest rate of 3% plus LIBOR

The facility agreement legal documentation will be signed shortly after the date of these financial statements and wall

be contingent on the following

*  Subject to shareholder approval, LBG will be granted warrants pursuant to which LBG may acquire 10% of

the Company's fully diluted 1ssued share capital at an exercise price of 10p, exerctseable on or before 27
2020

» all current members of the Board being elected or re-elected at the 2010 Annual General Meeting

July
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Notes to the consolidated financial

statements

for the year ended 28 February 2010

35 SUBSIDIARY UNDERTAKINGS

The Company either directly or indirectly holds an interest in the following trading subsidiary undertakings

Subsidiary undertaking

Arken P O P Limited

Chick Smith Trott Limited

Clark McKay and Walpole Limited
Fourninety Limited

Holmes and Marchant Intemational Limited
IAS Smarts Plc

MNuminas Limited

lluminas LLC

Lloyd Northover Brand Communrcations Limited
Media Square Consulting Services {Shanghar) Co Limited
MSQ Asia Limited

MSQ Holdings Limited *

MSQ Services Limited

Holmes and Marchant Pte Limited

Lloyd Northover Yeang Pte Limited
Symmetry Marketing Limited

Twentysix London Limited

Twentysix New York Inc

The Gate Worldwide Limited

The Gate Worldwide Limited

The Gate Worldwide LLC

The Gate Worldwide (S) Pte Limited

Woax Communications Limited

*indicates directly held by Media Square Plc

Pnncipal
activity

VYOOV VUV UIUVTIIVIOUUOUOUCOOTLTDTDO

P indicates principal activity 1s that of advertising/PR, design and marketing
H indicates principal activity 1s that of a holding or management company

Country of
incorporation

United States
UK
China
Hong Kong
UK
UK
Singapore
Singapore
UK
UK
United States
Hong Kong
UK
United States
Singapore
UK

% equity
holding

100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
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Company statement of directors’
responsibility

The Directors are responsible for prepanng the Company enly financial statements (“financial statements”™) in
accordance with applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that law the
Directors have elected to prepare financial statements in accordance with United Kingdom Accounting Standards
(Unsted Kingdem Generally Accepted Accounting Practice) The financial statements are required by law to give a
true and fair view of the state of affairs of the Company and the profit or loss of the Company for that penod In
prepanng these financial statements, the Directors are required to

= select suitable accounting policies and then apply them consistently,
= make judgments and estimates that are reasonable and prudent,

» state whether applicable UK Accounting Standards have been followed, subject to any matenal departures
disclosed and explained In the financial statements,

= prepare the financial statements on the going concemn basis unless it 1s Inappropnate to presume that the
Company will continue in business

The Directors are responsible for keeping adequate accounting records that disclose, with reasonable accuracy, at
any time the financial position of the Company and enable them to ensure that the financial statements comply with

the Companies Act 2006 They are also responsible for safeguarding the assets of the Company and hence for
taking reasonable steps for the prevention and detection of fraud and other irregulanties

In so far as the Directors are aware

= there is no relevant audit information of which the Company's auditor 1s unaware, and

» the Directors have taken all steps that they ought to have taken to make themseives aware of any relevant
audit information and to establish that the auditors are aware of that information

The Directors are responsible for the maintenance and integnty of the corporate and financial information included

on the Company's website Legislation in the United Kingdom governing the preparation and dissemination of
financial statements may differ from legislation in other junsdictions
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o Grant Thornton
Report of the independent auditor

REPORT OF THE INDEPENDENT AUDITOR'S TO MEDIA SQUARE PLC

We have audited the parent Company financial statements of Media Square plc for the year ended 28 February 2010
which compnse the parent Company balance sheet and the related notes The finanoial reporting framework that has
been applied in their preparation is applicable law and United Kingdom Accounting Standards (United Kingdom
Generally Accepted Accounting Practice)

This report 1s made solely to the Company's members, as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Our audit work has been undertaken so that we might state to the Company’'s members those
matters we are required to state to them in an auditor's report and for no other purpose  To the fullest extent
permitted by law, we do not accept or assume responsibility to anyene other than the Company and the Company's
members as a body, for our audit work, for this report, or for the opinions we have formed

