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CHAIRMAN'S REVIEW

2018 was our 10th year of growth Growth of profit, earnings and dividends. Whilst it might be too early to say we've cracked it,
1t does seem that the strategy 15 proving itself.

We are lucky to live in an era where opportunities grow like never before This must be how it feit to be planeers
and discoverers of a virgin land. Men and women with 1deas, ambition and a wision ¢an strike gold. But the investment isn’t in
plant or even people, but in brain. Production has moved fram brawn ta brain

Technology connects us like never before. Take one of our newest companies, Send Me A Sample. Alexa and Google Assistant
users simply request a free sample to be delivered to their homes — and it’s onits way. Coga-Cola 1s ao early chent

So, our task 1s simple, stick to our strategy of making people rich. We insist that every one of our entrepreneurs has a
meantngful equity stake in their business. The better they do, the better we do, the better they do.

Of course, as we've written here before, this makes classic accounting confusing. It measures our hability and not our asset,
making success into a lability and the greater the success, the bigger the hability — awing to the bigger value of the minority.

Meanwhile, some of our_ competitors are changing therr names to become what they are nat, the company is too young to have
grown s¢ many barnacles. Our biggest profit sources are just 10 years old and five years old. We keep starting agan.

Now, if they rise quicker, thers might be a worry that they come down to earth socner. But tell that to Amazon, Apple and
Facebook. And besides, seeds are cheaper to plant than plants are to buy.

On a momentous note, one of our earliest partners, Tom Dery who led cur Australian office to great heights 1s announcing his
retirement. We owe him a great deal. He started with a credit card and a room in a hotel. Today, cur businesses in Australia
rank amongst the best in size, prestige and ¢creativity, We have every confidence in his handpicked successors.

And finally, we must pay tibute to Jamie Hewitt, our outgoing Finance Director. His ability to monetise our strategy has been

anmpartant part of our stary We wish him all the best and welcome Mickey Kahifa our new FD He has the daunting task of
matching Jamie’s record. {See table)

Jeremy Singlair
28 May 2019

Net Revenug PBT

ex Walker ex Walker

1 2009 89,873 4,531
2 2010 110,088 6,945
3 2011 135,988 8,316
4 2012 154,480 11,050
3 203 162.039 13937
6 2004 168,373 16,167
7 2015 178,828 19,345
8 2016 275,387 22,453
g 2017 251,481 26,022
10 2018 255,313 28,543

Arecoacihiation of headline profitbefere tax (PET) can
be found 1n note 1



RESULTS

NET REVENUE

'rofit Befara Tax.
reconaiiation of heacline measures can be found i
& 15 Cakulated by deducting p

+2%
+89%

+17%
+17%
+9%

Net revenus T project eost from revenue and 13 directly compasable to 2017 revenue. See income statement o



NEW BUSINESSES

GREENHOUSE '
M&CG SAATCHI INDONESIA
M&C SRATCHI SOCIAL
MAJORITY

RESOLUTION DESIGNS

SCAREGROW COMMUNICATIONS

SEND ME A SAMPLE
SOURCE AUSTRALIA

SPORTS & ENTERTAINMENT LA

TALK PURPOSE
THAT

THE FILM STUDIO
YES AGENCY

NEW BUSINESS

APPRENTICESHIPS
BRAG

CAFE PAUL

CARLSBERG

CIMB

COMMONWEALTH BANK
CONTINENTAL TYRES
EBAY

EDF

EXPERIAN

FABRIC

FUJI

GAMBLEAWARE
JUMEIRAH INTERNATIONAL
LEVEL FORWARD
NEDBANK

NYRVANA
ovs

PHILIPS

REEBOK

ROKIT

SARAS
SEMBCORP
SINGAPORE TURF CLUB
SWISSCOM

TABCORP

TAFEL BEERS
TIKKURILA

TOURISM AUSTRALIA
TWININGS

UNICEF

WHo



BUSINESS MODEL

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

The ¢onventional model of network creation 1s by acquisition. This turns entrepreneurs into employees, diluting
the imperative that drove their nitial growth and success.

Our network growth comes from attrachng people who do not want to be wage slaves, who feel they are born
to be masters, not servants of ther destiny. Our focus 15 1o expand organically, anly buytng stakes in companies -
where strateg)c mass s the only way to enter a market or acoelerate growth.

We then back our wianers, by using the network to allow them to expand globally.

At the core of the M&C Saatch: business model is the concept of shared ownership, shared objectives
and shared ambitians.

This is how It works:

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

and reputation. The entrepreneurs have shares in their compames which at some agreed point can be Gonverted
nto more tradeable M&C Saatchi ple shares. They can only put all their shares when succession criteria have been
fulfilgd. Ths afigns ther O uccess with the success of the i as a whole. The better the Group daes,
the maore their shares are worth. Typically, many of our local partners do not exchange their shares at the first
opportunity, Instead they enoy therr dividends from each pound of profit they make.

Our deals are structured to maxmise sharehalder vatue whilst at the same time recognising the worth of the local
entrepreneurs’ business at acquisitton There 1S always a risk that some new businesses underperform, but our
revenue, profit and dividends growth 1s testimony to the overall success of our business model,

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



HOW OUR BUSINESS MODEL IMPACTS OUR STATUTORY RESULTS

The Group's business modet leads to the IFRS accounts having a number af non-cash movements being incluced

In the income: statement, largely as a result of put options awarded and the cutput of acquisition accounting as
mandated by IFRS 3 {(see below). Such non-cash movements reflect future estimated performance and movements
In the Group's share price The Board evaluates these non-cash movements based on the potential future share
1ssues and their potential dilutive 7 accretive effects.

Excluding these non-cash movements, the Board uses Headline measures to assess the underiying profitability

of the Group; these alternative performance measures are considered by the Board te provide a more appropriate
basis to assess the results and are how the business is managed and monitored on & day-to-day basis. The Group
also uses a constant currency measure to allow companson of each business between periods.

The Gruﬁp has z; strategy of dwidend growth and these Headline measvres indicate the annual build-up of both eash
and, In the case of put options, reserves avallable for distribution.

The accounting treatment of the put options depends upon whether the options are forfeited, or not, on leaving
the Group. If the put optrons are forfeited on leaving, then the option 1s deemed remuneration and accounted

for as an equity settled share-based payment such that the fair value of the award 15 recognised in the income
statement. If the put options are not forfeited on leaving, the put cption is accounted for as a minonty interest put
option lability and revalued at the end of each accounting period with any movement being charged or credited as
finance ncome or cost (referred to as ‘minority shareholder put option habilities'’). These awards are remunerated
in Company shares, but at our discretion can be paid in cash The Group excludes minority put option and share
based payment charges from Headline profit.

Qther adjustments made in derving the Headline profit include. amortisation or impairment of intangible assets
{including goodwill and acquired intangibles, but excluding software); changes to deferred and contingent
consideration and other acquisition redated charges taken to the income statement; impairment of investments
In associates; revatuation of investments and their related costs and profit and loss on disposal of assomates.
Such exclusions are consistent with our industry peers

Statutory numbers within the Group's results are prepared in asgerdance with EU adopted Interraticnal Financial
Reporting standards ({FRS)

The key movements between statutory to headline results

£m 2018 2017 %
Statutory profit befare taxatuen 176 93 40 89%
Conditional share awards 81 135 74
Adjustments to put

oplion liabiities 08 30 39
Imparment charge 29 &2 23
Aevaluation of investments -0.9 - 0
Amartisation of

acquired intangibles a4 20 24
Acquisition related

remuneration 130T 08
Headline profit before taxation 323 N7 43 17%

Areconcillation can be found innate 1, raglonal spktand constant
qurrencies in nate 3, Summary of results can be faund on page 10



CHIEF EXECUTIVE’S REVIEW

Summary of results

2018 saw record resuits m terms of net revenue and earmngs. Net revenues grew by 2%, with constant currency

net revenues increasing 4%. Excluding the costs of busmesses started in the year, we returned a headline operating
margin of 12%, up from 11% 10 2017, with our newer higher margin businesses building momenturm. Thi headiine profit
before tax advanced 16% to £32 Om and headline net earmings also rose 16%. Statutory profit before 1ax was up 8%
from £9.3m to £17.6m.

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

UK

Net revenue (n the UK was up 2%, with the major growth drvers Sport & Entertanment and Performance
(formerly Mobile) performing particularly positively.

UK new busingss wins ncluded Apprenticeships, eBay, Experian, GambleAware, Swisscom and Twinings.

World Services, our spetiahst public 5ector and soctal tmpact division, continues to show strong finaacial

and market Sector growth World Services uses the best of Saatch talent and techaologies to tackle complex socal
and behavioural 1ssues. In 2018 significant new projects were won from a broad range of existing and new clients,
including UNICEF, WHO, the Bl and Melinda Gates Foundation, BRAC, the FCO and USAID.

In June, we invested in a 51% stake in two social influencer agencies, Red Hare and Grey Whippet, who have joined
M&C Saatchi Merlin's existing social and talent divisions to form M&C Saatchi Talent Group, which 1$ growing weil.

We launched Send Me A Sample in September, the world's first voige-activated product trialling platform, which
allows Alexa and Google Assistant voice users to request free product samples to be delivered directly to their
homes. They are working on several Coca-Cola projects. -

The UK headiine operating profit margin ingreased to 17.8%, compared with 16 0% in 2017. These margins exclﬁde
the impact of Group recharges.

NET REVENUE -
+2%

CONSTANT CURRENCY
NET REVENUE
+4%

UK NET REVENUE
+2%

Oue to the changs to IFRS1S, Aevenug has ingreased
by 68%, gwven the change in accounting standard

net revenug is more appropriata measure to uss
for these resuits



GHIEF EXECUTIVE’S REVIEW

Continued

Europe

Eurapean like-for-hke net revenue increased 2% year on year. Headline operating profit was up 6%, with a headline
operating margn of 15.8% {2017: 15.3%).

Our Stockhokm office won projects from Tikkurila (paint} and Reebok.
Qur Berlin office continues to perform well and Clear openad an office in Frankfurt
Milan had a strong second half winning projects from Carlsberg, OVS {clothing) and Saras (refining).

Paris continued their good new business perfarmance, winmng projects from Fuji, Geringa {simmng meals)
and Cafés Paul as well as retaining EDF.

Middle East and Africa

Like-for-hke net revenue in the Middle East and Africa was up 11% with a good new business performance
across the regien.

South Africa won Tafed Beers (to add to Heineken, Strongbow and Windhoek) and Gontinental Tyres
Sport & Entertainment added Nedbank's sponsorship

Our UAE offices performed strongly, winntng Jumeirah International 2nd an anti-obesity project from the Ministry
of Health and Prevention.

We are looking to opes in Riyadh this year as a result of chent demand.
Tel Aviv maintaing its good progress and won Philips.

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

EUROPE LIKE-FOR-LIKE
NET REVENUE
+2%

MIDOLE EAST AND
AFRICA LIKE-FOR-LIKE
NET REVENUE

+11%



CHIEF EXECUTIVE'S REVIEW

Continued

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

Qur Austrahan offices performed well and they started this year with the wing of Tourism Austraha and Yabcorp.
Kua'a Lumpur won CIMB and retamned Axiata, whilst Singapore won Sembgorp (uthties) and the Singapare Turf Club,

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

The headine regional operating margin excluding start-up costs was 10.7% (2017: 11.4%), with the headline cperating
profit down 7% on 2017. This was due to exceptional fourth quarter new business pitch costs in Australia. These
secured the 2013 new business wins and consequently we expect an improved margin gong forward.

ASIA AND AUSTRALIA
LIKE-FOR-LIKE

NET REVENUE

+6%



CHIEF EXECUTIVE'S REVIEW

Continued

Americas

Like-for-like net revenue was up 3% and headiine operating profit'was up 75% with 2 headline cperating margin
of 14.3% extluding start-up costs {2017: 9.9%).

In the US, Performance continues to perform well.

Our New York agency, SS+K has rebounded after a challenging 2017 with much improved profitability 1n 2018 following
the actions taken in 2017, They won communications strategy work from Commenwealth Bank and Levek Forward.

In November, we invested 1n a 30% minority stake in That {Technology, Humans and Tastg), a Manhattan creatve shop
that will serve as a partner to S5+K

Qur Los Angeles office continues to develop their chent partfolio, winning chents including a blockchain company
Fabric, a smart sugar free chocolate Nyrvana and a telecems brand ROKIT. Qur LA Sport & Entertainment office
has won several Coca-Cola projects. We also launched Majority in LA, a production company with an all-women
Director roster, which now has 18 Directors signed up.

Outlook

2018 was another record year for M&C Saatchi in terms of net revenue and earmings Qur urngque business model
of starting and growing compames with the best entrepreneurizl talent continues ta flourish,

This vear has begun well, and we are confident that we wil! continue to make good progress in 2019 and beyond.

AMERICAS
LIKE-FOR-LIKE
NET REVENUE
3%



FINANCE DIRECTOR’S REVIEW

Key performance indicators

The Group manages Iits aperational performance through a number of key performance indicators:

= net revenue growth, both regionally and within divisions, up 1 6%,

« gontinual improvement of headline operating margins, up from 106% to 11.9%;
= garnings per share ingreased 6.4p;

« headline earnings per share growth, up B.5%, and

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

Summary of results

Statutory Headil

£'m 2018 2017 Movement 2018 2017 Movement
Billings 609.8 536 0 137% 808.6 5360 137%
Revenue 4224 251.5 429.4 2515

Net revenue 255.4 251.5 16% 256.4 2615 16%
Operating profit 16.8 6.3 294 2% 3 %7 13.5%
Profit before taxanon 116 2.3 89 2% 32.3 ar 16 8%
Profit for the year 1.0 456 140.1% 25.0 20.8 201%
Earmings 8.3 27 208 9% 211 180 17.4%
EPS 8.8p 34p 185.2% 25.0p 230p a.5%
e oy e 8.6% 21% +a.5018 19% 106% +1 3015
Tax rate 37.7% 50.9% -13.2pts 22.6% 47T% -2 1pts

Effacts of accounting standard changes

The introduction of IFRS15 Revenue from Contracts with Customers, whilst adding complexity to the Group’s
accounting, had a very small effect on operating profits. it has required the redefinition of Revenue to include
third party supplies that we pass on to our clients which we either enhance or are responsible for the quality of,
The redefintion of Revenue has resulted i the 2017 Revenue KPI being relabelled net revenue, it excludes all third
party supplies that we pass directly on to our clients. The adoption of IFRS15 raquires more rigour to be appled
0 Qur revenue recognition processes We will continue ta improve these processes in 2019

The Group stll reports Billings (1.2. total bilied to clients) as this measure drives working capital movements.
In IFRS15 terms, Bilings comprises total Revenue plus all third party supphes that we pass on to our clients
irrespective of whether we enhance or have responsibility for the quality of the supphes.




FINANCE DIRECTOR’S REVIEW

Continued

IFR3Y Financial Instruments introducticn has added a generat provision for potential bad debts (expected cred:t
loss provisions) and caused us to revalue mast of our corporate venturing investments to the latest financing round
acquisition values, as a representation af their far value.

Net revenue and operating profit margin
Group net revenue increased 1.6% (2017: 11.6%). The censtant currency net revenue growth was 3.7% (2017. 6.9%)
(the ltke-for-lke basis).

Growp operating profit m‘argm increased to 6.4% (2017- 2.1%) A large portion of this increase has been caused
by the £13.6m (2017: £21.4m) accounting adsustments that we exclude from our headhne results These are
described in more detail below.

The Group continues to see a shift i its business from seling time to seling product This 1% less labour intensive,
uses an mereased amount of technology and has higher eperating profit margins. This shift has resulted ina
small growth in net revenue and in 2 13% increase in headline operating profit and a 1.2pts increase in headiing
operating profit margm.

Headlina results

The Group's “headline” measures are used by the Board to assess the underlying profitability of the Group. This 15
done by excluding zll accounting charges related t¢ equity and tvestments These headline figures are alternative
performance measures that the Board considers pravide an appropriate basis to assess the results of each region
and are how the business 1s managed and monitored on a day-to-day basis. The Group also uses a constant currency
measure to allow comparison of each business unit's performance between periods.

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

OPERATING MARGIN
+4.4PTS

HEADLINE
+1.2PTS

1"



FINANGE DIRECTOR’S REVIEW

Continued .

The key movements between statutory to headline results

Conditional share awards are chargad to the income statement on a straight-ine basis to the earker

of the expected and actual vesting date. The £7.4m overall reduction in the conditional share awards expense
comprises a £9 8m reduction caused by schemes predomnantly completing vesting in 2017 and £2.4m

in charges retating to new schemes which have arisen as a result of us fulfiling our business model of opening
new businesses and revitalising old.

The improvement in fortunes of one of our business units S5+K, which last year saw an impairment

of some of the goodwill recogmsed when 1t was acguired (and reduced our expected put option liabiity

for that business), has resulted in a £2.9m ingrease in the put option hability relating to the 85+K shareholders
at the end of 2018. This iIncrease has been tempered by a reduction in our share price from 371 5p to 2890p
at the year end, causing a £1.7m reduction in iability. There were other small movements In the hiability,
resulting in an gverali increase in the put option hability of £0.9m (2017 reduction £3.0m)

Three of our smailer busingsses have been impaired. This is partly to pave the way for mergers between
business units following client losses.

The Group)s involved in corporate venturing through SAATCHINVEST. This 1s cone to enhance our future
cash flows and as a mechanism to gain nsight into how technology can disrupt and create opportunities

for us and our clients. The new accounting standard, IFRS9, requires us to measure such investments at fair
value. Following discussions with our advisars, fair value, where no other evidence exists, has been defined
as the price or valuation derived from the investrment’s latest financing round. This definition of fair value

1s an estimate. The actual future cash flows will be different. Given this 1S an estimate and not reflective

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

£1.8m of the increase in amartisation of intangibles 15 predominantly due te the change in the useful
Iife of S5+K's intangible, which was changed in 2017 as part of the entity's goodwill imparrment review.
The remaining increase I1s due to acquisitions made in 2018 and the full year effects of 2017 acquisitions.

Acquisition refated remuneration 1s mostly due to dividends paid by [acal companies to conditional
share award holders.

The key movements between statutory to headline results

£'m 2018 2017 Movement %
Statutory profit before taxation  17.6 8.3 90 89%
Conditional share awards 81 135 -14
Adjustments to put

option iabilities o8 80 39
Impairment charge 29 §2 23
Ravaluation ol ivestments -0.8 - -09
Amortisation of

acquired intangibles b 20 24
Acquisition related

remuneration 13 ot uk
Headline profit before taxation 323 277 43 17%

Full reconcihation can be feund in nota 1

Regional spfit and CONSEant Currencies in nate 3.

12



FINANGE DIRECTOR’S REVIEW

Continued

Associates

The after-tax return from our assogiates was a profit of £2.8m (2017. £2.0m), The majority of this profit came
from our UK associate Watker Media (trading as Blue 449) returning £2.4m (2017: £1.6m), and a contributicn
from our associate in China, asiow, of £0.4m (2017: £0.3m) In November we acquired 30% of a New York
agency caited Technology Humans and Taste LLC (THAT), which made a small £0 1m centribution in the year

Leaving aside a small increase from the full year effect of THAT, our future associate income will materially
reduce due to the dispesal of our remaining interest in Blue 448 on 31 January 2019

Financiai income and expense

The Group's net interest payable was £1.1m (2017: £1.3m). Qverall borrowings decreased shghtly during the
year, this reduction has been offset by higher interest rates. The safe of our investment in Blue 449 for £25m
in January 2019 will reduce debt and net interest paid.

As mentioned above, the charge for the far value agjustment to minority put option habilities of £0.9m (2017:
gredit £3.0m) arose from an increase n future profitability estimates of ane of our husiness units, 35+K,
together with a reduction in our share price. Further details can be seen in note 24,

Tax

Qur entrepreneurs and the Group invest in the equity in the subsidiaries, the related income statement charges
to these investments, in mast cases, receve no tax credit re. share-hased payments, put option revaluations,
revaluations of contingent payments and goodwili iImpairments. Such charges to the mcome statement can
create large swings in, and variations to, our effective tax rate.

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

We anticipate our tax rate increasing modestly n the future, due to the sale of the Group’s associate Blue 449
n Janvary 2019, which tn 2018 accounted for 83% of our associate income.

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

tax rate:
2018 2017

UK corporation tax rate 19 0% 19 3%
Hezdhne adjustments

Higher overseas tax rates 4.3% 67%
Associates 1ax effect -1.7% -1.3%
US tax rate change - 1%
US tax losses utiised - -3.4%
Under prowision prior years -0.3% 22%
Other 1.3% 0.1%
Headline tax rate 22.6% 24.7%
Statutary adjustments

Higher overseas tax

ra%as and profit mix 3% 30%
\JS tax rate change - 14.8%
Put opuion charges 8.9% 14.4%
Impafrments with no tax credits 31% -
Statutory tax rate 37.7% 50.9%

Full reconeiliation can be foundin note 30

13



FINANGE DIRECTOR’S REVIEW

Continued

Non-controlling interest

The praportion of prefits attributable ta non-controlling shareholders increased to £2.7m (2017: £1.9m) with headline
share of profits increasing to £3.9m (2017. £2.8m). The increase was caused by improvements in the profitability
of cur minonty holding subsidiaries and our continued investment in new businesses.

Dividend

As part of a prograssive dividend pokcy, the Board 1s proposing to pay a finat dividend of 8.51p per share (2017,
7.40p), giving a total dividend cf 10.96p compared to 9.53p in 2017. The final dividend will be paid, subject to
shareholder approval at the 27 June 2019 AGM, on § July 2019 t0 shareholders on the register at 6 June 2019,

Cash flow and banking arrangements

Cash net of bank borrowings at 31 December 2018 was £{2.5)m (2017: £7.4m). The Group expects to absorb cash
into working capital as it grows. We had exceptionally strong ¢ash receipts in the final quarter of 2017 from warking
capital. The payment of suppliers in early 2018 relating to these 2017 cash receipts, helped absorb in 2018 £16.5m
cash into working capital (2017 release £0.9m). Given on average we are billing our clients £47m per manth, monthiy
fiuctuations of £16 5m are not abnormal and are reflective of the cash halances local subsidiaries hold,

The Group uses the cash paid up to its hotding compantes te make small tactical acquisitions and fund new offices.
The Group spent £1.9m cash and 1ssued £6.5m of egquity for acquisitions in the UK, US and India during the vear

To manage these acquisitions and to fund them going forward, the Group has a £36.0m banking facility with ABS
that reduces an 31 December 2019 to £36.0m. This facility matures on the 30 April 2020. In addition, to fund working
capital in the UK, the Group has a £10m overdraft of which £8.6m was drawn down at the year end. Foliowing the
year end, the Group disposed of 24.9% interest in Walker Media (trading as Blue 449) for £25m cash on 31 January
2018, which reduced the use of these facilimes, ’

During 2019 we will perform a strategic review of our banking factlity and other banking requirements and will
determune how we can better utihse positive working capital balances in some subsidaries and currencies against
nepative working capital balances elsewhere.

DIVIDEND
+15% PER SHARE




FINANGE DIRECTOR’S REVIEW

Continzed

Key balance sheet movements

Non-current assets increased £0 8m to £35.4m (2017: £04.6m} The £6.4m revaluation uphift under IFRSY of our
corparate venturing investments and £2.9m of associate profit has been offset by £13 1m relating to the Walker
Meda nvestment having been taken to current assets, prior to its disposal in 2019. The balance 1s made up of
small acquisitions, impairment and amortisation of intangibles.

Net current assets increased by £20 4m to £42.0m {2017: £21.6m) with an increase from £13 1m of Walker
Media investment moved from non-current, A further £4 6m increase from trading and £2.5m from a reduction
In mingrity shareholder put option iability.

Non-current liabiities reduced by £3.7m to £48.5m (2017: £62.2m). Mostly due to a £4.3m reductian in
the non-current minority shareholder put option habilty offset by a £0.7m increase in deferred tax provision
whose major movement was due ta IFRSY corporate venturing revaluation (net of associated costs).

There was a reduction in current minarity sharehclder put aption liabilities of £2.5m and reduction in non-
gurrent minanty shareholder put option liabilties of £4.3m. This overall reduction of £6.7m 15 due ta £7.7m
being exercised and £0.9m charged to the income statement, The £0.9m charge tc the income statement
15 made up of the improvement in 38 +K fortunes offset by a lower share price as mentioned above.

The above balance sheet movements enabled net assets to advance to £88.9m (2017: £64 1m).

Capital expenditure

Tetal capital expenditure (including software acquired) for 2018 increased to £5.7m (2017 £4.2m). The Group
has increased software spend in light of European GDPR legislation, with parts of the Group now comphant
with BS 275001 as well a5 enhancing its digital securdy.

Global accounting function

The increasing size and cemplexity af the Group now necessitates the Group's accounting Systems to be
enhanced and standardised. This process began ia 2018 with the intraduction of a new accounting software
platform withen the UK group of companies. The same platform will be rafled out across the rest of Group
during the course of 2019 and 2020, The new Finance Director will also be performing a compréhensive review
of the Group's global accounting organisation with the intention of improving and enhancing internal controls
and the quality of financial reporting.

Balance sheet movements

£'m 2018 2017 Maovements
Non-current assets 95 4 946 []:]
Current assets 2151 170.0 45.1
Curreat habiitees (173.0 148.4) -24 §
Nel current assets 420 21.6 20.4
Non-current habilities (48.5) (52.2) 37
Net assets 889 640 249
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RISKS AND UNGERTAINTIES

Risks and uncertainties

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

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

Client losses are damaging, although some turnover over time Is normal and to be expected. Losses can happen

for a variety of reasons, including the effect of other risks such as economic or political risk resulting in clients’
reduction or cessation of business; running out of funding after work has been commissioned; or redirecting
expenditure elsewhere. To mitigate this, we continue to develop our offertngs to reflect clients’ changing marketng
mux andg cross selling opportunities {new businesses). Providing we get cur offerings right, we continue to convert
new clients on the basis of our creative excellence, our strategic wisdom, the commitment and briliance of our staff
and our diverse portfolig of services (new business).

Staff remain our greatest asset and losing them is one of our prircipal risks. Our business model, of empowering
tocal entrepreneurs, giving them equity (n thew local businesses and allowing them o develop our offering,

helps us reward and motivate the Iocal entrepreneurs, and i turn motivate them to enhance local staff worling
with them and thus greate business continuity. Any restrictigns (n the movement of highly skilled and motivated
staff, can be detrimental to our business, by reducing our ability to export or create new service offerings

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

As our product range expands and becomes more data and technology dependent, sa too does our cyber risk.

The Group continues to monitor thes expansion, update its computer systems, introduce traming programmes

and employ knowledgeable staff. For critical areas under the 1ISO27001 regime our security is regularly audited,
and we strive to increase cur 15027001 coverage Cyber risk 15 regularly discussed at Board meetings and we learn
from the cyber events of others.

The Board actively reviews potential changes in the nisk profile of the business, considering both these risks
which require pratocols put in place directly and emerging risks

PRINCIPAL RISKS

1. Client loss
2, Staff retention

3. Cyber
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RISKS AND UNCERTAINTIES

The other risks the Group faces are

« internal contro! risk is exacerbated by local minorities' abilty to put their equity at a multiple of
profit. This is mitigated by regular meetings with management, sharing and reviewing financial
data, local accounting manuals, an outsourdéed internal audit fungtion, and busingss continuity
rules embedded 1n most put options;

location risk due to local events where our staff are working globaily that endanger our staff

or restrict our ability to trade. We monitor our global footprint, insurances and travel plans;
regulatory and legal changes can affect our trading, cwnership structures or interpretation of
our financial data. This risk is illustrated by the changes to accounting standards (both in the
current year and in the future, notes 2 and 34) and the 2017 changes to US tax regutations and
their future interpretations both at a federal and state level, that as we grow, may affect our
corporate structure in the US and our exporting to the US. We moniter and plan for preposed and
actual changes and interpretations;

the risk that our supphers, clients, or staff transgress or some other event devalues our brand or
restricts our abikity to trade. We have policies and training programmes to vet and monitor clients
and suppliers for association risk at all lavels and take any relevant action;

economic and political risks that could restrict our ability to access finance or trade
internationally. Such risks include, as a UK headguartered Group and as a UK exporter, the
potential effects of Brexit on cur ability te seil and invest globally or receive dividends and raturns
from our investments in 2 tax efficient manner. We menitor and plan for proposed and actual
changes;

financial risk, caused by changes to exchange rates {(which have been exacerbated by the Brexit
debate}, interest rates or our forecasts and estimates and the Group's share price, ¢an affect
our profitabiity and cash flows. We manitor and model hkely and actual changes; and

investment risk, that busingsses we acquire or invest in fail to deliver their anticipated results.
We menitor our businesses’ performance and give assistance where required. Where acquisttions
have net performed as well as expected, we review and apply learnings to future investments.

Strategic report approval
By order of the Board

David Kershaw
Chief Executive
28 May 2019 B

17



GOVERNANCE REVIEW

The Board encourages a culture of strong governance across the business. To reflect the
importance of corporate governance as a central tenst of M&C Saatchi’s philosophy, as wellasa
deliberate response to the Group's continued organic growth, at our 18 September 2018 Board
meeting we formally adopted the principles of the 2018 UK Corporate Governance Code as issued
by the FRG in July 2018 (“the Code"). We have adopted this revised Code over three months eaclier
than most cther users of the Code. Prior to this date the Group followed the spirit of the QCA code,

The Code 15 applicable to all companies with a premium listing on the London Stock Exchange, as at
1 January 2019, M&C Saatchi plc Is listed on the AIM market of the London Stock Exchange. The
Group follows the Principles of the Code, however due to the Group's size, history, structure and
Iife cycle stage, some Provisions of the Code are not relevant and are therefore not followed {these
are detailed in this review). As the Group continues to grow and evolve we will revisit these
provisions annually and consider whether there are grounds for their adoption. Significant matters
requiring exptanation are detailed below; other areas of non-compl:ance, considered by the Board
as being of a lower prigrity, are detailed and explained on the Company website

Gulture of the company
In 2018, the Financial Reparting Councii ('FRC') 1ssued a repert entitled ‘Corporate Culture and the
Role of Boards'. The Company reflects the recommendations of the report in its governance
structures and cuiture, with engagement of Board members and employees in wdentifying,
documenting and targeting its strategic aims and objectives. In particular, our entrepreneurs and
senior management regularly make presentations to the Board in relation to the business umts and
functions they are responsible for. In taking this action the Company 1s seeking to reflect the main
aims of the FRC report which are to:

= gonnect purpose and strategy to culture;

*  align valses and incentivas, and

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

Composition of the Board and alignment to corporate strategy

The Gode requires the Board and its committees to have an apprapriate balance of shills,
experience, independence and knowledge of the Company to enable them to discharge their duties
and responsibiliies effectively and in ine with corporate strategy.
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GOVERNANCE REVIEW

Continued

The Executive Chairman of M&C Saatchi plc 1s Jeremy Sinclair who has been Chairman since the Company listed

on the AIM market of the London Stock Exchange in 2004. He was re-elected by the Shareholders at the 2017 AGM
with 99.2% of votes cast in favour. The Board has ensured that there are safeguards i place to counter any concerns
regarding hig independent status. He 1$ not a member of the Augit or Remuneration Commitiees.

Provision 11 of the Code states at least half the Board should be independent Non-Executive Directors. At the end
of the year the Board comprises the Chairman, four Executive Directors and three independent Non-Executive
Directors. During the year Lorna Tilbian replaced the outgoing Jonathan Goldstein as Senior Independent Director.
The Board believes that the diversity of skills and exparience which the Executive Directors bring to the Board

1s more valuable at this stage of the business's development than having Non-Executive Directors comprising at least
half the Board Furthermore, the Board considers its Non-Executive Directors to be sufficiently independent, robust,
and of such calibre and number that their views may be expected to be of sufficient weight such that no individual

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

Engagement with Shareholders

The Directors value the views of the Company’s shareholders and recognise their interest in the Group’s strategy
and performance, Board membership and quahty of management. They hald regular meetings with, and give
presentations to, the Company's institutional sharehalders, discussing the Group's results and objectives.

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

is shared with the wider Board

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

Sundry departures from the Code

The fallowing sundry departures are made fram the code: other than walking arcund and talking to peaple we have
na formal mechamism for engagement with workforce; Non-executive directars do not have sole responsibility

in terms of executive appointments; and we elect aur board on a three year rotation.
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GOVERNANGE REVIEW

Continued

Other Board activities -

The Board 15 involved in the active monitoring and review of the internal control systems n place at the business.

