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NOTES

Continued

2. Segmental information continued
2017 Segmental Income statement translated at 2018 average exchange rates
It is normal practice in our industry to provide constant currency rasults.

Had our 2017 results been translated at 2016 average exchange rates then our constant currency results would have been:

Middle East Aslaand
UK Europe and Africa Australia Americas Total
Year ended 31 December 2017 000 £000 000 £000 2000 £000
Revenug 84,013 31,307 12,649 60,308 42,582 240,859
Operating profit excluding Group costs 15,150 4,833 1,258 7,335 3,381 51,857
Group costs (5,819) (68) - 319 (65) (8,265}
Operating profit 9,331 4,767 1,258 1,020 3,318 25,692
Share of results of associates and JV 1,633 4 - 340 - 1,977
Financial income and cost (468) (88) 8 48 (579) (1,051)
Profit before taxation 10,508 4,703 1,268 1,408 2,757 26,618
Taxation (1,474) (1,484) (322) {1,987) (1,162) (6,439)
Profit for the year 9,032 3.209 844 5,418 1,575 20,179
Increase/(decrease) in 2017 results caused by transiation differences (14) (237} (214) (284) a7 (842)
The key currencies that affect us and the average exchange rates used were:
2017 2018
US dollar 1.2884 1.3558
Malaysian ringgit 5.5370 5.6104
Australian dollar 1.6808 1.8247
South African rand 17.1503 19.9842
Brazilian real 41129 4.7442
Euro 11417 1.2244
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NOTES

Continued

3. Group subsidiaries
The Group believes that local entrepreneurs should own a local stake in their destiny. This is reflected in the list below and the accounting effects in notes 20, 27 and 30.

The principat group subsidiaries and associated companies are:

As at 51 December 2017 Country Effective % ownership Activitles
UK

Audience Communications Ltg** United Kingdom 100 Marketing
Clear 1deas Consultancy LLP** United Kingdom 80 Marketing
Clear Ideas Ltd** Linited Kingdom 80 Marketing
FYND Media Ltd United Kingdom 100 Media Buying
Horizon PR Ltd** United Kingdom 80 PR Agency
Human Digital Ltd** United Kingdom 80 Research
Influence Communications Ltd United Kingdom 95 Dormant
Lean Mean Fighting Machine Ltd** United Kingdom 100 Advertising
LIDA (UK) LLP** United Kingdom 99 Direct Marketing
LIDA Ltd™ & *** United Kingdom 100 Direct Marketing
M&C Saatehi {(UK) Ltd** & *** United Kingdom 100 Adverting
M&C Saatchi Accelerator Ltd** United Kingdom 80 Advertising
M&C Saatchi European Holdings Ltd** United Kingdom g6 Holding Company
M&C Saatehi Export Ltd** & *** United Kingdom 100 Advertising
M&C Saatchi German Holdings Ltd* United Kingdom 100 Holding Company
M&C Saatchi Global Advisory Services Ltd** United Kingdom 100 Advertising
M&C Saatchi International Ltd** United Kingdom 100 Holding Company
M&G Saatchi Marketing Arts Ltd** United Kingdom 50 Advertising
M&.C Saatchi Merlin Ltd** United Kingdom 85 Talent Management
M&.C Saatchi Middie East Holdco Ltd™ United Kingdam 80 Holding Company
M&C Saatchi Mobile Ltad™" United Kingdom 90 Mobile Marketing
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NOTES

Continued

4. Summary of accounting policies

Basis of preparation

The Group's consolidated financial statements have been prepared in accordance with Internationat
Financial Reporting Standards (IFRS) as adopted by the European Union.

Golng concern

Given the strength of the Group's balance sheet, its net cash, its bank covenants, the risks the
Group faces (note 6), the expected trading performance and the two-year cash flow projections, the
Directors have a reasonable expectation that the Group has adequate resources to continue in
operational existence for the foreseeable future.

The Directors review the Group’s profit forecasts and review monthly its bafange sheet and cash flow
forecasts. Annually, or earlier if needed, the long term (greater than one year) cash flow projections
for the Group are reviewed based on anticipated scenarios and acquisitions. If additional funding is
required, it is secured befora expenditure is committed (note 25).

Based on this the Directors believe the Group will continue as a going concern for the foreseeable
future.

Headllne resuits

The Directors believe that the headline results and headline earnings per share provide additional
useful infermation on the underlying perfarmance of the business. The headline results reflect the
underlying profitability of the business units by excluding all effects of buying and selling equity by the
Group; and the accounting effects of the entrepreneurs holding equity in the businesses they run. This
results in accounting charges and credits to the income statement for the Group’s fair value liability of
its local entreprensurs’ equity conversion rights, but does not account for the increase in the value of
the businesses.

In addition, the headline results are used for internal performance management and to calculate
minority shareholdar put option liabilities. The term ‘headline’ is not a defined term in [FRS. Note 1
reconciles reported to headline results.

Our segmental reporting (note 2) reflects our headline results in accordance with IFRS8.

The items that are excluded from headline results are the amortisation or impairment of intangible
assets (including goodwill and acquired intangibles, but excluding software) acquired in business
combinations, changes to deferred and contingent consideration and other acquisition related charges
taken to the income statement; impairment of investment in associates and investments; profit and loss
on disposal of associates; and the income statement impact of put option accounting and share based
payment chargas. See note 1 for a recongiliation between the Group’s statutory results and the
headline results.
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Accounting developments and changes

There were no significant accounting developments or changes during 2017 that affect these accounts.
There are significant future developments to revenue recognition and lease accounting that are
described at the end of note 34.

IFRS elections

[FRS provides certain options availabie within accounting standards. Material judgements we have
made, and continue to make, include geodwill and intangible asset acquisitions where the Group does
not recognise the non-controfling interests share of goodwill.

Critlcal accounting policies

Revenue recognition

Billings comprise the gross amounts billed to clients in respect of commission based and fee based
income together with the total of other fees earned. Revenue comprises commission and fees earned
in respect of amounts billed. Revenue and billings are stated exclusive of VAT, sales taxes and trade
discounts.

Each type of revenue is recognised on the following basis:

a) Project fees are recognised over the period of the relevant assignments or agreements, in line
with incurred costs. The primary input of all work performed under these arrangements is labour.
As a result of the relationship between labour and cost, there is normally a direct relationship
between costs incurred and the proportion of the contract performed to date.

Retainer fees are spread over the period of the contract on a straight-line basis.

Commission on media spend is recognised when the advertisements appear in the media.

Where we receive volume rebates from certain suppliers for transactions entered into on behalf of
clients that, based on the terms of the relevant contracts and local law, they are either remitted to
clients or retained by the Group. If amounts are passed on to clients they are recorded as
liabilities until settled or, if retained by the Group, are recorded as revenue when earned.

o o O
PR )

Subsidiary acqulsitions

The acquisition of subsidiaries is accounted for using the purchase method. The cost of acguisition is
measured at the aggregate of the fair values of the assets given, liabilities incurred or assumed,
contingent consideration and the equity instruments issued by the Group in exchange for control. The
identifiable assets and liabilities (including contingent liakilities) acquired that meet the conditions for
recognition under IFRS3 are recognised at their fair values at the date of acquisition.

The interest of minority shareholders in the acquiree is initially measured at the minority’s proportion
of the net fair value of the assets, fiabilities and contingent fiabilities recognised.

All acquisition costs are expensed to the income statement in the period that they occur.
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4. Summary accounting policies continued

Goodwill

Goodwill arising on the acquisition of a subsidiary is recognised as an asset, being the excess of
consideration paig over the interest in the fair value of the identifiable net assets acquired. Cost
comprises the fair value of assets given, liabilities assumed (contingent and deferred consideration)
and equity instruments issued.

In 2009 and before, where the Group increased its stake in a subsidiary, goodwill equals the difference
between the consideration paid and the fair vatue of the minority interest acquired. In 2010 and
beyond, such balances are taken to reserves in accordance with 1A527. The amendment to the
standard did not require retrospective restatement.

Goodwill relating to assaciates is included within the carrying value of the investment in associates.

Following initial recognition, goodwill is carried at cost less any accumulated impairment [osses.
Goodwill recognised under UK GAAP prior to the date of transition to IFRS is stated at net book value
as at that date.

For the purpose of impairment testing, goodwill is allocated to each of the Group’s cash generating
units expected to benefit from the combination. Cash generating units to which goodwill has been
aliocated are tested for impairment annually, or more frequently when there is an indication of
impairment. Any impairment is recognised immediately in the income statement and is not
subsequently reversed.

The impairment test is based on management’s projections for the next five years and regional growth
rates thereafter.

Goodwill arising from foreign investments is retranslated at the year end rate.

Minority shareholder put option labilities

The equity partners in the Group’s subsidiaries hold put options that aliow them to require the Group
to purchase their non-gontrolling interest on exercise. The put options ¢an be exchangad for either a
variable number of shares or ¢ash. The Group has elected to account for these as put option liabilities
under 1AS32 and measures them at the present value of the amounts expected te be payable on
exercise; this is deemed a proxy for fair value. The fair value is remeasured at each period end with
the movements being recognised in the income statement in finance income or cost.

On ingepticn of a put option, the liability is recognised on the balance sheet and a corresponding debit
is included in the mingrity interest put option reserve (note 5),

On exercise, the liability is extinguished, and its refated minority interest put option reserve is moved to
the non-controlling interest acquired reserve (note 5).

Employee benefits — equity settted share based payments

In addition to the put option liabilities, some entities have issued put options which are forfeited on
termination of employment of the minorities. As such, these arrangements are treated as share based
payments and accounted for under IFRS2, as opposed to IFRSS. The cost of such equity settled
transactions with employees is measured by reference to the fair value at the date at which they are
granted, including assumptions over non-market vesting conditions such as, profitability and sales
growth targets. Subsequent changes in the likelihood of achieving such nen-market conditions are
reflected as adjustments to the share option charge over the vesting period. Where awards depend on
future events, we assess the likelihood of these conditions being met and make an appropriate charge
at the end of each reporting period. The credit for equity settled transactions is taken to retained
earnings.

Assets and liabilities in respect of put options held by shareholders in associates are accounted for
as derivatives and not recognised until the Group gains control and fully consotidates the entity.

The remaining accounting policies, detaits of IFRS13 hierarchy and additional details on the above are
get out in note 34,

Put option conditional shares awards

The cost of awards to employees of subsidiary undertakings classified as conditional shares awards is
accounted for as a share option under IFRS2 and is charged to the income statement over the period
of the award.

On exercise, the share for share exchange is treated at nominal value or initial acquired value.

Dividends paid to employees of subsidiaries who have conditional share awards are expensed as
employee remuneration.

5, Definition of terms

Forelgn exchange reserve

For overseas operations, results are transiated at the annual average rate of exchange and balance
sheets are transtated at the closing rate of exchange. The annual average rate of exchange
approximates to the rate on the date that the transactions occurred. Exghange differences arising
from the translation of foreign subsidiaries are taken to a separate component of equity. Such
translation differences will be recognised as income or expense in the peried in which the operation is
disposed of.

Gearing ratio
Gearing ratio i5 equal to net dett divided by market capitalisation at the balance sheet date.

Key management

Key management has been defined as the persons discharging managerial responsibilities (PDMRs}
of the Group.
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5. Definition of terms continued

Net cash (Net Debt)

Cash and cash equivalents at the end of the year less external borrowings {excluding any capitalised
finance cost, finance leases and debt factoring).

Merger reserve

Premium paid for shares above the nominal value of share capital, caused by the acquisition of more
than 90% of subsidiaries’ shares. The merger reserve is released to retained earnings when there is a
disposal or impairment charge or amortisation charge posted in respect of the investment that
created it.

Minority interest put option reserve

Corresponds to the initial fair value of the lizbility in respect of the put options at creation. When the
put option is exercised, the related amount in this reserve is taken to the non-controlling interest
acquired reserve. All revaluations of put options are expensed through the income statement to the
profit and loss reserve.

Non~-controlling interest
Contains the non-controfling interests’ share of equity reserves of our subsidiaries.

Nan-controlling Intarast acquired reserve

From 1 January 2010, a non-controlling interest acquired reserve is used when the Group acquires an
increased stake in a subsidiary. If the stepped acquisition is due to a put option then the non-controlling
interest acquired reserve is equal to the minority interest put option reserve transferred less the book
valug of the minority interest acquired. Otherwise the non-controlting interest acquired reserve is
equal to the consideration paid the less book value of the minority interest acquired. If the equity stake
in the subsidiary Is subsequently soid, then balances from this reserve will be taken to retained
earnings.

Retalned earnings
Cumulative gains and losses recognised.

Share premlum
Premium paid for shares above the nominal value of share capital, where that premium was not taken
to merger reserve.

Treasury reserve
Amount paid for own shares acquired.