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

As explained more fully in the Directors’ Responsibilities Statement, the Directors are responsible for the preparation
of the parent Company financial statements and for being satisfied that they give a true and fair view  Our
responsibility 1s to audit the parent Company financial statements 1n accordance with applicable law and International
Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing Practices Board’s
(APB’s) Ethical Standards for Auditors

SCOPE OF THE AUDIT OF THE FINANCIAL STATEMENTS

A description of the scope of an audit of financial statements 1s provided on the APB's website at
www frc org uk/apbfscope/UKNP

OPINION ON FINANCIAL STATEMENTS
In our opiion the parent Company financial statements

»  give a true and farr view of the state of the Company's affarrs as at 28 February 2010

= have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice,
and

*  have been prepared in accordance with the requirements of the Companies Act 2006

OPINION ON OTHER MATTER PRESCRIBED BY THE COMPANIES ACT 2006

In our opirion the Information given in the Directors' Report for the financial year for which the financial statements
are prepared 1s consistent wath the parent Company financial statements

MATTERS ON WHICH WE ARE REQUIRED TO REPORT BY EXCEPTION

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to
you If, In our opinion

= adequate accounting records have not been kept by the parent Company, or returns adequate for our audit
have not been received from branches not visited by us, or

= the parent Company financial statements are not in agreement with the accounting records and returns, or

» certain disclosures of Directors’ remuneration specified by law are not made, or

= we have not received all the information and explanations we require for cur audit

OTHER MATTER

We have reported separately on the Group financial statements of Media Square plc for the year ended 28 February
2010

Grak Thndoe U€ L

David Miller

Senior Statutory Auditor

for and on behalf of Grant Thornton UK LLP
Statutory Auditor, Chartered Accountants
t.ondon

18 June 2010




Company balance sheet
as at 28 February 2010

2010 2009
Note £'000 £'000
Fixed assets
Tangible assets 4 as 83
Investments 5 54,654 77,222
54,742 77,305
Current assets
Debtors amounts owing within cne year 6 2,204 2,733
Debtors amounts owing after one year 6 - 100
Cash at bank and 1n hand - 4,131
2,204 6,964
Creditors amounts faling due within one year 7 (5,885) {10,245)
Net current habilities (3,681) (3,281)
Total assets less current liabilities 51,061 74,024
Creditors amounts falling due after one year 8 {20,212) (15,618)
Net assets 30,849 58,406
Capita! and reserves
Issued share capital 11 3,617 3,317
‘ Share premium account 12 37,866 37,686
Capital redemption reserve 12 13,268 13,268
‘ Share-based payment reserve 12 714 800
Investment in own shares 12 (1,385) (905)
| Profit and loss account 12 (23,231) 4,240
Equity shareholders’ funds 30,849 58,406

The financial statements were approved by the Board of Directors on 18 June 2010 and signed on its behalf by

The accompanying accounting polictes and notes form an integral part of these financial statements
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Notes to the company financial

statements
for the year ended 28 February 2010

Basis of preparation
The financial statements have been prepared under the historical cost convention, in accordance with applicable
United Kingdom accounting standards

Tangible fixed assets and depreciation
Depreciation 1s calculated to wnte-down the cost less estimated residual value of all tangible fixed assets by equal
annual instalments over their expected useful lives The rates generally applicable are

Plant and machinery 6 7% to 33% per annum
Motor vehicles 25% per annum

Leased assets

Assets held under finance leases and hire purchase contracts are capitalised in the halance sheet and
depreciated over their expected useful ives The interest element of leasing payments represents a constant
proportion of the capital batance outstanding and 1s charged to the profit and loss account over the penod of the
lease

All other teases are regarded as operating leases and the payments made under them are charged to the profit
and loss account on a straight ine basis over the lease term

Investments
Investments are included at cost less amounts written off

When applicable the Company takes advantage of the merger relief provisions in Section 612 of the Companies
Act 2006 when accounting for investments in subsidiary undertakings whereby the cost of investment in the books
of the Company 1s calculated by reference to the nominal value of shares 1ssued rather than the fair value used
upon consoldation