Tis process is an gngoing activity to ensure improvements are identified and subsequently actioned as

appropnaie gver time,

Subsequent to the adoption of the Corporate Governance Code in the latter half of 2018, the Board has put in place
a mechanism for a formal annual evaluation of Board performance. This has been committed to being completed
prior to the end of 2019, the resuits of which wili be reported in the 2019 Annwal Report.

Attendance at 8oard and Committee meetings during the year

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

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

15 shown in the table below.

Full Audit Remuneration Nemimations

Board committee committee*” committee
Chairman
Jeremy Sinclair 8/6 - - 10710
Executlve directors
David Kershaw 8/6 - - 10/10
Maurice Saatchi 66 - - -
Bill Murhead 5/6 - - -
Jamie Hewitt 6/6 373 - -
Non-Executiva Diractors
Jonathon Goldsten 5/6 2/3 - -
Michael Peat 6/6 /3 - -
Michael Dobbs 6/6 2/3 - =
Larna Tilbian* 576 173 - -

* Jowed the board 30 Janvary 2018, Remunaration Committee and Audit Committea
** There has been na change in the remuneration of the Beard sknce 2017 and conseguently the Remuneration commitiee has not needad to meet during 2018
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GOVERNANCE REVIEW

Continved

Nominations Committee
Meets on an ad hoc basis, when there 15 a need to appoint new Directors.
During the year the Commuttee recemmended the appontment of Lorna Tilbian, and with the resignation of the

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

The Committee continues to work with senicr management to develop its talent peol and enable potential future
succession (see Employees and Equal cpportumities page 33).

Audit Committee

The Audit Commuttee Chairman s Michael Peat who was a partner at KPMG from 1985 to 1993 before joining the
Royzl Household Positions held in the Househald included Director of Finance and Property Services, Keeper of the
Privy Purse and Treasurer tc The Queen. As a result, the Board considers that ke has recent and relevant financial
experience as reqguured by the Code. The report of the Audit Committee describing the 1ssues considered in the year
under review IS on page 24,

Remuneration Committee

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

In our 2019 Annual report we will be required to report on how the board applies Section 172 of the UK's Campanies
Act. The section requires a director to act in a manner, in good faith, 1hat promotes the success of the company
far the benefit of its shareholders. In doing this, directors must have regard, amengst cther matters, to the:

» likely censequence of any decisions in the long term;

« |nterests of the company's employees,

» need to foster the company's business relationships with supplers, customers and others,
= mpact of the company's operatians on the community and envirgnment;

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

« need to act fairly as between members of the company,

Section 172 is pninted on all our board meeting agendas, so that directors can reflect on it during the meeting.
By Order of the Board

Andy Blackstone

Company Secretary
28 May 2019
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THE BOARD

JEREMY SINGLAIR

CHAIRMAN

BILL MUIRHEAD

EXECUTIVE DIRECTOR

DAVID KERSHAW MAURICE SAATCHI
CHIEF EXECUTIVE EXECUTIVE DIRECTOR
JAMIE HEWITT

FINANCE DIRECTOR>*
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THE BOARD

Continued

LORNA TILBIAN

INDEPENDENT NON-EXECUTIVE DIRECTOR*

MICHAEL DOBBS

INDEPENDENT NOK-EXECUTIVE DIRECTOR

MIGHAEL PEAT

INDEPENDENT NON-EXECUTIVE DIRECTOR

" Lorna Tiltvan was appointed as a Non-Executive Director on
30 January 2018,

** Jamie Hewntt resigned as a Director on 29 March 2019, at which
pont Mickay Kalifa was appointed a Director.
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AUDIT GOMMITTEE REPORT

Audit Committee

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

The Audit Committee works to a programme ahgned to key events in the financial reporting cycie, Agendas
also include focus 1ssues and standing ttems reqwred by the Committee's terms of reference.

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

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

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

* Internal and external audits
Planning for and reviews of the audits undertaken. We focused an whether the internal auditors’ reviews,
over their three-year cycle, were adequate tc provide the level of comfort required. As a result, the number
of internat audit hours was ingreased. They may be agan to reflect the increasing size and complexity of the
Group’s operations, With respect to the external audit, planning and reviews followed the normal course, except
for the change in lead audit partner from John Bennett to Adrian Wilcox. John Bennett provided valedictory
thoughts on the Group's accounting systems and internal contrals. They were useful reference points for the
Committee. They have been considered and are being addressed with accounting system and mternal control
enhancements planned for 2019. The external audit was last tendered in 2012.

Global accounting function

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

UK Bribery Act

in view of the Group’s global footprint and the work undertaken for national governmants, the Committee
pad particutar attention to compliance with the UK Bribery Act. Further strengthening in this area has been
implemented in 2019,
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AUDIT COMMITTEE REPORT

Continued

* Worlung capital management
In hne with industry practice, the Group provides significant ¢redit to certain of its ghents, The Committee
considered working capital management and made suggestions to the Board in this respect. Work in this area
will continue 1n 2018,

= Changes of accounting pohcy and sigmificant accounting judgements and estimates

In discharging its respansibrities for the 2018 Annual Report and Acgounts, the Committee considered the following,

*

.

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

of its clients, Management prepared a cash flow forecast for a period of 24 months as a basis for the gong
cencern assessment, The Gommittee reviewed this forecast and the key assumptions on which 1t is based
and is satisfied that they are appropriate. Th:s, together with the Group’s strong balance sheet and the sale
of the Group’s interest in Watker Media for cash in January 2019, suppert the continuing adoption of the going
concern basis of accounting.

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

to above, the Board is taking forward the develepment of the Group's accounting systems so that they keep
pace with the ingreasing size and complexity of its business. The adoption of IFRS 15 added to the complexity
and resulted in sign:ficant additiona! work for management and the external auditors. The Committee has
devated considerabie ime to reviewing these matters. It 1s satisfied that the Group’s revenue 1s not matenally
misstated. The Committee has requested that revenue accounting should be a particular area of focus for
the on-going enhancements to the Group's accounting systems.

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

and empawered management (locally and centrally) are key to the Group’s success. As part of this,
business unit manzgers may have put cptions over their minarity interest shares. These shares may be
exchanged for a variable number of M&C Saatchi plc shares, the value of which reflects the performance

of the particular business unit. In addition, the Company has call options which can be exercised in defined
circumstances, The accounting for these put and ¢all ophions is complicated. The Committee reviewed the
key judgements made by management in this respect. This included considering whether the put options are
remuneraton for the managers concerned, with therr far value determined at inception and subsequently
taken to the Income statement on a straight line basis (FRS 2), or whether they are more akin to shareholder
rights with estimated fair value at inception taken directly to equity and subsequent movements 1n fair value
taken to the income statement (IFRS 9). The Committee concluded that the presentation and valuation of the
aptions are appropriate.
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AUDIT COMMITTEE REPORT

Continued -

+ 'Headline' earnings — the Commuittee paid particular attention to the “alternative performance measures”
included iri the Annual Report and Accounts. It reviewed the Group's policy for the exclusion of certain items
when presenting Headline earnings and confirmed the consistent application of this pokcy from year to
year The only change in the 2018 accounts has been to reflect the effect of IFRS 9 on corporate venturing
investments held by the Group {note 19b)

Goodwil - the Commuittee assessed management's determination of the earrying value of goodwill, as well

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

= Auditor independence
The external auditor, KPMG LLP, was first appointed for the financial year ended 31 December 2012,
-The Commuttee 1s satisfied that the Company has adequate policies and safeguards in place to ensure that KPMG
maintains it5 abjectivity and independence. The fees paid to KPMG in respect of non-audit Services are shown
in note B. This work is not gonsidered to affect the independence’or objectivity of the auditor.

Michael Peat

Chairman of the Audit Committee
28 May 2019
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REMUNERATION COMMITTEE REPORT

Remuneration Committee

The Board established a remuneration committee composed of the three Non-Executive Directors and ss chared
by Lorna Tilbian The Committee meets on an ad hoc basis, when there 15 a need to review Executive Directors'
pay and rewards. Due to the LTI in place and the rellance of Executive Directors on Graup dwidends to reward
performance, the committee met for the first tme in March 2018, there were no meetings during the year.

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

are on average 6 (2017 6) tmes the average Group salary, which 1S commensurate with their experience, contacts
and responsibilities

The Remuneration Committee has the delegated responsibility for determiming palicy for Executive
Director remuneration.
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REMUNERATION COMMITTEE REPORT

Continued

Policy on Directors’ remuneration

Attracting and retaiming high calibre executives 1s a key Group objective We seek to reward them in a way that
encourages the creahon of valug for shareholders, through LTIPs and a share in the Group's dwidends.
Directors’ pension arrangements

The pension contributions, iIf made, are to the Directors’ money purchase pension schemes.

Directors' contracts

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

Directors’ options, conditional share awards

In 2018, four participants paid (by way of a combination of payroll taxes and subsenption price) £100,727 each

for the award. This amaunt I1s not refundable if the vesting contitions are not met. In addition, Jamie Hewitt
participant paid (by way of a combwnation of subseription price and deferred payment} £51,267 for the award This
amount 15 not refundable and will be paid in full f the vesting condiions are not met.

Vesting of the awards 1s subject to.
« The achievement of certain earnings and total sharehoider return {TSR) targets (the ‘Performance Conditions’)
measured over the period from 1 January 2015 to 31 December 2018 (the ‘Performance Period’); and
« The Company's share pricé being above £5.00 per share at a point during the period between 1 January 8019
and 31 December 2022 {the “Share Price Target').

20% of the award will be earned if average diluted EPS growth aver the Performance Period 15 abave 10%. This 20%
level will merease to 100% of the award on a straght-bne basis if diluted EPS growth over the Performance Pariod
1S between 10% and 20% (with 100% of the award being earned if diluted EPS growth of 20% or more 15 achieved)

If EPS growth 15 below 10% diluted, ao award will be earned.
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Earned awards will be adusted by the TSR condition, if TSR over the Performance Period I1s above
50% an earned award will be increased by a half; if TSA over the Performance Period 1s between 0%
and 50% no adjustment will be made to an earned award; if TSR over the Performance Period 1s
below D% then earned awards will be reduced by 25%. The base share price used for TSR is 297p
baing the share price at the time the award was valued.

Subyect to the Share Prige Target being achieved, an earned award, representing shares in M&C
Saatchi Werldwide, may be exchanged for M&C Saatchi plc shares. The maximum number of M&C
Saatch plc shares that may be required to be issued under the LTIP arrangements 15 3,383,605.

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

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

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

David Kershaw, 8il Muirhead and Maunce Saatchi (four participants) will each receive 160,562 M&C
Saatchi plc shares.

In the case of Jamie Hewitt, his equity was acquired from him in March 2019, for an amount equal to
the deferred payment.

The hoard holds no gther options in the Group or shares in subsidiary companies,

Non-Executive Directors

The remuneration of the Non-Executive Directors is determined by the Board. Fees paid to Non-Executive
Directors are reflective of skils and experience and the time required to undertake the role, No element
of pay is performance related.

Other benefits

Ne Director of the Company has received or become entitled to receive a benefit (other than a fixed
salary as an employea/consultant of the Company, the options mdicated i this report, or a benefit
included in the aggregate amount of remuneration shown in the financial statements) by reason of

a contract made by the Company or a related corperation of which the Director is a member or
with & company in which {he Director has a substantial financial interest.

By arder of the Board
Andy Blackstone

GCompany Secretary
28 May 2019
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Baslc salary Bonus Baneflts Inkinc® Penslon Total
2018 4000 £000 £000 2000 £000
Directors
Dawid Kershaw 374 - a7 - 4
Bill Muthead 374 - 47 - A1
Maunce Saatchi 374 - 42 - 418
Jeremy Sinclair 374 - a4 - 420
Jamie Hewitt 250 125 5 15 395
Total 1,746 125 187 15 2,073
Non-Executive Directors
Jonathan Gokdstein! 40 - - - 40
Mechael Dobbs 40 - - - 40
Michael Peat 40 - - - 40
Lorna THbéan® 38 - - - 39
Total 158 - - - 158
Total Rewards 1808 125 187 15 2352

Besic salary Bonus® Benafits I king? Penslon Total
2017 F- 000 £000 £000 £009
Directors R
Dawd Kershaw I - 46 - 420
Bit Muvhead a7 - 47 4o
Maunce Saatchi EIL] - 42 - a8
Jergmy Sinclar 34 - 45 - Lik]
Jamie Hewilt 230 125 4 15 3%
Total 1,74 1% 184 15 2,070
Non-Executive Directers
Jonathan Goldsten 40 - - - 40
Michael Dobhs. 40 - - - 40
Michaet Peat 40 - - - 40
Total 120 - - - 120
Total Rewards 1,866 125 184 15 2,190

1 Announced as rasigning on 3% December 2016

1 Benefits 1n kind inciuda car allowancas and permanent nealth Insurance benefit.

4 Served on Board for only part of the year ~
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DIRECTORS’ REPORY

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

Strategic Report

A reviaw of the Company’s business during the year, the principal nsks and uncertainties facing the Group and future
praspects and developments are included n Strategic Report on pages 2 to 17 which should be read i conjunetion
with this report.

Results and dividends - nl"ln!“n

The consoldated income statement on page 44 shows the results for the year. The Directors approved an interim
dividend of 2.45p tatalling £2,116,521 (2017: £1,715,562) and recommend a final dividend of 8.51p totalling £7,566,093 1-15“/0 PEH SHAnE

(2017: £6,261,033). £9.7M (2011: EB.‘M)

Principal activity, trading review and future devefopments

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

Going concern

Given the strength of the Group’s balange sheet, its foreast compliance with bank covenants, the risks the Group
faces (note 28 and page 96) and the steps it 1s taking to address those risks, its January 2019 sale of 24 9%

stake in Walker Media for £26m cash, the expected trading performance and cash flow projections for a period
of two years, the Directors have a reasonable expectation that the Group has adeguate resources to continue

in operational existence for the foreseeable future.

The Directors review the Group’s profit forecasts, and review manthly its balance sheet and cash flow forecasts,
Annually, or earlier if needed, the longer term (two year) cash flow projections of the Group are reviewed,
based on anticipated scenarios and acquisitons. If additional funding 15 required, it 1s secured before
expenditure is commutted. .

Given the risks the Group faces, and the need to continuousty change and invest in our chent offerings, a two year
time horizon 15 the maximum length of time the Directors can foresee, however the Directors have a longer term
vision and estimates (5 years), these though are at too high level for detaled financial planning and risk assessment.
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Continued

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

In some subsidiaries and currencies against negatwe working capital balances elsewhere as well as increasing
central control automation and reporting it 1s clear from credit approved offers we have received that the banks
have appetite for our debt, and the renewal of the faciity does not change the Directors view of going congern,
the accounts do not include any adjustments in the event the going concern assumption 1S not appropriate.

Based on this, the Groups nisks and uncertainties and the description of the Groups financial position in the Finance
Director’s review, the Directors believe the Group wifl continue as a going concern for the foreseeable future.

Financial instruments
Details of the use of financral instruments by the Group are contained in notes 24 to 26 of the financial statements.

Political contributions
During the year, the Group made no political donations (2017. mil),

Directors

The names of the Directors are given on pages 22 and 23, biographies can be found on our website
(www.mcsaatchipic.cam). Details relating to Board meeting attendance and composition of the ancillary
committees 1s held in the Governance Review on pages 18 to 21,

Soclal responsibility

The Group follows the gudance in the International (Social Hesponsibriity) Standard ISO 26000 and is accredited
for BS OHSAS 18001, 150 14001 and is registered with CIPS Sustainabifity index.

On top of this, the Group s invalved with many campaigns (ncludng pard, low bono and pro bono) that help create
a socially responsible world,

Anti-bribery and corruption

The Group has well-established anti-bribery and anti-corruption policies {including management of conflicts

of interest) aimed at ensuring adherence t0 associated legal and regulatory requirements.

Whistie-blowing

Empleyees are encouraged to report any potential, or apparent, malpractice or missonduct in confidence B
In accordance with the Group’s internal whistle-blowing pohcy.
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Employees and equal oppartunities

The Group's equal oppartunities policy 1S not to discniminate on any grounds other than someone’s ability to work
effectively. To deliver this we wilt make reasonable adjustments ta working arrangements and to the physical aspects
of the workplaces.

Diversity of thought is important to the Group and its clients. The Group 1s working globally and focally to improve its
future talent pool and to enhance our ability to attract and nurture the best talent regardless of background, ethniorty
or any disabilities For details of our initiatives please see www mesaatch.com/diversity/,

The Group recognises that its principal asset 15 its employees and their commitment to the Group’s service,
standards and customers. Decisions are made wherever possibie in consuitatian with lacal management,
with succession planning perfarmed on a regular basis at all levels. Communication with employees varies
according to need and local business size.

Slavery and human trafficking statement

The Group continuzally monitors its supply chains and eperates a zero-tolerance palicy to slavery and human
trafficking as reflected n its Modern Slavery Statement. (www mcsaatchipie.com/#governance)
Directors’ conflict of interest

Under the Gompames Act 2008 (the ‘Act’), Directors are sutyect to a statutory duty to avoid a situation where they
have, or can have, a direct or indirect interest that canflicts, or may cenflict, with the interests of the Company.
Directors are required to notify the Company of any conflict or potential conflict of interest under an established
procedure and any conflicts or potential conflicts are noted at each Board meeting

Directors” liahility Insurance and indemnity

The Company purchases inserance to cover its Directors and Officers aganst costs they may incur in defending
themselves in legal proceedings instigated against them as a direct result of duties carried out on behalf
of the Company.
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Directors & Substantial shareholdings

As at 22 May 2013, the Company has been notified by shareholders representing 3% or more of 1ssued share capital

of the following interests.

Shares held %
Cctopus Investments 12,208,224 19%
Paradice Investment Management 9,465,470 1 3%
Aviva pic and its subsidianies 4,692,383 53%
QOppenheimer Funds 4,635,004 5.2%
Herald Investment Trust 4,136,433 47%
Dawid Kershaw* 4,197,060 416%
Bill Muirhead*® 4,127,060 46%
Maurice Saatchi” 4,127,060 4.6%
Jeremy Sinclar 4,127,060 4.6%
Investec Wealth & investment 4,002,248 4.5%
Invesco Perpetwal 3,892,004 4.4%
Palar Capital 3,810,018 44%
Canaccord Genuity 3,550,000 4.0%
Close Brothers Asset M 303,212 34%

* The abova directers’ shares have not changed during tha ysar lamie Hawitt held 54,451 shares till all were sokd on 25 September 2016

Regularly updated details of the Directors and substantial shareholding ¢an be found on the corporate website
www.mcsaatchiplc.com,

Events since the end of the financial year

On the 31 January 2019 the Group soid its 24.9% associate Walker Media (trading as Blue 449) to the Publicis Group
for £256m cash. Walker Media comprised 83% of the Group’s associate income, so its sale will reduce the Group’s
future associate income by £2.4m, reduce the Group's interest payments and increase our effective tax rate by 1.3%,

Pror to the year end the Group agreed to the terms to extend the lease on its head office, at 36 Golden
Square, London, W1F BEE, by 15 years. The lease extension will be entered into following the signing of these
accounts and will have the effect of delaying the benefit on transition to IFRS16 from this material tail end lease
for some years.

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

a significant impact on the Group's aperations, the results of those operations, or the state of affairs of the Group

in futura years.

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

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

of its ordinary shares. The Directors will seek to renew this authority at the next AGM. During the year, the Company
held 700,000 of its ordinary shares (‘treasury shares’). The Directors will use them to fulfi option obhgations.

Directors’ power to issue shares SHAHES ISSUEB

At the AGM in 2018, the Directars were given the authority to 1ssue up to 55,000,000 of its ordinary shares of which
8,970,000 were approved to be issued for cash. During the year, the Gompany 1ssued 6,270,751 shares to fuffil options I" YE An 6_3M
and to acquire equity {note 26). The Company did not issue any shares for cash.

Change of control
Depending on the circumstance, some of our put option agreements vest on change of control,

Auditor

The current Directors have taken all the steps that they ought ta have taken to make themselves aware of any
information needed by the Company’s Auditor for the purposes of thew audit and to establish that the Auditor
1$ aware of that information. The Directors are not aware of any relevant audit information of which the
Auditor is unaware.

KPMG LLP will be seeking re-appointment as Auditor of the Company and a resclution proposing this will be put
to the 2018 AGM.
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The Directors are responstble for preparing the Annual Report and the Group and parent Company financial
statements th accordance with applicable law and regulations.

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

the Group financial statements in accordance with International Financial Reporting Standards as adopted

by the European Union (IFAISs as adopted by the EU) and applicable law and have elected to prepare the parent
Company finangial statements in accardance with UK accounting standards and applicable faw (UK Generally
Accepted Accounting Practice), including FRS 10t Reduced Disclosure Framework. For a full Group accounting year
following BREXIT, IFRSs as adopted by the EU will be replaced by UK adopted IFRS. The first such accounting period
that could be affected by this change is the year ended 31 December 2020,

Under ¢company law the Directors must not approve the financial statements unless they are satisfied that they
give a true and fair vigw of the state of affairs of the Group and Parent Company and of their profit or loss for that
period. In preparing each of the Group and Parent Company financial statements, the Directors are required ta.

select sutable accounting policies and then apply them cansistently;

make judgements and estmates that are reasonablé, relevant, rebable and prudent;

far the Group financial statements, state whether they have been prepared in agcordance with IFRSs

as adopted by the EU;

for the Parent Company financiat statements, state whether applicable UK accounting standards have been
followed, subject to any material departures disclosed and explained n the financial statements;

assess the Group and Parent Company’s ability to conttnue as a geing concern, disclasing, as applicable, matters
related to gaing concern; and

use the going concern basis of accounting unless they either intend to liquidate the Group or the Parent Company
or to cease operations, or have na realistic alternative but to do so.
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The Directors are respensible for keeping adequate accounting records that are sufficient to show and
explain the parent Company’s transactions and disclese with reasonable accuragy at any time the financial
position of the parent Compary ard enable them to ensure that its financial statements comply with the
GCompanies Act 2006, They are responsible for such internal control as they determine is necessary to
enable the preparation of financial statements that are free fraom material misstatement, whether due to
fraud or error, and have general responsibility for taking such steps as are reasonably open to them to”
safeguard the assets of the Group and to prevent and detect fraud and other irregularties.

Under applicable taw and regulations, the Directors are also responsibte for preparing a Strategic
Repert and a Directors’ Report that comply with that law and those regulations

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

The Board considers the Annual Report and financial stateménts, taken as a whole, 1s fair, balanced
and understandatle and provides the information necessary for shareawners to assass the
Company's position, performance, business model and strategy.

Websité publication

The Directors are responsible for the maintenance and integrity of the corporate and financial
informaton ingluded on the company's website (www.mcsaatchiplc.com). Legislation in the UK
governing the preparation and dissemination of financia! statements may differ from legislation in
other Junisdictions.

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

REGULAR UPDATES
WWW.MCSAATCHIPLC.COM
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PREPARATION

Preparation

Basis of preparation

Tre Groug's consolidated financial statements have been prepared on a going concern basis,

as discussed n the Director’s report on page 31, and Ih accordance with EU-endorsed International
Financral Reporting Standards (IFRS) and the G ies Act 2008 af to K

reporting under [FRS.

The consohdated finzncial statemants are presented In pounds §:gr!|ng and, unless stated otherwisa,
rounded to the nearest thousand. They have bean prepared under the historical cost conventan,
except for the revatuation of certain financial mstrumenss.

Transactions 1n foreign currencies are transfated at the exchange rate ruling at the dates
of the transactions. Monetary assets and liabiitles denominated in fareign currencies

are retranslated at the exchange rates rulng at the balance sheet date, with the resulting
exchange differences recogrised in the income statement.

Consolidation

The financial statemems af the Group conschdates the results of the Company and its subsidiary
entines, and includes its share of 115 joint ventures' and associates’ results accounted for under
the equity method.

A subsidiary is an entity cantrolled by the Group The Graup controls 2 subsidiary when « 1s exposed,
or has the rights, ta variable returns from its involvement with the subsidiary and has the ability
to affect those returns through s power over the subsidiary

The results of subsidianes are ncluded from the date of Where ry,

are made to the financial statements of subsidiaries to pring their accounting policses into ing
with those of the Group, Intra Group transactions, balances, mecome and expenses are elminated
on consolidation,

Where a consalidated company is tess than 100% cwned by the Group, the non-contralling interast
share of the results and net assets is recognised at each reporting date in equity separately from
the equity attributable 1o the shareholders of the Gompany,

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

in foreign aperations) are translated at the exchange rate ruling at the balance sheet date.

The resulting exshange differences are recognised (n Cther comprehensive income ang agcumulated
th equity within the forefgn exchange regerva

Signlficant accounting pollgles

The significant aceounting poleles apphied in the preparation of these consclidated financial
statements are set oul in the relevant nates. These policies have been applied consistently
to all the years presented, unless otherwise stated.

Critical agcounting policles

Certain of the Group's sign/ficant accounting policles are considered by the Otrectors to be critcal
due to the level of complexity, judgement, or esumation invotved in their application and potential
impact on the gonsolidated financial statements. The critical asceunting policies are listed below
and explained in more detai in the relevant notes 10 the Group financial statements

Revenue recogmition

The Group applled IFRS 15 Rgvenue from customers at the start of the year. The nature

and effect of the changes in terms of how the Group recogmised ravenus as a resuit of adoption
is dessrived in note 2.

The Group is in the business of the prowsion of advertsing and marketing services. Revenue
compnises commission and fees earned and 15 stated exclusive of VAT, Revenue from contracis
with customers 15 recognised as, ar when, the performance cblipatiens present within the
contractual agreements arg satisfied. The type of fees arising from the contractual agreements
entered inio with chents mclude:

- project fees

- retainer fees

- commission on media spend and other activities where we act as agent arranging for a third
party (such as Talent) to prowvide services to a client

See note 4 for full Revenue accounting policy

Accounting for subsidiary acqusitions

The acquistuion of subsidiary enterprises Is accounted for as a business combination by apphcation
of the acquisiicn method. Under the acquisition method the fair vafue of the cansiderabon provided
Is campared ta the identfiable assets acquired and {iabllities subsumed. Such identification may
result in the identification of intangtble assets which would atherwise nat be recognised, such ag
customer lists The diference between the fair value of consideration provided and the fair valug
of the net assets acquired 15 recognised as either goodwill or a gamn from a bargain purchase.

Goodwill 2nd other intangible assets

Intangible assets comprise gooowill, certain intang ble assets arising as a result ef a business
combmation (such as brand names or customer relationships) and capitahsed computer software.
Other than Goodwill, na iIntangible assets held by the Group are considered to have an indefintte life
and are amortised over their useful ife. Goodwall s net amortised and held at cost less accumulated
impairment losses. impairment rewiews are undertaken annually in the absence of any indication

of impairment il goodwill, or any other intangiole asset, has an mdication of impgirment then reviews
for patential impairment are performed as required.
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Put aption accqunting (IFRS 2 and IFRS 8)

Itis common for equity partners in the Grewp's subsidiaries 'minonty interests’, 'MI’) to hald put
ophians over their equity such that they can require the Group 10 purchase their nan-controiling
intergst for exther 2 varable number of shares or cash. Dependent on the terms of the underlying
agreement these options are either recognised as § hiabedty under IFRS 9 (note 24) or as a
COhdchtional share awards in the scope of IFRS 2 {note 26).

Unger IFRS 9 the assoclated liabiny Is recognised at far value at inception of the agreement
and then remeasured at the end of each reporting period, with the change i the fair value
of the mstruments baing recognised in the Income statament as profit or loss

Typically, the terms of instruments accounted for under IFRS 2 ara such that they have the cost
of the transaction measured a1 fair value on the grant date. Thus cost is then recognised over
the life of the award and accumulated within equity.

Headline results

As refected in our business modei (page 4) the Directors bebeve that the headine results and
headuine earmings per share (see note 1) provide additional useful information on the underiyng
performance of tha business The headline results reflect the underlying proMability of the b

Significant accaunting judgements

In the process of applying the Graup's accounting poiicies, management has made the following
sudgements, which have the most significant effect in terms of the amounts recognised, and their
pr L 1n the i financial

With the adoption of IFRS 15 the Group has recognised three categones of critical judgements

i termis of revenue which refate to (1) agant versus principal considerations (i} the impact on
the number of performance obligations i a contract which has integrated services and {in) media
volume income recognition as revenue fram contracts with customers

Agent versus principal considerations

The Group enters nto contracts with customers which include arrangements where 1t purchases
services or goods from third parties on behalf of the client. in these Instances, the Group considers
the substance of the overall contract n order 1o assess whether such arrangements constitute the
Group acting as exher an Agent or as Principal The adoption of 'IFRS 15 Revenue from contracts
with customers' has signficantty changad this assessment (compared to legacy IFRS) and, as
disclosed in note 2, led 1o an increase In revenue recognised as Principal ang an Identical reduction
n revenue which woula otherwise have been recognised as Agency Jhis change is the most

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 cradits to the ingome statement for the Group's fair vaiue lability of its local entrepreneurs’

equity conversion rghts, but does hot account for the increase in vaiue of the businesses.

In addition, the headine results are used far internal performance management and to calculate
mincrity shareholder put option habilties. The term *headling’ 1 N0t a defined termin IFRS
Note 1 reconciles reported to headline results.

Qur segmental repocting (note 3) reflects our headiine results n ascordance with tFRS B,

The items that are excluded from headiing results are tha amortisation or wnpairment of intangible:
assets (including goodwil and acquired intangihies, but exciuding software) acquired in busmess
combinations, changes te deferred and contingent consideration and other acquisition related
charges taken 10 the income statement; impairment of investment in associates; profit or joss

on disposal of associates; revaluation of ivestments and their related costs; and the income
statement impact of put option accounting and share based payment charges. Note 1 shows

a reconcihation between the Group's statutory results and the heagdline resills

Significant accounting jJudgements and key sources of estimation uncertainty

In the course of preparing financial ily makes j

and estimates that can have a significant Impact on the financial statements. Esumates and
made are luated based on historcal experience and other factors,

ncluding expectations of future events that are tober under the ir

The estimates and judgements that have a slgnificant risk of causing a material adjustment to the
financial statements in future periods are outined below.

effect of the of 1FAS 15 ¢ from contracts with customers’

The key judgement the Group make when assessing whether they are acting as an Agent

In a contractual relabonship relates to whether they controd either the good or the service
prior to transfer to the customer. This assessment ncludes considaration of the follawing
indicators of control

* s the Group responsibla for fulfiling the promisa to provide the goods or servwicas in
ah acceptable format or to a satisTactory quality to meet the customar requirements®
+ Does the Group direct the activity of the other party performing the service?

= Does the Group prowde a service of integrating or combining the third-party goods ar services
with other goods or services?®

In addition, certain of the Group's contractual arrangements where the Group 1s acting as Agent
(specifically for Talent - see Note 4d) have a significant time lag between the Group's involvement
w arranging for services to be provded by a third party to a clent, and the actual polnt at which
these services are provided by the third party. In thasa instances, it has been concluded that

the performance obligation related Lo arranging the services to be provided is campleted ance
the services heve been performed (as opposed 10 when they have been arranged 10 perform}.
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Multiple coatractual terms

‘We build cur services around our client's needs, and oftea use cient’s standard terms with
negotrated modificatian, this results in many different contractual arrangements.

Judgment 15 needed to interpretation of contractual terms under IFRS15 to work out when revenue
15 recognised Small changes in the contractual terms and wmphied contractual terms can change
the period in winch revenus is recogmised

Identification of performance obligations for integrated services and thew
recognition as revenue

The Group often enters into contracls with customers which include the provision of zn array

of services which are judged as representing a single performance oblgation. Such instances arise
where the over-arching objective of the contract is compnised of a number of discrete activities
which are Integrated into the prowision of a wider overall service An examgple wauld be where

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

of this strategy Is comprised of a number of indnndual services, but the delivery of the strategy

Is assessed as being the only performance obligation resident 1n the contract as the discrete
services being supphed are not distinci in the cantext of the contract as a whale.