6. Risk and risk management

The Group has identified specific categories of business rigsk and developed palicies for their
management and control, as detailed in the Finance Directors Report (Page 14). These policies are
kept under constant review as risk and risk perceptions change.
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The risks are identified in the Director’'s Report:

« Client risk (see below) * Cyber risk

o Staff risk + Internal control risk

« Location risk » Regulatary risk

« Associated risk = Economic and political risk

» Finance risk (see below) s Investment risk {note 17, 20 and 22)

Finance risks and their effect are as follows:
« Currengy risk * |nterest rate risk

{see below, and note 23 and 24) {note 13)
« Crodit risk s Share price risk
{note 23) {note 27)

Income statement currency exposure

The Group's results are presented in sterling and are subject to fluctuation as a result of exchange
rate movements. The Group continues to review its expasure to exchange rate movements and
considers methods to reduce the exchange rate risk.

2017 profits would have ¢changed as follows, had average exchange rates been changed by:

Increase/(decrease) Increase/(decrease)

In profit before tax in proftt after tax

Exchange rate 2000 £000
+10% {1,104) (655)
(10)% 1,349 800

See note 2 for the income statement transfated at prior year exchange rates.

Client risk

The Group does not have a substantial market share in any market. The key risk the Group is exposed
to is the loss of clients. The Group has policies to monitor client feedback and act where there are
issues.

2017 2018
Largest clients as a % of total revenue % %
Top client 54 49
Top 10 3.8 30.5
Top 15 30.8 395
Top 30 52.8 54.2
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6. Risk and risk management continued

Liquidity risk

Centrally the Group ensures that bank facilities are available to meet the Group's liquidity needs.
Liquidity 18 monitored centrally and managed locally. Spare local cash is released to the centre by way
of dividends and loan repayments. In managing its liquidity risk, management considers its net cash and
minimises its gearing ratio, and where working capital is utilised to fund the business, management
makes sure that the Group has sufficient bank facilities to cope with an unwinding of positive working
capital flows and to fund the negative working capital effect of revenue growth. Our bank debt maturity
analysis can be seen in note 25 and financial liability maturity analysis can be seen in note 24.

Capital risk

The Group's capital reserves consist of all its equity reserves with the exclusion of the minority interest
put option reserve. Capital reserves safeguard the Group's going concern, as well as providing
adequate return to its shareholders. The capital reserves total £78,028k (2016: £68,995k), The Group
minimises the amount of debt it uses to finance its activities, to reduce the risk to the shareholders.
Excess working capital, where legally possible, is used to reduce debt. Excess cash is used to invest or
is returned to shareholders by way of dividend or through buying shares into treasury. Gur key
process for managing capital is regular Board reviews of our capital structure and needs.

Key estimates

Management's estimates of the future profitability of the Group can be significantly affected by single
account wins or losses, and to a lesser extent by the estimated phase of a project, exchange rates and
ungertying economic growth rates. We have therefore based our estimates on the budgets for the
coming year and estimated growth rates and margins thereafter.

Changes in these underlying assumptions could give rise to material adjustments as set out in the
following notes: note 17 — Intangible assets — gocdwill estimation of value in use; note 27 —Minority
shargholder put options liabifities; and note 30 — Share based payments — initial measurement of
Conditional share awards.

Sensitivitles to accounting estimates

Our results and financiat position are sensitive to assumptions made in determining accounting
estimates, in particular the recoverable amount of a CGU (goodwill estimation note 17); valuation and
recoverability of our investments in asscciates (note 20); valuation and recoverability of our corporate
venturing investments (note 22); and minority shareholder put aptions liabilities (note 27).

Key judgements

The most significant areas where such judgements apply are goodwill and other intangiblas, liabilities in

respect of put option agreement with non-controlling interests, acquisition reserves, and taxation. The

key judgements made are:

« deciding which of the Group's agreements with minority shareholders are share options and which
are put options (whether created by way of acquisition or organically). This requires a detailed
assessment of the terms of the acquisition to determing whether any of the arrangements are linked
to continued employment or whether there are any features that might suggest a portion of future
payments are linked to continued employment;

» deciding to what extent tax losses are recognised as an asset in the balance sheet. This requires an
assessment of whether there is sufficient certainty that taxable profits will be made in future
periods; and

« yseful lives of assets — intangible: The judgement here is over what period to amortise acqui
intangibles. Due to the strength of the M&C Saatchi brand, and that a number of the acquisitions
adopt this over time, the periods are typically short.

n

Projections

Projections take account of management’s view of the local operations future profitability given
expected market growth, inflation, exchange rates and rapidly growing or shrinking markets, They
are based on our budgets for 2018.

They are used in calculating the fair value of minority put options, management’s assessment of value in
use calculations, to identify goodwill impairment indicators and in calgulating the value of conditional
share awards.

IFRS13 disclosures with respect of fair value have been detailed in note 34 and relevant notes.

1. Operating costs

2017 2018
Year ended 31 December Note 2000 £000
Total staff costs 8 187,319 157,481
Other costs 58,827 61,257
Operating costs 248,148 218,738
Other costs include:
Loss/(Profit) on exchange 580 (859)
Amortisation of intangiblas
- Acquired intangibles 17 2,021 2,324
- Capitalised software 17 211 354
Goodwill impairment 17 5,214 -
Assogciate impairment - 3,738
Fair value revaluation of associate on acquisition - 859
Provision against investments - 651
Depreciation of plant and equipmant 2 3,079 2,668
L.oss on disposal of fixed assets 28 542
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7. Operating costs continued

8. Staff costs
Staff costs {including Directors) comprise:

2017 2016
Year ended 31 December £000 £000 w17 28
Operating {ease rentals Year ended 31 December £000 £000
Plant 718 514 Wages and salaries 148,548 127,233
Property 8,390 7,556 Sosial security costs 17,498 15,085
0,108 8,070 Defined contribution pension scheme costs 2,012 1,697
Property sublease receipts (199) (180) Other staff benefits 5,149 4,650
_ 8,900 7,890 173,204 148,665
Vear ended 31 Dacember wu.ﬂ .%.wm >2:_m.:_o= q.o_w.ﬁ.a _.maﬁa_dﬁ_c: )
Total commitments p__oo.a_o:m and ﬁ.__s.am:am um_n._ to cond osa m:m_.w award holders 389 540
Plant and equipment Contingent acquisition cost with leaver provision (note 18} 225 279
Commitments for future minimum lease payments under non-cancellable 614 819
operating leases, which fall dus as follows: Share based incentive plans
- Within one year 1,026 913 Equity settled 13,501 7,897
- Between two and five years 204 1,134 Total staff costs 187,318 157,481
1,932 2,047
Property Staff numbers
Commitments for future minimum lease payments under non-cancellable UK 783 143
operating leases, which fail due as follows: Europe 368 396
~ Within one year 8754 905 Middie East and Africa 314 277
— Between one and five years 28,909 31,993 Asia and Australia 708 611
~ Greater than five years 3,354 11,033 America 210 361
42817 52,085 2,485 2,318
Sublease recelpts
Commitments for future minimum lease receipts under non-cancellable
operating leases, which fall due as follows:
- Within one year (539) {432)
- Between one and five years (2,237) (1,654)
— Greater than five years (592) (384)
(3,368) (2,370)

For further details of finance leases, see in note 25.
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8. Staff costs continued 10. Share of associates and joint ventures
Pensions
The Group does not operate any defined benefit pension schemes. The Group makes payments, on 2017 218
nehalf of certain individuals, to persanal pension schemes. Year ended 31 December £000 £000
Share of associates’ profit before taxation 2,508 1,961
Payments of £1,902k (2016: £1,697) were made in the year and charged to the income statement in the Share of associates’ taxation (811) (451)
period they relate to. At the year end there were unpaid amounts included within accruals totaliing 1,087 1530
2266k (2016: £156k), o
Key management remuneration For further details of associates, see note 20.
217 2016 .
£000 £000 11. Finance income
Short term employee benefit 3,077 3,062
7 2018
Post-employment benefit 17 17 Year ended 31 December 2000 2000
Share based payments 1,182 1,366 Bank interest receivable 200 328
Total 4,286 4,445 Other interest receivable 89 102
Total Interest receivable 289 40
8. Auditors’ remuneration Fair value adjustments to minority shareholder put option liabilities (note 27} 3,037 -
Services provided by the Group’s Auditors and network firms. Total financa Income 5,326 440
2017 2016
Year ended 31 December 2000 2000 12. Finance costs
Audit services
Audit of the Company and its consolidated accounts 268 239 2017 2018
Audit of the Company’s subsidiaries pursuant to legistation 281 oM Year ended $1 December £000 £000
p p Bank interest payable (1,344) (1,227)
ol 40 Interest payable on finance leases @) 4
oz_m_.. mm1<_amw u3<_am.a by the Auditors Total Interest payable (,348) (1.231)
W.mxm_o: gompllance services 2 2 Fair value adjustments to minority shareholder put option liabilties (note 27) - (507)
inance due i - Total finance costs (1,348  (1,828)
Other advice 3 1
123 2
Total 672 461
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13. Interest rate risk

The Group is exposed to interest rate risk on both interest-bearing assets and liabilities. The majority
of interest paying and earning assets are exposed to UK interbank rates {non-sterling denominated
loans are at local interbank rates). An analysis of net interest by our segmented geographic regions
is provided in note 2.

At the year end, the Group had a £40.0m bank facility, which expires in April 2020. On 29 November
2017 it was agreed that this facility would only reduce to £38.0m on 3* December 2018 and £36.0m
on 31 December 2019. The facility can borrow in sterling, US dollars or euros. At 31 December 2017,
£37.7m (2016: £28.6m) of this loan was drawn down.

The Group regularly reviews its treasury structures to minimise commerci

interest rate margins.

For further details of Group borrowings, see note 25.

The differences between the actual tax and the standard rate of corporation tax in the UK applied to
profits for the year are as follows:
2017 2017 2016 2018

Year ended 31 December E000 % 2000 %
Profit before taxation 6,502 6,791

Taxation at UK corporation tax rate of 18.25% (1,791) 19.3% (1,368} 20.0%
(2018: 20.00%)

Tax effect of associates 378 -4.0% 306 -4.5%
Non-gontrolling interest share of partnership income 327 -3.5% 467 -6.9%
Expenses not deductible for tax (287) +3.1% (484) +71%

Option charges not deductible for tax
Different tax rates applicable in overseas jurisdictions
Effect of changes in tax rates on deferred tax

(1,920) +20.6%  (1,698) +25.0%
(608) +8.5% (826) +12.2%
(1,885) +17.9% - -

Withholding taxes payable 21} +0.2% 49 0.7%
Utilisation of previously unrecognised tax losses 817 -8.8% - -
Recognition of previously unrecognised tax losses 121 -1.3% 1,093 -16.1%
Adjustment for current tax over provision in prior periods (625) +8.7% 104 -1.5%
Tax losses for which no deferred tax asset was recoghised 43y +0.5% (107 +1.6%
Fair value adjustments on minority shareholder put options 584 -8.3% (119)  +1.7%
Impairment of goodwill and investment in associates - (878) +12.9%
Total taxation (4,736) 50.8% (3451) 50.8%
Statutory tax rate 50.0% 50.8%

14. Taxatlon

217 2018
Year ended 31 December £000 2000
Current taxatlon
Taxation in the year
- UK 1,889 891
- Overseas 5,286 3,700
Withholding taxes payable 21 (43)
Utilisation of previously unrecognised tax losses® (817) -
Adjustmant for Under (over) provision in prior periods® 8256 (104)
Total 6,804 4,438
Deferred taxatlon
Origination and reversal of temporary differences (3,612) 106
Recognition of previously unrecognised tax losses™* (121) (1,093)
Effect of changes in tax rates 1,665 -
Total (2,088) (987)
Total taxation ‘ 4,736 3,451

* Inthe most part, this relates to our US offices.
** Recognised to reflect the probable future corporation tax that we can reclaim.

H4

We expect large variation in future statutory tax rates due to share based payments (option charges),
put options and investment in subsidiaries being capital in nature a non-deductible to corporation tax.
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14. Taxation continued
2017 Mm7 2018 2018

15. Deferred taxation

Deferred income tax assets and liabilitiss are offset when there is a legally enforceable right to offset
current tax assets against current tax liabilities and the Group intends to settle its current tax assets
and liabilities on a net basis.

As well as the reduction in US rates mentioned above, a reduction in the UK corporation tax rate from
20% to 19% (effective from 1 April 2017) and to 18% (effective 1 April 2020) were substantively enacted
on 26 October 2015, and an additional reduction to 17% (effective 1 April 2020) was substantively
enacted on 6 September 2016. This will reduce the company's future current tax charge accordingly.
The deferred tax assets and liabilities at 31 December 2017 have been calculated basad on these
rates.