The Company has made loans to subsidianes that, in substance, form part of the Company's net investment in
those subsidiaries Settlement 1s nesther planned nor likely in the foreseeable future Whilst these loans are
repayable at the discretion of the parent, ne such request 1s expected on those loans treated as long term in
nature and included as part of the investments Such loans which fall under this definition have been reclassified
to fixed asset investments

Investments and long-term loans to subsidianes are smpaired where the net assets of subsidianes owned fall
below the carrying value of the investment and the shortfall 1s not forecast to reverse within the foreseeable
future

Deferred taxation

Deferred taxation 1s recogmised on all iming differences at the balance sheet date where the transactons or
events that give the Group an obligation to pay more tax in the future, or the nght to pay less tax in the future
have occurred Deferred tax assets are recognised when it 1s more likely than not they will be recovered
Deferred tax 1s measured using rates of tax that have been enacted or substantially enacted by the balance sheet
date

FINANCIAL INSTRUMENTS

Classification as equity or financial hability

Financial labilies and equity instruments are classified according to the substance of the contractual arrangements
entered into

A financial habilty exists where there 1s a contractual obligation to deliver cash or another financial asset to another
entity, or to exchange financial assets or financial labilities under potentially unfavourable conditions  In addition
contracts which result in the entity delivenng a vanable number of its own equity instruments are financial liabilities
Shares containing such oblgations are classified as financial habilities

An equity instrument 1s any contract that evidences a residual interest in the assets of the Company after deducting
all of it habiities Dividends and distributions relating to equity instruments are debited direct to equity
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Notes to the company financial

statements
for the year ended 28 February 2010

Financial assets

Financial assets are divided into the following categories loans and receivables and financial assets at fair value
through profit or loss Financial assets are assigned to the different categones by management on inhal recognition,
depending on the purpose for which they were acquired The designation of financial assets 1s re-evaluated at every
reporting date at which a choice of classification or accounting treatment 1s availlable

All financial assets are recognised when the Company becomes a party to the contractual provisions of the
instrument Financial assets other than those categonised as at fair value through profit or loss are recognised at far
value plus transaction costs Financial assets categonsed as at fair value through profit or loss are recognised
inihially at fair value with transaction costs expensed through the profit and loss account

Financial assets at fair value through profit or loss include financial assets that are either classified as held for trading
or are designated by the entity as at far value through profit or loss upon initial recogniien  Subsequent to initial
recognition, the financial assets included in this category are measured at fair value with changes n fair value
recogrised In the profit and loss account  Financial assets onginally designated as financial assets at fair value
through profit or loss may not be reclassified subsequently

Loans and receivables are non-denvative financial assets with fixed or determinable payments that are not quoted in
an active market Trade debtors and other debtors are classified as loans and receivables Loans and recevables
are measured subsequent to imtial recogrution at amortised cost using the effective interest method, less provision for
impairment Any change in their value through impairment or reversal of impairment 1s recognised in the profit and
loss account

An assessment for impairment 1s undertaken at least at each balance sheet date

A financial asset 1s de-recognised only where the contractual nghts to the cash flows from the asset expire or the
financial asset 1s transferred and that transfer qualifies for de-recognition A financial asset 1s transferred (f the
contractual nghts to receive the cash flows of the asset have been transferred or the Company retains the contractual
nights to receive the cash flows of the asset but assumes a contractual obligation to pay the cash flows to one or
more recipients A financial asset that 1s transferred qualifies for de-recognition if the Company transfers
substantially all the nsks and rewards of ownership of the asset, or If the Company neither retains nor transfers
substantially all the nsks and rewards of ownership but does transfer control of that asset

Financial habihties

Financial habilities are obligations to pay cash or other financial assets and are recognised when the Company
becomes a party to the contractual provisions of the instrument Financial labiities categonsed as at fair value
through profit or loss are recorded inihially at fair value, all transaction costs are recogmsed immediately in the profit
and loss account All other financial liabilities are recorded inttially at fair value, net of direct 1Issue costs

Financial habilihes categonsed as at far value through profit or loss are re-measured at each reporting date at fair
value, with changes In fair value being recognised in the profit and loss account  All other financial habilites are
recorded at amortised cost using the effective interest method, with interest-related charges recognised as an
expense In finance cost 1n the profit and loss account Finance charges, including premiums payable on settlement
or redemption and direct 1ssue costs, are charged to the profit and loss account on an accruals basis using the
effective interest method and are added to the carrying amount of the instrument to the extent that they are not
settled in the penod in which they arise