Management consider 1he following features of contractual arrangements entered inta with
customers when assessing whether a contract has a number of services which are not distinct
and Js thus comprised of a comhined performance obligation:

+ Can the chent benefit fram the tdividual goods or secvices pramised in the contract on thear
own (or in combmnaton with resources readily available to the chent).

e Can a single method of measuring progress of satisfaction of the combined performance
obhgation be applled which fathfully depicts the economics of the arrangement,

* |5 there a single payment mechanism for the combined performance obhigation

« Does the Growp perform a significant service of integrating the services prowided and are these
promised serviges phly interdependent,

Certain of the Group's contractual relationships which are represented by a combined performance
obligatian are soiely remunerated in terms of commissions earned an media purchases made

on behalf of the client. In the majonity of nstances media buying represents an agenay relationship
The combined performance obligatian however may inglude elements of seraces which, if thay
comprised a performance obliganon in their own right, would be principal in nature, in these
nstances, as the aggragate of services provided are not separable, management have concluded
thai fees should be recognised entirely as agent or entirely as principal In nature. The most
appropriate basis as 10 whether the revenue recogrised by these types of arrangements should

be as agent ar as prin¢igal has been concluded as being that represented by the manner in which
the fees are calculated.

Media volume income

As disclosed in note 4, the Group receives volume rebates from ¢ertan supplers for transactions
entered into on behalf of clients, which the clients have agreed wa can retain Based on the
gontractual terms of the agresments entered into being such that the Group acts as Agent in these
instances, such rebates are, \n the jud of ment, r i as revenue from contracis
with Gustomers wherg terms are such that the rebates are resained by the Group

Certan of the Group's chents, however, have contractual terms such that the pricing of ther
contracts are structured with the volume rebate being passed through to them As such, the biming
of recognition and valuation of media volume incame 1s subject 1o jJudgement in terms of the amounts
whith are to be retaned by the Group and amounts which are to be provided for in ieu of their pass
through to clients.

Minority :nterest put option agcounting - IFRS 2 or IFRS 8

As noted on page 42 accounting for Msnority Interest {Mi} put options compnises a crtical accounting
palicy Ascertaining whether such put options showld be acsounted for under IFRS 9 (which results
wn the recognition of hiabilites) or whether the awards are in scope of IFRS 2 (which does not result
m liabitities) is a key management Juddement.

‘The key feature of the awards made ta MI (wha hold an equity share in subsidiary enterprises)

is whether the awards are linked 1o thewr employment by the Group Where the terms of the awards
are such that the holders are able to redeem the optien n exchange for a variable number of shares
in the parent of the Group conditional an theirr employment then the awards are accounted for

as an equity-settled share-based payment in exchange for empioyment services. Where the holdes
15 entitled to @xchange the option In the future for a vanable number of shares in the parent of the
Group with na requirement ta be an emplayee, or ather assotiated indicators of employment, then
the award is recognised as a hiability

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

Impairment - assessment of GGUs angd assessmeat of indicators of impairment

Where possible, impairment 15 at the level of i) assets. When, however, this s not
possible, then the Cash Generabng Umit {"CGLF) levelis used A CGU (s the smaliest ident.fiable
asset or group of assets that generates independent cash flows. Judgement 1$ applied ta identify
the Group's CGUSs; however, they are typically comprised of the underlying éntsues (beth trading,
subsidiaries and as3aciates) which comprise the Group. This is on the basis that each of these
entities represents a stang-alone operating business, none of which hoids a cluster of assets
which could constiute a CGU In their gwn right. Goodwill is always allocated to a CGU and never
considerad n1sofation.

External and internal fastors are monitered for indicators of mpairment In terms of such indicaters,
management typically consider adverse changes in the ecanomy or political situation of the
geographic locale in which the underiying entity operates in addition to risk of chent foss or gan

and internal reporting being Indicatve that an entity’s future ecanomic performance 1s better

or worse than expected.
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Where management have concluded that such an indicaticn of impairment exists then
the recoverable amount of the asset is d (see ]

Estimates and assumptions

Thase areas of the Group’s financial statements subject to key and other
sourses of astmaton uscertainty at the reporting date that have a significant risk of causing

& material adjustment to the carrying amauats of assets and liabilities within the next financral year
are described below. The Group has based its i ang on parameters

when the financial statements were prepared.

(s

Impairtment

Management's approach for determining the recoverable amount af an indwidual asset or GGU

is based on their value n use. Generally, discounted cash flow models are used to determineg

the recoverabla amount of CGUs. The appropriate estimates and assumptions vsed require
and there 1s sigmificant estimation uncertamty The results of impairment reviews

conducted at the end of the year are held in note 16. The key variables used in the assessment

of the recoverable amount include.

= Five-year forecasts of CGU performance

+ Discount rate used to calculate present value of fulure cashflows.

In the year there have been total impairments redating to goadwil of £2,121k (2617: £5,214k)
and the value of goodwill held at year end was £42,957k {2017 40.803k)

Acquired intangbles -

On acquisition specific intangible assets are identified, recognised separately from gaodwl,
measured at fair value and amaortised over thair estimated useful kves. Typically, these include items
such as brand names and customar ists The valuation at which these assets ane recognised are
calcutated using an appropriate valuation model. Yaluation models used by management include
royalty relief method and direct cash flow approaches.

Detads surraunding the intangible assets recognised in the y2ar are held at note 16. The
value af intangible assets acquired as part of 4 business combunation, excluding goodwill,
at 31 December 2018 1s £2,859k (2017, £2,591k).

Fair value measurement of financia! instruments

The Group holds certain financial instruments which are recorded on the balance sheet at far

valre, At the year-end these relate to {) Equity investments at FYTPL i non-histed (umited companies
(note 18] and (N1} Put option liabiies (note 24). No active market exists for erther of these financial
Instruments and thesr fair value 1s measured by the most appropriate valuation techniques available,
which vary based on the nature of the instruments The wnputs to the valuation models are taken from
observable markets where possible, but where this i1s not feasible, s degree of judgement is required
in @stablishing fair values.

The basis of calculaton of the estimated fair value of these financial instruments 1a addition
to sensitivity analyses an the estimates salient inputs are detalled in note 27.

Share based mncentive arrangements

Share based Incentive arrangements are (and have been in the year) provided 1o certain employees
These are valued at the date of the grant using stachastic Monte Carlo pricing models with non-
market vesting conditions. Typically, the value of these awards (s directly related to performance

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

The key :nputs to the pricing model therefore involve management judgement, being In terms of
interest rates, share price velatility and expected future performance of the entity to which the
award relztes. Managemsant used various sources of information, including the Group's awn share
prce information, historical experience of past performance and pubkshed ¢ata on risk-free interest
rates {government gits)

Details of awards made in the year are hetd at note 26 The charge recognised in the current year
In respect of these arrangements 15 £6,104k (2017: £13,501k)



CONSOLIDATED INCOME STATEMENT

2018 2018 2017 2017
Year ended 31 Decamber Note £000 £000 L000 £000
Billings 1 609,610 535,964
Revenue 1 432 404 251,481
Project cost (167,031) -
House cost 6 {57.653) {568.827)
Operating costs {224,684) (224,684) (58,027}
Staff cost T (182,538) (187.319)
Other gans 19n 1,584 -
Qperatng profit 1 18,768 5,535
Share of resuits of agsociates and joint ventures 17 2,925 1,987
Finance income 9 273 3326
Finance costs ] (2,266) {1,346)
Profit befare taxation 1 17,598 9.302
Faxation 10 (6,835} (4,736)
Profit for the year 10,863 4,566
Attributable to:
Equity shareholders of the Group 1 B,255 2672
Non-gontrolling mterests 1 2,708 1,894
Profit for the year 1 10,863 4,566
Earnings per share
Basic (pence) 1 08 79p 343p
Dilyted (pence} 1 8.15p 1.16p
Haadline rasults®
QOperating profit 30,327 26,725
Protit befare 1ax 32,297 27,665
Profit after tax attributable to equity sharenelders of the Groyp 21,086 17,971
Basic earnings per share {pence) 25.01p 23 04p
Diluted earnings per share {pence) 23.38p 21 22p
Revenue 422,404 251,481
Praject cost (167,031) -
Net revenue 255,373 251,481

* The regoncikaton ¢f headhne ta statubory resulls above Gan be fount innete 1

The nates on pages 40 to 43 and 50 to 103 form part of these
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CONSOLIDATED STATEMENT OF OTHER COMPREHENSIVE INCOME

2018 017
Year ended 31 D £000 £000
Profit for the year 10,863 4,566
Other comprehensive Income*
Exch differences on transiating foreign aperations before tax 1,000 {1177}
Other compreheansive incomae for the year nat of tax 1,000 {117}
Total comperehensive Income for the year ) 11,883 3,589
Total comprehgnsive income attributable to:
Equity shareholders of the Group 9,255 1,495
Non-cantrolling interests 2,708 1,834
Total comprehensive | far the yaar 11,963 3,389

* Al stems 10 the consalidated statement of Gomprehensive income will be raclassifiad 1o the income statement

The notes on pages 40 to 43 and 50 to 103 form part of these financaal




CONSOLIDATED BALANGE SHEET

28 217
At 31 December Hote £000 £aog
Non-current assets
intangible assets 16 49,780 48,515
investmentis in associates and JV 17 8,483 18,725
Plant and equipment . 18 13,274 12,268
Other nen-current assets 19 4,248 9,325
Deferred tax assens n 5,687 4797
Financial assets at fair value through profit or loss 18b 12,858 -
95,430 94,631
Current assets
Tradg and other receivables 20 150,941 120,096
Current tax assets :LE] 945
Cash and cash equivalents 50,085 48,357
Non-gurrent assets classified as Held-for-sale 31 13,106 -
215,080 169,598
Current liabllitles
Trade and other payables b3 (142,827) (128,256}
Current tax liabilities (3,318} 1,221)
Borrowings. 22 (14,060} (3,73
Defarred and contingent cansideration 15 (752) 317
Minority shareholder put aphion liabllities 24 (12,327} {14,813}
{173,084} {148,398}
Net current assets 41,506 21,600
Total assets less current liabllities 137,426 316,231
Non-current llabliities -
Deferred tax habiliies 1" (1,444) (761)
Borrowings 22 (38,541) {31,764)
Cantingent consideration 15 {614) {833
Minarity sharehglder put aption liabikities 2% (6,063} (10,316)
Other non-current babili 23 {1,944} (2,487
(48,508) (52,161)

Total net assets B8,920 54,070

The notes on pages 40 to 43 and 80 to 103 form part of these consolidated financial statements.



CONSOLIDATED BALANGE SHEET

Continued
At 31 Dacamber Note ] Zo0m
Equity
Share capital 9 478 413
Share premium 48,667 32,095
Merger reserve 31,602 31,592
Treasury reserve (192) {792)
Minority Interest put option reserve (12,854) (13,958)
Non-controling interest acouired (22,464} (21,040}
Foreugn exchange reserve 4,593 3,983
Retained earnings 34,195 25,235
Equity attributabia to shareholders of the Group 81,713 57,538
Non-cantrolling interest 7,207 6,532
Total equity 88,920 64,070

These Tinancial s were approved and authonsed for issue by the 8oard on

24 May 2019 and signed on its behalf by-

David Kershaw

Chief Executive ‘

M&C Saatchi pic f

Gompany Number 05114893 !

The notes on pages 40 to 43 and 50 to 103 form part of these cor

financial
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

#on- Non-
Mi put controting Foralgn controlling
Share Share Mergar Treasury option Interest exchange Retalnad interest in
caplhtal premium PESErvE resarve PESEPVE acquired reserves earnings Subtotal equfty Total
Note 2000 £000 £000 £000 £000 E£000 £000 £000 2000 £000 £000
A1 January 2017 749 24059 31,592 (re2y  (20.598) (13,122) 4770 15,871 42,569 6,528 49,397
Acguisitions 4 1,488 - - - - - - 1,502 235 1,737
Acquisitons of minority _
nterest 5 1,587 - - - 11,390) - 202 I 512
Exercise of put optiong 55 4311 - - 6,640 (6,640) - (61) 4,905 - 4,905
Exchange rate movements - - - - - 12 - - 172 (252) {140)
Share option charge 26 - - - - - - - 13,501 13,501 - 13,501
Dnadends 12 - - - - — — - {6,748) (6,748) (2,483) (9,231)
IOl ransactions wih ) 7596 - - BB 7818 - 6.692 13474 (2,1901 11,284
Total comprehensive
ngome for the year - - - - - - (1,177 2672 1,485 1,894 3,389
At 31 December 2017 813 32,085 31,592 (792) {13.958) (21,040} 3,593 25,235 57,638 6,532 64,070
Adjustment on imtial
apphcation of FRS 15 - - = - - - - 8 28 - 2
Adjustment on mrtial :
apphcation of FRS 9 - - - - - - - 2,97 29M - 2971
ted balance at 1
j‘;”n‘ffa;t T §13 32005 31562 9 {13,859 (21,080) 3,593 28,034 50,537 5,532 67,069
Acquisitions 13 18 5,484 - - - - - - 6,502 - 6,502
Acquisihions of minoriy
interest " - - - - - &19) - - [£30)) - @318
Exeraise of put optiong 44 7,630 - - 973 {9735) - {200 1,654 - 7,654
Exchange rate movements - - - - il (132) - - (o1 24 an
Deferred consideration 15 1 458 - - - _ - - 459 - 458
Issue of shares to
minorities - - - - - - - - - 581 551
Share option charge 2% - - - - - - 6,104 6,104 - 6,104
Davidends 12 - - - - - - - (8,378) 8,378) {2,608) {10,988)
Lol Iransactions wih 6 14572 - - 1004 0,429) - (@ 1nsn @03 9,888
Total comprehensive
Income fo the year - - - - - - 1,000 8,255 5,265 2,708 11,863
At 31 December 2018 878 46,667 31,592 (782)  (12,954) {22,464) 4,563 34,195 81,M3 7,207 88,920

The definions of the reserves reperied above can be found n note 33

The notes on pages 40 to 43 and 5010 103 form part of these financial statements
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CONSOLIDATED CASH FLOW STATEMENT AND ANALYSIS OF NET DEBT

2018 2017 2018 2m7
Year ended 31D b Note £00¢ £000 Year ended 31 Note £000 2000
Net revenue ~ 258,373 251,481 Net cash from opacating and Investing activities 2,888 18,914
House cost 8 (57,853) (58,827 Financing activities
Staff cost 17 (182,536} (187.319) Dividends pald to equity holders of the Company 12 (8,378} (6.7449)
Cther gams 1,584 - Dividends paid to non-contraliing Interest (2,808} (2,489
dperating profit 18,788 5,558 Proceeds from issue of shares to non- 8 _
Adjustments for- centroling interests
Depregiation of plant and equipment 18 3,558 2,079 Repayment of finance leases 45 128
Loss on sale of plant and equipment %5 57 Repayment of invaice ] () (730)
Loss on sale of software intangibles 8 4 Proceeds from bank loans 8.100 10,240
Increase in financial asseys at FYTPL 196 {1,584) - Repayment qf bank loans ®,482) (359)
Impairment and amortisation of acquired Intangible assets 6 4,427 2,02 Interest paid (1,355} 0.215)
Impairment of associate and smvestments 17 B4 - Not cash ¢ by financing activities (13,577) (1,384}
Impairment of goodwill and ather ntang:bles 1% 2,195 5,214 Net (decrease) / Increase In cash and cash aquivalents {10,881) 17,530
Amortisation of capitaiised software ntangibie assets 16 303 n Effect of exchange rate fluctuatians on cash hield 45 {795)
Equity settled share-based 2% B.104 13,50 Cash and cash equivalents at the beginmng of the year 48,957 32,222
Operating cash bafore movements in working capital 32,528 25,222 Totatcash and cash equivalents at the end of the vear 38,311 46,957
Increase in trade and ather receivables (25,231} 10,806)
Increase in contract assets (878> - Gash and cash equivatents 50,065 43,957
Increase in trade and other payables 153 11,665 Bank Overdrafts’ 2 1.754) —
InGreasa in contract 19 8,240 - Total cash and £ash equivalents at the end of the year 3831 48,957
Cash generated from operations 15,012 30,281 "
Tax pard (6,018) 6720 Bank loans and borrowings® 22 (40,818) (41,540)
Nat cash from operating activities 8,584 23,554 Net cash (2,507) 1,387
Investing actlvitles “ These overdrafis ara legakly offsettabie agalnst balances in held in the LK, however they have not baen netted off
Acquisibons of subsidiaries net of cash acquired 14 an @51) In accordance with the recuciments of 1A532 42
Acquisstions of associates 1804) - The notes on pages 40 t0 43 and 50 10 103 form part of these financial
Acqulsitions of unlistad investments 19 (780) (2,024)
Proceeds from sale of plant and equipment 17 i
Purchase aof plant and equipmeant 18 4,5497) (3.451)
Purchase of capitalised software (1,048) 385)
Dividends recerved from assaciates o 428 1,806
Interest received 27 288
Neat cash consumed Investing activities {6,108) (4,640)
Net cash from operating and Investing activities 2,886 18,914
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NOTES

1. Headlhine resuits and earnings per share

The analysis below provides a reconciliation between tha Group's statutory results and the headiine results This 15 described further in our basis of preparation note on page 41

Amortlsation Impalrment Impalrment FVTPL Revaluationgf Capltal gain Put optlon

ofacquired ofacquired of investments contingent taxon Acqulsition accounting
- intang {ntangibl te under consideration Issueof put related (note2d4 Headline
2018 (note 18) (note 18) {note 1T} IFRS 8@ {note 15) optlens*""" remuneration” and 26)**  results
Year ended 3t December 2018 Note £000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Blllings 509,610 - - - - - - - - 609,610
Revenue 422,404 - - - - - - - ~ = anv40q
Net revenue 265,573 - - - - - = - - 255,313
Dperating profit 16,768 4,427 2,195 674 (1177} 37 - 1,299 5,104 30,327
Share of results of associates and JY 17 2,825 - - - - - - - - 2,825
Finance tncome 9 273 - - - - B - - - 273
Finance cost 9 (2,268) - - - 228 - - - 11 (1,128)
Profit before taxatlon 17,598 4,427 2,195 874 (%48) 37 - 1,298 .05 32,287
Taxation 10 {6.635) (1,021) - - 178 - 517 - (342)  (7,302)
Profit for the year 10,963 3,406 2195 574 {768) 37 517 1,299 6,675 24,895
Non-controlling interests (2,708) 037 - - - - 149 (403) - {3,899)
Profit attributable ta equity 8,255 2,468 2,105 874 (188) a7 668 896 6873 21,008

hpldéars of the Group®™*

~  Detais of this breakdown can be found n note 7 The non controling mtecest charge is moved to operating profit due to underlying equity baing defined as a condibional share award
*+  These values represent put aptions accounted Tor as conditional share awards (£6,104k) (nole 26) and fair value edjusiments 1o minority put ophion Rabilties (£311k) (note 24)

=+ Headine aarnings are profit artributable to equity haldars of the Group after adding back the adjustments noted above The Increase Is calculated as the difference betwern 2017 and 2018 measures.

¢alculated as Headline operatng profit divided by net révenue
===+ As part of setting up equiy Schemes in Australia, subsidiary equily was disposed of which created a local profit on dispesal D consofidation the profit on disposal has been elininated {IFRS10 23), however, the caprtal gains tax and non-

contrgiiing interest effect has not been so removed

Headfine cperabing margn Is

The Directors believe that the headune results and headime garmings per share prowvide additional useful information on the underlying performance. The headiine result Is used for internal performance

calculating the value of

y coovertitle shares and mnarity interest put gptigns  The term headiing 15 not a defined term in IFAS

The items that are excluded from headiine results are the amortisation or impairment of intangible assets (including goodwil and acquired ntangibles, but excluding software) acquired i bUsinEss comdinations,
changes to deferred and contingent consideraton and other acquisihgn related charges taken to the income statement; impairment of investment n assaciates, profit or [oss on disposal of associates;
revaluation of investments and therr related costs, and the ingome statement impact of put option accounting and share based payment charges.
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NOTES

Continued

1. Headline results and earnings per share continued

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

Amartisation Impalrment Deferred tax on Defarred tax on Revaluation Acqulsition Put option

of acquired  ofacquired acquiredintangible putoptionsUS  of contingent related accounting
Intanglbles  Intangibles UStax rate taxratechange consideration remungration (note 24 Headline
2017 {note 16) {nota 16) changa (note 11) (nota 11) {nota 15} (note 7)° and 25)™ results
Year ended 31 December 2017 Nate £000 £000 £000 £000 £000 £000 £000 £000 £000
Blllings 535,864 - - = = - - - 535,064
261,481 - - - - - - = 261,411
Net revenue 251,481 - - - - - - - 261,481
Operating profit & 5,335 2,021 5,214 - = - 40 614 13,501 26,725

re of results of

gzsau;:le::nd W - T eer - - - - - - - 1.887
Finance income: 5 33 - - - - - - (3,037 288
Finance cost 9 (1,358) - - - - - = - (1,346)
Profit before taxation 8,302 2,021 5,214 - - 40 G614 10,464 21,855
Taxation 10 (4,736) (877) (1,804) 881 392 - - (996) (6,834)
Profit for the year 4,566 1,350 3,410 941 302 40 613 9,468 _ s
Non-controlling intarests (1,894) {385} - - - - {581) - (2,850}
Profft attributabia to squity 2,872 985 3410 881 392 40 23 2,468 17,07

holders of the Group***

* Details of thiz breakdown can be found in note 7 The pon controling interest charge s moved ta aperating profit dua 1o underlying equily being defined as a conditiona) share award

°* These values

DI

put aptions

foray

share awards {£15.501K) {nots 26} and falr valus adiusiments ta minority put option llabities (03710 (note 24}
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NOTES

Continued

1. Headline results and earnings per share continued
Palicy

Basit: and diluted earmings per share are calcufated by divwding appropriate earmngs metnics of the Group by the weighted average number of shares in issue durng the year

Diluted earmngs per share Is calcufated by adjusting the werghted average number of ordinary shares in 1ssue on the assumpuion of conversian of all patentially diutive ordinary shares. Anti-dilutive potential

ordinary shares are excluded The dilutive effect of unvested outstanding options 15 calculated based on the number that would vest had the balance sheet date been the vesting date

Headline
2018 2018

Year ended 31 December 2018 £000 £000
Profit attributable 1o equity shareholders of the Group 8,265 21,086
Basic earnings per share
Weighted average number of shares (thousands) 84,360 84,360
Basic EPS 9.79p 25.01p
Diluted earnings per share®
We ghted average number of shares {{housands) 4s above 84,360 84,360
Add
- Conditianal shares without dividend rights 4,038 4,038
= Conditional shares with dvigend rights** 1,500 1,500
- Contingent canswderation 350 350
Total 90,248 90,248
Dlluted earnings per share 8.15p 23.38p

* All the put options datailed in note 24 are non-dilutive as the exercise price approximates fair value of the underlying non-controllng interest.
** Gonditional shares with dividend ryghts zre exckeded from any calculabion of conditional share awards that uses diluted EPS growth as a measure
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NOTES

Continued -

1. Headline results and earnings per share continued

Headline
017 wm7
Year endad 31 D 2017 £000 £000
Profit attributable to equity shareholders of the Group 2672 17,8711
Baslc earnings per share
ighted average number of shares { 71,989 71,998
Basle EPS 3 a3p 23 Ddp
Diluted sarnings per share”
Weighted average number of shares (thousands) as above 77,998 71,998
Aacg
- Conditional shares withaut dividend rights 2,763 2,763
— Ganditional shares with dividend rights** 3,828 3,028
- Contingent consideration 108 108
Total BA4,699 84,809
Dlluted earnings per share™* 3.18p 21.22p

*  All the put optianz defaled in nate 24 are non-dilulive as the exercise price approximates fair vatue of the underiying nea controliing interast
** Cemditional shares with dividend rights are excluded from any caleutat:on of condiional share awards that uses diluted EPS growlh as a measure
** Excludes put 0ptions attachad ta kass making entites in note 26 and all entibes note 24, as items are anth-diutive for the purposes of this caleulation in line with IAS33
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NOTES

Continued

2. Changes in accounting policles and disclosures

Kew and amended standards and interpretations

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

Several other amendments and interpretatians apply for the first tme in 2018, but do not have an
impact on the consolid fi of the Graup. The Group has not early adepted any
standards, interpretations or amendments that have been issued, but are not yet effective,

New standards and interpretations not yet adopted, including 2 preliminary assessment of the impact
of the new leasing standard {IFRS 16) are detailed in ncte 34,

iFRS 15 Revenus from contracts with customers

1FRS 15 supersedes IAS 11 Construction contracts, 1A5 18 Revenue and related interpretations
(Lepacy IFRS). it applies to all revenue ansing from contracts with customers IFRS 15 estabhshes
a comprehensive framework for determimng whether, how much and when revenue and the related

The effect of adopting IFRS 15 as at | January 2018 15 shown below,

Increase / (decrease)

As at 1 January 2018 L000
Assets

Contract assets 10,820
QOther recervables 4725
Accrued income (15,545}
Trade receivables 37
Total assets 37
Liabilitles

Currenttax 9

cash Tiows 1§ 10 be recognised, A five-step model 1s used whereby consideratian received or exp

to be receved 1 recognised as revenue when contractual performance obligations are
transfer of control and of the refevant goods or services 1o the customer

IFRS 15 requires entities 1o exercise Judgement (see pages 41 and 42 for sigruficant judgements relating
ko the recogmition of revenue), taking into consideratton all of the relevant facts and crcumstances
when applying each step of the model to contracts with thew sustomers, The standard specifies how
variatian in revanue should be accotnted for, amends the criteria to establish whether a bustess is
acting as principal or agent (n addiman ta raquining axtenstve diselosure

The Group adopted IFRS 15 using the modified retrospective method of adoption with the date of imibal
application being 1 January 2018. Under this method, the standard can be applied to all contracts at
the date of initial application or only to contracts that are not completed at this date (i e. ongoing as

at the end of the previcus year). The Group elected 10 apply the standard to contracts ongoing as

at 1 January 2018

The cumulative effect of initially applying IFRS 1518 recognised at the date of init:al application as an
adjustrment 1o the opening balance of retained earnings. Therefere, the comparative laformation has
not been restated and continues to be as reported under Legacy IFAS

Contract Liabiires {current} 20,694

Ceferred income (20,694)

by the Fotal iabititl 9
Equity

Retaned earnings 28

28
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NOTES

Continued
2. Changes In accounting policles and disclosures ce Gonsolidated Incoma Statement for the year ended 31 December 2018 )
Increase /
Adopting IFRS 15 has not had a significant impact on the timing of the Group's recognition of revenue,
on OCI; an the Group's operating, Investing and financing cash Mows; or on the Group's equity. The 'Flsosg Legacy ;;?)g ("“"";D’:;
les ac: this note are as described be!
key drivers of the changes noted in the tables accompanying cribad below. Biings 08,010 308,847 o
Tne Income: has been ficantly in two ways Revenue 422,404 255,410 186,994
1) Agency vs principal relationshups :::J::::::‘:S “::;?:l) 255, 41_D 161‘(0:.';
Certain of the actrvities undertaken by the Group involve the entity acting as agent for thew Staff and House costs (238, é 05) (238 (;05) M
customer. In these instances, third party costs are excluded from revenue (note 4) IFRS 15 has & &
gltered the criteria used for the principal versus agent evaluation (see page 41 within the significant Goerating profit 18,788 18,805 @3n
Judgements), As a q result of the adk of IFAS 15 there has been an increase 1n third Share of results of associates and JVs 2,825 2,825 -
party costs includad In revenua and cost of sales during the year of £1670m due to a reduction Finance income 3 bk -
In the number of Agency r fid {ard & corr 8 Increase in the number of Finance costs {2,268) (2,268) -
transactions wherg the Group s acting as Principal). Profit befors taxation 17,598 17,655 N
) Different timings of revenue recagntion Taxation {6,530) {6,538) )]
Smail timing differences caused by adoption of IFAS 15 cavsed a 1 January 2018 adjustment and Proflt for the year 11,088 11,098 {28)
a reductron 1n 2018 revenue of £37k. Attributable to
Leghey Third party Timing Equity holders of the parent 8,255 8,283 (28}
{FRS cost  ad]ustments IFRS 15 Non-controlling interasts 2,708 2,708 -
£000 £000 £000 £000 10,863 10,891 128)
Billings 609,847 - @an 608,810
Revenus 255410 167,031 a0 422,404 The balance sheet has been alfected as follows.
Praject cost - (167.031) - (167,031) Prepaid customer expenses
Nat revenue 256,410 - @&n 255,373

Under certain contractual relatipnships the Group makes payments to supphers on behalf of
custosners prior to biling. As thesa amounts do not relate to serwices provided by the Group under
IFRS 15 these are recognised separately to trade receivables and contract assets An amount
totalling £5.5m has therefore been recognised as at 31 December 2018 as an 'othar raceivable” and
Is iIngluded within the consoficated balance sheet position of Trade and other receivabies of £154.8m.
This amount was included within accrued income under Legacy IFRS
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NOTES

Continued

2. Changes in accounting policles and disclosures continued

Consolidated Balance Sheet as at 31 December 2018

Legacy Increase /
IFAS 15 IFRS  (decrease}
Assets £000 £000 £000
Total non-current assets 95,430 95,430 -
Contract assats 10,943 - 10,943
Qther recevables 15,381 9,875 5,506
Prepayments and accrued income® 7,332 23,74 (16,448}
Trade recevables 114,641 114,678 (3
Other current assats 66,783 66,783 -
Total current assets 215,080 215,197 (37}
Total assets 310,510 310,510 (37}
Liabllitles
Current tax {3,318} (3,321) @
Contract labihities {32,865) - 32,865
Deferred revenue - (32,865} (32,865)
Other current i (136,901) (136,901} =
Total current liabillties (173,084) (713,093 (8}
Total non-current liabilitles (48,506} (4A,506) -
Tatal llabllitles (221,590) (221,598) (9)
Equity
Retaned earnings (34,195} {34,231) (28}
Nan-cantrolling interast (7.207) {1,207) -
Other equity accounts (47,918) {a7,507) -
Total equity (88,920) {80,948} {28)
Total squity and llabllitles {310,510) {310,547) (an)

* Under Legacy IFAS this category Included amounts refatwig to prepayments and acerued income Lnder IFAS 15

this category is exclusively compnised of prepayments.

IFAS 8 Flnancial instrumants

iFRS 9 Financial instruments replaces IAS 39 Financia! Instruments: Recognition and measurement
for annual periods beglnning on or after § January 2018. The Group has applied IFRS @ prospectively,
with an mnitial application date of 1 January 2018, The Group has not restated the Gomparative
information, which continues to be as reported under 1AS 39 Differences arising from the adoption
of IFRS 9 hava been recognised ¢iractly in retained sarnings and other components of eguity

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

Increase /
(decrease)
ket £000
Assets
Equity investments at FYTPL 180 10,5%6
Equity investments 2t cost (5,760)
Trade receivables 20 (376)
Total assets 4,560
Llabllitles
Accruad transaction fees” 898
Deferred tax £91
Totalllabilities 1,588
Total adjustment to equity:
Retained earnings 2,971
2,871

* Costs which will be incurred in the future with regards the equity investments at FYTPL When these instrumeats
are disposed the advisers who arranged the puschases are due to a parcentage of the profit on dispasal

The nature of these adjustments is described below

{a) Classlfication and measurement

Under IFRS 9 financial zssets are classified as subsequently measured at amortised cost, far
value thraugh other comprehensive income or fair value through profit or loss. The classtfication
15 based on two critenia; (i) the Group's business madel for managing the assets and (1) whether
the instruments’ contractual cash flows represent 'solely payments of principal and interest’ on the

principal amount putstanding



NOTES - =

Continued

The assessment of the Group's business madel was made as of the date of nitial apphtation,

1 January 2018. The assessment of whether contractual cash fiows on debt nstruments are solely
comprised of principal and interest was made based on the facts and croumstances as at the intial
eecognition of the assets.

The anly significant impact to the Group in terms of the classification and measurement
requirements of IFRS 9 relates to certain equity mvestments previausly held at cast less any
provision for impawment Refer to 2(c) for a sumemary of the measurement categones of the
financial assets held by the Group under Legacy IFRS and IFRS 15

(1) Equity investments at FYTPLThe Group halds equity investments in non-listed companies. These
investments were previously measurad at cost less any provision for impairment. Under IFRS 9, as
at the date of witial applicatvon the Group intends 1o hold these investments for the foreseeabls
future. In line with the requirements of IFRS 9 these unhisted equity investments are accounted for
as Financial assets at FYTPL. As at 1 January 2018 these instruments had a combined fair value of
£10.6m compared to their cost of £5.8m.