017 2018
At 31 December £000 £000
Deferred tax assets 4,797 3,112
Deferred tax liabilities (781) (380)
Net deferred tax 4,036 2,132

Year ended 31 December 2000 % 2000 %

Headline profit before taxation (note 1) 27,655 23,176

Taxatlon at UK corporation tax rate of 18.25% (5,324) +18.3% (4,755) +20.0%
(2016: 20.00%)

Tax effect of associates I3 -14% 306 -1.3%
Non-antrofling interest share of partnership income 327 -1.29% 467 -2.0%
Expenses not deductible for tax (287) +1.0% (484)  +2.0%
Different tax rates applicable in overseas jurisdictions (1,880) +B6.7% (1,055) +4.5%
Effect of changes in tax rates on deferred tax 202) +1.1% - -

Withholding taxes payable 21) +0.1% 49 0.2%
Utilisation of previously unrecognised tax losses 817 -3.0% - -

Recognition of previously unrecognised tax losses 121 -04% 1,193 -5.0%
Adjustment for current tax under provision in prior periods (825) +2.3% 104 0.4%
Tax losses for which no deferred tax asset was recognised (43) +0.2% 60 -0.3%
Headllne taxation (hote 3) (6,834) 24.7% (4,110) 17.3%
Headline effective tax rate 24,7% 17.3%

As can be seen above, the largest driver of headline tax charge is our local entities profitability, local
tax rates, and recognition of previously unrecognised tax [osses.

In December 2017 legislation was passed that reduced US federal tax rate from 35% to 21% from
1 January 2018, this has caused a revaluation of all deferred tax at the year end. This has resulted
in a short term effect of increasing the tax charge by £282k, and by a further £1,373k due to the
remeasurement of deferred tax on intangibles and shares awards.

in previous periods, there was volatility in US earnings. However, dug to the continued strength of the
US business, notably the operations of M&C Saatchi Mobile and certain acquisitions, the previousty
unrecognised US deferred tax assets have now been recognised in full.

The adjustments made for current tax under provisions in prior periods reflects amendments made
to the 2016 tax provisions following completion of the related returns to the Authorities. The largest
portion of the adjustment retates to the treatment of profits in the US, where the Alternative Minimum
Tax applies.

While there remains some uncertainty over how Brexit may impact tax legislaticn, the combination of a
reduction in the UK and US Corporation tax rates are likely to mean that our tax rate (both headline
and statutory measures) are likely to reduce slightly in future periods.

The following is the deferred tax asset (liability) recognised by the Group and movements in 2017
and 2016:

Working
Capltal Tax caplital
Intangibles alfowances logses differences Total
£000 £000 £000 £000 2000
At 31 December 2015 (353) 83 532 1,184 1,446
Exchange differences (83) 7 173 186 303
Income statement ¢redit/{charge) 729 (46) 222 82 987
Acquisitions (4) - - - 4)
At 31 December 2016 309 44 927 1,452 2,132
Exchange differences (35) 2 G 43 (28)
Income statement credit/(charge) 1,438 15 875 40 2,088
Acquisitions® (735) - - - (735)
At 31 December 2017 977 a1 1,483 1,535 4,036

* Acquisitions are incfuded in deferred tax fiabilities.
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15. Deferred taxatlon continued 16. Dividends
Unrecognised deferred tax asset in respect of carried forward tax losses:
2017 2016
Daferred Year ended 31 December £000 £000
%ﬂ tax _smwmw 2016 final dividend paid 6.44p on 7 July 2017 (2015: 5.60p)* 5,032 4,084
interim divi id 2.1 vember 2017 (2016: 1. 1,716 1,374
AL 31 December 2016 5,205 1673 2017 interim dividend paid 2.13p on 10 November 2017 (2016: 1.85p} e o
Exchange differences (195) (51) - -
Disposal of dormant entities (441) (131) * 2016 dividend has been restated to reflect the number of shares in issue when the dividend was paid, as opposed to
Losses utilised in year Aw.wgv Aw._ﬂv the number of shares in existence at 31 December 2016,
Losses in year - - The 2017 proposed final dividend of 7.40p, totalling £5,996,827k. The dividends relate to the profit of
At 31 December 2017 2,325 574 the following vears:
: , 2017 2018
Expiry date of losses: Year ended 31 December £000 £000
0017 2018 Interim dividend paid 2.13p on 10 November 2017 (2016: 1.85p} 1,718 1.374
£000 £000 Final dividends payable 7.40p on 6 July 2018 (2016: 6.44p} 5,087 4,876
One to five years LY 2 7,713 6.250
Five to ten years - 121 Headline dividend cover 23 2.5
Ten years or more 187 336
Total 574 1,673 Headline dividend cover is calculated by taking headline profit after tax attributable to equity
shareholders and dividing it by the total dividends that relate to that year’s profits. The Group seeks to
A deferred tax asset in respect of certain losses in overseas territories has not been recognised as maintain a fong-term headfine dividend cover of between 2 and 3. Retained profits are used to reinvest
there is insufficient certainty of future taxable profits against which these would reverse. in the long-term growth of the Group through funding working ¢apital and investing activities; and to

repay bank debt.
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17. Intangible assets

Brand Gustomer

Brand Customer

Goodwill name relationships  Software Total Goodwill name relatlonships  Software Total
£000 £000 £000 £000 £000 £000 £000 £000 2000 2000
Cost Accumulated amortisation and
At 31 December 2015 33,771 4,163 6,556 1685 46,175 Impalrment
Mxo_._m_._mm differances 804 964 3928 131 1,527 At 31 December 2015 m_caD U.Dmm w,mmm 853 ._.N_mmm
Acquired _ _ _ i8 38 Exchange differences 1 200 278 113 592
. i Amortisation charge” - 1,237 1,087 364 2,678
Acquired firough business 17392 2284 4,757 - 43 Disposal ) i s aze (128
Disposal - - - (134) (134) Disposal of subsidiary - (65) - - (65)
Disposal of subsidiary - (65) - - (65) At 31 December 2016 8,041 4,410 7,323 1,196 20,970
At 31 December 2016 51,967 6,646 11,641 1,120 71,874 Exchange differences (142} (12) (45) 6 (193}
Exchange differences {1,502) (281) (367) (20) (2,130 Amortisation charge* - 819 1,202 211 2,232
Acquired - - - 382 382 Impairment® 5214 - - - 5,214
Acquired through busingss Disposal - - - {689) (689)
combination 340 1980 o e 6.018 At 31 December 2017 13,113 5217 8,480 724 27534
Dispasal - - - (693} (693)
At 31 December 2017 53916 8385 11875 1,885 76049 Net book value
At 31 December 2015 25,731 1,125 598 832 28,286
At 31 December 2016 43,926 2,236 4,518 524 51,004
At 31 December 2017 40,303 3,178 3,305 1,130 48,515

* Charged to income statement.

Goodwill's accumulated amortisation and impairment all relate to impairments, brand name and
customer relationships relate to amortisation and impairments, and software refates to amortisations.

57



NOTES

Continued
17. Intangible assets continued Management have approved the forecasts for 2018 and have prepared additional projections based on
Goodwill is allocated to the Group’s cash generating units (CGU). Goodwill is made up of: the 2018 numbers for the next four years. These were used as the basis for determining the
recoverable amount of each CGU. In making the forecasts management has reflected on past
Goodwil Goodwill performance and the present business and egonomic prospect, Details of uncertainties in our
81December 31 December forecasts are described in note 6.
2017 2018
Gash gonerating units (CGs) 209 0 Segment In conducting the review, we used a year five onward residual growth rate of 3% for all countries with
gw. G Saatchi UK Group ”.MMM mwww MM the exception of Scuth Africa where due to inflation we have used 10% and a market beta of 1.0 for UK,
LIDA Ltd _ It 1.0 for Europe, 1.0 for USA and 1.2 for rest of world.
M&C Saatchi Sport & Entertainment Lid 890 690 UK
M&.C Saatchi Export Ltd 600 600 Uk The pre-tax discount rates are based on the Group's weighted average cost of capital adjusted for
M&C Saatchi Mobile Ltd 1,814 1,814 UK specific risks relating to the country and market in which the CGU operates.
M&C Saatchi Merlin Ltd 539 539 UK Residual n_”_.m.sﬂ n,_.u?ﬁzﬂ
es|aua Iscoun ISCoU
Clear Ideas Ltd 9,508 9,508 UK growth rates rates rates
M&C Saatchi Berlin GmbH 1,379 1,326 Europe 2018 and 2017 2017 2016
M&C Saatchi Madrid S.L.* 438 - Europe m__w assumptions a_” ” m :-m
M&.C Saatchi Middle East Fz LLC (Dubai) 685 749  Middle East and Africa ) .
Creative Spark Interactive (PTY) Ltd Asia and Australia 8 13-16 1247
(South Africa) 250 248 Middle East and Africa Middte Fast and Africa 310 10-24 10-14
Levergy Marketing Agency (PTY) Ltd o . Europe 3 12-16 12-16
(South Africa)* 1,067 Middle East and Africa Americas 3 12-14 13-14
Mé&C Saatchi Agency Pty Ltd (Australia) 2,870 2,759 Asia and Australia
Bang Pty Ltd (Austraba)* - 621 Asia and Australia We do expect the residual growth rates to exceed the long-term growth rates for these types of
Bohemia Group Pty Ltd (Australia)® 1,053 _ Asia and Australia _uc,m_zmmm in each location and the growth rates m__co,a due to the oocm small :._m_.rﬂ share m:.a the
Shepardson Stern + Kaminsky LLP* 5376 10.951 Americas ahility of our entrepraneurs to create new offerings. However, reflecting on the rapidly changing
P i ’ : nature of the marketing communications industry, for prudent testing purposes we have used
LIDANY LLP 5,199 5,682 Americas conservative residual growth rates.
Total of the four CGUs with goodwill less 1,005 990 Various
than £0.5m ' Management are satisfied, with the exception of the companies acquired or impaired in the year, M&C
Total 40,803 43,926 Saatchi Middle East Fz LLC (Dubai) which was acquired in 2016 and Clear |deas Limited that was
impaired in 2014, that no possible changes in key assumptions, apart from a significant loss of clients
* Apart from these CGUSs, whose mavements are described in this note, all other movements are due to exchange by a CGU, would cause the recoverable amount of any of our CGUS to be below their carrying amount.
(note 18). In relation to SS+K an increase of 1% in the discount rate would give additional impairment of £748k, a
. ) ] ) . ) reduction of 10% in the forecasted profitability would result in an additional impairment of £623k.
Goodwill and other intangibles are reviewed for impairment annually or mere freguently if events or Excluding $8+K which was impaired in the year, the following acjustments to key assumptions results in
changes in circumnstances indicates that the assets may be impaired. All recoverable amounts are from the following impairments:
future trading and not from the sala of unrecognised assets or other intangibles i.e. the valee in use.
The 2017 review was undertaken in the last quarter of the year in conjunction with our annual business Annual profit forecast reduced by
planning process; due to continuous poor trading resulting in management changes it was decided to Discount rates increased by 0% (5)% (20)% (30)%
fully impair Bang Pty Ltd; in addition as a result of reduced client spend and some client losses it was 0% - - _ 058
decidad to fully impair customer relationships, with a partial impairment of the brand name and 1% B _ 131 486
goodwill of Shepardson Stern + Kaminsky LLP (SS+K). This resulted in goadwill impairments of 2% 6 543 1440
£5,214k (2016: nil). B !
5% 291 429 1,893 3473
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17. Intangible assets continued

Brand name

This is made up of the brands that the Group gained by way of acquisition.

Year Cost2017 Cost2016 Amortisation
Brand name [e]1] acquired 2000 2000 pericd
Clear Clear Ideas Ltd 2007 2,840 2,640 3 years®
Inside Mobile M&C Saatchi Mobile Ltd 2010 103 103 Immediately*
Direct One M&C Saatchi GAD SAS 2010 88 89 Impaired*®
Bang Bang Pty Ltd (Australia} 2012 278 280 3 years*
Samuelson Talbot & Partners ol
ST&P Pty Ltd (Australia) 2013 49 50 Immediately
Merlin tlite M&C Saatchi Mertin Ltd 2013 186 186 Immediately*
Lean Mean Fighting . T
Machine M&C Saatchi (UK) Ltd 2014 82 82 Immediately
Heavenspot M&C Saatchi LA Inc 2016 62 64 Immediately*
BenNatan Golan ~ M&C Saatchi Tel Aviv 2015 595 590 Immadiataly”
Creative Spark Mu%ww_%qwum_.x Interactive 2015 281 218 3 years
Expression MAG Saatchi Middle BastF: 2016 2 %5 Immediately’
8§+K mﬁwomamg Stern+Kaminsky  9yg 1508 1670 3years™
MCD LIDANY LLP 2016 540 589 5 years
Bohemia Bohemia Group Pty Ltd 2017 1,469 - 3 years
Levergy _ﬁ._m«mwﬂ%_m;ﬁsm Agancy 2017 474 - 3 years
8,305 6,646

Income statement effects of 2017 acquisitions

The results of these three acquisitions included in the consolidation and their full year results:

* Futly amortised at year end.
** Useful life changed from 5 years to 3 years 31 December 2017,

18. Acquisitions

During the year, the Group made acguisitions in Australia (Bohemia Group Pty Ltd), Spain (M&C
Saatchi Madrid 8.L.) and South Africa (Lavergy Marketing Agency (PTY) Ltd) to enhance its service

and offering.