Financial labilites are categonsed as at far value through profit or loss where they are classified as held-for-trading
or designated as at fair value through profit or loss on tnihial recognition

A financial hability 1s de-recognised only when the obhgation 1s extinguished, that 1s, when the obligation 1s
discharged or cancelled or expires
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Notes to the company financial

statements
for the year ended 28 February 2010

Financial instruments - derivatives

All denvatives are recognised at fair value through profit or loss  The value of the denvative 1s reassessed and fair
valued at each reporting date

During the year the Company had an interest swap n place which 1s separately identified in the balance sheet

Dividends
Dividend distributions payable to equity shareholders are included in current liabilities when the dividends are
approved in general meeting prior to the balance sheet date

Retained consideration

The terms of an acquisition may provide that part of the total value of the purchase consideration, which may be
payable in cash, shares or other secunties at a future date, depends on uncertain future events such as the future
performance of the acquired Company Where 1t s not possible to estmate amounts payable with any degree of
certainty, the amounts recognised in the financial statements are those that are reasonably expected to be paid as at
the balance sheet date

Pension casts

The Company operates money purchase (defined contribution) pension schemes  Contributions payable to the
schemes are charged to the profit and loss account in the year to which they relate  These contnbutions are
invested separately from the Company's assets

Share-based employee remuneration

Media Square pic makes awards of share-based payments to the employees of the Company and its subsidiary
companies As part of the remuneration of its employees the associated non-cash expense 1s charged over the
vesting penod of the share-based payment within the income statement of the parent  All share-based payment
arrangements are recognised In the consolidated financial statements The Company operates equity-settled share-
based remuneration plans for remuneration of its employees and those of its subsidiary companies

All employee services receved 1n exchange for the grant of any share-based remuneration are measured at their far
values These are indirectly determined by reference to the fair value of the share-based payments awarded Their
value Is appraised at the grant date and excludes the impact of any non-market vesting conditions

All share-based remuneration 1s ultimately recognised as an expense in the income statement with a corresponding
credit to the share-based payment reserve  If vesting penods or other vesting conditions apply, the expense 1s
allocated over the vesting perod, based on the best available estimate of the number of share options expected to
vest Non-market vesting conditions are included in assumptions about the number of options that are expected to
become exercisable Estimates are subsequently revised if there 1s any indication that the number of share options
expected to vest differs from previous estimates No adjustment 1s made to the expense recogmsed in pnor penods If
fewer share options ultmately are exercised than onginally estimated

Upon exercise of share-based payments, any proceeds received net of any directly attnbutable transaction costs up
to the nominal value of the shares issued are allocated to share capital with any excess being recorded as share
premium

Investment in own shares
Investment in own shares represents the costs incurred by the Company to acquire its own shares
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Notes to the company financial

statements

for the year ended 28 February 2010

1 LOSS FOR THE FINANCIAL YEAR

The Company has taken advantage of section 408 of the Companies Act 2006 and has not included its own profit
and loss account in these financtal statements The Company's loss for the year was £28,024,000 (2009 loss of