{b} Impalrment

The adoption of IFRS 9 has changed the Group's accounting for impairment losses for financiat
assets by replacing 1AS 39's incurred loss approach with a ferward-loaking expected credit loss
(ECL) approach. IFAS 9 requires the Group ta recognise an allowance for ECLs for all recewables
not held at far value through profit ar loss

Upon adoption of IFRS 9 the Group recognised an additional impairment of Trade recelvables
of £276k, which resulted in 2 decrease in retained earnings of an equivalent amount s at

(c) Classification of flnanclal assets on adoptlon of IFRS 9
On the date of intial application, 1 January 2018, the financial instruments of the Group were as

tallows, with any reclassifications noted.

Measurement category

Non-gurrent financlal assets 145 38 IFRS 8
Nor-listed equity investments Amorused cost FYTPL
Other recewables Amortised cost  Amortised cost

Gurrent financlal assets
Trade and other receivables

Amortised cost

Amartised cost

Other recervables Amorused cost  Amortised cost
Cash and cash equivatents Amortised cost  Amortised cost
Financlal llablilties

M1 put aption habiities FVTPL FVTPL
Finance lease tiabilnies Amortised cost  Amortised cost
Secured bank loans Amortised cost  Amortised cost
Invoice discounting faciity Amortised cost  Amortised cost
Trade payables Amortised cost  Amortised cost
[of consideration FVTPL FVTPL

Carrylng amount (£000s)

1 January 2014, less any deferred tax effect. The r
is disciosed in note 20,

in the year to Non-current f assets Lagacy New Differance
Non-hsted equity invesiments 5,760 10,596 4836
Other receivables 351 3511 -
Current fi assets
Trade and ather recevables 92,356 92,080 (276}
Cash and cash eguivalents 48,957 48,857 -
Flnangial Habilities
MI put option labilities 25,129 25,129 -
Fimance lease labilities 153 133 -
Securad bank loans 38,675 38,675 -
invoice discounting faciity 2915 2,915 -
Trade payables 51,803 . 51,803 -
Contingent cansideration 1,210 1210 -
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3. Segmental information

Segmental and headline income statement

The Graup's segments are aligned to those business umits thal are evaluated regularly by the chief operating decision maker (the Board) in deciding how to allocate resources and in assessing performance

The finangial infermation provided to the Board as 1ENT ACCOUNTS 15 O

d on geographical regions with trading operations in each country agéregated into that region, oaly on a headiine basfs

Thus 15 an the basis that each country cluded n that region has similar economic and operating characteristics and that the products and services provided by entiies n & geographic region are all related 1o

marketmg COMMUMICANION S8rVICES.

results arer t0 the Ingome statement in note 1
Middie East Aslaand
UKk Europe and Africa Australla Americas Total
Year ended 31 December 2018 £000 £000 £000 £000 £000 £000
Blilings® 213,668 80,190 38,878 170,460 126,415 609,610
Revenue” 169,276 60,190 31,567 88,057 63,311 429,404
Net revenue 95,826 34,185 16,780 65,412 44,180 258,373
Operating praflt excluding Group costs 17,568 5,487 1,187 6,462 5,824 36,438
Group costs 15,618) [l - (333} (B9) ®N1)
Operating prafit 1,770 5,428 1,167 6,129 - 5,835 - 30,327
Share of results of associates and JV 2,354 (13} - 433 §1 2.42%
Financial ncame and cost (486) 31} 83 81 LE100] (855}
Proflt before taxation 13,638 5,382 1,250 B,652 5,375 32,297
Taxation 2,107 (1,878} 1260) (1,924) (1,132) {7,302)
Praofit for the year 11,531 3,503 840 4,728 4,243 24,995
Nen-gonirolling Interests (1,331 (452) (389) (1,185} 538 £3,809)
Profit attributable to equity shargholders of the Group 10,200 3,051 601 3,538 3,705 21,096
Headline basic EPS 25.01p
Office lacations Lendan Paris Johannesburg Sydney New York
Mitan Cape Town Mealbourne Chicago
Berlin Abu Dhatn New Delhi Los Angales
Madrid Dubal Bangalore San Francisco
Geneva Beirut Islamabad Mexico City
Stockholm Tel Aviv Hong Kong Sa0 Paule
) Istanbwl Shanghai
Tokyo
Bangkak
Singapore
Jakarta

* Thesa tems were not ragularly reviewed by tha chiaf operating decision make in the year
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Middle East Asia and
UK Europe and Afrlca Australia Amerlcas Total
Year ended 31 2017 £000 £000 £000 £000 £000 £000
Bllings* 188,298 59,037 27,207 132,007 144,414 535,964
Revenue’ 94,013 33,402 14,650 84,703 44,623 251,481
Net Revenue 84,013 33,492 14,650 84,703 44,823 261,481
_Operating profit Group costs 15,149 5,187 1,568 7,733 3,385 33,022
Group costs (5.821) (1) b (339) {66) (6.287)
Operating profit 8,328 5,116 1,668 1.384 3,518 26,725
Share of results of associates ang Jv 1633 3 - 351 - 1987
Financlal income &nd cost (437) (69) n 48 .. (610) 11,067)
Profit befora taxatlon 10,624 5,060 1,578 7,785 2,708 27,655
Taxation (1,478; (1,604) (4213 (2,110) (1,221} 16.834)
Frofit for the year 8,048 3,446 1,158 5083 1,488 20,821
Non-cantroiling interests 813) 21 (534) (1,189) 40t 12,850}
Profit attributable to equity shareholders of the Group 8,233 2,725 624 4,484 1,895 17,871
Headline basi¢ EPS 23.04p
Office tacations London Paris Johannesburg Sydney New York
Mitan Gaps Town Melbourne Chicago
Berim Abu Dhabi New Delhi Los Angeles
Madrid qual Bangalore San Francisco
Geneva Beirut Islamabad Mexico City
Stockhelm Tel Aviv Hang Kong Sa0 Pavlo
Mosgow Shanghai
Istanbul Tokyo
Xvala Lumpur
Bangkok
Singapore

* Thase item$ were nat regularly rewiewed by the chief operating decision maka in the year,
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Segmental balance sheet

This note meludes balance sheet ininrr[\allon required by iFRS B and other information required by IFAS 12, These items were not regularly reviewed on a segmented basis by the chief operating decision

make 11 the year.

Middle East Asla and

UK Europe and Africa Austraila Amerlcas Total
Year ended 31 December 2018 £000 £000 £000 £000 £000 £000
Non-current assets 52,862 6,450 765 7827 21,739 88,743
Gurrent assets 93.318 25,037 13,257 48,322 33,280 214,112
Total assets 146,178 32,387 14,022 56,249 58,019 303,855
Gurrent liabillties (8,123) (28,095) {11,014) (44,920 (51,224) (143,380)
Non-current ilabllities (175) {470) - (718) (945) (2,906)
Total llabllitles (8,898) (28,565) {11,014) (45,638) (52,173)  (146,286)
Non-controliing interest in equity at year end 2613 47 681 1,569 2,297 1,207
Dividends pald to non-controlling Interests during year (B74) (110) (27) {1,783) {34) {2,608)
Non-headiing amortlsation 316 - 570 718 2,823 4,427
Non-headline impalrment 1,526 - 228 367 ~ 21
Capltal expenditure 2,680 261 23 1,239 196 4,637
Depresiation 1,686 314 318 770 470 3,558
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Middle East Asha and

UK Europs and Africa Austratia Americas Total
Year ended 310 ber 2(H7 £000 £000 £000 £000 000 £000
Non-current assets 53,307 4,656 1,589 1,983 22,499 09,834
Current assets 70,426 25,648 12,465 36,403 24,105 169,063
Totaf assets 123,733 30,304 13,854 44,392 46,604 258,087
Current Habllities {13,383) (27,702} {10,714) (33,039 (43,797) (128.631)
Non-current llablilties 1,262} (426) (5) (894) (934) {5,320}
Total liabliities (14,645) (28,127) {10,719) (33,729) {44.731) (131.851)
Non-controlling interest In equity at year end 2,148 1% 635 1,696 1,938 6,532
Dividands pald to non-controillng Interests during vear {474) {228) {421 (1.113) (241) (2.483)
Non-headlIne amortigation 8 - 354 420 1,166 2,021
Non-headline impalrment - - - 1] 4,583 5,214
Capital axpenditure 2,339 423 439 513 nur 3,831
Depreclation 1,388 357 3N 576 389 3,079

Reportabie segment assets are reconciied o total assets as follows:
2018 2017
£000 £000
Segment assets 303,855 254,887
Current tax asset 868 945
Deferred tax asset 5,687 4,797
Total agsets per balance sheet 310,510 264,629
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Reportable segment izhilities are reconciled ta total liabiities as follows

2018 2017

£000 £000

Segment liabiies {146,286) (131,951)

De[erreu tax dabiimies (1,448 (781)

Current tax liabilities (3,318) (1,221}

Short term horrowingsﬁ (14,080) (3,743)

Long term borrowings (38,082) {37,764)

Minority shareholder put option habil (16,390) {25.129)

Totaillabllitles per balance sheet {221,550 (200,569)
Addiuonal regional splits required fer IFRS 8 by origin

Middie East

UK Europe and Afrlca Australla Aska. Americas Tatal

Year ended 31 December 2018 £000 £000 £000 £000 £000 £000 £000

Revenue 169,279 60,180 31,567 75,232 92,825 83,311 422,404

Het revenue 95,8268 34,165 15,790 50,798 14,644 44,180 285,373

Non-current assets 52,882 65,450 785 6,550 1,877 21,739 99,743

Middie East

UK Europe and Africa Australla Asla Americas Total

Year ended 31 December 2017 L0800 £000 £000 £000 £000 £00D £000

Revenusg 94,013 33,492 14,650 56,052 8,651 44,623 251,481

Net revenus 84,013 33,492 14,650 56,052 8,651 43673 251,481

Non-current assets - 53,305 4,656 1,389 2,328 5,660 22489 89,834
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2018 Segmental iIncome Statement translatea at 2017 average exchange rates

It is normal pracuce in our industry to provide constant currency results.

Had our 2018 results been translated at 2017 average exchange rates then our constant currency ressits woutd have been.

Middla East Asla and
UK Europe and Africa Austratia Amarlcas Total
Year ended 31 December 2018 £000 £000 FA £000 £000
Blliingds 213,069 58,898 40,058 178,282 130,728 622,635
Revenus 169,279 $9,898 32,525 102,677 65,782 430,19
Net revenue 65,828 34,055 168,273 80,589 46,012 280,735
Operating profit Group costs 17,388 5,433 1,203 §,674 8,007 36,725
Group costs (5.618) (70) - {351) {89} {6,128)
Operating profit 11,770 5,563 1,203 6,323 5,838 30,587
Share of results of associates and JV 2354 (18) - 458 §3 2,821
Financial income and cost (487) (&1} BG 90 (530} (872)
Prgfit before taxation 13,588 5,314 1,288 8,851 5,481 32,501
Taxation (1,895) (1.B62} (267) 11,995) (1,154) (1,273)
Praofit for the year 11,488 3,452 1,022 4,856 4,307 26,123
et o et rmrena” - W e aw  es  am

The key currencies that affect the Group #nd the average exchange rates used were

2018 2017
U5 dollar 13558 12884
Malaysian ringgit 5.5840 5.5370
Australian doliar 1.7860 16808
South African rand 17.6326 171503
Braziian real 4.8669 41179
Euro 1.1305 1.1417

To get a sensible comparalive when reviewing regional headiine opgrating margin, we exclude start-up costs of our organically launched business. In the year Asia and Australia had net revenue of £664%

and operating loss of £448k; and Americas had net revenue of £108k and oparating loss of £3683k from such orgamcally launched busmess.
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4. Revenue from contracts with customers

Policy

4(a) Revenuer ion policies

Bullings comprise the gross amounts billed, or billable to chients in respect of commission-
based and fee-based income, together with the tatal of other fees earned, in addition 1o those
Instances where the Group has made payments on behalf of customers to third parues and

1s stated exclusive of VAT and sales taxes Bilings is a nen GAAP measure and 15 meluded within
revenue for understanding

Revenue comprises commission and fees earned and 15 siated exclusive of VAT and sales taxes.

Performance obligations

At the inception of a new contractual arrangement with a customer the Group identifies the
pecformance obligations Intierent in the agreement. Typically, the tarms of the contracts are such
that the services to be rendered are considered 1o be either integrated (see significant judgement
on page 42) or to represent a series of services that are substantiaily the same with the same
pattern of transfer to the gustomer Agcordingly, this amalgam of services (s accounted for as

2 singfe performance obhigatian.

Where there are contracts with services capable of being distinct and are distinct within the
context of the contract then they are acsounted for as separate obligations. In these instances,
the cansideration due to be earned fram the contract s aliocated to each of the performance
obhgations in proportion to ther stand-alone saliing price.

Further discussion of performance obiigations arising in terms of the maln types of services
provided by e graup in adfingn to thew typical pattern of satisfaction is provided m nate 4{d).

Measurement of revenue

Based on the terms of the contractual arrangements entered into with customers, revenue Is
typically recognised over time, This Is based on erther the fact that {i) the assets gengrated under
the terms of the contracts hava no aiternative use to the Group and there being an enforceable
right to payment or (i) that the client exerts editorial oversight duning the course of the
assignment such that they control the service as It is provided.

We build our seérvices around our ciiénts needs, and often use ckent’s standard terms with
negotiated madification, this results in many different contractual arrangemeats Revenue is
recognisec monthly based on the underlymg sy and pr neachh unit. Given
the many different contractual arrangements, and judgements an agency vs principal refationships,
each business unit, on a pertadic basis, reviews contracts and separate obligations to make sure
revenue is recogmised m the correct accounting perod, postng adjustments to the monthly revenue
recognized if necessary

Frincipal vs agent

When a third-party supplier is involved in fulfilling the terms of a contract then, for each
performance obligation Weatfied, the Group assesses whether they are acting as prinmpal or
agent. Where the Group is Judged 10 control the specified services prior to the transler of those
services Lo the customer then the Groug Is concluded as acting as principal. Details surrounding
this significant Judgement can be feund on page 41

When we act as an agent, the revenue recorded is the net amount retained Costs incurred with
external suppliers are excluded from revenue and recorded as other receivables payable by the
customer. When the Group acts as principal the revenus recorded 15 the gress amount billed

When allowatle by the terms of the contract out-of-pocket osts, & such as travel, are also. .
recogmised as the gross amount billed with 2 correspending amount recorded as an expense.

Treatment of costs

Costs incurred in relation to the fdfilment of 2 contract are ether recognised as an asset or treated
#s an gxpense Costs are capitalised when they represent incremental costs of winning a contract
and are recognised over the ife of the cantract arising.

Supplier retates

The Group recewes volume rebates from certain supphers for transactions entered into on behalf of
chients As ngted on page 42 management judgement is invatved an how these rebates are accounted
for Based on the terms of the relevant contracts and local law, these rebates are either remitted to
clients or retained by the Group

Further detall in terms of the reverue recognition policies apphed by the Group in terms of the
different categones of cantractusl arrangements entered into with clients ¢an be found at note 44d.

4(b) Disaggregation of revenue

The Group derives revenue from the transfer of goods and sarvces from both jong (>1 year)
and short term (<1 year) contractuval arr ts with ¢ $ In the J]
gecgraphical regrons

Middle
East and Asla and
Contractual UK Eurape AMrica  Australla Amaricas Total
term £000 £000 £000 £000 £000 £000
Long term 4,898 - 910 - 6.908 12,743
Short term 164,340 60,190 30,657 . 88,057 56,406 - 400,650
Tatal 169,238 60,190 31.967 98,057 63,511 422,363
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4(c) Assets and liabilities related to contracts with customers

Contract assets and liabilites arise when there 15 g difference (generally due to Urmng) in the
amqunt of revenus which can be recognised and the amount which can be invoiced under the
terms of the contractual arrangement or has been remuinted (prepald) by the customer.

Where revenue earned from customers s recognised over time, many of the Group's cortractual
arrangements have terms which permit the Growp to remit invoices for the amount of work

performed to date on a specific contract {described in our accounting policies as "Right-1o-nvoice')

Where the terms of a contractual arrengement do not carry such mght to nvoice then a cantract
asset 1s recognised over time as work (8 performed until such point that aninvoice is allowable 10
be rermitted. Generally, mvaices are able to be raised monthly for arrangements where revenueis
recogn:sed aver tima.

‘Where revenue earned from customers I8 recognised at 2 point in time then thus wil be dependent
on sausfaction of a specific performance obligatson, At such pont (L is usual that there are no
other conghtians required to be met for raceipt of considaration and as such a trade receivatle

is recogmised at this powt.

Cantract COMprise i where 8 has made relating to services
due 1o be prowided prior to their provision. Where payments are receved in advance IFRS 15
requires assessment of whether these cash transfers contain any financing component. Under
the terms of the contragtual arrangements antared into by the Group there are no instances
where such financing elements anise. This is the case even for those arrangements where the
Group receive monles more than a year (n advance by virtue of the terms of the contractual
agreement 50 entered inte

The acquisition of Scarecrow Communications Limsted and M&C Social Limited (note 13) resulted
In anincrease in trade recewvables of £911k in 2018 and contract assets of £200k.

tn 2018 £204k was recogrised as a provision for expected losses on trade recenabdles in line with
the reqwrements of IFRS 8 {notes 2 and 20).

Set out below is the amount of revenue recognised from

2018
£000

Amounts meluded in contract hagilities at the heginming of the year”
Parformance partially in previous years

16,585

* As at the start of the year a total amount of £20,684k contract rabihities weea recognised at the point
ol fransitlon to IFAS &

4(d) Revenue racognition policies and perfor
by category of services performed

Further details regarding revenue recognition and performance obligations of the Group's main
service offerings are summarised pelow. R

obligation satisfaction

Commission based income In refation to tzlent performance

Fevenue in relation 1o tzlent performanca involves the Group acting as agent. Typrcally, such
arrangements have 4 single, or 8 sequence, of speciic performance abligatons relating to
the talent (or other third party) providing services The performance obhgations are generally
satisfied at a point in ime once the serwice has been provided. In these instances, revenug s
recognised at the peunt in tme which the performance obiig; 15 fied. A trade r

1s recogrised at this point as the right to payment 1s now unconditional other than the passage
of ume. The consideration for the services 15 normally for a fixed amount {as a percentage of
1ha Talent's fee) with no degres of variabuhty.

Certain of our contractual arrangements in terms of talent performance relate to a longer-term
arrangemant (several months or tongder } whereby tha talent is engaged to provide a sequence of
services that are substantially the same - and thereby represent a single performange obligation,
An example would be arranging for talent to write weekly columns for a website. In such instances
as the third party 15 responsitie for control of the asset(s) created {(by means of editorial
oversight) the revenue in relation to the single performance obligation 15 recegrised over time.
These contractual arrangements generally have payment terms such that a fixed fee (with no
degrea of variakaity) 1s remunerated each month over the life of the agreement

In the event that services to be rendered by talent are cancelled then the treatment af such
cancellation depend's on the root cause of the tnigger for the cancellation and the terms of
the contractual agreement.

fetaner fees

Retainer fees radate to arrangements whereby the naturs of the Group's contractual promise

is to agree to 'stand-ready’ to deliver services to the customer for a peniod af time rather than
to deliver the goods or services underlying that promise Revenue relating to retzinar fees 1s
recogrised over the period of the relevant assignments or arrangements, typically in hne with the
‘stang-ready’ incurred costs The primary input of all work performed under these arrangements
15 labour. As a result of the direct relationship between labour and cost there is normally a direct
correlation between costs incurred and the prapartion of the contract performed ta date.

As retainer feas relate to ‘stand-ready’ obligations for a period of tima synchronous with the time
period at the end of which an invoice Is raised the Group consider there 1s a smgle performance
obligation far each time period. The revenue relating 10 each perfarmance obligation 15 recogrised
over lime as a contract asset and a trade receivable recognised at the end of each time pariog

Constderation retating to retainer feas 1s fixed with no degree of vanability
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From tme to time there may be changes in the client service requirements during the term of
the contract and the changes could be significant. These are typically iated as new
contracts covering the additionat requrements and the assoclated costs, as well as additional
fees for the incremental work to be perlarmed

Praject fees and production income

Project fees typically meet the criteria identified on page 54 of note 4a which IFAS 15 states as
permissible to recognise revenue aver time The quantum of revenue to be recodnised over the
period of the assignments 15 either basec on the 'right-to-invoice* expedient or by means of a stage
of completion model The grimary input of all work performed under these arrangements Is labour.
As a result of the direct relationship betweaen [abour and cost there (s normally a direct correlation
between casts ncurred and tha propartion of the contract performed 1o date. Where projects are
carried out under coniracts, the terms of which entitle the Group to payment for 1ts performance
only when conirol passes at a delvery date or a milestane, then fees are recogaised at the time
that payment entitlernent oceurs.

Project fees and production income relate ta the provision of services which can encempass

a range of media deliverables In addition to development and deployment of a media strategy.
Regular assessment of the effectiveness of the project with regards to the objective of the
contractval arr may also be Qften the range of services provided within
these arrangéments ara considered 1o be integrated to an extent that no separable performance
¢bligatons ¢an be sdentified other than a single over-arching combined performance obhgation
refating to the delivery of the project — this involves management judgdement as detalled on page
42 In these instances, revenue is recognised over tme as the combined performance obligation
is being satwsfied.

‘When services provided are considered separable, and not integrated, then multiple performance

obligations are recogmsed Itis typical that the terms of the cust agr in these i
again permit revenue to be recognised aver time as each performance oblgation is being satisfied

Whilst it is uncomman for projects 10 be such that ravenue 1$ not allowable 10 be recogmsed over
Time, examples ¢an occur, In these instances, the element of the transaction price assigned to each
performance obligation (in gropertion to stand-atone sefling prices) is recognised as revenue once
an has been fully satisfied. -

Projects typieally allaw monthly inve:ces to be raised on standard payment terms ensuring
consideration is pard to the agency as performance gbligations are beng satisfied regardless
of whether revenus can be recognised over, or at a point in, time,

Where fees are remunerated 10 the agengy in excess of the services rendered then a contract
liability 15 recogrised. Canversely where the services rendered are in excess of the actual fees
paid then a contract asset is recognised

Certain of these arrangements have contractual terms relating to the agency meeting specific
custamer identified KPls Such KPIs can relate to quaitative factars (such as the clent's
perception of delivery and relationship performance) or to guantitative KPis

{examples include overall increase mn website traffic or conversion rate of website visits)

The overall leve! of cans:deration can vary by increasing or decreasing as a result of
performance against these metrics To reflect this variabihty in the overall level of consideration,
management esternate the most hkely outcome and then reflect that outcome in the revenus
recognised as the performance obligation(s) of tha contract are satisfied. The esbmated portion
of the variabie element 1s recalculated at the earlier of the completion of the contract or the next
reperting periad and revenue 1s adusted accordingly These estimates are based on historiczl
award experience, antipated performance and best Judgement at the time.

Commussion based income in relation to media spend

The Group arranges for a third party te provide the related goods and services in the capacity
of an agent. Revenue is recognised in relation to the amount of Gomrmission the Group 1s entitled
0. Dften addltional integrated services are provided at the same time with regards to the
development and deptoyment of an averarching mediz strategy. Due 1o the imtegration of the
services provided under the terms of the contract, management judgement (as explained on
page 42) is appled to assess whether there is a single combined performance obligation

Although there may be varability in the total quantum of media spend (on which the Group earns
commussian} as the Group Is entitied to invaice as spend 1s made, and as this drives the recognition
of revenue arising from the contract, there is no need to estimate the amount of varable revenue
dug to be earned over the life of the contract Often the 1 earngd is of

the value to the customer and in those instances therefore the Group measures revenug to be
recognised as the amaunt to which they hold the ‘right-to-invaice’ As further explained on page 42,
although there may be a blend of services provided, some of which are akin to the Group acting as
principal, as there 15 @ single combined performance ¢ with a single h

all such revenue IS recogrused net of costs incurred in line with the Group acting as an agent

The perfarmance ohligation for media buys are considered to have been satisfied when the

associated advert has appeared in the public domain. Where a contract 1s comprised of a large

number of separate media purchases then, as the contract is for the provision of a number

aof services which are substanirally the same, fewer performance obligations are recagnlsed

Dependent on the precise terms of the contract as noted above, this can result in & single
hined performance 1 baing .

In the magonty of instances where the Group purchases media for clients, the transachons are
considered tripartite with the Group acting as agent. One business unit of the Group speculatively
purchases media slots and then progesses this meda into categories of ‘quakity’. Subsequant

to the processing this Media 15 then sold ¢n to ¢lients —with the higher ‘quality’ med:a yielding

a higher price. In this mstance the Group 1s considered to ba acting as principal

Projects are invarced in ling with the terms of the contracts enterad into, this 18 normally monshly
but can be more or less often.
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5. Group companies

As at 31D 2018 country Effective % ownership Activitles
UK

Ahve & Kicking Global Ltd Alive & Kicking Global Ltd** Urited Kingdom 100 Marketing
Audience Commumcatigns Ld™* United Kingdom 100 Markehing
Ciear deas Consultancy LLP** United Kingdom 80 Markating
Clear Ideas Lid*" United Kingdom B0 Marketing
FFND Madia 1td™ United Kingdom 100 Wedia Buyng
Gray Whippet Lrd** United Klngdam &1 Dormant
Horizon PR Ltg** Urited Kingdom 80 PR Agency
Human Digitai Ltd** United Kingdom 60 Research
Inflwence Communications Lta* United Kingdom a5 Dormant
Lean Mean Fighting Machine Ltd™* Unted Kingdam kLU Advertising
LIDA{UK) LLP** United Kingdom 99 Direct Marketing
LIDA Ltd™ & *** United Kingdom 100 Direct Markening
M&C Saatchi {UK) Ltd*" & *** United Xingdom 100 Advertising
ME&LC Saatchi Accslerator Lta™ United Kingdom a0 Advertising
M&C Saatchi European Holdings Lta** United Kingdom 5 Halding Company
M&.C Saatchi Export Lid** & *** United Kingdom 100 Advertising
M&C Saatchi German Haldings Ltd*" United Kingdom 100 Holging Company
MA&C Saatchi Globz| Advisory Sarviges Ltd*" United Xingdom 100 Advertising
MAC Saatchi International Ltd*® United Xingdom 104 Holding Company
M&C Saatchi Marketing Arts Ltd*" United Kingdom 50 Advertising
M&C SaatchMerdin Ltd*" United Kingdom % Yalént Managemeant
M&G Saatchi Middie East Holdoo Ltd™ United Kinggom [ Halding Company
M&C Saatchi Mobile Ltd™ United Kingdom 910 Mobile Marksting
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As at 31 December 2018 Country Effective % ownershlp Activities
UK continued

M&C Saatctu Network Lyd** & *** United Kingdam 100 Holding Campany
M&C Saatehi PR Internanonal Lid** United Kingdom 60 PR Agency
M&C Saatchi PR Ltd"™* United Kingdam 100 PR Agency
MEC Saatohi PR UK LLps» United Kingdam a3 PR Adency
M&C Saetchi Soclal Lt g, +=* United Kingdom 51 MWarkehing
M&C Saatchi Shop Ltd™ United Kingdom: 93 Marketing
M&C Saatchi Sport & Entertainment L1d** & ™ United Kingdom: T0 Sport Spongorship & Entertanment PR Agency
ME&EC Saatcht WMH Lid* United Kingdom 100 Hoiding Company
M&C Saatchi World Services LLP* United Kingdom 80 Marketing
M&C Saatcht Worldwide Ltd** & *** Umited Kingdom 100 Holding Company
M&C Saatchi WS .0RG g~ United Kingdom: 80 Not for profit marketing
Re Worldwide Ltd** United Kingdom 100 Branding
Saatchlnvest Ltd*™” United Kingdom 100 Holding Company
Send Me A Sample Lid™ United Kingdom §0 Marketing
SGA Londan Lid* Umted Kingdom - 08 Marketing
Talk PRUG"" & **° tnited Kingdom 81 PR Agency
Talk Purpase Ltd = United Kingdgm 4 PR Agency
The Source {London) Lig=" United Kingdom 88 Research Agency
The Source (W1) LLP** Unrted Kingdom 76 Research Agency
Tricycle Commt Ltg™* United Kingdom B0 Halding Company
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Asat31D ber 2018 Gountry Effactive % ownership Activitias
Europe

Cometis France 51 Advertising
FCING SAS France B8 Website Construstion
ML Saatcht Gad SAS France Ho Adverhsing
M&C Saatchi Little Stories SAS France 19 PR Agency
M&LC Saatchi One SARL France 100 Digital Marketing
Paris Gad Holding SAS France ] Holding Company
Tataprod France 30 Production and publishing
MA&C Saatchi Advertising GmbH Germany a3 Advertising
M&C Saatchi Sports & Entertainment GmbH Germany 67 Sport Sponsorship & Entartainment PR Agency
M&C Saalchi Digital GmbH Germany 75 Marketing
M&C Saatchi PR Unternehmergesellschaft Germany 100 Dormant
M&C Saatch SpA Itaty 80 - Advertsing
ME&C Saatchi PR srl Italy 80 PA Agency
M&C Saatchi international Holdings BY Netherlands 100 Holging Company
Clear Netherlands BY Netheriands 100 Darmant
M&C Saatch Madrid SL Span 51 Advertising
M&C Saatchi Sponsorship S.L. Spain Ll Advertising
M&C Saatchi AB Sweden 60 Advertising and Marketing
M&LC Saatchi Go' AB Sweden 100 Advertising
M&C Saatchi PR AR Sweden 100 Dormant
M&C Saatchi (Switzeriand) SA Switzertand 88 Advertsing
Middle East and Africa

ME&C Saatchi Bahrain WLL Bahrain 100 Darmant
M&C Saatchi Tel Aviv Ltd Israel &0 Advertising
M&C Saatchi SAL Lebanon 10 Adverusing (Associate)
Creative Spark Interactive (P1y) Ltd*** South Africa 50 Advertising
Dalmation Communications (Pty) Ltd*** South Africa 50 Advertising
M&C Saatchl Abel (Pty) Lid South Afnica 50 Advertising
M&G Saatch Africa (Pty) Ltd*** South Africa 50 Advertising
M&C Saatchi Gonnect (Pty) Ltd*** South Africa 50 Advertising
Levergy Marketing Agency (PTY) Lig*"* South Africa 50 Sport Sponsorship & Entertainment PR Agency
M&.C Saatchi istanbul Turkey 25 Advertising (Associate)
M&C Saatchi Middle East £z LLC United Arab Emirates J:l¢] Advertsing
M&C Saatcht Fz LLC United Arab Emirates 100 Advertising
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NOTES

Continued .-

As at 31 December 2018 Country Eftective % ownership Activities
Asla and Australla