The acquisition of 25.1% of M&C Saatchi Madrid S.L. was for contingent consideration and was valued
at acquisition at nil, and in return for the Group lending the company €497k and buying €3k of new
shares. The transaction converted an associate (note 20) to & subsidiary, with the fair value of our
agsoclate interest at agquisition estimated at nil.

Goodwill relates to the value of the business’s staff and synergies with the Group’s combined client

portfolios. There is no local tax deduction for goodwi

Levergy
Bohemia M&C Marketing
Group Saatchi Agency Total
2017 Note Pty Ltd Madrid S.L. (PTY) Ltd 2000
Date of acguisition 28 February  2March 31 October
% Voting interest acquired 51.0% 50.1% 100%
Revenue in consolidation 4,724 2,435 292 7,461
Profit before tax in consolidation 731 369 81 1,181
Full year revenue 5,476 2,672 2,030 10,178
Full year profit before tax 708 200 160 1,088
Goodwlll at date of 2017 acqulsition
Ltevergy
Bohemia M&GC Marketing
Group Saatchi Agency Total
2017 Note Ptyltd MadridS.L  (PTY)Ltd* £000
Consideration, satisfied by:
Cash 19 1,285 2 983 2,280
Equity 1,502 - - 1,502
Contingent consideration 26 - - 1,056 1,056
Exchange rate adjustment (15) - 99 14
Total consideration 2,172 2 2,078 4,852
Less — Fair value of net assets made up of:
Brand name intangible 1,561 - 428 1,089
Gustomer refationship intangible - - 601 a01
Software 474 - - 474
Plant and equipment 822 255 67 1,144
Deferred tax asset 38 - § 4
Other non-current assets - 18 7N 39
Cash 19 803 462 263 1,628
Other current (liabilities)/assets (1,382) (1,226) 62 {2,546)
Deferred tax liability (468} - (309) i
QOther non-current liabilities (435) (346) (16) (7a7)
Non-controlling interests share (715) a7 - (298)
- Total fair value of net assets 698 (420) 1,123 1,401
Goodwill arising 17 2,074 422 955 3,451
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18. Acquisitions continued Goodwill on 2018 acquisitlon
Income statement effects of 2018 acqulsitions
Shepardson M&GC
Shepardson M&C Stern + Saatchi
Stern + Saatchi Kaminsky LIDANY Middle East Total
Kaminsky LIDANY Middle East Total 2016 Note LLP* LLp FzLLG £000
2018 LLP LLP FzLLG £000 Consideraticn, satisfied by:
Date of acquisition 1March  1March  1March Cash 4,568 7818 1,021 13,407
Revenue in consolidation 10,977 8,015 901 10,803 Fair value of associate 7,700 - - 7,700
Profit before tax in consolidation 1,691 678 {94) 2,275 Exchange rate adjustment 1,192 760 143 2,095
Full year revenue 12,589 9,751 974 23,324 Total consideration 13,460 8,578 1,164 23,902
Full year profit before tax 1,545 770 (103) 2212 Less
- Fair value of net assets made up of:
Brand name intangible 1,670 589 25 2,284
Customer relationship intangible 2,176 2,298 284 4,758
Plant and equipment 970 222 T 1,199
Deferred tax asset 15 - - 15
Other non-current assets 146 - - 146
Cash 1,610 1,254 3 2,805
Other current (liabilities)/assets (2,159) (1,477) 68 (3,568)
Non-controliing interests share (1,919 - - (1,919
- Total fair value of net assets 2,509 2,386 415 5810
Goodwilll arising 17 10,951 5,692 749 17,362

* An external independent valuation was carried out on Shepardson Stern + Kaminsky LLP and LIDA NY LLP
Intangibles.

Goodwill relates to the value of the business's staff. There is local tax deduction for gocdwill (with the
exception of UAE where there is no tax).

As part of the Shepardson Stern + Kaminsky LLP acqui
remaining capital rights (note 27).

jon, put options were negotiated over

LIDA NY LLP shareholders have put options that have been defined as a share based payment {note 30)
as payments are redistributed amongst remaining employees on termination of employment (collective
or individual) and therefore have been accounted for within staff costs (note B) in accordance with
IFRS3. As a consequence, the non-controlling interest charge is taken as a staff cost in statutory
accounts (for headline numbers, to allow comparability to rest of the Group, the non-controlling
interest charge is in¢luded in non-controlling interest).
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19. Gash consumed by acquisitions

2017 2018
£000 £000

Cash consideration
- Bohemia Group Pty Ltd (1,285) -
- Levergy Marketing Agency (PTY) Ltd (983) -

- Shepardsan Stern + Kaminsky LLP
- M&C Saatchi Madrid S.L.

- LIDANY LLP

- M&C Saatchi Middle East Fz LLC

- Small purchases of non-controfling interest's equity
- Deferred and contingent consideration paid (note 26)

(170)  (4,568)
2 -

Less ¢ash and cash equivalents acquired

- (7.818)

- {1,021)

(29) (344)

- (1,966)

2478) 0157110
1,528 2,895

(951)  (12,822)

20. Associates and joint venture
The Group invests in associates and joint ventures, gither to deliver its services (o a strategic market
place or to gain strategic mass by being part of a larger local or functional entity.

The following associates and joint ventures are inctuded in the consolidated financial statements:

Proportion of voting
Country of rights and ordinary
incorporation Investment In associate shars capital held at
or 2017 2016
_Region & Name registration £000 £000 2017 2018
UK
Watker Media Limited Media buying UK 10,748 10,807 25% 25%
Europe
M&C Saatchi Russia
Limited Advertising UK - - 50% 50%
M&.C Saatchi Madrid
s Advertising Spain - - 51% 25%
M&QC Saatchi 1stanbul Advertising Turkey 449 460 25% 25%
Middle East and
Africa
M&C Saatchi SAL™ Advertising Lebanon - - 10% 10%
Asla and Australla
M&C Saatchi (Hong
Kong) Limited Advertising China 8,118 7,529 40% 40%
February
Communications
Private Limited Advertising India 280 277 20% 20%
M&C Saatchi Ltd Advertising Japan 15 - 10% 10%
M&C Saatchi World
Services Pakistan (PVT) Development
Ltd (joint venture) communications Pakistan - - 50% 50%
Love Frankie Ltd Advertising Thailand 115 14 25% 25%
Americas
Santa Clara
Participacoes Ltda Advertising Brazil - - 25% 25%
Total 19,726 19,277

In March 2017 a controlling stake was acquired (note 18).
** Influence exerted through our board membership and contractual relationship, this entity services other
countries in the region.
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20. Associates and joint venture continued
All shares in associates are held by subsidiary companies, and have no special rights. Where the
associate has a right to use our brand name we have a right to withdraw the brand name to stop it
being lost, or protect it from damage. In the case of joint ventures, all key decisions have to be jointly
agreed. The risk the Group is exposed to from its associates and joint ventures is our investment, our
brand name and undistributed dividend flows.

Middie
Eastand Asiaand

UK  Europe Africa  Australia Americas mm7 2018
£000 £000 £000 £000 2000 £000 £000

Balance sheet
Total assets 87,502 374 2,085 7,782 2,185 90,888 86,852
Total tiabilities (77,841}  (271) (B,848) (4,028) (3,415) (94,309) (78,083)
Net current assets/(liabilities) 9,741 105 (6,781} 3,756 (1,230) 5,580 8,769
Our share 2,426 26 (678) 1,458 (307} 2,025 3,817
Lossas not recognised - - 878 - 307 985 886
Goodwill 8,322 424 - 7,069 - 15815 14574
Investment in associates 10,748 450 - 8,527 - 19,728 19,277

2017 2016
£000 £000
At 1 January 18,277 24,811
Exchange movements 267 2,021
Acquisition of associates - 3,605
Transferred to subsidiary following acquisition® - {9,275)
Impairment of associate - (3,738)
Dividends (1,808) amn
Share of profit after taxation 1,887 1,530
At 31 December 19,7256 18,277
* A controlling stake in M&G Saatchi Madrid 5.L was acquired in the year, which was held at a nit book value.
Summarised financial information
Middle
Eastand Asla and
UK Europe Africa Australla Americas 2017 €018
£000 £000 £000 £000 £000 2000 £000
Income statement _
Revenue 22,048 812 3,197 6,881 4330 38,168 39,583
Operating profit 8,480 (5 (893) 1,243 262 9,087 6,441
Profit before taxation 8,506 23 (1,139 1,268 88 8,738 5,996
Profit after taxation 8,559 13 (1,139 089 25 8,447 4,234
The Group’s share of the
results of associates 1,633 3 - 351 - 1,987 1,630
Dividends received from
assaciates in the year 1,782 24 - - - 1,806 177
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The UK is represented by Blue 449 (Watker Media Limited), which contributed all the profit during the
period. As such, the summary financial information has not been disaggregated further as, in the view
of the Directors, this would produce a note of disproportionate length given the materiality of the
investments held.



NOTES

Met book value of assets
lease arrangements are:

cluded in the above balances which have been purchased through finance

Furniture,
fittings and
Leasehold other Gomputer Motor
Improvements  equipment  eguipment vehicles Total
£000 £000 £000 £000 £000
At 31 December 2015 - 12 119 78 203
At 31 December 2016 - 5 89 95 189
At 31 December 2017 - - 47 12 159
22, Other non-current assets
2017
2000
Investments® 5,760
Other debtors including rent deposits 1,223
Loans to employees™* 2,288
Call option provision 54
Total other non-current assets 9,325

Continued
21. Plant and equipment
Furniture,
fittings and
Leasehold other Computer Motor
Improvements equipment equipment”  vehicles Total
£000 £000 £000 £000 £000
Cost
At 31 December 2015 7,288 6,826 5,493 140 19,747
Exchange differences 487 436 448 32 1,403
Additions 2,088 1,606 266 20 3,980
Acquisition of subsidiaries 51 269 191 0 1,201
Disposals (670) (483) (483) (36) (1,672
Disposal of subsidiary - (89) {44) - {113)
At 31 December 2016 9,944 8,575 5,871 156 24,546
Exchange differences (158) (50) (76) 1 (280)
Additions 1,713 398 1,717 3 3,83t
Reclassifications - {1,060) 1,060 - -
Acquisition of subsidiaries 821 170 8 75 1,144
Disposals (58) (85) (405) (37} (585)
At 31 December 2017 12,285 7,948 8,245 198 28,656
Depreciation
At 31 December 2015 3323 4,069 4,105 a3 11,550
Exchange differences 301 273 333 16 923
Depreciation charge 967 410 1,265 26 2,668
Disposals (333) {295) (471) (31) (1,130}
Disposat of subsidiary - (48) (38) - (84)
At 31 December 2016 4,258 4411 5,104 64 13,027
Exchange differences (40) (34} (56) 1 {129)
Depreciation charge 1,347 1,039 654 39 3,079
Reclassifications - (310) 310 - -
Disposals (8} (72) (404) (6) (490}
At 31 December 2017 6,557 5034 5,608 98 16,387
Net hook value
At 31 December 2015 3,065 2,757 1,388 87 8,197
At 31 December 2016 5,686 4,164 677 92 10,618
At 31 December 2017 6,708 2,914 2,547 100 12,269

* Within computer equipment is £168k of capitalised set up cost refating to systems upgrades,

The Group engages in corporate venturing by investing in start-up companies that have technologies that relate to

or could enhance the services the Group provides, or could become users of the Group's services, Under IFRS13,
these items are valued as level 3 financial instruments and have been recorded at cost, which was deemed fair
value an the date of acouisition. Given the start-up nature of these investments, these are not remeasured to fair
value at each reporting date, as fair value cannot be reliably measured. However, the values of these investments

are regularly reviewed and considered for impairment, which would be recorded in the income statement

immediately. Three entities have been impaired, being scaled down operations, and no alternative value to their
assets. The Group intends to realise its investments over a three to ten-year period either through sale of the
equity or receipt of dividends.

H

This related to Australian and South African Loans,

The Australian Loans relate to AUD3.3m (balance at 31 December 2016, AUD3,1m) loans that the Group lent local
management of M&C Saatchi Agency Pty Ltd, in 2015, to enable them to acquire 20% of that business. The full

recourse loan is repayable in full if the purchasers no longer have a bereficial interest in the shares of the

Australian Group, or are no longer employed (though the equity can ba held when not employed). The loan is
unsecured and charged interest at 0,1% above the five-year Australian interbark rate at the date the loan was
advanced. The carrying value of the loan approximated to fair value.
The South African Loans relate to £435k (balance at 31 December 2016, £435k} loans that the Group lent local
management of its South African companies to enable them to acquire equity in the South African Group business.
The full recourse lcans are repayable in fult if the purchasers no longer have a beneficial interest in the shares of
the South African Group, or are no longer employed. The lean is unsecured and charged interest at 2% above
LIBOR. The carrying value of the loan approximated to fair value.
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22. Other non-current assets continued
The movement in investments during the year is as follows:

As at 31 Dacember, the following trade receivables were past their due date (of zero to three months)
but not impaired. It is management’s belief that these debts will be fully repaid.