£48,000)
2 DIRECTORS AND EMPLOYEES
Staff costs duning the year were as follows
2010 2009
£000 £000
Wages and salanes 1,425 1,772
Share-based payments 465 586
Sccial secunty costs 171 207
Pension costs 46 67
2,107 2,632
The average number of employees of the Company during the year were
2010 2009
No. No
Directors 4 4
Administration and support 18 19
20 23
Directors' remuneration
For the year ended 28 February 2010
Compen Total Total Pension  Pension
sation year year year year
Salary/ Benefits  forloss ended ended ended ended
fees inkind of office 28 02 2010 28 02 2009 28 02 2010 2802 2009
£'000 £'000 £000 £'000 £'000 £'000 £'000
Executive Directors
Roger Parry (1) 209 10 188 407 260 - -
Peter Reid (n) 55 2 - 57 - 3 -
Bruce Winfield () 161 8 - 169 - 6 -
Graeme Burns (v) 71 6 27 104 214 10 30
Non Executive Directors
Roger Parry (v) 8 - - 8 - - -
Nigel Bacon (vi) 19 - 13 32 40 - -
Michael George 25 - - 25 40 - -
Neil Canetty-Clarke (vi) 7 - - 7 - - -
555 26 228 809 554 19 30
()] Roger Parry resigned as Executive Chairman on 31 December 2009
() Peter Reid was appointed to the Board on 5 November 2009 and as the Group Chief Executive on 1 January 2010
() Bruce Winfield was appointed as the Group Finance Director on 24 Apnl 2009
(v Graeme Burns resigned on 30 June 2008
(v) Roger Parry was appointed Non Executive Chairman on 1 January 2010
{v1} Nigel Bacon resigned on 18 November 2009
{vin) Nell Canetty-Clarke was appeinted on 24 November 2009
Share-based payment charge
2010 2009
£'000 £000
Roger Parry 28 154
Peter Reid 21 20
Bruce Winfield 15 15
64 189
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Notes to the company financial

statements
for the year ended 28 February 2010

3 SHARE-BASED REMUNERATION
All details on share options, warrants and restncted stock schemes are included in note 8 of the Group financial
statements

4 TANGIBLE FIXED ASSETS
Leasehold Plant and Motor
improvements machinery vehicles Total
£000 £000 £000 £000
Cost
At 1 March 2009 - 416 38 454
Additions 58 4 - 62
Disposals - 2) (i7) {19)
At 28 February 2010 53 418 21 497
Depreciation
At 1 March 2009 - 333 38 371
Prowvided in the year 8 48 - 56
Disposals - (N (17) (18)
At 28 February 2010 8 380 21 409
Net book value at 28 February 2010 50 38 - 88
Net book value at 28 February 2009 - 83 - 83
The net book value of assets held under hire purchase agreements and finance leases 1s nil (2009 nil}
5 FIXED ASSETS INVESTMENTS
2010 2009
£'000 £'000
Investments in Group undertakings 36,258 36,258
Amounts owed by subsidiary undertakings 43,396 40,964
Impairment {25,000} -
54,654 77,222

During the current year an impairment loss of £25 milion (2009 £nil) has been recognised within the Company
financial statements which has ansen pnmarly due to the Global recession's impact on a number of the trading
subsidianes key markets Whilst management have taken corrective action to address this in the current year,
the forecast cash flows of the subsidianies, when sensitised, do not support the £78 7 milion carrying value of
investments Management has sensitised the current operating cash flow forecasts and determined, based on a
conservative performance for the trading subsidianes, that a £25 million impairment charge 1s required

A full hst of trading subsidiary undertakings i1s given in note 14 to these financial statements
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Notes to the company financial

statements
for the year ended 28 February 2010

6 DEBTORS

2010 2009

£'000 £'000
Other debtors 110 352
Corporation tax 436 350
Deferred tax (note 10) 486 676
Amounts owed by subsidiary undertakings 560 929
Retained consideration 475 470
Prepayments and accrued income 137 56

2,204 2,833
Included n the table above are debtors faling due after one year as follows

2010 2009

£'000 £'000
Retained consideration - 100

- 100

7 CREDITORS AMOUNTS FALLING DUE WITHIN ONE YEAR

2010 2009

£'000 £'000
Bank overdrafts 1,083 2,890
Bank loans {note 8 and 9) 3,367 167
Loan notes (note 9) - 5,475
Trade creditors 86 161
Other taxation and social security 12 51
Other creditors 104 169
Amounts owed to group undertakings 57 -
Retained consideration a3 100
Accruals and deferred income 1,083 1,202

5,885 10,245

The bank loans and overdrafts are secured by a fixed and floating charge over the parent and its subsidiary
undertakings’ assets and a fixed charge on trade debtors and the cash at bank

Finance leases and hire purchase agreements are secured on the specific fixed assets to which they relate
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Notes to the company financial

statements
for the year ended 28 February 2010

8 CREDITORS AMOUNTS FALLING DUE AFTER ONE YEAR
2010 2009
£'000 £'000
Bank loans (note 9) 19,172 14,413
Denvative financial hability 1,040 1,205
20,212 15,618