Bellwether Giobal Pty Ltd Australia a0 - PR Agency
Bohemia Group Pty Ltd Austraha 46 Media Agency
Brands in Space P1y Ltd Australia 80 Design
Go Studios Pty Ltd Australa 80 Finished Art & Production Management Studio
Greenhouse Austrana Pty Ltd Australia 64 Advertising
Hidden Gharacters Pty Ltd Australia 76 Branding and Digital Marketing
LIDA Australia Pty Ltd Austraba 80 Digital Marketing
M&C Saatchi Agency Pty Lid Austraha 80 Advertising
M&C Saatchi Asia Pac Holdings Pty Ltd Austrabia 100 Holding Campany
M&C Saatchu Direct Py Ltd Australra 80 Direct Marketing
M&C Saatchi Sport & Entertainment Pty Ltd Australia 48 Sport Sponsorship & Entertainment PR Agency
MAC Saatchi Melrourne Pty Ltd Australia 48 Advertising
Park Avenue PR Pty Ltd Australa B0 PR & Marketing
Re Team Pty Ltd Austraiia 76 Marketing
Resolution Design P1y Ltd Austraha 68 Oormant
Saatghi Ventures Pty Lid Australa 48 Holding Company
The Source Insight Australia Pty Ltd Australa 80 Dormant
Tricky Jigsaw Pty Ltd Australia 68 Marketing
Thus Film Studlio Pty Ltd Austraha 56 Production
UGLY Sydney Pty itd . Australa 60 Dormant
Yes Agency Pty Lty Austraka 80 Dormant
EMC Saatch) Pty Ltd Australia 80 Dormant
1440 Py Lid Australia 80 Dormant
M&.C Saatch Advertising {Shanghai) Ltd China a0 Consultancy {Assogiate)
Clear Asia Ltd Hang Kong 80 Dormant
M&C Saatch AsiaLid Hang Kong 100 Aduernsng
M&C Sastchi (HK) Lid Hang Kong a0 Advertising {Associate)
M&C Saatchi Asia Hong Kong Ltd Hang Kong 70 Advertising
February Communications Pvt Ltd Indta 20 Advertising (Associate)
M&C Szatchi Communications Pvt Lid India 95 Advertising
M&C Saatchi Mobile LLP India 100 Marketing
Scarecrow Communications Limited India 5 Advertising
M&C Saatchi Lid Japan 10 Advertising (Associate)
M&C Saatchi (M) Sdn Bhd Malaysia 49 Advertising
Design Fastory Sdn Bhd Malaysia 48 Adverusing
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As at 31 D 2018 Lountry Effective % ownership Activities
Asia and Australla continued

inteligance Factory Sdn Bhd Malaysia 49 Advertising
M&C Saatchi World Serwices Palistan (Pvi} Ltd Pakistan 41 Marketing (joint venture)
Clear ideas {Singapore) Pie Ltd Singapare 95 Marketing
M&C Saatchi Holdings Asia Pte Ltd Singapore 100 Holding Company
M&C Saatchi () Pte Lid Singapore 80 Advertising
M&C Saatch Mobile Asia Pacific Pte Ltd Singapore 95 Maotile Marketing
Love Frankie Ltd Thailand 20 Marketing (associate)
Americas

Lily Participacoes Ltda Braz) 100 Holding Company
M&C Saatchi Brasil Comunicagio Ltda Brazi 60 Advertising
M&C Saatchi Brasil Participacoes Ltoa Brazil 100 Holding Company
Santa Clara Participacaoes Ltda® Brazil 25 Advertsing (associate}
MA&C SaatchiZinsight Pesquisa & Pianejamento Ltda Brazil 100 Oormant
M&C Saatchy, S A. DE. C.¥ Mexico 59 Advertising
Ciear USA LLG Usa 100 Marketing
Clear NY LLP USA 100 Holding Company
LIDA NY L_LP {MCD) USA 5 Direct Marketmg
LIDA USA LLP UsSA 100 Marketing
M&C Saatchi Agency Ins. usA 00 Holding Company
M&C Saatchi LA Inc. Usa 90 Advertising
M&.C Saatchi Mabile LLP USA 9 Mebile Marketing
M&C Saaichi PR LLP UsA 100 PR
MEC Saatchi Share Inc usa 5 Marketing
MA&C Saatchi Sparts + Entertzinment WY LLP usA 85 Sport Sponsorship & Entertainment PR Agency
M&C Saatchi Sports + Entertainment LA LLC usA 50 Sport Sponsorship & Entertainment PR Agency
M&.C Saatchi NY LLP usa 100 Dormant
Majarity LLC UsA 100 Production
Shapardson Stern + Kamunsky LLP UsA 66 Marketing Consultant
Technology Humans and Taste LLC USA 3¢ Marketing (assaciate)
World Serviges US Inc. USA 80 Dormant

All subsidrary companes which the Group cantrolin Sne with the requiraments of IFAS 10 have been included in the consoldated acoounts

** This subsidiary undértaking i exempt from Companles Act 2006 requwement relating to audit of their Individual accounts by virtue of Section 4734 of the Act as M&C Saatchl pic has guaranteed tha subeidiary comparey under Sectian

479C of the Act

*** With the exception of M&C Saaehi Network Ltd, our South African subsidiaries, Scarecrow Communication Ltd, M&G Saatchi Secial Lid where alf our equity 15 dwectly held by M&C Saatoh i, all ather subsidiary companies” equity is

gither w part or whally held via subsidiaries of M&G Saatchiple,
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Continued

6. Operating costs

Policy

Laasas

Lease payments under operating leases, ncluding any mcentives granted, are recognised in the
weeme statement on a straight-hne basis over the lease term

* Project casts relata to third-party costs incurred during the provision of services to customers which are
passed back to the Group under the terms of the contract by the customer These costs are recognised in
2018, but net n 2017, as & fesult of the transition 1o FAS 15 As AISGUSSED i Note 2 this is due Lo the Group
being considered as acting as principal for the mayonity of transactions where twrd party costs are mcurred Lo
salisfy cur obligations 10 crstomers Under Legacy IFRS the Group was considered to be acting as Agent {as

opposed to Principal)

Where operating lease agreements include a fixed uplift for rental payments. the expense is 2018 2017
straight-lined, except in cases where another systematic basis better represents the benefit, Year ended 310 £000 £000
Reverse premiums and similar imcentives to enter into operating lease agreements are
inally recorded as deferred Income and released to profit and loss on a straight-hne basis Tatal cammitments
over the lease term Plant and equipment
Co for future lease payments under
2018 2017 non-cancellable operating leases, which fall due as follows
Year ended 31 D Note 2000 £000 - Within one year 9086 1,026
Project cost 187,051 - - Between two and five years 362 906
House cost 67,853 g8,827 1,268 1,632
Operating costs i} 224,884 sa.aar Praperty
Other costs nclude Commitments for future minimum lease payments under
Loss/(Profit) on exchange (830 590 non-gancellable operating leases, which fall due as follows:
Amortisaton of intangibles - Within one year t1,328 &.754
- Acquired intangibles 16 4,427 20N - Between ane and five years 26,217 28,908
- Capitalised software 16 303 m — Greater than five years 3,183 3,954
Impawrmant of Goodwill and other mtangibles 16 2,185 5,214 40,738 42,617
Cepreciation of plant and equipment 18 3.558 3,079 Sublease recelpts N
Loss on disposal of fixed assets 75 28 ¢ i for future iease recelpts under
non cancellable operating leases, which fall due as follows.
- Within one year 65 939
2018 2017 - Between ong and five years 338 2,231
Year ended 31 December £000 £000 - Greater than five years - 382
COperating iease rentals 403 3368
Plant 845 e
Property 10,401 8,380
11,346 9,108
Praperty sub receipts (178) (159
11,170 8.908
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7. Staff costs
Policy

Penslons

Contributions to personal pension plans are charged ta the income statement in the periad In

which they are due.

The Group 4085 not aperate any defined benefit pension schemes The Group makes payments, on

behalf of certam individuals, 1o personal pension schemes,

Staff costs (including Directors) comprise.

F of £2,311k {2017 £1,802k} werg made in the year and charged to the income statement
in the period they relate to. At the year-end there were unpaid amounts scluded within agcruals

totalling £17k {2017: £266k).

2018 2017 Key management remuneration
Year anded 31 D b £000 £000 2018 2017
Wagdes and salaries 150,659 144,546 Year ended 31 Decombaer £000 £000
Sacial security costs 7,744 17,498 Short term employee henefit 2,878 3077
Defined gontribution pension scheme costs 2,088 2011 Post-employment benefit 17 1
Other staff henefits 4,841 5,148 Share based payments 1,068 1,192
175,132 173,204 Total 3,950 4,266
Acquisition related remuneration 8. Auditors' remuneration
A and divi paid to share award holders 1,218 388 The Graup paid the followng amounts to its auditor (s} in respect of the audit of the financial
Cantil ' cost with [eaver provision - 95 statements and for other services provided to the Group:
1,218 814 Group auditor’s remuneration
Share based Incentive plans 2018 2047
Cash settled 81 - Year ended 31 D £000 £000
Equity settled 8,104 13,501 Audlt services
Total staff costs 182,536 187,318 Audit of the Company and its consolidated accounts 478 208
Audit of the G s 185 pursiant to 290 281
Stalf numbsers 7688 548
UK 837 783 Other services provided by the Auditars
Europe 384 368 Taxation compliance services 29 26
Middle East and Africa . 288 3 Corporate finance services 38 04
Asia and Austraha 834 08 Other services. 3 3
AMErica 273 310 m 123
2,597 2,483 Totai 838 672
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9. Met finance income / (costs)

Poiicy -

10. Taxation

Policy

Finanglal income and borrawing costs

Interest income and borrowing costs are recogmsed In the income statement in the period in which

hey are nturred

2018 2017
Year ended 31 December £000 £000
Bank intergst receivable 272 200
Qther interest recervable 1 89
Fair value adjustrment to minority shareholder put - 3057
aption kabilities {Note 24) ’
Finangial income 213 53%
Bank interest payable (1,175} (1,344)
Other nterest payable (182} )
Falr: value agustment to minority shareholder put @11 "
option labilities (Note 24)
financial expense (2,268) (1,346)
Net finance (costs} / Incame (1,865} 1,980

Current tax

Current tax, ncluding UX and foreign tax, is provided for using the tax rates and laws that have been

substantively enacted at the balance sheet date

2018 2017
Year ended 31 December Naote £000 £000
Taxation in the year
~UK 2,150 1,689
-{Overseas 6,475 5,286
Withhalding taxes payable - 21
Utiisation of previously unrecognised tax losses” (25) ®17)
Adjustrment for uader 7 {aver proviSion in pror periogs”™ (482} 625
Total 8,118 6.804
Deferred taxation
Origmation and reversal of temporary differences N {1,483y  {3.612)
Recognition of previously unrecognised tax losses™ 11 - (121}
Effect of changes i tax rates 11 = 1,665
Total {1,483)  (2,068)
Total taxatlon 6,635 4,738

* 10 2077 mastly this related to cur US offices
** Recognised to reflect the probable future corporation tax that we can rectaim.
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The differences between the actual tax and the standard rate of corporation tax :n the UK applied to
profits for the year are as follows

2018 2018 207 2017
Year anded 31 D £000 % £000 £000
Profit before taxation 17,698 8,302

Taxatlon at UK corporation tax rate of

18.009% (2017: 19.25%) (3,344) 18.0% s 19 3%

Tax effect of associates 537 -3.19% 373 -4 0%
Nan-contraotling interest share of _ .
partnership Income 284 1.8% a1 3.5%
Expenses not deductible for tax (448) 2.5% {287) 3%
Ophion charges not deductible for tax (1,400) 8.0% (1,920 20.6%
Different tax rates applicable in
overseas urisdictions (1,408) 8.0% (508} 6.5%
Erfect of changes In tax rates on deferred tax - - (1,665) 17.9%
“Withholding taxes payable - - - {2 0.2%
Utilisation of praviously unrecognised tax losses 26 -0.1% 07 -8 %
Recognition of previously _ B B
unrecognised tax losses L 1.5%
Adjustment for current tax over pravision ~
in prlor periods 447 2.5% (625) 6.1%
Adjustment for deferred tax {under} provision
n prior perods (388) 2.3% - -
Tax lesses for which no daferred tax
asset was recognised @1 1-2% 43 0.5%
Fair value adjustments on minority
sharehalder put aptions ams 1.0% sa4 s
Imparment with né tax credit (544) 3.0% - -
Total taxatlon (6,635) ITT% {4,73€) 50.9%
Statutory tax rate 32.7% 50.9%

We expect large variation in future statutory tax rates due to share based payments (option
charges), put options and nvestment in subsidiaries belng capital in nature and non-deduchible for
corporation tax. Over the last five years the statutory tax rate has beenwn between 27% and 69%

2018 2018 2017 207
Year ended 31 December £000 % £000 %
Headline profit before taxavuon (note 1) 32,287 21,655

Taxatlan at UK corporation tax rate of
19.00% (2017: 10.25%)

Tax effect of associates 637 -1.7% 373 -1.4%
Non-controlling interest share of

(6,138) 18.0% (5,324) 19 3%

partnership income 204 -08% s 1.2%
Expenses not deductible for tax (448} 1.4% (287) 1.0%
Different tax rates epplicable in

averseas junsdictions 1,400 43% (1,880) BT%
EHect of changes in tax rates on deferred tax - - (292) 1.1%
Withhoiding taxes payable - - 2N 0.1%
Uuhsation of previousiy . )
unrecognised tax losses 25 0.1% 7 0%
Recognition af previously - R

unrecognised tax [0sses o oa%
Adjustment for current tax under provision "

In prior panods a7 1.4% (625) 2.3%
Adjustment for deferred tax (under)

provisien in prigr perods (399_) 1.3% - -
Tax kosses for which no deferred tax

asset was 1 219 0.7% 143) 02%
HeadlIine taxation (note 1) (7,302) 22.5% (6,834) 2.7%
Headline effective tax rate 22.8% 24.1%

As can be seen above, the largest drvers of headine tax charge are cur 10sal entities profitabiity,
local tax rates, and recognition of previously unr tax losses.

Dur 2017 result was heawly affected by the passing :n Dacember 2017 US tax legislation that
reduced LS federal tax rate from 35% to 21% from 1 January 2018. This resulted in a revaiuation

of gll deferred tax at the 2017 year end causing a short-term increase In the tax charge in 2017 of
£292k, and by a further $1,373k due to the rereasurement of deferred tax on mtangibies and shares
awards In 2018 this tax rate change has helped reduce our tax charge.

There remamns some uncertainty over how Brexit may impact tax legislation, along with the hkelihood
that future reductions m the UK Gorporation tax rates occur. lgnoring these factors, we anticipate
our tax rate to increass sightly in the future, due ta the sale of the Group's associate Blue 449 in
January 2019, which in 2018 aceounted for B3% of our associate income.
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11, Deferred taxation
Policy

Deferred tax i1s provided in full, using the hability method, on temporary differences arising between
the tax bases of assets and iabilties and their carrying amaunts In the consolidated financial
statements Deferred tax Is not, however, provided far temporary differences that arise from: (1)
mtial recognibion of an asset or hability in a transagtion other thah a business combination that at
the time of the transachian affects aeither aceounting nor taxable profits or Wos$, (n) on the mtal
recopnitiom of Goodwill.

Deferred tax is determined using tax rates (and laws} that have been enactec or substantively
enacted by the batance sheet date and are expected to apply when the related deferred tax asset is
realised ar the deferred tax Lahlity is settled.

Deferred tax assets are recognised to the extent that it is probabfe future taxable profit will be
available against which the temparary differences can be utihsed.

Deferred tax is provaded on temporary differences arising on investments in subsidaries and
associates, except where the timing of the reversal of the temporary difference is controlled by the
Group and It 1s probable that the temporary difference will nat reverse in the foreseeable future.

Deferced income 1ax assets and Fabilities are offset when there is a legally enforcezble right to
offsel current tax assets aganst current tax labiities and the Group intends to settle its current tax
assels and current tax habiliies an a net basis.

2018 2017
At 31 Dgcember £000 £000
Deferred tax assets 5687 4,797
Deferred tax liabllities {1,444) (761)
Net deferred tax 4,243 4,036

The fallowang 15 the deferred tax asset (liabitity) recognised by Group and movements
In 2018 and 2007

Working
Capltal Tax caplital
Intangibles aliowances losses differences Total
000 £000 £000 000 £00¢
At 31 December 2016 30g 44 927 1,452 2,732
Exchange differences {34} 2 39) 43 29
Income statement
credit 7 (charge) 1,438 15 575 40 2,068
Acquisitions (735) = = (738)
At31D 2017 977 61 1,453 1,535 4,036
1 January 2018
- IFRS 9 adjustment - - - (6913 {691}
Exchange differences 132 - 22 (a7} 07
Income statement
credit / {charge) o868 22 177 288 1,483
Acquisitions* (682) - - (892}
At 31 December 2018 1,413 83 1,662 1,085 4,243

* Acquisitions ara includad in deferred tax fabilitias

Within the local entities £723k {2017 £186k) of deferred tax has been naturally offset, @@noring such
an offset the sphit of deferred tax 1s as follows

Worklng
Capital Tax capltal
Intanglbles allowances losses differences Total
000 £000 £000 £000 £000
At 31 December 2017
Deferred tax assels 1,879 1] 1,463 1,742 4,982
Deferred tax habilities (102) {37) - {207) {946)
Net deferred lax a7 61 1,463 1,535 4,036
At 31 December 2018
Deferred tax assets 2,553 117 1,662 2,218 6,410
Deferred tax habiifies (940) (34) (1,183) {2,167)
Net deferred rax 1,413 63 1,882 1,085 4,243
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Unrecognised deferred tax asset in respect of carred forward tax losses:

12. Dividends

Deferrad Palfcy
Loss -tax [mpact
£000 £000 :qur:w s o rd) h: | gnised Habihty n th iod in which
quity on prdinary share capital are recogrised as a flabihty in the peried in whidl
At 31 Decemboer 017 2326 574 they are declared. The ntenim dividend Is recogaised when it has been approved by the Beard
Exchange differences 28 s and the final dividerd |s recognised when it has been approved by the shareholdars at the
Expired lgsses in year (292) 9%) Annyal Gengral Megting.
Losses utilised in year {749 (25}
Losses in year = = 2018 2017
At 31 2018 1,985 449 Year ended 31 Decemb £000 £000
2017 final dnidend paid 7 40p on 8 July 2018 (2016 6.44p) 6,281 5,032
Expiry date of losses: 2018 intertm dvidend paid 245p on @ 2117 1716
2018 2017 8,37 5.748
£ono £000
753 T The 2017 dwvideng has been restated to reflect the number of shares in issue when the dvidend was
One ta five years paid, as opposed to the number of shares in existence at 31 December 2017
Fiue to ten years - - The 2018 final divi Ikng £7,566,099 dnndes
Tenysars o more 186 167 “‘:f 1 Prnposed nal dividend of 8 51p, totalkng £7,566,099 The dwdends relate to the profit of
ollowing years
Jotal 449 574
2018 2017
A deferred tax asset in respect of certan losses in overseas territeries has not beenr as Year anded 31 Dacamber £009 £000
there is insufficient certainty of future taxable profits against which these would reverse. Interim dnidend paid 2.13p on S November 2018 {2017: 2.13p) 2,117 1,716
Final dvidend payabie 8 51p on 5 July 2019 (2017: 7.40p) 7,568 6,261
9,883 1817
Headlina dividend cover 2.2 2.3

Headline dividend cover 15 calculated by taking headling profit after tax attributable to equity

shareholders and dividing 1t by the total dividend that relates to that year's profits The Group seeks
to mamtain a long-term headime dmdend cover of between 2 and J. Retained profits are used 10
revivest in the long-térm growth of the Growp through funding working capital and investing actvibies,

and to repay bank debt.
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13. Acquisitlons

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

Subsldlary acqulsitions

The ac ion of sub 85 8 ac for using the 1 method. The cost of acquisiiion
15 measured at the aggregate of the fair values of the assets given, liabilities incurred, or subsumed,
contingent consideration and equity instruments issued by the Group in exchange for control. The
dentifiable assets and habiliies (including contingent habilities) acquired which meet the conditions
for recogmtion under IFRS 3 are recognised at therr fair values at the date of asquisihion,

Pollcy
Goodwlll

Goodwill arsing on the acquisiion of a subsidiary (s recognised as an asset, being the exgess of the
cost of cansideransn over the interest n the fair value of the identifiable net assets acquired

Fallowing mitial recognition, gaodwill 1s carned at cost less any accumulated impairment
losses (see note 16)

Goodwill at date of acquisition

The interest of minority shareholders n the acquire 1s initially measured at the minority's proportion Scarecraow Red ;
of the net fair value of the assets, hiabilies and contingent habilities recognised Communications Hare
Limited Limited” Total
Al acquisition costs are expensed to the income statement 1n the period that they occur 2018 Nate £000 £000 £000
Considarauon, sansfied by:

During the year, the Group made acquisitizns in India (Scarecraw Communrcations timited, “SCL) Cash 14 183 429 615
and the United Kingdom (Red Hare Limited, renamed to M&C Saatch Scoial Limited) to enhance Equity™ 1758 2744 6.502
its service offering. There have been no zdjustments recognised in the current peniod in terms of AUty ' ¥ .

the 2017 acquisitions compnsed af Bohemia Group Pty Ltd, M&C Saatchi Madnd Sri and Levergy Deferred consideration 18 367 nz are
Marketing Agency {FTY) Lid Total consideration 2,518 8,278 7,998
As detalled in note 16, the terms of the SCL acquisian are such thal a balance of £367% is included Less - Fair value of net assets made up of:
when calculating goodwll arising as contingent consideration under IFRS 3 The gocdwill so Brand name intangible 552 - 552
recogmsed was impaired at year end subsequent to the Group's Goodwi imparment reviews. Customer relationship intangible 438 1,869 2307
Goodwill relates 1o the value of the acquired entities staff and synergies with the Group’s gombingd Software 2 - 24
client portiches There are no local tax deductons for goodwill, Plant and equipment 135 - 135
The contribution of the financial performance of the acquisitions made ta the Group's result for the Trade and other receivatles 3 480 m
year Is as follows' Cash 27 1,154 1,575

Scarecrow Red Current (Ilab!l{tles) (258) {476) (734)
Communications Hara Deferred tax liability {336) (3600 (6886)

2018 Limlted Limited” Total Nen-controlhng interests share - - -
Date of agguisition . 05-Apr 29-Jun ~Total fair value of ngt assets 1.1 9,667 3,878
% Voting mierest acquirad 51.0% 53.7% Goodwl) arlsing 18 1107 25M 3,718
Revenue in consoiidation 938 3.550 4345 * 557% 0f the share capial was acauired Due to the terms of Gertam equiy settied share based payment awards
Prafit befare tax in consolidaticn 244 472 716 provided 1o the prior gwners of ta businass wha have been retained a5 employees, under IFRS 3

Full year revenue 1,159 4776 5,035 there 15 no non-controliing interest Lo recognise as the Group are considered o have acquired 100%_0! the

Full 11 bet ' : ' equity at acquisition.

ull year profi befare tax 225 1184 1,408 += 5t.0% of the share capital was acquired As with the Red Hare transaction, due to the terms of certain equity

* This acquistion included & company talled Grey Whippal Ltd, both companies had gommon contegl, and the trade
and assets were merged as part of the acquisttion so have been treated a3 one CGU Subsequent (o acquistion
tha trading entity has been renamed M&C Saatchi Sogsl Limited

sattlad share based payment awards, under IFRS 3 the Group are eonsidered to have acquired 100% of the
equity such that there s no non-controlkng interest ta be recognised.
*** The numbers of shares issued can be found in note 25,
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14. Cash consumed by acquisitions 207 2018
‘ ! £000 £000
Duwring the Pernod the Group has spent ¢ash in terms of the following acawstions- Amounts falling due within one year
2018 2017 - Contingent** (273 (377}
Note 2000 £000 —Canti {367) -
S”Bbsr'.""‘g ;"ﬂ:;i’:"ﬁl‘;m“’" 1.288) - Deferred consideration* (12 -
- Bohem| -
- Amounts falling due mare than one year but not more than five years
- Leverdy Marketing Agency (PTY) Ltd - (993 -G * il {514 (83%)
— Shepardson Stern + Kaminsky LLP - aTe 0,268 20
— M&C Saatchi Madrig S L. - {2 ,268) -
- Scarecrow Communications Lirmted 13 {193)
— M&C Saatchi Social Limited 13 (422) -
- Small pyrchases of non-controfling interest's equity {120 (29) 2018 2017
— Clear kigas USA LLC (198} - T ‘L;‘%D £000
®32) 24 anuary w2 -
N b congiderat Exchange differance** 1 {114)
ssociate cash consideration
- Technolody Humans and Tasto LU © 7 oon _ :::::::t:.: income statemant™ (:;:1 (w(x:
1ess cash and cash equivalents agquired 13 1,376 1,528 Consideration paid in equity"* ase _
(483) @51 At (1,268) 1,210}

15. Deferred and contingent conslderation

Policy

Certain acquisitions made by the Group inciude contingent consideration, the quantum of which
1s dependent an the future performance of the acquired entity. Such contingent conscderation 1§

recognised as a liatwhity and recorded at far value in ling with IFAS 13 (nate 27)

The hability arising is remeasured at the earller of the end of each reporting perod or crystailisation
of the congideration payment. The movements in the fair value are recognised in profit or loss.

" Thig relatas to a nat asset trus up payment on M&C Saatchl Socia Limited which will ba pakd oace the 2018

audit is complate

* This relates 1o conlingent cansideration for Lever gy Markating Agency (PTY) Lid, whith wit be paid in M&C
Saatch pde shares The contingeat consideration is payable aver the next four years, and 1s dependent on
profitabikty and profitability growth rates of Levargy Marksting Agancy (PTY) Lid The amount payable is

uncapped. The far value 9f cantingent consideration is measured in ling with IFRS 13 (sae note 27)

*** Relates to of Scaracrow { Lmiled (note 13).

Detail surrounding the fair value measurement of the contingent consideration recognised at year

end 1S prowded in note 7.
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18. Intangible assets Brand Customer
Goodwlil name relatlonships Software Total
Policy - See below but also basis of preparation note on page 40 £000 £000 £000 £000 £000
tntangible assets are carried at cost Iess accumulated amortisation and iImpairment losses Cost -
Cost A131 Dacember 2016 51,967 6,646 11,641 1120 11,914
Exchange differences (1,502} (1) {367) (20} (2,130)
Goodwill Acquired - - - 382 302
Under the acquisition method of accounting for business combinatians, goodwilk 1s the fair value of A dth h
considerat:on transferred, less the net of the far values of the identifiable assets acquired and the cquire roulg i 1,451 1,990 B0 474 6,516
flabilities subsumed. business combination
{isposal - - ~ (693} {693}
Other Intanglbles acgulrad as part of a business combination AL D ber 2017 53,516 2.305 1,875 1,863 T6.049
i . s R )
Intangible assets acquired as part of a business comtination (which includes brand names and _
customer relationships) are capitalised at fair value if they are either separabla or anse from Exchange differences B 189 37 966
contractual ar other legal rights and thewr fair value Is able to be reliably measured Atquired - - = 1,046 1,046
Acquired through
Saftware business combination 3718 552 2,307 28 6,503
Purchased software 15 recorded at cost Disposal _ _ _ 23} @3
Amortisation At 31 December 2018 58,448 8,947 14,371 2,871 84,843
Geadwillis not amortised Amortisation of other classes of intangible assets 15 charged to the
Income statement on a straight-line basis over their estmated useful Ives as follows Jated amortisation and impalrment
Software - three years At 31 D ber 2016 4,041 4,410 7,323 1,196 20,970
ey cOTSHDS o e Exchange differences i) an @5) GE]
Amorusation charge - 819 1,202 m 2,252
The Group has no indefinite-ife ntangibles other than gaodwili, impairment 5,214 - - - 5214
Impalrment Disposal - - - {689) (6B9)
Impaxrment reviews are performed as needed and as detaled on page 43 tmpairment losses anise At 31 D ber 2017 13,113 5,217 8,480 724 27,534
when the carrying amount of an asset or CGU s in excess of the recoverable amount and are Exchange differences - 257 19 183 an 418
recagrised in the income statement. Amortisation charge - 2,057 2,310 303 4,730
Goodwili's accumulated amortisation and imparment ali relate to impairments, brand name impairment 21 - - T4 2,195
and customer relationships relate to amortisabion and impairments, and software relates Disposal - - - Qs (14}
o amarnsatins. At 31 December 2016 15491 7283 11,008 1076 34,63
{mangible assets refating 1o Srand name and Customer relationships recognised in relation to the
acquisition of Shepardson, Stern + Kaminsky LLP in 2016 had thelr expected Iives reduced from Net book value
Syears to & years from 1 January 2018, At the end of 2018 the remaining net book value of these At 31 December 2016 43,926 2,236 4,318 524 51,004
assets was £200k. At 31 December 2017 40,803 3178 3,396 1139 48515
At 31 December 2018 42,857 1,654 3,368 1,801 49,780
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Goodwill 75 allogated to the Group's cash generatng units (GGU). Goodwill is made up of:
’ Goadwlil 31 Goodwill 31

December  Dacember
Cash gensrating units (GGUs) 2018 2017
M&C Saatchi UK Group 5,077 5977 UK
LIDA g 540 1,462 UK
M&C Saatch Sport & Entertainment L1d 880 690 UK
MA&C Saatchi Export Ltd® - 600 UK
MR&C Saatchi Mabile Led 1,814 1814 UK
M&.C Saatchi Merlin Ltd 530 639 14
Clear Ideas Lid 9,508 9,508 UK
M&C Saatchi Advertising GmbH 1,385 13719 Eurgpe
MA&C Saatchi Madrid S € 444 439 Europe
M&C Saatchi Middie East Fz LLC (Dubai) 727 685 Middte East and Africa
Creative Spark Interactive (PTY) Ltd - 250 Middie East and Africa
(South Africa)”
Lever gy Marketng Agency (PTY) Ltd 988 1,057 Middle East and Africa
(South Africa)
MAC Saatchl Agency Ply Ltd {Australia) 2,902 2870 Asia and Australia
Bang Pty Ltd (Austraha) - - Asia and Austraila
Bohemia Group Pty Lid (Australia) 1,867 1853 Asia and Australiz
Shepardson Stern + Kaninsky LLP 5711 5376 Arneticas
LIDA NY LLP (MCD) - 5,522 6,199 Amencas
Scarecrow Communications Lad*** M4 - Asia and Australia
MR&C Saatchi Sacial Limited**,™** 2812 - UK

ith

e 999 1,005 Various
Total 42,957 40,803

*  Apartfrom these CGUs, whosa movements are described in this nots, all ether movements are
due to exchange

*= Named change post-acguisition, prevlously called Red Hare Ltd

*** New acquisitions in tha year, see nate 13

Goodwill and other intandibles are reviewed for imparment annually or more freguently it events
or changes in circumstances indicate that the assets may be impaired. All recoverable amounts
are from future trading gnd not from the sale of unrecognised assets ar other intangibles

(i-€. their value in use).

The 2018 review was undertaken in the Iast quarter of the year in canjunction with our annual
business planning process, due to client losses resulting in management changes and reorganisations
it was decided to fubly impair M&C Saatch Export Limited and Creative Spark Interactive (PTY)

Lud. In addition, Goodwill and some internally generated software relating to the UK based LIDA
operatians (LIDA Ltd) have been partlalty impaired by £1.0miliion. Finally, guring the year the
acquisition of Scarecrow G i Lunited was it for sugh that a total Goadwill of

£1 1miflion was recognised on the date of purchase Sub it to this 1 the has
besnwmpared by £367k with a residual pasitian of £744k held at the year end. Curmnulatively this has
resulted in tota) goodwill impairmants dunng the year of £2,121k (2017 £5,218k).

With the exception of those entties for which a partial impairment of Goodwill has been recognised
and LIDA NY LLP (discussed below) management are satisfied that no possible changes in key
assumpuions {other than a sigrificant 1035 of chents by a CGU), would cause the recoverable
amount of a CGY to be below their carrying amount. With regards to LIDA NY LLP, although the
carryng amount of the net assets of that CGU is balow the recovarable amount identfied during

the impairment review, management note that the headroom for this CGU to avold impairment 15
Wmited. The exposure wil, however, significantly reduce aver the following two financial years (1.e.

10 31 December 2020) as a result of tha residual carryng amount of intangible assats attached 1o
the business {as a result of acquisition accounting) being fulty amortised by that paint (4t the end of
2018 the net book value of thesa intangibie assels totalled £ dmilhan] As a resutt of the recoverable
amount being «n exaess of the carrylng amount in combination with the reducton in net assets i

the short term due to the amortisation of the sigmficant mtangible assets held by LIDA NY LLF,
management have therefore concluded that as at 31 December 2018 there 15 Mo requirement for the
Goadwill ta be impared. Management intend to closely monitar the performance of this CGU moving
forwards. This matter 1s highlighted helow in the sensitivity analyses presented.

Adl CGU impairment reviews have been performed such that the recoverable amounts have been
calculated based on value in use calGulations. The Value in use calculations have been based on
future forecast profitability of each CGU for a periad of five years, with residual growth rates apphed
thereafter to form the basis of discounted future cash flows (DCFs). Where the DCF of a CGU 1sin
excess of its carrying amount than an impairmant loss 15 It shouid be that

the CGUs represanted by the M&C Saatchi UK Group and the MA&C Saatchi Agency Pty Ltd Group
are comprised of a number of distingt trading operations. These Groups nclude an amalgam of
entitles acquired before 201 1. As this was prior ta the adoption af IFRS as the Group's accounting
{ramework, thera is no requirement to disclose the historic reallacations of Goodwall which would
have been required if IFRS had been applied at the point they occurrad.