2017 2016 2017 2017 2016 2018
£000 2000 £000 % £000 %
At 1 Janvary 3,758 3,353 Threg to six months 2,569 3% 3,245 4%
Acquisition of corporate venturing investments 2,024 1,056 Qver six months 461 1% 758 1%
Reanalysed (22) - Total net trade receivables 83,539 100% 78,836 100%
Provision against investments - (651)
At 31 December 5,760 3,758 The carrying amount of the Group's trade and other receivables are denominated in the following
currencies:
217 2017 2016 2018
23, Trade and other receivables - - £000 % 2000 %
£000 000 Sterling 35,031 28% 35,7115 33%
Trade receivables 86,280 80,943 US dollars 32,546 27% 34,488 3%
Provisicn for bad debts® {2,741) (2,107 Australian dollars 16,624 14% 13,022 12%
Net trade recelvables 83,630 78,836 Malaysian ringgit 1,784 2% 3,882 3%
Prepayments and accrued income 23,807 23401 Euros 19,875 1% 13,784 13%
Amounts due from associates 1,717 920 South African rand 5,683 5% 1,965 %
VAT and sales tax recoverable 2,028 1,554 Brazilian real 1,858 2% 1,234 1%
Other dabtors 8,817 5,113 Other Ba77 5% 5,934 5%
Total trade and other recelvables 120,008 100,824 120,008 100% 109,824 100%
The carrying amount of trade and other receivables approximates to their fair value, Creditrisk . .
The Group menitors credit risk at both a local and Group level. Credit terms are set and monitored at
Movemeant in the bad debt provision , a local level according to local business practices and commercial trading conditions. The age of debt,
07 2018 and the level of accrued and deferred income is reported regularly. Age profiling is monitored both at
2000 £000 local customer level and at consolidated entity level, Bad debt provisions are determined locally. There
As at 1 Janvary* (2,107) (232) is only local exposure ta debt from our significant global clients. The Group continues to review its debt
Exchange movements 1 (43) exposure to foreign currency movements and will review efficient strategies to mitigate risk as the
Charged to the income statement (859) (2,070) Group’s overseas debt increases.
Acquired - (68) There are no significant concentrations of credit risk in the Group.
Released to income statement - 9
Utilisation of provision 214 298
As at 31 Decembar (2,741) (2,107)

* £1,890k of this provision relates to the billing to one client, where the wark was completed in the 1st quarter of
2016. At that point we recognised the remaining revenue on the job as local management believed, at the time, that
the entire amount woukl be paid into pur sterling UK bank acceunt. Local management still believe that the debt wi
be paid and the client has the cash, however due to local currency controls the client is unable to remit payment out
of the country. There is no indication when the currency controls will be lifted. Given this situation we believe it
prudent still to fully provide for the amount while we continue to work for the repatriation of the cash,
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24, Trade and other payables
Amounts falling due within ong year

2017 2016

2000 £000
Trade creditors (51,893) (45,700}
Sales taxation and social security payables (8,802) (7,268)
Employment benefit accruals (1,798) (1,130
Amounts due to associates - (2,155)
Accryals (39,250)  (33,485)
Deferred income (20,694) (17,819)
Other payables (8,019) (8,329)

{128,256) {115,886}

The carrying amount of trade and other payables approximates to their fair value.

Settlement of trade and other payabies is in accordance with our terms of trade established with our
local suppiiers.

The ¢arrying amount of the Group’s trade and other payables are denominated in the following
currencies:

Amounts falllng due within one year

2017 2017 2016 218

2000 % £000 %
Sterling (25,819) 20% (34,357) 29%
US dollars (44,628) 34% {39,391} 34%
Australian dollars (22,737 18% {13,936) 12%
Malaysian ringgit (2,720) 2% {4,258) %
Euros (18,550) 15% {14,084) 12%
South African rand {4,050) 3% (1,136} 2%
Brazilian real (2,238) 2% (2,271) 2%
Other (7,518) 8% {6,453) 5%

(128,256) 100%  (115,886) 100%

The table below analyses the Group's financial liabilities and derivative financial liabilities into relevant
maturity groupings based on the period remaining until the contractual maturity date. The amounts
disclosed in the table are the contractual undiscounted cash flows (including interest), and therefore
will not reconcile with amounts disclosed on the consolidated balance sheet:

om7 2018
£000 £000
Non-derlvatives
Up to six months (68,1668)  (87,669)
Six to twelva months (13) (13)
Later than one year and not later than five years (40,585)  (30,445)
(138,754) (118,127)
Put optlons
Up to six months (14813)  (20,216)

(10,318)  {12,952)
(25131)  {33,168)
Total derivatives and non-derivatives (163,885) (151,295)

Later than one year and not later than five years

The value of put options represents the minority shareholder put option liability excluding any discount
for time. The majority of these financial instruments will be fulfilled by the issue of equity (note 27).

The above table is an indicator of our liquidity risk. The risk is mitigated by the receipt of cash from
trade and other receivables, and in the case of put options, the majority of the liability will be fulfilled by
the issue of equity (note 29)

25. Borrowings
Amounts falling due within one year

2017 2018
£000 2000
Obligations under finance leases @27 (25)
Local bank loans* (789) -
Invoice discounting™® (2,915) (3,645)

(3,731)  (3,670)

* £290k of logal bank loans refate to facilities that Bohemia Group Pty Ltd (Australia), used to fund pre
acquisition fixed assets, and £499k M&C Saatchi Madrid S.L (Spain) used to fund historic losses.
** Invoice discounting relates to borrowings secured against trade receivables in the UK. The amounts borrowed
represent 60% of the receivable balance pledged. As at the balance sheet date, £1.9m was not drawn under this
y. Interest is accrued at 1.75% per annum on amounts drawn,
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25. Borrowlngs continued
Amounts falling due after one year

2017 2018

£000 £000

Obligations under finance leases (108) (18)
Loca! bank loans* (228) -
Secured bank lpans (37,430)  (28,259)

(37,784) (28,277}

* £120k of local bank loans relate to faciities that Bohemia Group Pty Ltd (Australia) uses to fund fixed assets and
£108x M&C Saatchi Madrid S.L (Spain) uses to fund historic losses. The respective bank has security aver the
assets respective company.

The carrying value of bank loans approximates to their fair value.

Secured bank loans

At the year end, the Group had a banking facility of up to £40.0m (2016: £40.0m) plus a one year £0.3m
(2016: £0.3m) overdraft facility. On 29 November 2017 it was agreed that this facility would only reduce
to £39.0m on 31 December 2019 and £36.0m on 31 December 2019 {2016: reduces by £2.0m annually).
The facilities have floating rates of interest set at 1.75% above LIBOR and the overdraft has floating
rates of interest set at 1.75% above the Bank of England base rate. The banking facility matures on 30
April 2020. In return for the facility Group gives the bank guarantees over key UK, Dutch and Australian
companies.

Obligations under finance leases and hire purchase contracts are due as follows:

2017 2018
£000 £000
In one year or less, or on demand (27) {25)
In more than one year but not more than two years (1086) (18)
(133) (43)
Total bank loans and borrowings used to calculate net cash are as follows:
Obligations
Gross under
secured Local bank Total secured Invoice finance
bank loans loans loans® discounting lease
FALi £000 £000 £000 2000 Total
At 1 January 2016 (23,800} - (23,800) (3,130) (64)  (26,994)
Cash movements (4,242) - (4,242) {512) 36 (4,718)
Non-cash movements -
- Foreign exchange (540) - (540) (3) {15) (558)
changes
At 31 December 2016 (28,582) - {28,582) {3,645) {43)  (32,270)
Cash movements (10,097) 218 (9,881) 730" 28 (9,123)
Non-cash movements
- Foreign exchange 1,021 (33 988 - (8) 980
changes
- Fixed asset - - - - (110) (110)
additions
- Acquisitions (1,200) {1,200) - - (1,200)
At 31 December 2017 (37,658} (1,017) (38,675) (2,915) (133)  (41,723)

2017 2018

£000 £000

Gross secured bank loans (37,658)  (28,582)

Capitalised finance costs 228 323

Net secured bank loans (37.430)  (28,259)

Future interest payable on secured bank loans at balance sheet date {2,215) (2,406)

Total secured bank lcans and future interest (38,645)  (30,665)
Total secured bank loans and future interest are due as follows:

17 2018

£000 £000

In one year or less, or on demand (950) (722)

In more than one year but not more than five years (38,805)  (29,943)

(39,645)  (30,665)
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The borrowing used to calculate net cash.

** The net movement of £730k is inclusive of total drawdowns completed during the year of £68.1m and repayments
of £67.4m
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26. Deferred and contingent consideration 2017 2018
217 2018 £000 2000
£000 £000 At 1 January (33,168)  (24,364)
Amounts fatling due within one year Exchange difference 75 82)
- Contingent (note 18)** @™ - Additions - (16,249)
Amounts falling due more than one year but not more than five years Exercises 4,995 2,126
~ Contingent (note 18)"* (833) - Income statament charge due to
(1.210) - - Change in estimates 2,613 2,978
At t January - {1,792) - Change in share price 401 {3,279)
Exchange difference (114) (131} - Time 23 {296}
Associate increase in contingency™ - (43) Total income statement charge 3,037 (547)
Charged to income statement (40) -
Acquisition (note 18)** {1,056) - At 31 December (25,128)  (33,166)
Consideration paid (note 19) - 1,966 ) ) o . ) )
AL31 December (1.210) ~ ;m.ao,aamam in the year relating to the minority interest put options that are payable in cash and in
equity are as follows:
*  This all relates to payments to Shepardson Stern + Kaminsky LLP, befere we gained a controfiing interest, Cash based mﬁw .Mﬁuu
** This relates to contingert consideration due for Levergy Marketing Agency (PTY) Ltd, the abligation will be paid
in M&C Saatchi plc shares. The contingent consideration is payable over the next four years, and is dependent on At 1 January (3,209) (2,841)
profitability and profitability growth rates of Levergy Marketing Agency (PTY) Ltd. The amount payable is ;
uncapped. The fair value of contingent consideration is measured using some inputs that are not based on Exchange difference 5 (82)
ohservable market data (.e. IFRS13, level 3 fair value measurement). Reclassified to/(from) share based 23 (319)
Income statement charge due to
27. Minority shareholder put optlon liabllitles - Change in estimates a5 280
Some of our subsidiaries’ local entrepreneurs (minorities) have the right ta a put option. The put - Change in share price 33 (235)
options give the minorities a right to exchange their minority holdings in the subsidiary into shares in - Tima 10 (2)
M&C Saatehi plc or cash (as per the agreement). At 31 December (3333 (3,299)
M-ﬁw W.“N_“ 217 2017 218
Amounts falling due within Bar Equity based quity” 2000 £000
mounts fallng due within one At 1 January (7.880) (20867) (21,423)
- Cash (1,319) {1,300) Additions _ - (10.249)
- Fauty (13489 _ (18,916) Exercises 1388 4925  21%
(14813)  (20.716) Reclassified (from)/to cash based ®) 23) 319
Amounts falling due after one year, but less than threg years income statement charge due to
- Cash @na (1989 - Change in estimates 508 2788 2,698
- Equity (8,302) (10,951 ~ Change in share price ag .8 (3,084)
(10318}  (12,950) - Time 4 13 (294)
At 31 December (5,867) (21,798) {(29,867)
(25128)  (33,166)

*  The estimated number of M&G Saatchi plc shares that will be issued, in thausands, to fulfil.
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27. Minority shareholder put option liabilities continued
Put options are exercisable from:

Subsldiary

FCINQ SAS

Talk PR Ltd

% of subslidiarles’

Year shares exchangeable

M&C Saatchi Marketing Arts Ltd 2018 50.0
M&C Saatchi (M) SDN BHD 2018 20.0
Influence Communications Ltd 2018 5.0
M&C Saatchi Europe Holdings Ltd 2018 40
M&.C Saatchi Communications Pty Ltd 2018 13.0
M&C Saatchi Berlin GmbH 2018 100
2018 15.0

M&C Saatchi Sport & Entertainment LLP (US) 2018 215
M&C Saatchi Sport & Entertainment Pvt Ltd 2018 34.0
2018 39.0

M&C Saatchi UK PR LLP 2018 215
M&C Saatchi Corporate SAS 2018 29.8
M&C Saatchi (Switzerland) SA 2018 20.0
M&G Saatchi Merlin Ltd 2018 45.0
The Source (London) Ltd 2018 10.0
M&C Saatchi Brazit Comunicagao LTDA 2018 40.0
Samuelson Talbot & Partners Pty Ltd 2018 a8
Shepardson Stern + Kaminsky LLP 2019 33.3
M&C Saatchi Agency Pty Ltd 2020 20.0
Creative Spark Interactive (PTY) Ltd 2020 10.0

At each period end, the fair value of the put option liability is calculated in accordance with the
shareholders’ agreement, and any movement is charged to the income statement. Where the
agreement gives a right to convert to a variable number of shares (rather than a valug), the number
of shares is converted to a value by using the pericd end share price (2017: 371.5p, 2016: 380.0p).