As at 28 February 2010, bank loans amounted to £22,860,500 consisting of two term loan faciities (B and C) and
a drawdown of the revolving loan facility of £3,200,000 Facility B amounted to £17,675,000 repayable in full in
Apnl 2011 and 1s subject to an interest rate of 3 75% above LIBOR Facility C amounted to £1,985,000 repayable
in equal quarterly instalments between January 2006 and July 2014 with a balancing payment of £275,000 in
October 2014 and 15 subject to an interest rate of 2 75% above LIBOR On 5 March 2008, following the
redemption of the loan notes, with a face value of £5,084,000, term loan facility B was increased by £5,475,000 to
£18,225,000 On 30 October 2009, term loan faciity B was reduced by £549,500 to £17,675,000 Interest rate
swaps have been entered into in respect of these facilities

Loan arrangement costs In respect of these facilities amounting to £2,045,000 have been deducted from the
gross proceeds of the bank foans and are being amortised over the expected penods of the facilies as part of the
finance costs

9 BORROWINGS
Borrowings are repayable as follows
2010 2009
£'000 £'000
Within one year
Bank overdrafts 1,083 2,890
Bank loans and overdrafts 3,367 167
Loan notes - 5,475
After one and within two years
Bank loans 18,000 158
After two and within five years
Bank loans 1,172 14,255
23,622 22,945
10 DEFERRED TAXATION
The following timing differences have ansen at 28 February 2010
2010 2009
£'000 £000
Accelerated capital allowances {95) (143)
Other timing differences (391) (533)
Deferred tax asset {486) (676)
The movement on the deferred tax asset 1s as shown below
£'000
At 1 March 2009 (676)
Provided in the year 180
At 28 February 2010 (486)
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Notes to the company financial

statements

for the year ended 28 February 2010

11 SHARE CAPITAL

All details on share capital are included in note 24 of the Group financial statements

12 RESERVES
Share-

Share Capital based Investment Profit

premium redemption payments In own and loss

account reserve reserve shares account

£'000 £'000 £'000 £000 £'000

At 28 February 2009 37,686 13,268 800 (905) 4,240
Loss for the year - - - - (28,024)
Shares 1ssued to Employee Benefit Trust 180 - - (480) -
Share-based payments vested in the year - - (653) - 553
Share-based payments for the year - - 467 - -
At 28 February 2010 37,866 13,268 714 {1,385) (23,231)

13 DERIVATIVES

The only derivative contract in existence during the penod relates to an interest rate swap on the Company's bank
borrowings The denvative 1s recognised at fair value through profit or loss and i1s recorded in the profit and loss
account under finance costs and within the batance sheet under current assets or habilities The value of the

denvative 1s reassessed and fair valued at each reporting date

14 SUBSIDIARY UNDERTAKINGS

The Company esther directly or indirectly holds an interest in the following trading subsidiary undertakings

Subsidiary undertaking

Arken P O P Limited

Chick Smith Trott Limited

Clark McKay and Walpole Limiuted
Fourninety Limited

Holmes and Marchant International Limited
IAS Smarts Plc

Hluminas Limited

llluminas LLC

Lloyd Northover Brand Communications Limited
Media Square Consulting Services (Shanghai) Co Limited
MSQ Asia Limited

MSQ Holdings Limited *

MSQ Services Limited

Holmes and Marchant Pte Limited

Lloyd Northover Yeang Pte Limited
Symmetry Marketing Limited

Twentysix Londen Limited

Twentysix New York Inc

The Gate Worldwide Limited

The Gate Worldwide Limited

The Gate Worldwide LLC

The Gate Worldwide (S) Pte Limited

Wax Communications Limited

*indicates direcily held by Media Square Plc

Principal
achvity

PUVOVOVIUUVUVTUOVIITVTUOUOUOUOUDOTUOD

P indicates principal activity 1s that of advertising/PR, design and marketing
H indicates prnincipal activity 1s that of a holding or management company

Co
Inco

untry of
rporation

United States

UK
China

Hong Kong

UK
UK

Singapore
Singapore

UK
UK

United States
Hong Kong

UK

United States
Singapore

UK

% equity
holding

100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
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