Management have approved the forecasts for 2019 and have prepared additional projections based
on the 2019 numbers for the next four years using a 3% expected growth raté These were used as
the basis for determining the recoverable amount of each CGU. in making the forecasts, management
have reflected on past performance and present and iC pr

In conducting the review, 8 year five onward residual growth rate of 3% has been used for all
countries with the exception of South Africa where, due to infiation, we have used 0%, Market betas
of 1.0 for UK, 1.08 for Europe, 1.0 for Amencas and 1 2 for rest of the world have been utiised.
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Pre-tax discount rates are based on the Group's weighted average cost of capital adjusted for the
specilic nsks relating Lo the country and market in which the CGU operates

Sensttivity analysis including all CGUs of the Group which not been impaired in 2018 but excfuding LIOA NY LLP

Annual profit forecast reduced by

Restdual Pre-tax Pre-tax Discount ratas Increased by 0% 5% 0% 20%
growthrates discount d 1t % — — — —
2017 and 2018 rates 2018 rates 2017
Key assumptions [ 9% % 1% - - - (7
UK 3 11-12 1-13 il - - - o
Asia znd Australia 3 1317 13-16 5% - (18) (187} (1,302)
Midd'e East - -
e Las ¥ 10-13 10-1 17. Investments in associates and joint ventures
Ingia 3 20 -
South Afrga 3 23-24 24 Palicy _
Eurape 3 12-18 12-16 An associate is an enuty gver which the Group has significant influence. Significant influence [s the
Americas 3 12-13 12-14 power to participate m the finansal and operaung palicy decisions of the investee but has neither

The key inputs to the Goodwill iImpairment reviews are the annual profit forecasts and the discaunt
rates applied to measure the present value of the future foresast cash flows. The sensitivity of the
CGUs held as at 31 December 2018 subsequent ta the mpawments described above are presented
below. As noted previously, ane CGLU, LIDA NY LLP, has a recoverable amaunt with a imited headroom
when compared to the SGUs' carryng amount [n order to present the impact this partucular SGU
has on the sensitivity analyses two tables are presented - the first including the UDA NY LLP CGU
and the second excluding this CGU

Sensitvity analysls including alt CGUs of the Group which have not been impalred in 2018

Annual profit forecast reduced by

Discount rates Increased by 1% 5% 10% 20%
0% - (283) (505) 01,010
% (593) (814) (1.036) (1,479
% (1,429) (1,606) (1,784) 2,31
5% (2,009) (2,211) {2,473) £5,885)

control nor joint control over those policies,

A jont venture 15 a type of joint arrangement whereby the parties that hava jaint control of the
arrangerment have rights to the net assets of the joint venture Joint contral 1s the contractualty
agreed sharing of contrl™of an arrangement, which exists only when declsians about the relevant
activities require the unammous sansent of the garues sharing ¢contro!

Carrying value

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

The Group invests In associates and joint ventures, either to deliver Its services to a strategic
marketplace or to galn strategic mass by being part of a larger Jocal or functional entity

As described in note 31, towards the end of the year the Beard of Directors finaised plans
1o dispose af Blug 449. This investment was $old at the start af 2019 and 15 therefore held as
a surrent asset.

2018 207
At 31 December £000 £000
Investments intended te be held in the long term 9,483 19,725
Investments categorised as held-for-sala 13,106 -
Tatal equity accounted nvestmanis 22,589 19,7125
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The folfowing equity accounted investments are included in the consolidated financial statements:

All shares in associates are held by subsidiary companies and have no special rights. Where an-
associate has the right to use our brand name we hold the right 10 withdraw such use 1o grevent it

being lost and protect it fram damage

Investment In Proportien
of voting rights 2018 2017
Country of £000 £000
Natureof Incorporation 2018 27 2018 2017 At 1 January 19,725 19,277
Reglon & Namg or reglstration £000 £000 % W% 237 267
\Lrjlklk Med Acquisinon of associates 204 -
alker Media
Limited Media buying UK 1308 o7 gs%  g5w  mearmentofassoates (B74) -
. - - - Divigends (428) {1,806}
Europe Share of profit after taxation 2,825 4,987
MAC Saatchl , At 31 Dacembar 22,568 19,725
Istanbiul Adverusing Turkey 3 449 25% 25%
Summarised financial Information -
Middle East and Africa Middla
M&C Saatchi SAL" Advertising Lebanon - - 10% 10% East
and  Aslaand
UK Eurgpe Africa Australla Americas 2018 217
:n::::::t:;’m"’ £000  £000  £000 _ £OOO  £O0OD _ £000  £000
{Hong Kang} Income statement
Linited Advertising China 8,234 8118 40% 40% Net revenue 51,580 434 2,772 8,303 4,713 47,912 38,168
February Cperating profit 11,688 (83) 612) 1,586 197 12,788 9,087
Communicatians ag I il 2 280 20% 9 Profitbefore taxation 11,708 (69) (870) 1,412 (35 12,149 8,736
;::’:‘: LT‘:ELdt . . d“"_: sing P :5 % o 13: Profitafter taxation 5,456 (54) __ (B13) 1031 (121 8382 6447
astanl vertising apan Group's share 2364 (1% - 433 51 2825 1,967
M&C Saatchi
World Services Advertising
Pakistan (PVT)Ltd and Media buying Pakistan - - 50% 50% ¥ received - = - (428) — (328) 1,806
Lova Frankig Ltd Advertising Thailand 138 15 25% 25%
Amaericas
Technology .
Humans and
Taste LLC ﬁdvernsmg_ USA 1,053 - 30% - .
Santa Clara
Particinacoes
Lida Advertising Brazil - - 26% 25%
Total 22,580 19,725
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Middle Furnlture,
East fittings
and Astaand ieasehnld  and other Computer Motor
UK Europe Africa Austratia Americas 2018 2017 Impro: ts 3 Total
£000 £000 £000 £000 £000 £000 £000 £000 £000 £000 £000  £000
Balance Cost
sheet At 31 December 2016 9,943 8,575 5,871 156 24,548
Total 108938 261 1,748 10,352 3512 124911 99988 Exchange differences (155 50 (78 I
assels Additians 1713 398 L7 3,851
Ig:::mes {91,788) (208) (9,779) {6,403} (5562} (13.748) (94.239) Reclassifications - - (1,060) 1,060 - -
Net current Qfg"l"fs':";:nes 821 170 T8 7 1144
?IssLets / \ 17,140 55 (803D 3,849 (1,850 11,163 5,589 Disposals (50) (85) (405} an (585)
Our share 4,268 13 (803) 1,468 (487) 4,460 2,925 At 31 December 2017 12,265 7,848 8,245 198 26,656
Losses nat Exchange differences {14) 22 50 () 47
recognised - - 803 180 487 1470 985 Additions 1556 853 2,155 73 4E3T
Googwi 8,838 an) - 68,778 1,053 18,858 15815 Agguisitton _
Total af subsidiarles 50 i 8 138
\nvestments 13,108 4 - 8,426 1053 22,589 19.725 D {253) 62) (232) (15 (699)
At 51 December 2018 15,604 8,838 10,228 08 32,776
The UK 15 represented by Blue 449 (Walker Media Limited), which contributed all the profit during
the peniod As such, the summary financiat infermation has not been further disaggregated as, in the Deprectatian
view of the Directors, this would produce a note of disproportianate lengkh given the materiality of
the 1nvestments hald, At 31 December 2016 4,258 4411 5,194 64 13927
Exchange differances 40 (34) (56} 1 (129)
18. Plant and equipment Depreclation charge 1,347 1,039 654 3 3079
Policy Eeclassilﬁcatlons - (3;2) &o G— (490—)
Tangible fixed assets are stated at histoeical cost less accwmulated depreciation, 8) {72) (404) &)
At 31 December 2017 5,557 5,034 5,698 98 16,387
Depreciation % provided to write off the cost of all fixed assets, less estimated residual values, 3 5 T
evenly over their expected useful iives Exchange differences 10 K 43 {
Depreciation charge 1,329 845 1,353 3 3,558
Depreciation 15 caiculated at the following annual rates Reclassifications - _ _ _ _
Leasehold improvements - Lowar of useful bfe and over the perod of the lease S I (187) (18) (210 a14) 1529)
Furniture ang fitings - 10% straight ing basis At 31 December 2018 6,709 5,888 6,884 10 19,502
Computer equipment - 33% straight hne basis
Other equipment - 25% straight ine basis Met boak value
Motor vehicles - 25% straight hine basis A1 31 Decerber 2016 5,686 4164 617 97 1818
The need for any fixed asset impairment write down 18 assessed by comparison of the Carrying value At 31 December 2017 6,708 2914 2547 00 12,269
of the asset against the hugher of fair value less tosts 1o sell and the value in use, At 31 December 2018 0,895 2,938 3,342 88 13,274
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Finance leases

Palicy

Leases are classifred as finance leases when the terms of the lease transfer substantially all the risks
and rewards of ownarship 1o the lessee Al other leases are classified as operating leases.

Assets held under finance leasa agreements are treated as if they had been purchased outright The
amount capitalised Is the prasent vaiue of the mimum future lease payments payable over the term
of the tease. The carresponding leasing commitments are shown as amounts payable to the lessor
{nota 22). Lease payments are apportioned between finance charges and reduction of the lease
abligation 5a as ta achieve a constant rate of interast on the ramaining dalance af the liabitity.

The net book value of assets held under finance lease are as foflows

** Relates to Australlan and South African koans heid at amortised cost, The Australian loans selate o AUD3 3m
(2017 AUD3 3m)loans 1hat the Group lent local management of M&C Saatchl Agency Pty Ltd in 2015 to enatle
them ta acquire 20% of that husiness, The full recaurse loan is repayable in full if the purchasers no longer have
2 beneficial intarest In tha shares of the Australian Group, of are nd lenger employed (thaugh tha equity can
B¢ hekd when agt empioyed), The loan s unsecured and charged interast at 0.1% abova the five-year Australian
wverbank rate at tha date the lcan was advanced The carrying value of the loan approximatety equates fair
walug The Scuth African loan relate to 435k (2017 £AZ5K] loans that the Group lent local management of
s South Afrcan companies to enablg Lhem to acquire equity in tha South African Group businass. The full
recourse loans ere repayable in fullif the purchasers no longer have a benaficial interast in the shares of the
Soith African Grovp, or sre ro longer employed The koan is unsecured and changed interest al 2% above
LIBOR The carryng vahe of the lcans approximalely equate to fair value.

19b. Financial assets at fair value through profit and loss (FVTPL)

Palicy
Fu';'lltltlures' The Group holds certain unlisted equity which are assets at FYTPL.
Leasehold and ntr}"lsr Computer Motor These 3 are lnit_lully T at their far value. At the end o' nch reportng pencd the
Imar " * vehlcles Total fair value is reassessed with gains or losses being res in the income
£o00 £000 £000 £000 £000
At 51 December 2016 - 5 & 95 188 2018 2017
At 51 December 2017 - - 47 u2 158 At310 £000 000
At 31 Decamber 2018 - - 92 7 163 1 January adopticn IFRSS.
Transterred from other non-current assets 6,759 -
18. Other non-current assets Revaluation 4,935 -
Palicy 1 January 2018 total 10,604 -
Loans to amplayaes Additrons T80 -
Represent financial assets at amortised cost and subsequently measured using the effective Revaluation 1,584 -
interest rate method. Corporate vanturing investments 12,868 -
2018 2017 As at 31 December 2017 these financiai assats were previously held at cost [ess any impairment.
At 31 Decamber £000 £000 Sub 10 the adopuion of IFRS 9 these assets are now held at fair vafue. Due to the Group
Other dabtars including rent deposits 1,958 1,223 nanng adopted IFHS 9 prospectively there has bees no rasmemenl aof the comparatives. At 31
. 017 th n were Inclkded in the financial staterments as ‘Othsr non-
Gorporate venlurlng"lnveslmenls 5760 :urrem assets” as shown above. During the y&ar thére was an increase in the fawr value of £1,584k
Loans to employees 2,238 2,208 which has been taken ta other gains 1n the ncome statement
Call option provision 54 54
i F I i
Jotal other non-current assets 2.248 0,37 For detail regarding the adoption of IFRS 9 see note 2 and disclosure surrounding the basis of the

= Dueto the Adoption of IFRS 3 {note 2) these financial assets are recognised separately. See note 190 below,

estimation of the value of the unhsted equity investments i1s held at note 27
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The unhsied equity investments are in 20 {2017: 19) early stage companies The most we have
1avested in any one company over time 15 £0.6m and the least £01m. The Group invests in these
entrepreneurs for long term return and to gan xnowledge and nsight ¥e are not sector specific
however we will only invest in offernings that we can understand

20. Trade and other receivables

Policy

Trade recelvables

Tradg eecervables are amounts due from customers for goods sotd or services perfacmed in the
crdinary course of business. These financial assets give rse 1o cash flows that are ‘solely payments
of principal and interest’ on the principal amount outstanding. They are generaliy due for setftlement
within 30 - 90 days and therefore are all classified as curcent Trade receivables are recognised
imitialty at the amaunt of consideration that 1s ynconditional, The Group holds trade recevables with
the abyective 1o collect the contractual cash flows and therefore measures them subsequently at
amortsed cost using the effective interest mathod.

Impalrment ~ Expected credit 19sses

The Group apphes the IFR3 3 simphfied 2pproach to measwring expecied credit losses which usesa
lifebmne exgpected 10s$ allowance ("ECLY for all trace recervables and contract assets. fo calculate the
fifetime ECL the Group has established a provision matrix that is based on its historical credit loss
expenence, adjusted for Fyrward-looking factors spewific to the debtors and economic environments
1n which the Group operates

Set out below 15 the 1t in the loss (which provision Tor expected credi
losses) of trade recesvabtes and contract assets
2018 207
£000 £000
As at 1 January (2,741) (2107}
Adepnion of IFAS 9 (expecied credit loss)” (276) -
Provision for expecied credit 79
fasses during the year
Forward koaking prowision for
specific bad debts™
- Charge during the year (508) (859}
- Released during the year 2,492 -
- Utllisation of provision )] 214
Foreign exchange movement {2) Al
Total lass allowanes (873) 2,741)

2018 207

£000 £000
Trade recevables 115,200 06,280
Loss allowance (873) {2,741)
Net trade recewables 114,327 83,539
Prepayments’ 7,646 21,997
Amounts due from assoclates 579 1,17
VAT and sales tax recoverable 2,065 2,026
Contract assets’’ 10,243 -
Other recevables*** 15,381 8,817
Total trade and other recelvables 150,841 120,086

In 2017 thus balance related to prepayments and eccrued Income, with accrued ingome totaliing £10,820k

** The mowement in the contract asset posrson from 1 January 2018 (at adoption of IFRS 15} to 31 Decembar
01§ solely relates to changes m the recogntion of acerued income at the start and end of the penod

" Inglyged within the 2018 Other recelvables batance 15 an amaunt of 25,387k reiatlng to outlays incurred on
behat? of clients nat yet gharged. In 2017 this amount was included wthn the prepayment balance of £24 Omilion
as accrued incoma.

* Upon transstion to IFRS 3 the Group has recogrised a [oss allowance under the forward locking ECL
appraach Tha Group has elected to apply FRS 9 prospectively, and as such has not restated the pror year
comparatives {Nate 2)

** Included within the specific bad debt loss allowance at the and of the prior year was one item relating to a
speciflc debt with one customer Lotalling £1,890k This amount has been subsequently pard and as such has been
relaased from the specific bad debt provision after the year end

The informanan atrout credit expasures are disclosed in note 28,
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21. Trade and other payables
Policy

22. Borrowings
Folicy

Trade and other liabilities are non-interest bearing and are stated at their amorused cost subsequent
10 Imbial recognition ak thelr far vajue, which is considered 1o be equivalent to thewr garrying amount
due to their shart-term nature.

2018 m7

£000 £000

Trade creditors (1,076} (51,893)
Contract kebiities' (32,885} -
Sates 1axation and social security payables (9,24T) (8,602}
Employment benefit acoryals {1,550} (1.788)
Accruals (25.840) (39,250)
Deferrad income” - {20,694)
Dther (3,949) (6,019)
(142,827) (128,256)

* Under iFRS1S Daferred Incomé 15 now t&rmed contract flakifties and is shown separate’y on the Balance Sheet

Seftiement of trade and other payahles is iy ascorgance with the tarms of trade estahlished with the
Group's local suppliers.

Interest payable rejated to borrowings of £147k (2017. £148k) is included within Accruals.
The movement in the contract liability position from 1 Janyary 2018 {at adogtion of IFRS 15) 1g 31

December 2018 solely relates to changes in the recognition of deferred income at the start and
end af the perod.

Loans and overdrafts are recogrised inibaliy at fair value, less attmbutable transaction costs
Subsequently toans and overdrafts are recorded at amortised cast with interest charged 1o the
incame statement under the Effective Interast Aate (EIA) method Where there i5 8 significant
change to the Miure cash flows the EIR is reassessed with an accarding change in the carrying
amount of the amartised cost The change m the carrying amount 1s reogmsed in profil or ioss as
income or expense.

Interast payahle 1s included within accruals as a current habilty.

The Group uses an Invoice discounting facilty secured against ptedged trade receivables As the
Group retains the risk and rewards of the trade receivables pledged in terms of the business medel
of *hald to coliect’ the Group tor these trade ri bles with amoynts drawn on
the facllity treated as a current flabiiity at amortised cost

Amaunts due within ona year

2018 2017
At 31D b £000 2000
Obligatigns under finance (eases N 27
Overdrafts® (11,764) -
Loéal bank loans (288} (769}
Invoice disgounting® (2,001) {2.915)
(12,0809 {3.131)
" These overdrafts are offsetatie, howevar they have nat been netted off In Iccoﬂixn—c! with 14832.42.
** The amounts borrowsd under the voica facility 60% of the batance pledged

As at the balance sheat date, £3.0m (2017, £1.9m) was not drawn under thes facility. Inierest is charged at 175%
PEr 30aUM ON AMOunts Grawn

Amaunts due after one year

2018 m?
£000 £000

At 31 Dacember
Obligations under finance leases (157) {108)
Lacal bank loans (18) (228)
Secured bank loans {36,372} {37,430)
T (38,541) (37,764)
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Secured bank loans

At the year end, the Group had a banking facility of up ta £38m (2017, £40m) plus a one year $10.0m

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

(2017 20.3m) overdraft facility. On 29 November 2017 i was agread that this facility would reduce Dhllgatlgns
to £36m on 31 December 2018. The facility has a foating rate of nterest set at §.75% above LIBORA Gross Local Tatal ﬂ“" er
and the overdraft has foating rates of interest set at | 75% above the Bank of England base rate The $scured  bank Invoice  secured ”l"’"“
banking facility 15 set ta mature oa 30 April 2020. In return for the facility the Group gives the bank bankloans loans discounting loans* ;g:g _ Total
guarantee over kay UK, Dutch and Australian companies £000 £000 £000 £000 £000
At 1 January 2017 (26,502) - (3.545) (32,227) (43)  (32,270)
2018 2017 Cash movements {10,097} Pal:] Ti0 9.151) W (9,23
At 31 Decernber £000 £000 i h ma
Gross secured bank laans (38,502  (37.658) -~ Foreign exchange
Capitalised finance costs 130 228 changes 1.2 (33 - u8b ® 980
Net secured bank loans 38,377) (37430 - Fixed asset additions - - - - (110) {10}
Future interest payable on secured bank Ioans at balance sheet date {1,688) (2,215) - Acquisihions - (1.200) - {1,200) - {1,200}
Total secured bank foans and future Interest (39,980)  (30,645) At 31 December 2017 (37,658) (1,017 (2915) _ (41,500) (35)  (@1,7238
N Cash movements (329) 690 gige 1,275 45 1,520
Total secured bank foans and future interest are dus as follows:
Non-cash movements
2018 2017 - Foreign exchange
At 31 December £000 2000 b ¢ s N - {503) (508
{n one year or less, or on demand (1,188} (950} «Fixed asset addmans _ _ _ _ (55) (65}
In more than ong year but nat more than five years (38,779) (39,685) _A - _ _ _ _ _ _
(30,080) (39,645) AL 31 December 2018 (38502)  (316) (2.001) _ (40,818) (158) (40,977}
Qbligations under finance leases and ture purchase contracts are due as follows: At * The borrowang used to calculate net cash.
2018 2017 ** The net movement of £914% (2017. £730k) 15 Inclusive of total drawdowns during the year of £44.4m
At 31 December £000 2000 {201T: £58.3m) and repayments of £45 3m (2017: £5T.4m).
In one year or less, or on demand n 2n 23, Other non-current liabilities
In more than one year but not more than two years {151} (106)
(158) (133} 2018 2017
31 December £000 £000
Employment benefit provisions™ (546) {499}
Other {1,588) {1.988)
{1,844) (2,487)

* This refates to long term service leave in some locaiions,
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24. Minority shareholder put option liabflitles
Policy — See below but also Basis of Preparation note on page 42

Put option hatulities are recognised at the fair value of the underlying award on the datg of ingeption
both a3 2 liability on the balance sheet and a correspanding amount being recognised in the minanty
mnterast put option reserve Sybseguently, at each reporting date, the fair value of the bability 15
reassessed with the gan or loss beng recognised in the income statement

Upon exercise of an award by a hotder the labibity 1§ extinguished and the assaciated minoriy
nterest put option reserve 1s transferred to the non-controlling interest acquired reserve

Some of our subskhanas’ Iecal entrepreneurs (Menonties) have the right 1o a put option. The put
options give the minorites a right 1o exchange thesr minonty holdwngs in the subsidiary into shares in
MA&.C Saatchi plc or cash (as per the agreement).

20138 2017
As at 31 0 £000 5000
Amounts falling due within gne year
- Cash - (1.319
- Equity” ) (12,327) (13,494}

(12,527) (14.813)

Amounts falling due after one year, but less than three years
= Gash {1,7113) 2.04)
— Equity {4,350) (8,302)

(6,083) {10,316}

(18,390} (25.129)

2018 017
£000 2000
At 1January (25,129} (33,166)
Exchange difference (13} 75
Exercises 7,883 4,825
Income statement gain /{charge) due ta:
- Change in estimates (2,884) 2,613
= Change inghare price 1,742 40
- Time 1 P
Total ncome statement charge
@1 3.037
At 31 Dacember (18,380} (25,128}

‘The movements in the year relating to the minor(ty interest put options that are payahle i cash or
equity are as follows-

2018 2017
Cash based £000 £000
At 1 January (3,333) {3,299)
Exchange difference an 75
Reclassified to aquity based 1,448 23
Income statement gain / (Charge) due to" B
- Change in estimates 141 (i)
— Change in share price 44 33
= Time - i)
At 31 a,h3) {3.333)
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Put options are exercisable from:

Continued
2018
shares” 2018 2017
Equity based ‘00 £000 £000
At 1 January {5,887) (21,796) (29,867)
Exercises 2,014 7.663 4,925
Reclassified {fram)/to cash based (500) (1,448) 23
Income statement charge due to

- Change in estimates {2,008) (2,806) 2,788
~ Change in share price 587 1,697 368
- Time 4 1 13
At 31 December {5,7710) (16,877) (21,796)

* The estimated number of M&C Saatchi plc sharas that wilt be issued to fulll at 289 0p (2047 371 p)

At each penod end, the fair value of the put optian hability /s calculated in accordance with
the shareholders' agreement, and any movements charged ta the income statement Where
the agreement gives a right to convert 1o 8 vanable numbser of shares (rather than a value),
the number of shares 1s converted o a value by using the penod end share arice (2018:
289 0p: 201 7: 371.5p).

The habiity value will vary with both our share price and the subsidiary enterprises’ perfermance
Current hiabilities are determingd by our year end share price and the 2018 results af the
companies who can exercise n 2019 Non-current hatilitfes are determined By our year end
share price and the projected results of the companies who can exercise after 2019, The
projected results show management's best estimate of the growth rates and margin of the
companies who can exercise after 2018 Given that these companies are small, stngle account
wins / losses can have a significant effect on thewr margins. Such accounts ghanges are far more
than changes to rates and underlying economic growth rates

The Group's approach relating to ihe valuation of the minarity interest put options 1
detaiied in note 27

% of

subsidiaries

shares

Subsidlary Year exchangeable
M&C Saatchi Marketing Arts Ltd 2m8 50.8
M&C Saatchi (M) SON BHD 2018 208
Influence Communications Ltd 2008 5.0
M&C Saatchi Europe Holdings Ltd 2018 40
M&C Saatch: Communications Pty Ltd 2018 130
FCING SAS 2018 180
M&C Saatchi Sport & Entertamment LLP {US) 2me 23.0
M&C Saatchi Sport & Entertamment Pvt Ltd 8 34.0
Talk PR L1d 2018 390
M&C Saatchi UK PALLP 2018 03
M&C Saatchi Corporate SAS 208 29.8
M&C Saatchi (Switzerland) SA 2018 20.0
M&C Saatchi Merdin Ltd 208 26.0
‘The Source (London} Lid 2m8 10.0
M&C Saatchi Brazil Comunicagao LTDA 2m3 40.0
Shepardscn Stern + Kaminsky LLP 209 335.3
M&C Saatchi Agency Py Ltd 2020 200
Creative Spark Interactive (PTY} Ltd 2020 100
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Continued

25. Issued share capital

Allgtted, called up and fully pald
Pollcy

Ordinary shares are classifled as equity Incremental Costs attnibutable 1o the 1ssuance’ of new

shares are shown in equity as a deduction, net of 1ax, from proceeds

‘Where the Group reacquires rts own equity instruments (treasury shares), the consideration
paid is deducted from equity attributable to owners of the Group and recognised within the

treasury reserve
1p Ordinary
ar shares
M hares _ £ow0
At 31 December 2018 74,950,195 749
Acquisition 16,5656% of Shepardson Stern + Karmnsky LLP 667,280 7
Acquisition 10% Talk PR Ltd 132,572 1
Acquisition 10% M&C Saatch Mobile Ltd 2476017 26
Acquisition 24.5% UDANY LLP 390,271 4
Acquisition 0.1% of M&C Saatchi Network Ltd 300,000 3
Acquisition 32 9% of Bohemia Group Py Lid 504,775 &
Exercise of Mabile USA share options 45,801 1]
Acq of small per of UK and Australian sphsidiaries £25,890 q
At 31 2017 61,332,802 B13
Exercise of Mabile USA share options 1,979,782 20
_Acquisitian of 61% of Scarecraw Communications Ltd 460,639 5
Acquisitian of 20% M&C Saatchi Merhn Ltd 250,760 3
Acquisttion of 40.3% M&C Saatcht PR UK LLP 1,221,879 12
Acquisition 53% of Red Hare Ltd 1,320,324 13
Contingent consideration Levergy Marketing Agency Pty Ltd- Nn7.733 1
Acquisition 24.5% LIDA NY LLF 315,681 ]
Acquisition 0% ME&C Saatchl Advertising GmbH 514,947 §
A of small percentages of US and Swedish subsidiaries 98,806 1
At 31 December 2018 87,603,563 876

The Group halds 700,000 of the above M&C Saatchi plc shares in treasury.
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28. Share based payments
Palicy

Certan of the Group's subsidiaries’ facal entrepreneurs {wha are Minority Interests of the Group)
have the right to a put option over the equity they hold in the relevant subsidiary. This put optian 15
dependent upon the holders continued employment by the group and is only redeemable in shares
of M&C Saatchi pic. As such these schemes are accounted for under IFRS 2 s equrty-settled share-
based payments 1o employees,

The falr value of the awards are calculated at the grant date of each scheme based on the Group's
estimate of shares that will ultimately vest, which includes assumptians over condiions such as
prafitabibty af the subsidiary to which the awards relate. This value 1s recagnised as an expense

n the incame statement aver the vesting period of the award on a straight-line basis with a
corresponding INGrease n equity

The fair value of the awards is calcutated ty means of 2 Monte Carlo model with inputs made m
terms the plc share price at date of grant, risk free rate, historic volatility of share price, dividend
yleld and time to vest

Upon exercise of the awards the naminal value of the shares issued 1s credited to share capitat with
the balance of the fair value award credited to Share premium. The minority interest to which the
awards was 15 COf i d,

Inputs ta Monte Carlos used to calculate the fair value of share awards made during the
year are as follows:

2018 o7
Share price &t grant £2.88- £3.90 £3.30- £3.55
Expected volatility 20% - 34% 29% - 32%
Risk free rate 072%-1.11% 0.28% - 1.05%
Dividend yigld 2.44%- 3 31% 2 33%- 2 60%
Fair value of award per share £154-£373 £1.96-£514

The total fair value of each award, expense recognised in the year ples grant and vasting dates can
be seen on pages 93 to 85,

Expense recognised i the year

2018 2017
E£000 2000
Equity settled 8,104 13,501
Cash settlad - -
Total £,104 13,8601

Vested and exercised award actiity
-Condltlonal - Total

share awards number
At § January 2017 2,107,222 2,107,224
Vested 3,137,220 3,197,220
Exercised” 4.112,088)  [4,112,089)
At 31 December 2017 1,192,355 1,192,356
Vested 2,901,351 2,644,544
Exercised” (2,368,053} (2,062,372}
AL31D 2018 1,725,633 1,784,527

* The average price when these cplions were exercisad was 393 18p {2017: 328 75p).

The conditional share awards are conditignal that the employee remains employed by the Graup
on the day of exercise. Vesung relates 1o those shares that can be exercised at the year end.