The liahility will vary with our share price and with the results of the subsidiary companies. Gurrent liabilities
are determined by our year end share price and the 2017 results of the companies who can exergise in
2018, Non-current liabilities are determined by our year end share price and the projected results of the
companies who can exercise after 2018. The projected results show management's best estimate of the
growth rates and margin of the companies who can exercise after 2018, Given that these companies are
smatl, single account wins/losses can have a significant effect on their results. Such account wins are far
more significant than changes to exchange rates and underlying economic growth rates.

The fair value of minority shareholder put option liabilities is measured using some inputs that are not
based on observable market data {i.e. IFRS13, level 3 fair value measurement).

Share price risk

Changes in our year end share price will impact the fair value adjustment to minarity sharehelder put
options, The year end share price was 371.5p (2016: 380.0p). The 2017 charges would have changed as

follows, had the share price been:

Increase/{decreass) in

Movement profit before and after tax
Share price % 2000
443.0p +19% (1,908)
400.0p +8% (1,013)
371.5p - -
340.0p (8% 1,170
300.0p (19)% 3,386
Forecast accuracy

Difference in actual and projected results of the companies could have an impact on the fair value

adjustments as follows {assuming no change in the Group's forecast):

Increase/(decrease) in

profit before and aftep tax

Result £000
+10% (546)
(10% 1,301

28. Other non-current liabilities

217 2018

£000 £000

Employment benefit provisions® (490} (4486)
QOther (1,988) (2,162)
(2,487) (2,608)

* This relates to long term service leave in scme locations.
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29. Issued share capltal
Allotted, catled up and fully paid

Share based payments include vested share options and conditionat share awards.

Expense recognised in year:

p

Ordinary

Number of shares

shares £000

At 31 Decembar 2015 12,115019 121
Acquisition 10% M&C Saatchi Berlin GmbH 165,812 1
Acquisition 20% M&C Saatchi (Hong Kong) Limited 1,269,458 13
Acquisition of 20% M&C Saatchi SpA (italy) 419,970 4
Acquisition small percentages of a UK and a US subsidiary 389,937 4
At 31 December 2018 74,850,196 749
Acquisition 16.566% of Shepardson Stern + Kaminsky LLP 687,280 7
Acquisition 10% Talk PR Ltd 132,572 1
Acquisition 10% M&G Saatchi Mobile Ltd 2,476,017 25
Acquisition 24.6% LIDA NY LLP : 380,271 4
Acquisition 0.1% of M&C Saatchi Network Ltd . 300,000 3
Acquisition 32.9% of Bohemia Group Pty Ltd 524,775 §
Exercise of Mobile USA share options 945,801 10
Acquisition of small percentages of UK and Australian subsidiaries 926,890 9
At 31 December 2017 81,332,802 813

The Group holds 700,000 of the above M&C Saatchi pla shares in treasury.

Capital management
The Group aims to use cash generated from our operations to fund growth. Debt is used o fund short
term investment and working capital cycles.

Long term and major investment obligations are fulfilled by issuing equity (e.g. put options (note 27)).
In this way, we reduce the financial risk of gett markets being closed or rationed. The Group will
minirise the amount of equity issues when long term and major investment obligations vest by using
any available cash instead of equity.

Qur long term targets are to be debt free and to minimise the dilution to our shareholders and
maximise our organic growth.

30. Share based payments

Some of our subsidiaries’ local entreprensurs (“mingrities”) have the right to a put option. The put
options give the minorities a right to exchange their minority holdings in the subsidiary into shares in
M&C Saatchi plg, in the event that they are no longer employed by the Group either the Group buys
back the local equity at a price refiecting the value on their departure or other local entreprensurs
receive the local equity (as per the agreement). Due to the changing right of the local equity, the local
minority has been accounted as a share based payment under IFRS2.

2017 2016

£000 2006

Equity settled 13,501 7,997

Cash settled _ _

Total 13,501 7.997
Vested share options:

Conditional
share Total

awards number
At 1 January 2016 - -

Vested 2,107,224 2,107,224
At 31 December 2016 2,107,224 2,107,224
Vested 3,197,220 3,197,220
Exercised” (4,112,089) (4,112,089)
At 31 December 2017 1,192,355 1,192,355

* The average priceé when these options were exercised was 328.75p (2016: n/a).

The conditional share awards are conditional that the employee remains employed by the Group on the
day of exercise.

Gonditional share awards

Minority interest put options with leaver provisions

In addition to the put option liabilities described in note 27, the following entities have issued put options
which are forfeited on termination of employment of the minorities. As such, these arrangements are
treated as share based payment and accounted for under IFRS2, as opposed to IFRS9.

The fair value of these options is determined on the date of grant based on the value of the underlying
subsidiary and the aumber of shares in M&C Saatchi plc expected to be issued on exercise. The fair
value of the subsidiary shares is established by means of a Monte Carlo model and the number of
shares to be issued are determined in line with the formula prescribed in the respective shareholder
agreements.

The fair value is charged to the income statement over the vesting period on a straight-line basis.
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30. Share based payments continued

Fair value
of option (per Company
Share price at Yesting M&G Saatchi plc dividend
Grant date grant date period years  Dividend yleld Volatility  Risk free rate share ssued)’ rights PECap  Vesting date™
M&C Saatchi Network Ltd** 06/05/15 £3.23 2 1.94% 28% 0.70% £3.10 No No 15/04/17
M&C Saatchi Network Ltd 05/06/15 £3.23 4 1.94% 43% 1.20% £2.93 No No 15/04/19
M&C Saatchi LA Inc 16/12/04 £1.30 16 1.78% 45% 1.64% £1.00 Yes No 15/04/20
M&C Saatchi LA Inc 15/01/16 £3.15 5 1.96% 54% 1.04% £2.85 Yes No 15/04/20
M&C Saatchi Shop Ltd 03/12/15 £3.32 4 0.70% 27% 1.17% £3.21 Yes No 15/04/20
M&C Saatchi Shop Ltd 03/12/15 £3.32 5 1.89% 42% 1.35% £3.19 Yes No 15/04/1
M&C Saatchi Shop Ltd 03/12/15 £3.32 ] 1.87% 54% 1.48% £3.06 Yes No 15/04/22
M&C Saatchi Accelerator Ltd 26/11/15 £3.97 4 191% 26% 1.16% £3.00 Yes No 15/04/20
Mé&C Saatchi Accelerator Ltd 26/11/15 £3.27 ] 1.91% 42% 1.52% £2.94 Yas No 15/04/21
M&C Saatchi Accelerator Ltd 26/11/15 £3.27 ] 1.91% 54% 1.47% £2.84 Yes No 15/04/22
M&C Saatchi Mobile Singapore 24/06/15 £3.16 4 1.98% 43% 1.54% £1.53 Yes 12 15/04/20
M&C Saatchi (S) Pte Ltd 01/09/13 £2.68 6 1.85% 63% 1.84% £0.96 Yes 12 15/04/19
M&C Saatchi Tel Aviv Ltd 21/04/15 £3.28 ) 1.91% 44% 1.20% £3.26 Yes No 15/04/20
LIDANY LLP 15/03/16 £3.14 1 2.30% 25% 0.57% £3.09 Yes B 30/11/16
LIDA NY LLP 15/03/16 £3.14 3 2.50% 25% 0.57% £2.95 Yes 8 30/11/18
M&C Saatchi SpA 09/12/15 £3.33 3 1.88% 28% 1.23% £3.11 Yes No 15/04/19
Paris GAD Holding SAS 24/02/16 £2.98 4 2.42% 27% 1.23% £2.72 Yes No 01/05/20
M&G Saatchi Share Ing 12/08/15 £3.30 5 2.19% 41% 0.81% £2.78 Yes No 15/04/20
M&C Saatchi AB 11/02/14 £3.03 4 1.80% 48% 1.22% £2.61 Yes No 01/12/17
M&C Saatchi Middle East Holdco Ltd 23/03/16 £3.23 3 2.23% 2% 0.57% £3.02 Yes No 15/04/19
M&C Saatchi Worldwide Ltd 01/06/16 £3.38 3 2.13% 28% 0.81% £0.77 No No 01/01/19
M&C Saatchi Worldwide Ltd 18/07/16 £2.95 2 2,44% 29% 0.81% £0.45 No No 01/01/19
M&C Saatchi Mobile Ltd** 23/08/16 £3.67 1 2.03% 33% 0.11% £3.60 No No 21/08/17
M&C Saatchi Mabile Ltd** 23/08/16 £3.67 2 2.03% 31% 0.11% £3.51 No No 09/08/17
M&C Saatchi Mobile Ltg**** 23/08/16 £3.67 4 2.03% 31% 0.12% £3.38 No No 15/04/18
M&C Saatchi Mobile USA™ 28/10/16 £3.29 1 2.27% 41% 0.11% £3.23 No No 27/08/17
M&.C Saatchi Mobile USA™ 28/10/16 £3.29 2 2.2T% 33% 0.11% 2315 No No 14/10/18
Mé&C Saatchi Mobile LISA 28/10/16 £3.29 3 2.97% 30% 0.12% £3.04 No No 15/04/20
M&C Saatchi Berlin GMBH 14/12/16 £3.28 4 2.26% 3% 0.56% £2.98 No No 16/04/21

*  The valuation was made using a Monte Carlo model,

**  Vested and exercised.

*>*  The vesting date is set in the agreements on the date that the Group’s Annual Report is published, These dates are estimates based on our historic timetabia,

*=** The vesting date was amended in the year due to targets being met.
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30. Share based payments continued

Falr valye
of option (per GCompany
Share price at Vesting M&C Saatehl ple dividend
Conditlonal shares issued in 2017 Grant date grant date perlod years  Dividend yleid Volatility  Riskfree rate  shareissued)* rights PEGap  Vesting date™

M&C Saatchi Digital GmbH 14/02/17 £3.55 5 2.33% 30% 0.68% £3.14 Yes No  15/04/2022
Clear ideas Ltd - B shares (Group) 030317 2347 § 2.39% 31% 0.34% £3.06 Yes No  15/04/2022
Clear Ideas Ltd — C shares (UK) 03/03/17 £3.47 5 2.39% 3% 0.34% £3.06 Yes No  15/04/2022
Clear LALLC 28/03/17 £3.51 5 2,36% 3% 0.50% £2.24 Yes 12 15/04/2022
Human Digital Ltd 12/04/17 £3.46 4 2.48% 30% 0.28% £2.13 Yes 10 15/04/207
12/04/17 £3.46 ] 2.48% 30% 0.43% £2.03 Yes 10 15/04/2022
Human Digital Ltd 12/04.17 £3.46 6 2.48% 29% 0.58% £1.96 Yes 10 15/04/2023
M&C Saatchi, S.A.DE.C.V 0170717 £3.32 6§ 2.50% 30% 0.79% £2.86 Yes No  15/04/2023
M&C Saatchi Sports & Entertainment Ltd 311017 £3.34 4 2.57% 3% 0.79% 2297 Yes No  15/04/2022
Levergy Marketing Agency Pty Ltd 15/11/17 £3.30 3 2.60% 32% 0.75% £3.02 Yes No 1570472021
M&C Saatchi PR International Ltd 29/117 £3.34 4 2.57% 31% 0.79% £2.97 Yes No  15/04/2022
M&C Saatchi PR International Ltd 29/11A17 £3.34 b 2.57% 3% 0.97% £2.90 Yes No  15/04/2023
M&C Saatchi PR International Ltd 29117 £3.34 6 2.57% 31% 1.05% £2.82 Yes No  15/04/2024

*  The valuation was made using a Monte Carlo model.