Share gpuian actwity inctuded LTIP awards made to the Directors of 1he Group are discussed in
terms of the work ¢f the remuneration committee (see page 27).
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28B. Share based paymants continued

Share option schemes outstanding at the end of the year are shown as follows:

Mi
shargholding Total charge to Charge far Charge for
by voting veasting Yesting 2018 2017
Grant date right £000 date’™" £000 £000
M&G Saatch) Network Ltd*" & =" 05/05/2015 0.00% £931 15/04/2017 - 7
M&C Saatchi Network Ltd 05/05/2015 5.00% £2,581 16/04/2019 £654 1654
MAC Saatchi LA Inc 16/12/2004 600% £184 1570472020 1] 12
M&.C Saatchl LA Inc. 1570172015 4.00% £350 15/04/2020 £67 26T
MA&C Saatchi Shop Ltd 0371272015 250% £23 16/04/2020 ! 55 00}
M&C Saatch) Shop Lid 0371272018 2.50% in 15/04/200 £4 £
M&C Saatchi Shop Lid 03/12/2015 250% £20 15/605/2022 3 £(6)
MB&C Saatchi Acce'erator Ld /1172015 670% LATS] 15/04/2020 £52 £32
M&C Saateh Accelerator Ltd 26/11/2018 6570% £158 15/04/2000 £29 £29
ME&C Saatchi Accelerator Ltd 26/117201% 6.T0% 5145 15/04/2022 125 £23
M&.C Saalghi Mobila Singapore 24/0672015 5.00% £101 15/04/2020 821 N
ME&C Saatchi (S} Pe Lid 01/08/2013 2000% £547 15/04/2019 £82 £62
M&C Saatch Tel Aviv Lid 21/04/2018 2000% f104 15/04/2020 M 21
LIDA NY LLP 15/03/2018 24 50% AR )] 30/11/72018 £645 £108
M&C Saatchi SpA 09/12/201% 20.00% £1,532 15/04/2018 £397 £397
Paris GAD Holding SAS 24/02/2016 40.00% - 0/05/2020 - -
M&C Saatcht Share Inc 12/06/2015 2000% - 15/04r 2020 - -
M&C Saatchi AB 11/02/2014 4000% £ra7 nA2/2017 - £150
M&C Saargh Middla East Holdeo Lid 23/03/2016 2000% £22 15/04/2019 £ £
M&C Saatchi worldwide Ltd G1/66/2016 0.00% £977 o1/ 2378 £378
M&G Saatch Worldwide ktd 18/07/2016 0.00% £57 N/01/018 £33 £23
ME.C Saarchi Mobile t1d*** 23/08/2016 500% £3,000 02/06/2017 - £1,943
M&C Saatchi Mobile Lta"** 23/08/2016 5.00% £1.000 27/08/2017 - i648
M&C Saatchi Mobile Ltd** 23/08/2016 10 00% £4,000 09/08/2017 - £3.335
M&C Saatchi Mobite Ltd 15/04/2018 10.00% £2,06 15/04/2018 £369 £1532
M&.C Saaighi Moblle LISA® & = 281072016 0.00% £1.537 21/08/2017 - 89,02
MBC Saatchi Mobile USA® & *** 28/10/2016 0.00% £1537 14/10/2018 - £1.400
M&C Saatchi Mabile USA™ 28/10/2016 000% 2806 15/04/2020 £233 £33
M&L Ssatch Berlin GMBH 14/12/2016 13.30% £497 15/04/2021 £115 3172
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Mt

sharaholding Tatal charge ta Charge far  Charge for
by voting vesting vesting 2018 2017
Grant date right £000 date™™ £000 £000
ME&C Saatch Digita! GmbH 14/02/2017 25.00% 1154 15/08/20:22 £30 £28
Clear 'deas Ltd - B shares (Group) 03s03/2007 5.60% £282 16/04/2022 £55 £46
Clear ldeas Ltd - C shares (UK) 03/03/2017 15.00% £617 15/04/2022 £121 £88
Clear LALLE 28032007 12.00% £rg 15/04/2022 £16 2
Human Digital Ltd 12/04/2017 11.50% 20 15/04/2021 £30 £22
Husnan Digital Ltd 12/04/2017 11.50% £8% 15/04/2022 £18 £13
Human Digital Ltd 12/0472011 17.00% £98 15/04/2023 £18 £12
M&C Saatchi, S A DE.CV 01/07/2007 41.00% £309 1570452023 £53 £27
ME&C Saatchi Sparts & Entertanment Ltd 311072007 30.00% 2596 1570472022 £134 £99
Levergy Markating Agency Pty Ltd 15/11/2007 11.90% 5238 15/04/2021 £70 £9
M&C Saatchi FR International Ltd 2971207 13.30% £106 15/04/2022 £24 £2
M&C Saatchi PR International Ltd 2971127 13.30% £33 16/04/2023 (114 £2
M&C Saatchi PR International ttd 2971142077 13.30% £82 15/04/2024 £13 4]
He Worldwide Ltd - B shares 01/01/2018 27.50% £913 31/12/,2022 £102 -
Re Worldwide Ltd - C shares B 01/01/2018 22.40% £418 31/12/2022 £83 -
IhjfG LCLCS:a—a!!icS:\lfsp orts & Entertainment 0170172018 25.00% £202 24/0472022 £47 -
MG Saach Sparts & Entertainment 0170772018 25,00% $207 2440472022 547 -
Greenhouse Pty Ltd — 4 year 01/0t/2018 11.00% £0 15/01/2022 - -
Greenhouse Pty Lid -5 year 0170172018 180% 20 1970172023 - -
Grgenhouse Pry Lid - 6 year 01/01/2018 7.20% 20 15/01/2024 - -
The Source Insight Australia Pty Ltd — First tranghe 15/00/2018 14.00% £123 15/01/2022 £28 -
The Souroe Insiht Australa Pry Lid 15/02/2018 2100% £154 25/01/0025 220 -
M&C Saatehi Haldings Asia Ple L1d - tranche | 20/D3/2018 21.40% £58 02/08/3024 £10 -
M&C Saatchi Haldngs Asia Pte Lid - tranche 2 20/03/2018 22.50% £57 07/09/2024 7 -
Scaracrow Communications Ltd - First option 01/05/2018 24.50% 1339 2/01/2020 £152 -
Scarecrow Gommunications Ltd — Second optioh mA05/2008 24,50% £359 2070172022 £64 -
M&C Saatchi Social Ltd —First tranche 29/06/2018 24.50% £1,642 30/06,2021 L7 -
M&C Saatchi Social Ltd - Second tranche 29/06/2018 24.50% £1,341 30/06/,2023 5136 -
M&C Saatent Spansorship SL /0272018 49 00% - 01/02/2023 - -
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Continued
- . Yota) charge Charge for Charge for
Ml sharghelding 1o vesting, Vesting 2018 2017
Grant date by voting right £000 date™" £000 £000
M&C Saatchl Send Me A
Sample Ltd - B shares 02/07/20%8 10 D% £148 15104/!923 £15 -
M&C Saatchi Send Me A
Sample Ltd - B2 shares 82/07/2018 18 00% £190 15/04/2024 £ -
M&C Saatchi Send Me A
Sample Ltd - B3 shares 02/01/2018 10.00% 087 15/04/2025 £ -
M&C Saatch UK Ltd 0670779018 30 00% £662 15/04/2023 £68 -
MAC Saatchi Advertising GmbH 12/07/2018 410% £18 15/04/2023 22 -
M&C Saatchi Mobile Ltd® 10/08/2018 n/a £1,3540 per annum® £1,530 -
MAC $aatchi Advertising GmbH 01/10/2018 10 00% 25 15/04/7024 £0 -
M&C Saatoh Sports & -
Entertamment NY LLP 011172018 15 50% 15/04/2024 - -
M&C Saatchi Asta Hong Rong Lig - B shares 231172078 30.00% 2n 15/04/2024 £4 -
Talk PR Ltd 231172018 10 00% -~ 1570472025 - -
Majarity LLC 30112018 5000% £104 15/04/2024 £2
Talk Purpose Ltd - 81 shares 07/12/2018 600% 162 16/05/2024 £1 -
Talk Purpose Ltd - B? shares 0111272018 600% £56 16/04/2025 £1 -
Talk Purpase Ltd - B3 shares 011272018 8.00% 568 1540472026 F4l -
Total £6,104 £13,501

Award relates to a scheme provided to one employes of the Campany Scheme is remunerated exclusively in shares of 1he Group in reveasd depandent on future employment status of the employee, The terms of the award are such that it

14 in placa for perpetuity as iong the widividual remauns 4 EmpiOyed with NEwards rémurikrated an 3 per aNnh basis dependent on the performance af e business ta which it Is attached on a calendar year basis As tha value of the
award is solely dependent an the future performance of the sutsldiary enterprise with 1o 1nputs related 10 the ovarall perfosmance of the Group in terms of market capitalisation or profitablity, there is no requirement for an aptian
pricing model to be used when determining future fair valug of this equity sertied share-based payment award

*** Fully exercised.

Entrties which have provided put option awands to amployBes attached to Glasses of shars which 2re capial in natura but have nelther vating rights nor rights to distriduton
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27. Fair value measurement

Palicy - See basts of preparation note on page 43

Certain of the Group’s financial assets and hatilities, in addrtion to certain ron-financial assets
and kabihties are held at fair value

The far value of an asset or hability 15 the price that would be received to sell an asset or paidto

transfer a liability i an orderly transaction between market participants at the balance sheet date.

Financial and nen-financial assets and habilibes measured at fair valug in the Balance Sheet are
grouped into tree levels of a fair valye higrarchy. The three levels are defined based on the
observabitity of significant inputs to the measurement, as Totlows:

— Level ! gquoted prices {unadjusted) in active marxets for identical assets or Labities,

— Level 2 nputs other than quoted prices included within Level 1 that are observable for the
assat or hability, erther directly or imdirectly, and

- level } mobservabla inguts for the asset or habihity.

The Groug holds both assets and habiiies which are measured at fair value on a resurring

basis and those which are measured at fair value on a non-recurring basls. llems measured al
fair value on a non-recurning basis typically relate o non-financizl assets anising as a result of
business combinations as accounted for under the acquisition methad In this regard, during the
year the Group has recognised addiions to ntangable assets {brang names and customer hsts)
totaling £2,859k (2017. £2,581k). These assets Tall within Level 3 of the IFRS 13 hierarchy and are
described in nate 16.

In addition, the Group also cakculates the far vaiue of certain non-financial assets when there is
the need to conduct an impairment review These calculations also fall within Level 3 of the IFRS 13
hierarchy and where applicabie are descrived in note 16.

Assets and habihties measured at fair value on a recurring basis

The followng table shows the levels withia the hierarchy of financial assets and Habilities measured
at farr value on a recurring basis at 31 December 2018 and 31 December 2017

Level 1 Level 2 Level 3
At 310 ber 2018 £000 £000 £000
Flnancial assets
Equity investments at F¥TPL 12,958
Financial liabliltles
Contingent consideratian (1,154}
Ml put option liatilities (18,390}
Level 1 Lavel 2 Leve!3
At310 2017 £000 £000 £000
Financial assets
Equity at FYyTPL 10,596
Contingent consideration 0.210)
MI put option Labiities - - (25,129)

* Pricr to the 2doptlon of IFRS 9 these tems were held at cost As part of transibion ta IFRS 9 the fair value of thesa

Items as at 1 January 2018 has been calcuiated

The Jevel within which the financial asset or hability is classified Is determined based on the

lowest level of significant Input ta the far value measurement,
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The mavements in the fair value of the level 3 recurring financial assets and lizbiities are
shown as follows

Increase / {decrease) in
falr value of assat

Ad]usted purchase price £000
Eaulty +10% 1296
Instruments Contingent Put optlon v

BtFVTPL  consideration  labllities 0% : (1.206)

£000 £000 £000 In addiwon, management Consider there to be & sk that the most recent purchase prices are

A1 January 10,596 .21 (25.129) Sensitive 10 & decision to sell the investments 10 an unwilling market. If such a market exsted,

et (Ipss) # gain in the income statement 1584 3N 811 than discounting the investments to reflect such risk couid impact the value as shown below-

Net profit / (loss) in other _ _ _ Incraase / (dacrease)
camprehensive income in talr value of asset
Additons . . 780 (367} - fRisk adjusted sales price £000
Settiement - 459 1663 -30% sales discount due to iliguld nature {3.87T)
Currancy @ 1 [ -12% risk discount for unwilling market place (1,566)
a3t 12,968 (1,154) 118,330) Tatal (5.432)

Movements ln the contingent cansideration and put option liahities are recognised as finance
(c0$$) / gains whilst the Equity iastruments at FYTPL are recognised as other income and
comprise part of operating profit,

Valuation and sensitivity to valuation

The Group's finance team performs vaivatiens of financial items Tor financial reporting purposes.
including Leval 3 fair values. Where appropnate such valuations are performed 1n consuliation
with third-pacty val i for complex !

The valuation approaches adopted for each category of nancial mstrument held at fair value
detaled above, in addiion 10 the calculation's sensitivily 10 saent inputs, are as detaled below,

{i} Equity instruments at FYTPL - These assets relale to Gorporate venturing unlisted equity
wnvestments as deralled n note 19b, Management use the most recent market prices as the basis
{or establishing the farr value of the aquity investments as at year end Fluctuations in these
purchase prices would thenefore change the far value of the investments recogfised at year end,
as follows 2ssuming a2 10% uplift or downwards movemant in the price.

* It thess IHquid securites were to b 5ok then such 4 Sale is expacted to yield between a 10% and
G0% discount, sc Sensiivity based on 30%

"* Rrgk that If cash supply Aries up $0nte af the iwestmants with future growli prospacts will rum gut
of cash requinng a fire sale, reflected by acdingnal isk discount of 12%

{11) Contingent consideratian — Contingent consideraion relates to one atquisition made n
017 (Levergy) arxl the 2018 of §carecrow Ci Limited.

The Levergy cansideration is payabie in a vaniable number of M&C Saatch plc shares which 1s
dependent on the future profitabiliity and grawth of profit of the acquirad entity. The fair vaiue

of the gent consideration 3 &t year end is calculated based on forward loaking
forecasts of the business applied o the terms of the 2cquisihion (which defines the number of pic
shares ta be earned inta}. The resultant cash equwatent amount of the sharss which woyld have
been 1ssued is discounted ta present value using a discount rate based on a country specific WACC.
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The key inputs far catculation of the fair value of the deferred consideration at year end relate to
(t} the risk adjusted discount rates used, and {u) the future forecast profitability of the acquwred
business over the perod of the deferred conswderatron, Orfferences in either of these inputs would
change the falr value of the hability

Increase / {decrease)
in falr value of Habllity
Forecast PBT £000
10% n3
-10% {13

Increase / (decreasa)
in falr vaiue of labllity

Adjusted WAGC £000
+i% (37}
-5% 42

The Scarecrow Communication Limited contingent consideration is payable n a variable number of
ple shares The formula used to denve the number of plc shares is based on histeric results of the
campany As such the caleulation does not nvolve any estimates and no disclosures regarding the
sensitivity of the inputs made are relevant

() M1 put cption liabrities - As In the si] it section and note 24 the
Group has i1ssued put option agreements ta certzin minormty interests (M) of the Group which are
accounted for as hiabiiiies, The hability arssing in each instance is based on future profitability of
the entity in which the Ml holds equity. The fair value of each put ltability is calculated based an

With regards the sensitivity of the put liabilities in terms of the M&C Saateh ple share price, the
year-end share price was 269.0p (2017 371 5p). The 2018 charges (and thus year erd lability
recognised) would have changed as follows had the share price been

increase / (decrease)
In fair value of liability

Share price Movement £000
231.0p - -20.0% {2310}
260 Op -10.6% (1,155)
289.0p 0.0% -
318.0p 10.0% 613
347.0p 20 0% 1,639

28. Financial risk management

Princlpal financlal Instruments

The pnincipal financial instruments held by the Group, from which financial instrument risk arises,
nclude cantract assets, trade and other recervables, cash and cash equivalents, contract habulities,
trade and other payables, loans and borrowings, Mi put aptions accounted under IFRS € as liatities
and equity Instruments representing long term iavestmenls in non-listed entitles

The Group does nct typically use dervative financial Instruments 1o hedge 1ts exposure 1o foreign
exchange or interest rate risks arising from operational, financing and INvestment actvities

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

management’s best estimate of forecast growth rates and margin of the companies applied 1o the Group 2018 2017
terms of the shareholders agreemant. Financial assets £000 £000
“The %ey inputs to the fair value calcwlation for the put option liabiliues, the forecast future Equity mvestments at FVTPL 12,958 14,596
profitabiity of the entibes to which the put options are attached ang the prevailing nle share price .
(which drives the profit multiple to be appbied). Differences between the actuzl and the projected
results of the entiues could therefore have an impact on the fair value as follows: Financial Ilakfllltfes 2018 o7
MI put option liabilities (18,390) {25,129)
increase / (decrease) Contingent consideration {1,154) (1,210
In fair value of llability =
Forecast PBT £000 c y
:Lt:‘ 1.307 M&.C Saatchr plc company does net directly hold any financial instruments recognised at fair value.
K {1,394

Forecasts of future profitabiity create significant estimation ungertainty to valuaticn of the minonty
put option lizbilines.
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28.1 General objective, policies and processes

The Board of Directors has overall 1 ity for the deter of the Group’s and
Company’s risk management objectives and palicies Whilst retaining vitimate responsibiity for
them, lhe Board has delegated the authonty for designing and operabng processes that ensure the

n of the obj and poikcies to the Group’s senior management of gach
core business unit. The Board receives monthly reports from management through which it reviews
the affectiveness of the processes put in piace and the appropriatenass af the ohjecoves and
policies it sets

The averall ohjective urthe Hoarg ls 10 set poiicies that seek ta reduce risk as far as possibie without
unduly affe the Grotp ity of the global of which It 15
comprised. Further details reaardmg these policies are set out below.

28.2 Market risk

Market risk arises from the Group's use of Interest bearng tinancial instruments and foreign
currency cash hatdings. It i5 the risk that the fair value of future cashflows on its debt finance and
cash i will b se of changes i mtersst rates (interest rale risk), forgign
exchange rates {zurrency risk) and other price risk such as equity price risk and share price nsk.
Financial instruments affected by market risk include lcans and borrewings, deposits, debt, equiy
Investments and minarily intergst (M) put options

Exposure to market sk arises in the normal course of the Group's business
28.3 Foraign exchange risk

Forgign exchange risk arises from transactions and recognised assets and kabilities and net
investments in foreign aperatians, The Group's general operating pohcy historically has been
10 condurt business 1 the currency oOf the local area in which businesses of the Growp are
geographncany Iocated, thereby naturally hedging the consideration resulting frem chent work.

cf the Group maintain bank in the currency of these transactions solely
for working capital purposes. As the Group has grown there has heen an increase in services
rendered being exported from the UK businesses ta clients who transact in non-GBP currencies.
The transactional risk arising from such exports is mitigated n terms of the structuring of the billing
gtrangements and agreement to rEgular INVoices belng remitied and promptly baid (<30 days).

The Group is exposed to movements in foreign currency exchange rates n raspect of the translation
of net assats and INCome of foreign 1es and aquity The
Group does not hedge the tr effect of ge rate on the income statements
ar balange sheets of foreign 1es and equity i a8 it regacds thesa as
long-term investments

The estimated impact an foreign exchange gains and iosses of a +/- ten percent mavement In the
closing GBP sterling rate on the retr of non-GBP- currencies held by
businessas of the Group is as follows:

Increase / (decrease) increase / (decreass)}

In profit before tax In prafit aftertax

Exchange rate £000 £000
10% {1.369) (967)

<10% 1,560 1,086

28.4 Intarast rate risk

The Group 15 exposed to interest rate sk because 1t holds a banking fagility of up 10 £38m and
an averdraft facity of ug o £10melion, both pased on fieating interest risks, The Group does not
consider this risk to be sigruficant.

Tihe sensiivity analysis below fras Deen determmed based on the ¢xpesue to intarest caies far

financial instrumants held at the balance sheet date The analy$is s prepared assuming the amount

of borrowings outstanding at the balance sheet date were outstanding for the whole year A 50-basis
point ingrease or decreasa IS used when reporting nterest rate risk Internally to key management

parsonnel and represents ag 's of the r possible changes

in interest rales.

if interest rates had been 50 basis ponts igher / lower ang all ather varmables were held ¢onstant,
the Group's profrt 1o¢ the year ended 31 D 2018 woukd { )/ by £(204)k

7 2204k (2017 Z{207)k 7 £20Tk) This is principally attributable to the Group's expasure ta interest
rates en its floatng rate loan,

28.5 Liguidity risk

Liquidity risk arises from the Group's managameant of working capital and the finance charges and,
when approphate, prncipal repayments on its debt instruments. ks the risk that the Group will
encounter difficulty in mesting its financial obligations as ani when they fall due. The Group's debt
instruments carry interest at LIBOR + 1 75%.

The Groug's pohicy 15 1o ensure that it will always have sufficient cash to allow it 1o meet 1ts habiibes
when thay coma due To achieve this aim, the Group has a planning and budgeting progess in place
10 determing the Tungs reuwad to meet Its normal DPEFanNE requireMeRts ON an ONBOING bass.
The Group and Company ensures that there are sufficient funds ta meet (ts short-term business
reguirements, taking into account its anticipated cash flows from operations, its holdings of tash
and cash ivalent and prep: Strategis i

The Board recewves rolling 12-month cash flow projections on a monthly basis as well as
infarmation regarding cash balances. At the end of the financial period, these projections indicated
that the Group had sufficiant haquid resources 10 meet its oblgatons under all reasonably
expetied GTcumstances

98



NOTES

Continued

The fallowing table sets out the contractual maturities (representing undiscounted contractual cash
tlows) of financial habiities:

To measure the expected credit losses, frade recevables and conrtract assets have been
grouped based on shared eredit risk characteristics and the days past due. The coniract assets
relate 1o unbilled work in progress and have substantially the same risk characteristics as the

n:J:ntt‘:lz manr;‘”ﬂ:z ;etaor'g :etaur: f;‘;z"rg trade receivables for the same types of contracts The group has therefore concluded that the
Group £000 £000 £000 £000 £000 g;ﬁf:;s:ialg::trsalas for trade recervables are a reasonable approximation of the loss rates for the
At 51 December 2018 .
Trade and other payables (118,687) [93,941) (2,597 - - The expected toss rates for each business, 1s based on the payment profl[es of sales at least over a
Lozns and borrowings (2,008) (298) (38,092) _ _ penm? of 24 months before 31 December 2018 or 1 January 2018 respectively and the corresponding
! * histarical credit losses experienced within this period. The historical Joss rates are adjusted to
Querdrafts (1,754) - - - - reflect current and forward-laoking information on macroeconomic factors affectmg the ability of the
Total (132,449 (24,239) (40,484} - - s to settle the r bi
Gompany r:::&: msu:lou:: ;etauri 2;:_: D:eﬂr;: The loss allowance as at 31 December 2018 and 1 January 2018 (on adoption of IFRS 9) was
¥ ¥ determinad as follows for both trade receivables and contract assets
£000 £000 2000 £000 £000

At 31 December 2618 Trade recevables
Trade and other payables (324) (22,000) - - - Notpast  1-120days 121-270days  >270days
Loans and borrowings . (29.970) _ ~ _ 31 December 2018 due past due past due past due”
Totat o (51'970) — — — Expected {0ss rate (%) 0.01% 0,44% 50,21% 000%

£ Trade receivables (£000) 107,708 4312 343 1,964
28.6 Credit risk Loss allowance 12 19 173 ]
Credit nisk is the risk of financial ioss to the Group If a custamer or counterparty to a fmancial Trade receivables
nstrument fa:ls to meet 1ts contractual abligations. Notpast 1-120days 121-270days > 270 days
The Group menitors credit nsk at both a local and Group leve! Cradit terms are $8t and monitored 1 January 2018 due past due past dus past due
at a lpcal level ascording t¢ local business practices and commercial trading conditions. The Expected loss rate (%) 0.01% 174% 56.87% 0.00%
age of debt, and the kevel of accrued ard deferred income 15 reported regularly. Age profiling is Trade receivables (£000} 83,250 2,569 395 66
monitored, both at logal customer fevel and at consolldated entity level There is only local exposure Loss allowance 7 45 224 0

1o debt from qur significant global clients The Group continues to review its debt exposure to
foreign currency moverments and will review efficient sirategies tc mibgate risk as the Group's
overseas debt increases

Mar determings auons of ¢redit rigk by reviewing amounts due from customers
monthly. The only slgnificant concentrations of credit risk which are accepted are with multinational
hlue chip {or ther equivalent) organisabions where credit risk Is not conslgered an issue

Impairment

The greup has two types of financial asset that are subjsct to the expected credit loss model.
- Trade receivables
— Contract assets —

The group applies the IFRS 9 simplified approach to mieasuring expected credit losses whichusesa
fenme expected loss for all trade bles and contract assets.

* Trade debtors > 270 days past dua relates solefy to one business unit which has nol, to date, had w wmparr trade
gebtar positions held
** Aa immaterial Inss was calcutated for contract assets and has not been included n\he annual report,

Trade recelvables and contract assets are written off when there is no reasonable expectation
of recovery. Indicators that there 1s no reasonable expectation of recovery include, amongst
others, the failure of a debtor t0 engage in a repayment plan with the group, and a failure to make
contractual payments for a periad greater than 80 days past due.

Impairment lasses on trade recevables and cantract assets are presented as net impairment losses
within operating profit (nate 20). Subsequent recoveries of amounts previously written off are
crediied against the same hine item.
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28.7 Share price risk

As desailed on page 4 the Group uses put option awards to incentrmse certain local key management
(who are NCI). The value of these awards is in part dependent upon the Group’s share price The
fair valuation of these schemes and the potential mpact of movements in the share price are
digcussed in note Z7.

28.8 Equity price risk

The Group's ron-listed equity investments are susceptible to market price risk arising from
uncertamfies aboyt future vatues of the investment securities. The Group manages equity price
risk through drversifigation and by placing smits on individua) and total equily nvestment securibes.
Reports on the equity portfolio are submitied to the Group's Senior management an & regular
bagis. The Group's Board of Diregtors reviews and approves al equity investment decisions The
basis of the far value and tha of these to the key inputs 15
detaded in note 27.

28.9 Capital management

The Group manages its capital to ensure that entities in the Group will be able te continue as gaing
concerns while maximising the return 10 shareholders through the opurmisation of the gabt and
equity balance $trong financial gapital management s an integral elament of the Directars’ strategdy
14 achieve the Group's stated okyectives The Directors review financlal capital reports on 2 cegular
hasls and the Groyp finance function do so an @ daily basis easuring that the Group has adequate
hgqwidity. The Directers’ consideration of going concern is detaled in the Directars Report,

The capital structure of the Group consists of debt, which includes the borrowings disclosed in note
22, cash and cash equivalents and equily atiributable to gqudy holders of the parent as disciosad in
the Statement of Changes in Equiy.

29, Related party transactlons

Key managenment remuneration

Key management remuneratidn is disclosed in note 8.

Unaudited detait on Directors’ ramuneration is disclosed in the Remyneration Report en page 30,
Qther related partles

Ouring the year, the Group enterad into the following transactions with related parties:

Lara Husseir has an equity interest in rand Energy. During the year, the Group was charged, on

an arm's-length basts, by Brand Energy £756k (2017: £577k), of which mit {2017 nil) was unpaid
at the year end.

To assist the local directors o acquire 20% of M&C Saatch Agency Pty Ltd in 2015, loans of AUD3.5m
were issued. At the year end, the balance of the lpan was AUD3.2m {2016. ALUD3.2m) {see note 19 for
further details}.

In 2015 the Group lent Antoine Barthuel, an arm's-langth interest-bearing Eure 150 toan, a further
an arm's-length interast-hearing Eurg 150k loan was issued in 2017, the balance of the loan was Eurg
300k (2017: Euro 300k) at the year end.

During the year, the Group made purchases of £3,193k (2017. £2,336k) from its associates, At 31
December 2018, there was nil dug to associates In respect af thess transactions {2017 al}, & further
nil {2017: 1,367k} was pad in advance and owed 1o the Group for these transactions During the
year, £164k (2017 £160k) of fees were charged by Graup companies 1o associates. At 31 December
2018, i owed Group p 5831k (2016: £254k).

During the year, the Company recharged its subsidiaries and indirect subsidiaries with £818k
12017; £818%) 0f s costs, £316k (2017, £268k) of nterest, The Dalance outstanding can be seen in
notes 38 and 39.

30. Commitments

The only substantive commitment the Group had at year end, was o extend the lease on its head
affice by 15 years. The lease extension wil be entered Into foliowing the signing of these accounts
and will have the etfect of delaying the benefit on transition to IFRS16 from this material tail end
fease for some years

31. Assets held for sale

Palicy

Assets that meet the critera 1o be classified as held for sale are measured at the lower of their
carrying value and fair value lass gosts to sell. Any reduction in the value of the asset is recognised
as animpairment Assets meeting the ¢riteria are presented separately as curremn assets on

the balance sheet,

The Group classfias non-current assets as held for sale when the carrying amaunt will be principally
recoverad through its chsposal s opposed to continued use For this to be the case the asset must
be avallable for immediate sale and the sale must be highly probable.

An asset classifled as beld for sale will have 115 contribution to the income statement shown
separately whera such an asset meets the defimtion of a discomtinued operation.

2018 2017
£000 £000
Cost
Asat1January - -
Non-curremt assets as held for sale 13,108 -
At 31 December 13,108 -
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Curing the ¢course of the year the Group decided 1o commence a plan for the disposal of the 24.9%
equity investment held in Walker Media Limited

On 1 February 2019 the Company announced that it had agreed terms for Publicis Groupe tc acquire
the sguity investment held in Walker Media Luntted (trading as Blue 443) for £25m The ¢onsideration
was payable in cash on 3t January 2019,

As the equity nvestment represented neither a separate major Jine of busiress, nor a subsidiary
acquired with a view to resale the contnbution of the investment to the Group's result for the year
(note 17} has not been presented as a discontinued gperation.

32. Post balance sheet events

As detailed in nate 31, on 31January 2019 the Group sold its remaining 25% stake held in Blue 443 for
total proceeds of £25m

Prior 19 the year end the Group agreed to the terms to extend the lease on its head office by

11 years The lease extension will be entered into fallowing the signing of these accounts and will
have the effect of delaymg the benefit on transition to IFRS16 from this material tail end lease
for some years

33, Other accounting policies

Reserves
Equity comprises the fallowing

Share capltal
Represents she ngmmal valug of equity shares in issue

Share premium

Represents the excess aver nominal value of the fair value of consideraton received o equity
shares, net of 1ssuance costs

Other reserves

Merger resarve

Premiumn paid for shares above the nominal vaiue of share cagpltal, caused by the acquisition of
more than 80% cf subsidiaries’ shares. The merger reserve Is released to retained earnings when
there 1s a disposal, impairment charge or amortisation charge posted in respect of the investment
that created it.

Treasury reserve
Amount paid for own shares acquired.

Mmority 'nterest put option reserve

Garresponds to the minial fair value of the hability in respest of the put options at creation. When the
put aptron 1s exercised, the related amount in this reserve is taken to the non-controliing interest
acquired reserve. All revaluatons of put options are expensed through the income statement to the
profit and loss reserve

Non-controlling interest acquired reserve

From 1 January 2010, a non-controllng Interest acquired reserve 1s used when the Group acquires
an increased stake in a subsidiary If the stepped acguisittan is due ta a put optian, then the
nen-cantrolling interest acquired reserve is equal to the minority interest put option reserve
transferred less the book vafue of the minority interest acquired Otherwise the non-contralling
interest acquired reserve 1s equal to the consideration paid fess the book value ¢f the mingrity
interest acquired If the equity stake in the subsidiary 15 sub ly $old, thea bal from this
reserve will be transferred to retained earnings.

Forelgn exchange reserve

For Qvergeas operathons, results are translated at the annual average rate of exchange and
balance sheets are translated at the ¢losing rate of exchange. The annual average rate of exchange
approximates to the rate on the date that the tr oceyrred. E differences

arising from the translation of foreign subsidiar/es are taken t¢ a separate component of equity
Such translation differences will be recognised as iIncome or expense n the period i wiich the
operation 1s disposed of.

Share based payment reserve N

Represents equity-settled share-based employee remuneration untll such share
options are exercised

Retaned earnings
Cumulative gains and losses recogmsed
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34. New and revised standards Issued but not yet effective

Al the date of authorisation of these financlal statements, The Group has not applied the following
new and revised IFRS Standards that have been 1ssued but are not yet efective and, in some:
cases, had not yet been adopted by the EL-

IFRS 16 Leases
IFRS 17 Insurance Contracts
Amendments ta IFRS 9 Prepayment Features with Negatve Compensation
Amendments ta |1AS 28 Long-term ln:emsts n Assocxales and Joint Ventures

FRS 3 IFAS 11 Jout
Arrangaments, IAS 12 Income mxes and IAS 23 Borrowing

Annual Improvements 10 IFAS

Standards 2015 - 2017 Cycle cOosls

Amendmants to 1AS 19 Employee

Benefits Plan Amendment, Gurtaiment or Settlement

IFAS 10 Consclidated Financlal

Statements and 1AS 28 Sale or Contribution of Assets between an Investor and its
(amendetents) Associate or Joint Venlure

IFRIC 23 Uncertanty over income Tax Treatments

The Directors da not expect that the adopt:an of the Standards listed above will hava a material
impact on the financial statements of the Group in future periods, excapt as noted below

IFAS 18 L sases

General impact of appleation of IFRS 16 Leases

IFRS 16 prawides a comprehensive diodel for the identification of lease arrangements and thar

treatment in the Ainancial statements for both lassors and lessees. IFRS 16 wil supersede the

current kease gudance mcﬂudlng A8 17t eases and the related interpretations when it becomes
far paru on or after 1 January 2019. The date of invtial

applcation of IFAS 16 for the Gmup wil be 1 January 2019.

fmpact of the new definiton of 4 lease

The Group will make use of the practical expedient available on transition to IFRS 16 not to
reassass whether a contract is, or contains, a lease. Accordingly, the definition of a lease n
accordance with IAS 17 and IFRIC 4 will contmue to apply to those leases anterad nto, or
modified, prior to 1 January 2018,

The change in definition of a lease mainly related to the concapt of contral. IFRS 16 distinguishes
hetween leases and service contracts on the basis of whether the use of an identified assetsis
controbed by tha customer. Control is considered to exist of the customer has:
- Theright to obtain substantsally all of the economic benefits from the use of an
ldentified asset; and
- Theright to direct the use of that asset,

The Group will apply the definition of a lease and retated guidance set out in IFRS 16 to all lease
contracts entered into or modified on or after 1 January 2013 (whether it is a lessor or a lesses

in the lease contract). In preparation for the first-tima apphcation of IFRS 16, the Group has
carried out an implementation project. The prgect has shown that the new deflaition in IFRS 16
will not change signficantly the scope of contracts that meet the defimton of a lease for the
Group.

Accounting impact for M&C Saatch plc
IFRS 1B changes how the Group will account for leases previousty ¢lassiied as operating leases
under Legacy IFRS, which were off-balance sheel.