*** The vesting date is set in the agreements on the date that the Group's Annual Report is published. These dates are estimates based on our historic timetable.
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30. Share based payments continued

Fair value Estimated Total

of option (Per number of accounting
M&C Saatchl shares at charge at Accounting Accounting
% shareholding Vesting plc share vesting vesting charge 2017 charge 2016
In entity date issued) ‘000 £000 2000 £000
M&C Saatchi Network Ltd 0.0% 15/04/17 £3.10 300 £931 2137 2479
M&C Saatchi Network Ltd 5.0% 15/04/19 £2.93 881 £2,581 £654 £656
M&C Saatchi LA Inc 6.0% 15/04/20 £1.00 184 £184 £12 £12
M&C Saatchi LA Inc 40% 15/04/20 £2.85 123 £350 £67 £67
M&C Saatchi Shop Ltd* 2.5% 15/04/20 £3.21 T £23 £010) £19
M&C Saatchi Shop Ltd* 2.5% 15/04/21 £3.19 7 Fwal £(8) £14
M&C Saatchi Shop Ltd* 2.5% 15/04/22 £3.06 6 £20 £(8) Mm
M&C Saatchi Accelerator Ltd B.7% 16/04/20 £3.00 47 2141 £32 £32
M&C Saatchi Accelerator Ltd 6.7% 16/04/21 £2.94 54 £158 £29 £29
M&C Saatchi Accelerator Ltd 6.7% 16/04/22 £284 51 £145 523 £23
M&.C Saatchi Mobile Singapore 5.0% 16/04/20 £1.53 66 £101 Ll |
M&C Saatchi (S) Pte Ltd 20.0% 15/04/19 £0.96 360 £347 562 £62
M&C Saatchi Tel Aviv Ltd 20.0% 15/04/20 £3.96 32 £104 2 £14
LIDA NY LLP 24.5% 30711118 £3.09 631 £1,850 - £1,860
LIDA NY LLP 24.5% 30/11/18 £2.95 648 £1,911 £705 £562
M&C Saatchi SpA 20.0% 165/04/19 £23.11 428 £1,332 £397 £422
Paris GAD Holding SAS 40.0% 01/05/20 £2.72 - - - -
M&C Saatchi Share Inc 20.0% 15/04/20 £2.78 - - - -
M&C Saatchi AB 40.0% o2enT £2.61 301 et 2190 2597
M&C Saatchi Middle East Holdco Ltd 20.0% 16/04/19 £3.02 7 £22 &7 £6
M&C Saatchi Worldwide Ltd 0.0% 01/01/18 £0.77 1,271 £977 £378 £220
M&C Saatchi Worldwide Ltd 0.0% 01/01/19 £0.45 127 857 £23 i
M&C Saatchi Mobile Ltd 5.0% 02/05/17 £3.60 834 £3,000 £1,043 £1,067
M&C Saatchi Mobile Ltd 5.0% 27/08/17 £3.60 278 £1,000 £648 £352
M&C Saatchi Mobile Ltd 10.0% 09/08/17 £3.51 1,139 £4,000 £3,335 2665
M&C Saatchi Mobile Ltg™ 10.0% 15/04/18 £3.38 622 £2,106 £1,532 £206
M&C Saatchi Mobile USA 0.0% 08/0117 £3.23 A76 £1,637 £1,212 £325
M&C Saatchi Mobile USA 0.0% 09/08/17 £3.18 488 £1,537 £1,400 £137
M&C Saatchi Mabile USA 0.0% 156/04/20 £3.04 265 £806 £233 £41
M@&.C Saatchi Berlin GMBH 13.5% 15/04/0 £2.98 250 £746 £172 £7

*  Shareholder left Group In the year and the shares were bought back by the Group.
** Scheme amended attowing for accelerated vesting with no increase in underlying value,

In creating the accounting charge, we have assumed that all shareholders will be employed at the time of vesting.
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30. Share based payments continued
Falr value Estimated Total
of option {Per number of accounting

M&G Saatchi shares at chargeat Accounting Accounting
% shareholding Vesting plc share vesting vesting charge 2017 chargs 2018
Conditional shares Issued in 2617 In entity date Issued) ‘000 £000 £000 £000
M&C Saatchi Digital GmbH 25.0% 15/04/22 £3.14 49 £154 £26 -
Clear Ideas Ltd — B shares (Group) 5.0% 16/04/22 £3.06 92 £282 246 -
Clear Ideas Ltd - C shares (UK} 15.0% 16/04/22 £3.06 204 £616 198 -
Clear LALLC 12.0% 15/04/22 £2.24 35 £78 £12 -
Human Digital Ltd 11.5% 16/04/21 £2.13 56 £120 £22 -
Human Digital Ltd 11.5% 15/04/22 £2.03 44 £89 213 -
Human Digital £ td 17.0% 16/04/23 £1.96 50 £99 212 -
M&C Saatchi, S.A.DE. C.V 41.0% 15/04/23 £2.86 108 £30% £27 -
M&C Saatchi Sports & Entertainment Ltd 30.0% 15/04/22 £2.97 200 £596 £22 -
Levergy Marketing Agency Pty Ltd 11.8% 15/04/21 £3.02 79 £228 £9 -
M&C Saatchi PR International Ltd 13.3% 15/04/22 £2.97 35 £105 £2 -
M&C Saatchi PR International Ltd 13.3% 16/04/23 £2.90 32 £93 52 -
M&C Saatchi PR International Ltd 13.5% 16/04/24 £2.82 29 1282 N -
Total for all conditlonal shares 10,895 £29,735 £13,501 £7,997

In creating the accounting charge, we have assumed that all shareholders will be employed at time of vesting.

We plan, in accordance with our business model to develop new businesses in 2018 with local entrepreneurs holding puttable equity in these businesses (new conditional shares). If no new conditional shares were to

be issued in 2018 then the option charge will be £3,741k.
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31. Post balance sheet events
There have been no significant events since year end.

32. Commitments
Gapltal commitments
There are no other significant capital commitments contracted for but not provided.

Operating leases
Commitments under operating leases are reported within note 7.

33. Related party transactions
Key management remuneration
Key management remuneration is disclosed in note 8.

Unaudited detail on Directors’ remuneration is disclosed in the Remuneration Report on pages 26
to 27.

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

Tom Dery is a director of Australian Cancer. During the year the Group passed on £40k of third party
costs to Australian Cancer (2016: nil}, and charged them nil (2016: £3k) in fees, of which nil (2016: nil)
was outstanding at the year end.

Lara Hussein has an equity interest in Brand Energy. During the year, the Group was charged, on an
arm's-length basis, by Brand Energy £577k (2016: £713k), of which nil (2016: £512k) was unpaid at the
year end.

To assist the local directors to acquire 20% of M&C Saatchi Agency Pty Ltd in 2015, loans of AUD3.6m
were issued. At the year end, the balance of the loan was AUD3.2m (2016: AUD3.1m) (see note 22 for
further details).

In 2015 the Group lent Antcine Barthuel, an arm’s-length interest-bearing Euro 150k loan, a further an

arm’s-length interest-bearing Euro 300k loan was issued in 2017, the balance of the loan was Euro 300k
(2016: Euro 150k) at the year end.
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During the year, the Group made purchases of £2,356k (2016: £3,138k) from its associates. At

31 December 2017, there was nil due to associates in respect of these transactions (2016: £2,801k),
a further £1,367k was paid in advance and owed to the Group for these transactions. During the year,
£160k (2016: £150k) of fees were charged by Group companies to associates. At 31 December 2017,
associates owed Group companies £264% (2016; £409k).

During the year, the Company recharged its subsidiaries and indirect subsidiaries with £818k (2016:
£818k) of its costs, £268k {2016: £559k) of interest. The balance outstanding can be seen in notes 37,
38 and 39.

34. Accounting policies
Critical accounting policies are set out in note 4.

Additional accounting policies followed by the Group are:

Cost convention
The financial statements have been prepared under the historical cost convention, except for the
revaluation of certain financial instruments.

Basls of consolidation

The M&.C Saatchi plc consolidated financial statements incorporate the financial statements of

M&C Saatchi ple and entities (including special purpose entities) controlled by M&C Saatchi plc

(and its subsidiaries). Control is achieved whers M&C Saatchi plc has the power to govern the financial
and operating policies of an entity so as to obtain benefits from its activities. Where subsidiaries are
acquired in the year, their results and cash flows are included from the date that we gain control up

to the balance sheet date.

Where necessary, adjustments are made to the financial statements of subsidiaries to bring their
accounting policies into line with those used by other members of the Group. All intra Group
transactions, balances, income and expenses are eliminated on consolidation.

Where a consolidated company is less than 100% owned by the Group, the non-controlling interest
share of the results and net assets is recognised at each reporting date.
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34. Agcounting policies continued

Disposals of subsidiaries’ equity that do not affect controt

The difference between the consideration received and the credit to the non-controlling interest
reserve is credited directly to retained earnings. In the event that equity had previously baen acquired
under this revised standard then such a disposal will result in a release from the non-controlling
interest acquired reserve to retained sarnings.

Acquisitions of subsidlarles’ equity that do not affect control

From 1 January 2012, acquisitions of subsidiaries’ equity that do not affect control have been
accounted for using non-controlling interest acquired reserve. How the non-controlling interest
acouired reserve is used is described in note 5.

Corporate venturing investments

Investments in debt and equity securities held by the Group are classified as being available-for-sale
and are stated at fair value, with any resultant gain or loss being recognised directly in equity (in the
fair value reserve), except for impairment losses and, in the case of monetary items such as debt
securities, foreign exchange gains and losses. When these investments are derecognised, the
cumulative gain or loss previously recognised directly in equity is recognised in the income statement.
Where these investments are interest-bearing, interest calculated using the effective interest method
is recognised in the income statement.

Assoclates and Jolnt ventures

Assaciates and joint ventures are all entities over which the Group has significant influence but not
control, They generally accompany a shareholding of between 10% and 50% of the voting rights,
minority or equal board representation and, in case of shareholdings of between 10% and 20%, the
Group treats the entity as an associate where therg are significant minority and contractual
protections that allow us to influence dividend and investment flows. Investments in associates and
Jjoint ventures are accounted for using the equity method of accounting and are initially recognised at
cost, The Group’s investment in agsociates and joint ventures includes goodwill identified on
acquisition, net of any accumufated impairment loss.

The Group’s share of its associates’ and joint ventures’ post acquisition profits or losses is
recognised in the income statement, and its share of post acquisition movements is recognised in
other comprehensive income. The cumulative post acquisition movements are adjusted against the
carrying amount of the investment. When the Group’s share of losses in an associate or joint venture
equals or exceeds its interest in the assogiate, including any other unsecured receivables, the Group
does not recognise further losses, unless it has incurred obligations or made payments on behalf

of the associate.

Unrealised gains on transactions between the Group and its associates are eliminated to the extent
of the Group's interest in the associates. Unrealised losses are alsc eliminated unless the transaction
provides evidence of ar impairment of the asset transferred. Accounting policies of associates have
baen changed where necessary to ensure consistency with the policies adopted by the Group.

intanglble assets

Separately acquired intangible assets are capitalised at cost. intangible assets acquired as part

of a business combination are capitalised at fair value at the date of acquisition if they arise from
contractual or other legal rights, and sufficient information exists to measure the fair value of the
asset. Intangible assets that relate to associates are included within the carrying value of the
investment in associates. The amounts ascribed to such intangibles are arrived at by using appropriate
valuation technigues.

Intangible assets are stated at historical cost less accumulated amortisation and impairment.

Amortisation is provided to write off the cost of all intangible assets, less estimated residual values,
evenly over their expected useful lives.

The charge in the income statement is included in operating costs. Intangible assets are amortised to
residual values over the useful economic life of the asset as follows:

Software - three years

Customer relationships - one 1o five years

Brand name - zero to five (reduced to three years from 31 December 2017}

The need for any intangible asset impairment write down is assessed by comparison of the carrying
value of the asset against the higher of value in use and fair value less cost to sell.
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34. Accounting policies continued
Plant and equlpment
Tangible fixed assets are stated at historical cost less accumulated depreciation.

Depreciation is provided to write off the cost of all fixed assets, less estimated residual values, evenly
over their expected useful lives.

Depreciation is calculated at the following annual rates:
Leasehold improvements - lower of useful life and over the period of the lease
Furniture and fittings - 10% in equal instalments

Computer equipment - 33% in equal instalments
Other equipment - 26% in equal instaiments
Motor vehicles - 25% in equal instaiments

The need for any fixed asset impairment write down is assessed by comparison of the carrying value
of the asset against the higher of fair value iess cost to sell and the value in use.

Cash and cash equivalents

Cash and cash equivalents include, for the purposes of the balance sheet and cash flow statement,
cash at bank and in hand and deposits with an original maturity of three months or less, net of legally
offsettable overdraft, which are managed as part of cash balances.

Leased assets
Leases are classified as finance leases whenever the terms of the lease transfer substantially all the
risks and rewards of ownership to the lessee. All other leases are classified as operating leases.

Assets held under finance lease agreements are treated as if they had been purchased outright. The
amount capitalised is the present value of the minimum lease payments payable over the term of the
lease. The corresponding leasing commitments are shown as amounts payable to the lessor. Lease
payments are apportioned between finance charges and reduction of the lease obligation so as to
achieve a constant rate of interest on the remaining balance of the liability.

Where operating lease agreements include a fixed uplift for rental payments, the expense is straight-
lined, except in cases whare another systematic basis better represents the benefit to us. Reverse
premiums and similar incentives to enter into operating lease agreements are initially recorded as
deferred income and released to profit or loss on a straight-line basis over the lease term.

18

Segmental reporting

Segmental reporting reflects how management controls the business. Sakes between business units
are on an arm's-length basis. The assets and kabilities of the segments reflect the assets and liabilities
of the undsrtying companies involved.

Qur business is run on an operating unit basis. In ascordance with IFRS8 paragraph 12, we have
agpregated our operating units into regional segments.

Employee beneflts - pensions
Contributions to personal pension plans are charged to the income statement in the period in which
they are due.

Employee benefits - cash share based compensation

For cash settled share based payments, a liability is recognised for the amount payable at the balance
sheet date with a corresponding charge being made to the profit and loss account. Where payments
depend on future svents, an assessment is made of the likelihood of these conditions being met in
determining the amounts to be recorded. Where cash settled share options are only part of the way
through their vesting period, the liability and profit and loss account charge are adjusted to reflect the
proportion of the vesting period that has been covered up to the balance sheet date.

Taxation )
Current tax, incleding UK and foreign tax, is provided for using the tax rates and laws that have been
substantively enacted at the balance sheet date.

Defarred tax is provided in full, using the liability method, on temperary differences arising between the
tax bases of assets and liabilities and their carrying amounts in the consolidated financial statements.
However, deferred tax is not provided for temporary differences that arise: from initial recognition of an
asset or liability in a transaction other than a business combination that at the time of the transaction
affects neither accounting nor taxable profits or loss; and on the initial recognition of goadwill.
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34, Accounting policies continued

Deferred tax is determined using tax rates (and laws) that have been enacted or substantively enacted
by the balance sheet date and are expected to apply when the related deferred tax asset is realised or
the deferred tax liability is settled.

Deferred tax assets are recognised to the extent that it is probable that future taxable profit will be
available against which the temporary differences can be utilised.

Deferred tax is provided on temporary differences arising on investments in subsidiaries and
associates, except where the timing of the reversal of the temporary difference is controlled by the
Group and it is probable that the temporary difference will not reverse in the foreseeable future.

Deferred income tax assets and liabilities are offset when there is & legally enforceabile right to offset
current tax assets against current tax liabitities and the Group intends to settle its current tax assets
and liabilities on a net basis.

Dividends
Interim dividends are recorded when they are paid and the final dividends are recorded when they
become legally payable.

Earnings per share

The dilutive effect of unvested outstanding options is calculated based on the number that would vest
had the balance sheet date been the vesting date. This dilution is reflected in the computation of diluted
earnings per share.

Foreign currency
Foreign currency transactions arising from normal trading activities are recorded in functional
currency at the rate prevailing at the date of the transaction.

Monetary assets and liabilities denominated in foreign currencies at the year end are translated at the
year end exchange rate. Where they form part of the net investment in foreign operations, the gain or
loss is charged diractly to the foreign exchange reserve.

Foreign currency gains and losses are credited or charged to the income statement as they arise.

For overseas operations, results are translated at the average rate of exchange and balance sheets
are translated at the closing rate of exchange. The average rate of exchange approximates to the rate
on the date that the transactions occurred. Exchange differences arising from the translation of
foreign subsidiary results are taken to a separate component of equity. Such translation differences
will be recognised as income or expense in the period of disposal.

Financial Instruments
Financial assets and financial liabilities principally include the following:

Trade receivables

Trade receivables do not carry any interest and are stated at amortised cost. Impairment provisions
are recognised when there is objective evidence that the Group will be unable to collect all of the
amounts due under the terms receivable.

Trade and other liabilities
Trade and other liabilities are not interest-bearing and are stated at their amortised cost.

Classification of financlal instruments
The financial assets and liabilities of the Group are clas
captions in accordance with IFRSI financial instruments:

ed into the following financial statement

Loans and receivable

Measured at amortised cost, separately disclosed as ¢ash and cash equivalents; current tax assets;
trade and other receivables (with the exclusion of prepayments); and loans to employees within other
non-gurrent assets.

Financial liabilities at fair value through profit or loss
Separately disclosed as minarity shareholder put option liabilities.

Financial liabilities measured at amortised cost
Separately disclosed as trade and other payables; current tax fiabilities; other financial liabilities;
deferred and contingent consideration; and other non-current liabilities.

Bank borrowings

interest-bearing bank loans and overdrafts are initially recorded as the proceeds received, net of
direct issue costs. Direct issue costs are amortised over the period of the loans and overdrafts to
which they relate. Finance charges, including premiums payable on settlement or redemption and
direct issue costs, are charged to the income statement using the effective interest method and are
added to the carrying value of the instrument 1o the extent that they are not settled in the periodin
which they arise,
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34. Accountlng policies continued

Equity Instruments

Equity instruments issued by the Company are recorded as the proceeds are received, net of direct
issue ¢osts.

Treasury sharas

When the Group reacquires its own equity instruments, those instruments (treasury shares) are
debited to treasury reserve, No gain or loss is recognisad in profit or loss on the purchase, sale, issue
or cancellation of the Group's treasury shares. Such treasury shares may be acquired and held by
other members of the Group. Consideration paid or received is recognised directly in equity.

IFRS13 hlerarchy - Capltal structure and flnance cost

Levei 1

Fair valugs measured using quoted (unadjusted) prices in active markets for assets and liabilities
(&.8. cash, debtors and creditors),

Level 2

Fair values using inputs, other than quoted prices including within Level 1, that are observable for
assets or liability either directly or indirectly. The Group does not hold such items at year end, though
may hold such items during the year. These items include forward foreign exchange contracts.

Level 3

Fair values measured using inputs for assets or liabilities that are not based on observable market
data. Such items include the Group's put option liability, contingent consideration, investments, and
some inputs to profit based share options.

Standards effective for the first time this year

There are no significant new and amended standards that became effective for periods beginning on or
after 1 January 2017, The Directors consider the impact of the minor changes in the year on the Group

and concluda that none are material to the Group's results and financial position.
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Standards not yet effective

There are new standards, amendments and interpretations to existing standards that are mandatory

for the Group’s accounting periods beginning after t January 2018 and which the Group has decided

not to adopt early. Those that are relevant to the Group are:

« Amendment to JFRS2 Classification and Measurement of Share-based Payment Transactions,
that allows an award to fully remain an equity-settled award if due to local tax legislation part
of the award is withheld to pay tax. (Effective for accounting periods beginning on or after
1 January 2018).*

« |FRSY Finangial Instruments will eventually replace 1AS3% in its entirety. With exception of its impact
on the carrying value of investments in unquoted equity instruments, which will be required to be
recorded at fair value with any increase in value being recognised through the consolidated
statement of other consolidated income, it is not expected to have any significant impact on the
reported results of the Group. (Effective for accounting periods beginning on or after 1 Janvary
2018).

» IFRS16 Leases wiil replace IAS17, (Effective for accounting periods beginning on or after 1 January
2019). On transition the standard can be applied fully or partially retrospectively. The Group is
reviewing if it will transition to this standard from 1 January 2018, as adopting early will enhance the
Group's profitabitity over period 2018 to 2022 if done fully retrospectively. However, currently a
number of the Group’s tax authorities have not specified how they will treat the transition and future
accounting flows, given the vatues involved may create a material uncertainty. The Group will
continue its preparation for the change and monitor legislative changes to determine if it will use
1 January 2018 or 1 January 2019 as its transition date.

* This standard has not yet been endorsed by the EU.
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34. Accounting policies continued
Standards not yet effective continued
IFRS 15 Revenue from Contracts with Gustomers
IFRS15 Revenue from Contracts with Gustomers, replaces IAS18 Revenue and all other revenue refated standards and is effective for accounting periods beginning on or after 1 January 2018. We will be transitioning
in 2018 restating 2018 opening balances using the cumulative effect method applying certain practical expedients. This new standard has a more prescriptive method to analyse when revenue shoutd be recognised.
Based on the work we have done to date and the short-term nature of most of our projects, the standard is not expected to make a material difference to operating profit, however our analysis of the Groups
contracts are ongoing at 31 December 2017,

This annual report’s revenue recognition policy (note 4)
Revenue comprises commission and fees earned in
respect of amounts billed. Revenue and billings are stated
exclusive of VAT, sales taxes and trade discounts.

Expected annugl report's revenue recognition policy

Revenue comprises commission and fees earned in respect of amounts billed or billable. Revenue and billings are stated exclusive of VAT and sales taxes.
Gross profit comprises recognised revenus less the direct cost associated with it.

Each type of revenue is recognised on the fotlowing basis:

Each type of revenue is recognised on the following basis:

a)  Project fees are recognised over the period ofthe  a)  Project fees and production income (Project fees) — Project fees typicatly relate to assignments under which a customer specific asset that has no
relevant assignments or agreements, in line with alternate use is created.
incurred costs. The primary input of all work i, Where such assignments are carried out under contracts the terms of which entitle M&C Saatchi to payment for its performance to date in the event
performed under these arrangements is labour. As a of contract termination, fees are recognised over the period of the relevant assignments or agreements, typically in ling with incurred costs. The
rasult of the relationship between labour and cost, primary input of all work performed under these arrangements is labour. As a result of the refationship between labour and cost, there is normally a
there is normally a direct relationship between costs direct relationship between costs incurred and the proportion of the contract performed to date.
incurred and the proportion of the contract Where such assignments are carried out under contracts the terms of which entitie M&C Saatchi to payment for its performance only when control
performed to date. passes at a delivery date or a mile stone, fees are recognised, along with their related ingurred costs, at the time that payment entitlement occurs.
b) Retainer fees are spread over the period of the b) Retainer fees — Retainer fees relate to arrangements whereby the nature of M&C Saatchi’s obligation under the contract is to agree to “stand-ready” to
contract on a straight-line basis, deliver services to the customer for a period of time rather than to deliver the goods or services underlying that promise. Retainer fees are recognised
over the period of the relevant assignments or agreements, typically in fine with “stand-ready” incurred costs. The primary input of all work performed
under these arrangements is labour. As a result of the relationship between labour and cost, there is normally a direct refationship between costs incurred
and the proportion of the contract performed to date.
¢)  Commission on media spend is recognised whenthe ¢}  Commission income -
advertisements appear in the media. i.  Inrelation to client media spend, M&C Saatchi arranges for a third party to provide the related goods and services, without holding stock or
developing the madia (where it does it is classified as production income), and in so doing acts in the capacity of agent. Accordingly, revenue in
relation to media spend is recognised as the amount of commission to which M&C Saatchi is entitled, such entitlement normally occurs when the
advertisements appear in the media.

il.  Inrelation to talent performance, M&C Saatchi arranges, in the capacity of agent, for talent or other third parties to provide their time in return for
a booking fee. Accordingly, revenua in refation to the booking fee is recognised as the amount of commission to which M&C Saatchi is entitled, such
entitlement normally when the booking or cbligation is performed.

iil. Where we act as an agent on behalf of and under the direction of a client or supplier without performing quality control or adapting the goods and
services or holding stock In any way, then an agency relationship exists. Accordingly, revenue in relation to this agent spend is recognised as the
amount of commission to which M&C Saatchi is entitied. Commission on this agent spend is recognised at the time that payment entitlement occurs.

d) Cost to directly acquire revenue shall be included in cost of sales and released to the income Statement as related revenue is recognised.
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COMPANY BALANGE SHEET

017 2016 These financial statements were approved and authorised for issue by the Board on 21 March 2018
At 31 December Note £000 £000 and signed on its behalf by:
Non-current assets
investments B 101914 91.2% Jamie Hewitt
. Finance Director

Intangible assets 10 40 M&C Saatchi plc
Other non-current assets 3 2,288 2,250 Company Number 05114893

104,212 93,515
Gurrent assets As permitted by Section 408 .oﬁ.z.m ocsumz_..mm >2.woom. the Company has not presented its own profit

) and loss account. Included within the consolidated income statement for the year ended 31 December
Trade and other receivables 8 73814 55800 2017 is a profit after tax of £8,641k (2016: loss £6,435k).
Cash at bank 1,683 256
75,497 56,058 The notes on pages 82 to B5 form part of these financial statements.

Current llabliitles
Trade and other payables 39 (24,408)  (29,069)
Contingent consideration (376) -

(24,874)  (29,069)
Net current assets 50,623 26,889
Total assets less current Kabilitles 154,835 120,504
Non-current Llablliities
Contingent consideration (B33) -
Other financial liabilities 40 (27,872)  (17.,577)

(28,505)  (17,677)
Total net assets 126,330 102,927
Capital and reserves
Share capital 813 743
Share premium 32,085 24,099
Merger reserve 83,197 63,197
Treasury reserve (702) (752)
Share based payment reserve 17,531 8,891
Profit and loss account 13,488 6,783
Shareholders’ funds 126,330 102,927
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STATEMENT OF CHANGES IN EQUITY

Share based
Treasury payment  Profft and loss

Share capital Share premium Merger reserve reserve reserve account Total

£000 £000 2000 2000 £000 £000 £000

At 31 December 2015 127 17,338 63,197 (792) 1,126 5,57H 87,170
Share option charge - - - - 7,766 231 7,997
Put aptions exercised 2 6,761 - - - - 6,783
Dividends paid - - - - - (5,458) (5,458)
Profit for the year - - - - - 6,435 6435
At 31 December 2016 749 24,099 63,197 (792) 8,891 8,783 102,927
4 1,498 - - - - 1,602

Acquisitions of minority interest 5 1,587 - - - - 1,502
Exergise of put options 55 4,911 - - - (51) 4,915
Share option charge - - - - 13,100 401 13,501
Recharged share option charges - - - - {4,480) 4,480 -
Dividends paid - - - - - (6,748) (8,748)
Profit for the year - - - - - 