On mitial application of (FAS 16, for all leases (axcept as noted below), the Group wilk:

Recognise Tight-of:Use’ assets and lease fiabilities in the consolidated Balance sheet,
intialty maasured at the present value of the fiture lease payments,

- Recognse depreciation of 'Right-of-Use' assels and nterest on leasa habibes i the
consolidated Ingome statement; and
Separate the total amgunt of ¢ash paid into a pnncipal portion {presented withi
financing activities) and interest (presented within operating actnties) in the
consolidated Cash flow statement

Lease incentives wil be recognised s part of the measurement of the ‘Right-of-Use" assets and
lease hiabuhties whereas under IAS 17 they resulted in the recognition of 2 lease habity incentive,
amortised as a reduction of rental expensas on a straight-line basis.

Undar IFRS 16, ‘Right-of-Use* assets will be tested for impairment in accordance with /45 56
Impairmant of assels. This wil replace the previous requirerment to recogmise a prowsion for
onerous lease contracts. For short-term teases (lease term of 12 months or less) and leases of
low-value assets (such as personal computers and office furniture), the Group will opt to
recognise 4 lease expense on a straight-ing basis as permitied by IFRS 16.

As at 31 December 2018 the Group has expected non-canceflable operating kease commimants
of £74,318% (dffers to commitments disclosed in noke § due to man lease for UK offices belng
renegotiated).

A prefiminary assessment indicates that majority of these arrangements relata to leases other
than short-term and low value leases The NPV of the remaiming lease payments {discounted at
Incrementat Jorvowing rate of the holder) witl be recognised as "Right-of-Use’ assets and a
corresponding lease liabyity as at the date of transition. The impact on profit or loss for he yaar
ending 3 December 2019 is estimated to be a decreasa in Qther expenses, Increase
Depremation and Lo ncrease Interest expense. Ous analysis of the impact (s ongowng at 31
December 2H8.

Two subleases entered nto by an American operation will be reclassified to finance leases. Al the
date of transition, a finance lease r of £373k is tobar
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COMPANY BALANCE SHEET

2018 2017 These financial statements were approved and authorised for issue by the Board on
At 31 December 5000 £000 97 May 2015 and signed on its behall by
Non-current assets
Investments 36 111,589 101,914 David Kershaw
Intanginie assels - 10 a?;ec; gxaecu;wem
Other non-current assets 37 2,238 2,288 Comg an;tl‘c:luln-il)her 05114893

113,837 104,212

As permitted by Section 408 of the Compames Act 2006, the Company has nol presanted its own

Current assets
profit and loss account. Included within the consciidated mcome statement for the year ended

Trade and other reoeivabies L 31 Deceribar 2016 1 2 profit after tax of £2.913k (2016 £8,641K).
Cash at bank 2,438 1,683
81,307 75,497 The notes on pages 106 to 109 form part of these financial statements
Current liabilitles
Trade and other payables 39 (22,323} (24,498}
Contingent considsrahon {752) (376}
(23,076) (24,874}
Ret current assets 58,231 50,623
Total assets less current liabllities 172,068 154,835 .
Non-current Liabllitles
Contingent considerztion (514) (833) -—_‘/
Other financial habiltigs 40 {20.870) (27.672)
(0,488)  (28,605) ’
Total net assets 141,584 126,330
Gagpltal and reserves
" Share capita) 878 813
Share premum 46,667 32,085
Merger reserve 63,197 63,197
Treasury reserve (792) (792)
Share based payment reserve 20,883 17,531
Profit ang loss acoount 10,653 13,485
Shareholders’ funds 141,584 126,330
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Share based
Share payment Protit and

capltal raserve less agcount Total
£000 £000 £00o Ef00
At 31 Oscember 2016 789 8,601 6,783 102,927
Acquisitions 4 - - 1,502
Acquisitions of minority interest S - - 1.592
Exercise of put options 55 - (5t) 4915
Share option charge - 13,100 401 13,501
Recharged share gption charges - (4,460) 4,480 -
Dividends paid - - {6,748} (6,748}
Profit for \he year - - 8,641 8,641
At 31 December 2017 B13 17,531 13,486 196,330
Acquisitions 18 - - 6,502
Deferred consideration 1 - - 459
Exercise of put pptions 44 - {200 1654
Share option charge - 5.703 401 6,104
Realsatipn of reserve (2,257} 2,25 -
Divigends pad - - 8.378) 18378)
Profit for the year - - 2,913 2,913
At 31D ber 2018 88 20,883 10,653 141,534

The notas on pagest0f to 108 form part of these financial statements
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35. Accounting policies

The fmancial statements have been prepared on a poing concern basis under the histoncal sost
convention in accordance with the recuced disclosure framework of FAS101

In adopting the reduced disclosure framework of FRS101, the Company has made the following
exemptons fram disclgsure

= the cash flow statement and related notes,

= dlsclosures in respect of transactions with wholly owned subsidiaries,

+ disclosures in respect of capital management, and

= the effects of new but not yet effective IFRSs.

Accounting polisies applied
The foltowing principal accounting palicies have been applied

a) Valuation of investments
Investments held as fixed assets are stated at cost, less any prowision for impairment

b} Pensions
Contributions Lo personal pansian plans are charged to the profit and loss account in the peciod in
which they are due.

c}Group policies (preparation page 40, and the following pohcies)
For current tax (note 10), deferred tax (note 11), share based payments (rote 26) and
borrowings (note 22),

d) Share based paymenis in Company

The cost of awards to emplayees of subsidiary undertakings classified as conditional sharas awards
15 accounted for as an additional investment in the employing subsidiary. When such awards are
recharged 10 employing or acquiring entlty the investment in the Company's books is reduced by the
value of equity awarded.

e} Dividends
Interim dividends are recorded when they are paid ard the final dividends are recorded when they
become iegally payable.

f) Treasury shares

When the Company reacquires it own equity instruments, those instruments (treasury shargs) arg
deducted from equity, No gain or loss 15 recogrised in profit or ioss on the purchase, sale, 1ssug

or cangellatton of the Company's treasury shares. Such treasury shares may be acquired and held
by the Company or by other members of the Group. Consideration paid or received 1$ recognlsed
directly in equity

38. Investments in subsidlary undertakings

2018 2017

£000 £000
At 1 January 101,814 91,225
Acquisitian of a subsidiaries 6,600 993
Provis:on against acquired subsidiary (367)
Conditignal consigeration - 1,056
Conditional share awards recharge of brought forward balance® {1,228) {4.460)
Provision against conditional share awards (1.023) -
Conditlonal share awards® 5,703 13,100
At 31 December 111,598 01,914
* Condmanal share awards (Mincrity interest put options with leaver prowisions} (note 26)

28 2017

L0060 £000
Subsidiary investments 00,816 84,383
Condingnal share awards 20,983 17,531
Total 111,599 101,814

The direct and indirect subswdiary undertakings are ksted in note 3 to the consohdated
financial statements.

37. Other non-current assets

2018 2017
£000 £000
Loans to subsidiary employees® 1,803 1,853
Loan to assist equity purchase** 435 435
Total 2,238 2,280

* Ths related o the ALID3 6m {current balance AUD3.3m) loans that the Graup lent local management of M&C
Saarchi Agency Pty Ltd. in 2015, to enable them to acquire 20% of that business. The ful recourse loan is
repayable n full if the purchasers no longer have a henaficlal interest in the shares of the Australan Group
or are no fonger employed. The loan is unsecured and charged interest at 0% above tha five-year Australian
interbank rate at date loan advanced The earrying valve of the loan approximated to fair value

** Loan o South African Indiganous equity holders to enable them to acquire equity in South African subsiciaries in
accardance with local laws
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38. Trade and other receivables

41. Directors’ remuneration

2018 207 2018 20017
Amounts due lgss than one year £000 £000 £000 2000
Amgunts from subsidiary yndertakings® TH,487 .403 Total for nine Direciors.
Prepayments and accrued income 80 22 Directors’ salaries and bengfits 2,092 2,060
Corparatian tax dentor 2,970 2,067 Bonuses* 125 128
Otnerr 342 322 Contribulion to money pyrchase pension sch 15 15
Total trade and other receivables 78,889 73,814 Total rémuneration before accounting charges 2,232 2180
* Repayable on demand Amaunts receivable from subsidiary ungdertakings incioda regeivables relatng Share option charges 4n A0
to axercised put oplions A3 datalied in Notes T and X, tha Group has 3 sumber of put cption &r 2,833 2,881
In place Om éxarcise of thege put options, tha Company |5 reguired o issue shases in exchange for the shares
of the minority Interests. Wnera the Company’s shareholding of the acquired subsidiary becomes equal 1
of hgher than 50% as a result, amounts are credited ta the Merder Reserve on sxercise 2018 o017
The acquirad sharas are then immediatety soid to subsidianes of the Gompany, thergby Créating an Intercompany £000 2000
receivable and sliminating the Company’s lngsaase in lwvgstments. Highest paid Durector:
During the year, puf option Kabhitias of £2 #im wera axercised In rejation to The Source (London) Ltd, M&C Sastchl .
PR UK LLP and thrae smabar Iernational subsidiaries (note 24) Thase liabilities are rot recorded in the binoks o Direstors® salaries and benefits 421 L
the Campany bs thase are irsated 83 derivatwve instruments with & negligible fair value, Bonus - -
39, Greditors falling due within one year Conteibution ta maney purchase pendian Schemes - - -
2018 2017 Total remuneration before charges - 421 421
£000 £000 Share option charges 24 100
Trade creditors (324) (182) 518 521
Amounts due to subsiSianes” (21,573) (23,891}
Accruals and deferred income 4 (425) Ouring the year, no (2017: nl) M&C Saatehi pic shares were issued to Executive Directors, in returm

(22,329) (24,498)

* Repayable on demand

40, Creditors falling due after more than one year

it} ] 2097
£000 £000
Bank loans (29,870} {27,672}

See nate 22 for mare details.

for Directors' interest in M&C Saatchi Worldwide Lid B ordinary shares.
The number of Directors With & maney purchase pension scheme was 5 (2017 5.

The Directars are the kay management personnel of the Company

Additional detalls with regards Directors’ rémuneration as required by Rule 18 of the AM ruies can
be found in the remuneratian report on pages 27 to 30. There has been neither grant to, nar exercise

fy, the Directors with regards share options during either 2017 or 2018
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42. Related parties Country Entlty Reglstered Address
Ri T, h
Ouring the year, the Company charged a ! recharge to subsidiariss totalling £818k China M&C Saatchi Advernsing (Shangha) Ltd Rg:;n ﬁﬁdoan:msfgﬁgnm
(2017, £8184}, £746k (2016, £325%) was due In rejation to this management recharge fram : :
subsidiaries as at the balance sheet date Including these amounts the Company also provides short FCING SAS ‘3,2 ?ue Naf;";og;mpe des
term working capital laans to and berrows furnds from certain subsicharies, disclosed in nates 38 and ME&C Saatch: Gad SAS \ ictares, . Paris
39. The amounts dus from subsidiary undertakings payable in cash of £75,467k (2017 £71,403k) 1s net M&C Saatchi Little Stories SAS
of £7,11Bk (2017; £5,881k) prowsions for doubtfut agsounts. France rﬁ:ﬁ %aaadtﬂg g::‘eg 2.:?!.
Further defaits of related parties of the Company are prowided in note 29 Cometis 14 Rue Meslay, 75003,
43.U f | d add Tataprod Paris
-List of reglstered addresses ME&C Saatchl Advertising GmbH Munzstrasse 21-23,
Gountry Entity Registerad Addrass Germany mig S‘S;aa:c::a (s‘;por;s &b.HEmertalnment GmbH 10178, Berlin
M&C Saatcht Sport & Enertainment Pty Ltd 99 M: ia Street, aatcht aun Gm
Park Aveaue PR Pry Ltd Y Sydn::q;éaezmge M&C Saatchi PR Unternebmergeselischaft
Saatchi Ventures Pty Lid Clear Asia Ltd 29/F Cambriige ngse.
Tricky Jigsaw Pty Ltd M&C Saatchi {HK} Ltd Tarkoo Place 79 King's
Bellwether Global Pty Ltd Level 12, 131 Macquarie Hong Kong Road, Quarry Hay
Brands in Space Pty Ltd Street, Sydney NSW 2000 M&C Saatchi Asia Ltd 8/F Alexandra House, 18
Lida Austraha Pty Ltd Chater Road, Central
Bright Red Oranges Pty Ltd Leve! 6 131 Macquare M&C Saatchi Commumcations Pvt Ltd 2 Palam Mang, Vasant
Go Studias Pty Ltd Street, Sydney Vihar New Dejhi, 110057
Austraha _M&C Saatch: Direct Pty Ltd NSW 2000 India February Ge wons Pyt Ltd 14tB Shahpur Jat New Delli
M&,C Saatehi Adency Pty Ltd Unit § 223-227 O*Sullivan M&C Saatchi Scarecrow Ltd 32 Ramyibha: Kamari
Ae Team Pty Ltd Road, Bellevue Hilt NSW 2023 - Marg, Mumba
EMC Saatch Pty Lid || M&C Saatchi SpA Vlaie Monte Nera,
MAC Saatchl Asia Pac Holdings Pry Lid Level 12,131 Lucouarel Street, taly M&C Saatchi PR sri 27 20135, Milan
Sydney NSW 2000 \srael M&C Saatchi Tel Avv Ltd 1 Abba Even, Boulevard,
Bang Pty ttd Unit 19, 285A Crown Street, srael Herzlia 4672519
Clear Austraha Py Ltd Surry Hills, NSW 2010 M&C $aatch Ltd 26-1 Enisy-Nishi 1-Chome,
M&C Saatchi Melbourne Pty Ltd Level 1, 437 51 Kilda Aoad, Japan Shibuya- Ku, Tokyo
Melbgurne, VIC 3004 M&C Saatchi (M} Sdn Bid Unit 10-2, 10th Floor,
Bahram M&C Saatchi Batraim WLL 51,122,1605,316 M Center Design Faglory S0n Bhd Bangunan Malaysia RE, 17
Lily Participacoes Lida Avenida Brigadeiro Fania Lima, Intetigence Factory San 8hd Jalan Dungun, Damansara
1355 Jardim Pauhistano 16 Heights, 50490 Kuvala Lumpur
Andar, 3a! 550 Paulo M&C Saatchi International Holdings BV 36 Golden Sguare, London
01452-919 Netherlands W1F 9EE, UK
Brazl M&C Saateh Brasil Gomumicaglo Lida Rua Girassol, 925/827, Clear Netherlands BY Kerzersgracht 203 Amsterdam
M&.G Saatch Brasi Participacocs Ltda 1st Floor, Vg Madalena, Pakistan M&C Saatcht World Services Palkistan (Pvt) Lid 45M, Block § P.EC.H.S, Karach

M+C Saatchi/Insight Pesquisa & Planejamento Lida

05433-002

Santa Clara Partipacoes Ltda

Rua Wisard,
305, vila Madalena,
3 Andar-Con, S3o Paolo
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43. List of ragistered addresses continued

44, Post-balance sheet evants

Country Entity Aeglstered Addréss
Clear \deas {Singapare) Ple L1d 21 Media Circle
S ME&C Saatchl Mobile Asig Pacific Pte Ltd #05-08/10,
ngapore M&C Saatchi (S) Pte Ltd Infinite Studios, 138562
M&C Saatchi Holdings Asa Pte Ltd 80 Robmsan
Foad, #)2-00, 068098
Creative Spark Interactive {Pty) Ltd 152 Ann Crescent,
M&C Saatchi Sports & Entertamment ‘Sandton,
South Africa Pty Ltd 4 2196
Dalmatign Communications (Pty} Lig Media Quarter,
s I3
outh Africa M&C Saatchi Abel {Pty) Ltd Sth Floor, Corner
MAC Saatchi Africa (Pty) Lid Somerset and De
M&C Saatchi Connect (Pty) Lty Senit Street, Ded,
‘Waterkant, Cape Town
MA&C SaatchiMadrid SRL
Span M&C Saatchi Digital SL Calle Gran Via,
Media By Design Spain SA 27, 28013, Madrid
MEC Saatchl 8 ship §.1
M&C Saatchi AB
Sweden MALC Saatch Go! AR T o
M&C Saatchi PR AB d
MEC Saateh (Switzerand) SA Houlevard Cari-Vogt
Switzerland 43,1205, Geneve
Love Frankie Lid 571 ASUY Tower, 10th
Floor, So1 Sukhumwit
Thallang _ 31, Sukhumyit

Road, Wattana
District, Bangkok

to the year end there have been no materal events specific to the Company reguining
disclasure. Those itemns ralevant to the Group are disclosed in Note 32.
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INDEPENDENT AUDITOR’S REPORT

1) Our opinicn is unmodlfied

We have audited the financial statements of M&C Saatch ple (“the Gompany™) for the vear ended 31 December 2018 which comprise the d incoma the statement of other

comprehensive inceme, consahicated balance sheet, COnsolidated statement of changes in equity, the consalidated cash flow statement, the parent Company balance sheet, the parent Company statement
changes in equity, and the related notes.

In our apinion:

the financtat statements give a true and fair wew of the state of the Group's and of the parent Company's affairs as at 31 December 2018 and of the Group's profit for the year then ended,
1he Groug financia statements have been properiy prepared m accardance with International Financial Reperting Standards as adopted by the European Union (IFRSs as adopted by the EU),
the parent Company financial statements have been properly prepared in accordance with UK accounting standards, including FRS 101 Reduced Misclosure Framewerk, and

= the Tnancial statements have been prepared in actordance with the requrements of the Companies Act 2006,

Basls for oplnian

-

We conducted our audit in accordance with International Standards on Audrting (UK) (“ISAS (UX}") and applicable law. Our responsibilities are described below. We have fulfilled our ethical responsibilties under,

and are independent of the Giroup in accordance with, UK estical requirements including the FRC Ethical Standard as appked to Listed entities. We believe that the sudit evidence we have obtained 1s a sufficient
and approgriate basis for our opinien

Qverview

Waterfality: £0.9m (2077: £0.9m}

Group financial statements as a whole 4 4% of normalised profit before tax (2017 4 2% of normalised profit before tax}
Coverage

§0% (2017 84%) of Group revenue; 78% (2017 T3%] profit before tax

Key audit matters

Risk vs 2017
Event driven The impact of uncertanties due 1o the UK exitn;
th:Eru’?o:ean Union on gur At * New 2018 risk
Going concern assumption A
Recurring risks Revenue recog A
Recoverability of gaodwill bl
Employee incentive schemes A
Parant Company risks Recaverabiity of parent Company's investment <

in subsidiaries and intercompany recefvables

110



INDEPENDENT AUDITOR'S REPORT

Continued

2) Key audit matters: including our assessment of risks of material misstatement

Key audit matters are those matters that, In aur professional judgement, were of most significance in tha audit of the financial statements and include the most significant assessed risks of material misstatement
(whether or not due 10 fraud) identified by us, InGluding those which had the greatest effect on the overall audit strategy, the aocation of resources in the audit, and directing the efforts of the engagement
team We summanse below, the key audit matters, in armving at our audit opiman above together with aur key audit procedures 1o address Lthose matters and our findings (rom those procedures in order that
the Company’s members as a body may better understand the procass by which we arfived at qur audit opimon. These matters were addressed, and our findwigs are based on procedures underiaken, in the
context of, and solely for the purpose pd, bur audit of the Tinantial stalements as 2 whols, and in formng our opwion therean, and consequently are incidental to that ommon, and we do not provide a seperate

opinIon on these matters

The Impact ot
uncertainties due
to the UK exiting
the Eurapean
Unlon on our audit
Refer to page 17
{principal nsks).

The rlsk
Unprecedented levels of uncertainty
All audlits assess and ther

of in particular

as described in "Recaverability of goadwill® below, and related disclosures and

the aphropriateness of the Exing concern basis of preparation of the financiai
statements (see below) All of these depend on assessments of the futurg
economic enviranment and the Group's futire prospects and performance

In addition, we are required to consider the other information presented in
the Anpual Report including the pringipal risks disclosure and 10 consider tha
Directors’ statement that the annual report and financial statements 1aken
as a whole 15 faw, balanced and understandable and provides the information
negessary for shareholders to a558ss the Group's position and perfarmance,
business model and strategy

Brexit is one of the most significant economic events for (he UK and at
the data of this raport s effects are subject ta unprecadented levels of
uncertainty of outcomes, with the fuls range of possible effects unknown.

Qur response

We developed a standardised firm-wide approach to the consideration of the untertainties ansing from
Brexit n planmag &nd perforiing our audits Our progedures included
« Cuyr Brext knowledge - We cangidered the Directars' assegsment of Brexit-related sources of

risk for the Group’s busingss ang financal resaurces compared with our own urklerstanding of

the risks We considered the Directors' pians to take action to mitigate the nsks.

Sensitnvity analysis - When addressing "Going contern assumpbon®, we Compared the

Directars’ analysis to our assessment of the reasonably passible scenarios resulting from

Brexd uncertainty

* Assessing transparency — AS well 4§ assessing individual disclosures as part of ue
procedures pn Going concern assumption wé considered all of the Brexit ralated dis¢losures
together, including those in the strategie repart, companng the overall picture against our
ungerstanding of the risks.

Qur Nindings

As reported under "Gong congern assumption”, we found the resumting esumates and related
disclosures and disclosures in relation ta gung concarn tc be light.

However, no judit should be expectad ta predict the unknowable factors or all possibie future
implicabions for & company and this is partipularly the £ase in relation 1o Brext.

Going concern
assumption

Refer 10 page 25

{Audit Commatee Report),
page 31 (Drectors’
report), Basis of
preparation page 40.

The risk
Disclosure qualtty
The financlal statements explain how the Board has formed a

is appropriate to adopt the gomg cancern hasls of preparation far the Group
and the parent Company

That judgement is based on an evaiuation af the inherent nsks to tha Group's
and the parent Gompary’s business model and how those risks might affect
the Group’s and the parent Company's financial resources ar ability to
continue operations over & penod of at 1ast a year from the date of approval
of the financial statements,

Qur response
Qur procedures incluged.
that 1t £y nging
» Assessed the terms of the Grous financing agreements,
= D with lender rep of the faciity Dbeyoid e gxisting termination gate

in order ta ascertain the attitude of the lender to any required refinancing, and
= Assessed the related covenant requirements and the risk of potential covenant breaches.
Historical omparisons:

+ Evaluated historoal forecasting accuracy of key inputs ncluding financing and operating
cash farecasts

|
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The current facilities expira in April 2020 and the Group (s In diSCussions
withits current lender and ather potentiatlenders 10 renew or refinance
their faciities

The risks most likely 10 adversely affect the Group's and the parent
Company's available finangial resources over this period were,

* Aty to smprove its cash position and support the pattern of increased
dividend payments; and

* Ability to extend or replace debt and Ivan financing arrangements.

There ace algo less predictable but realisug second order impacts, such
as the impaat of Brexit, 10s$ of a key ¢hient, and the erosion of customer
or suppher confidence, which ¢ould result in a rapid reduction of available
financial resourges,

The nisk for aur audit was whether or not those nsks were such that they
amcunted to a material uncertainty that may have cast significant doubt
about the abitity to cantinue as a gong cancern. Had they been such, then
that fact would have been required ta have been disclosed.

Key dependency assessment R
As the ability and expectation of extengding the finance would be based in part or the expested cash
flow forecasts we also

+ Assessed the Group's cash flow model to 1dentify key inputs for further enquiry The key
inputs included forecast profit before tax, forecast capital expenditure, working capital
requirements, dividend flows and farecast financing requirements.

Challenged the uaderlying assumptions with the Directors o the resultant cash flow projection
#$ an indization of whether the Group wou'd have sufficeent resources to cantinue to operate
and repay the required ¢ash amount to settle the financing arrangements.

Seasitiity analysis.

= We considered sensitivities over the level of available financial resources indicated by the
Group's financial Forecasts taking account of reasonably pessible (but not unrealistic) adverse
effects that could arise from these risks indnadually and collectively: and

Performad the sensitivity analysis of the forecasts to a number of vartable tactors, including
PaT growth, to 1dentify whether reasonably plausible adverse scenarios could have an
impact on lguldity
Benchmarking assumptiong
* Compared the Group's assumptions against exterpally derived data in refalion 10 key inputs
such as industry growth expectations and e<onomic forecasts.
Evaluating Directors’ intent:

As the Graup’s financial position (s reliant on mamtaming sufficient iquidity and extending and
replacing the existing funding arrangements, we have also

+ Evaluated the achievabiiny of the actions the Diréctors consider they would take to smprove the
pasition should the risks materialise; and

» Evalvated the tmedframe of achieving in relation the needs and requirements of the business
Assassing transparency:
¢ Assessed the completeness and agcuracy of the matters coverad in the pomg
ooncern disclosure

QOur findings

We found the going concern disclosure without any material uncertainty to be proportionate (217
proportionate) and the o es of the 's actions 10 manage the funding risk in the
Group to be lght (2017 hght}

Revenue recognition The risk
The specific nature of the risk of material misstatement in revenue

recognition varies across the Group’s businesses,

Qur response
Qur procedures included:
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AUDITOR'S REPORT

(£422.4 miltion; 2017:
£251 § millron}

Refer 10 page 25

(Audit Commilige Report),
page 48 {sigmficant
accaunting policies), note
4 on page 64 (accounting
policy), note 2 on page 54
(changes in accaunting
policies and diselosures)
and note 3 on page 58
{flinancial disclosures).

Oata capture and processing

Rebates are earned from suppliers based on the leve| of spend and
contractual terms with the media owner,

the timing of ition and accuracy of rebate income
earned 15 an araa of complexity and judgement is réquired in deterrmining
the value of meda rebates recognised. The Group's processes for
capturing and processing data to calculate rebate income 1s reliant upon
complex spreadsheet models which are potenually prane to processing
and formulg errar.

Accounting for Media Income.

= Assessment of contral envicanment: we documented the systems and controls in operatian. Our
testng identified weaknesses in the design and aperation of consrols As a result we expanded
the extent of our detalied testing aver and abgve that originally planned.

Tests of detal On a sample basls we assessed the Dirgctors” interpretation of contractual
terms with media owners and chants to detérmine whether the amount of rebate income to be
recognised during the year was appropriate.

* For asample of rebate income recognised during the year we obtzined evidence afinvaices,
payments and contracts ta determine whether such income was recognised at the appropriatg
nime, in hn2 with the contractusl terms agreed with ihe medla owner and applicable

Assessing the accuracy of rebate income Is also an area of with
regards to whether suchincome earned is required to be shared with the
cugtamar and on what basis to calculate such passhack.

2018 Revenwe recognition

8 standards,
of tha rebates model.
We obtamed the Diréctors' caiculation of the year end accrued rebate Income balance and

of KPMG i

] to assess the integnty

When revenuer for | projects, jud Is
required In identitying the performance obligations, identifying whather the
income should be recognised over time or al a point m Lme,

Given the n and nvolved, iming
of recognition and accuracy of project revanye is congsidered to be
akay autht risk

IFRS 15: Accounting agplicavion

The adoptior of IFRS 15 has changed how the Group is required to
recognise Fevenue which has resuited in new accounting pakicies far

the Group and new judgements and estimates which are required to be
made by the Directors which Gould lead to a material misstatement in tha
Tinancial statements. During the year, revenue Is recognised monthly based
ah the underiying systems and processes in each BusINess unit however
given the many different contractual arrangements, a full analysis of the
Judgements in respect of agency vs principal refationships, identficatian of
performance oblgations and in which pericd revenue should be recogmised
was not performed until after the year end. By only performing this analysis
Once a year rather than embedding the analysis within their underhng
processes, this incredsas tha risk of error in the apphcation ¢f IFAS 15.

The effest of these matters is that, 2s part of our risk assessment, we
determined that revenue racognition has a high degree of estimation
uncertainty, with a range ot r greater than
oyr materiality for the financial statements as a whole, and possibly many
times that amaunt

Praject revenue:

{FRS 15,

i the year-end balance.

* We aiso perfarmed substantive sampling of the year end accrued rebate income balance,
agreeing accrued balances to supplier confirmations recgived post year gnd. Where such
gonfirmations were not received by the chent, we checked the calculatian of the acorued
balante by agreeing supplier axpenditure to purchase invoices and checking the contractual
terms to urklerlying contsracts,

* Assessment of gontrol envirgnment; we documented the syslems and controls in OpEraton In
the year. Our testing identified weaknesses and 45 a result we significantly expanded the extent
of our detailed testing over and above that orginally planned far entities in the group which
were a first time adopter of IFAS 15

Accounting analysis- We the revenugr iton policy of the Group and on a sample
basis we assessed whether tha refated revenue had been recognised in coafarmity with Group's
policy and applicable accounting standards

+ Tests of deta: For g sample of revenue racognised rear the year end, which insiuded
both revenue and amaunts accrued or deferred at pariod end, we assessed whether
the transactions were recognised i the appropriate accounting period by checking the
transactions to supperting documentation such as. underiying contracts or custamer purchase
orders or agreed project estimates and, in certain instances, corrobor ating amaunts
recognised with project managers.

A "

wa the appropriatenass af the accounting pokvies based on the
requirements of the new stangard, our business understanding and industry practice.

» Testing apphication: We have obtained the Group’s analysis of the full year impact of IFRS 15 and
assessed the judgemants made ragarding agency vs principal relationships, the identification of
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performance obligatians to wentify n which period the revenue should be recogmsed and also
whether revenue should be recognised at a point in ime or over ime. For a sample of revenue
contracts on which this analysis was performed, we oblained the ¢ontract and determined whether
the Group had appropriately recognised revenue in accordance with the Group accounting

policies and IFRS 15.

» Assessing transparency: We assessed the completeness, accuracy and relgvance of the
transition disclosures.

Qur findings

We found that the Group's judgement i1 respect of and application of IFAS 16 to be slightly

optimistic and significant errors which were carrected We also found that the Group's estimate

of the Project and Media ncome revenue amount in the firancial year to be aptimistic (2017
proportienste} 2ad signlficant errors which were carrected and also significant uncorrected errars
approaching materiaty, for which we have reported an audit difference (2017: corracted and
uneorrected errors)

Recoverabillty
of goodwil,

{£43 0 milhen,
2017 £40 8 milion)

Refer to page 26 (Audit
Commiti¢e Report), page
42 (accounting policy) and
note 16 on pages 80-62
(financial disclosures).

The risk
Foreczst based valuation

Market cenditions remain challenging and performance has varied
Compared to the Directors’ expectation, particularly in the MCD business
Ih the US, Creative Spark in South Africa, Lida and M&C Saatchi Export
businesses in the UK.

Determining whether the carrying vatue of goodwili ts recoverable requires
the Directors 1o make significant estimates concerning the future cash
flows, which are inherently uncertain due to the lack of contractually
Gommitted revenues, asscciated discount rates and growth rates based
on their view of future business prospects. Given the relative sensitivity to
Certan inputs to the impairment models, the calculation of the recoverable
amount of goodwiil s cansidered a key audit risk.

Qur response
Our procedures included:
= Assessing farecasts Challenged the d the value in use madels used for
goodwill, impairment testing including operating cash flow projections and fong term growth
rates. We assessed the histoncal accuracy of Directors' forecasts by companng past forecasts
to actual results achieved,
= Qur sector experience: Assessed the methodology used in preparing the imparment testing
models including checking the mathematical accuracy of the impairment model and, with

the ofaur ists, we fermed an ind of the
discount rates used,
= Sensitivity analysis: Performed sensitivity analys:s over des in the key PHONS.

= Assessing transparency: Considered the adeguacy of the Group's disclosures n respect of its
goodwill impairment testing and whether disclosures about the sensitivity of the outcome of the
impairment assessment to reasonably passible changes in key assumptions appropriately reflect
the risks inherent in such assumption.

Our results

We found that the Group's estimate of the recoverable amount of Goodwill to ke mildly cptimistic
(2017 midly optimistic)

Emplayee
incentive scheames
Share based
payment charge:

The risk

The Group has entered into 15 new share award schemes with minority
sharehoalders, of which some include a financing element The total number
of schemes n place 15 58 (2017 42) This has increased the complexty and
the risk of error.

Our response
{ur procedures inciuded:

= Assessment of control enviranment. Our tesking rdentified weaknesses in design and
implamentation of controls and as a result we have expanded the extent of our detailed testing
over and above that originally planned
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(6. 1millon; 2017: £13.5m)

Fair valug koss (2017: gain)
on minority sharenolder
ourt opticn

The acCounting for Share-based payments is complex and the preparation
of the estimate of the share-based paymant expense and the related
'2s Invalve suby or uncertainties, which requires
special gudit conskderaten because of the Ikeiihood and patential
of

(£0.9m; 201T: £3 Om)

Minority shareholder put
ontion habifities:

(£18.4m; 2017: £25.1m)

of the share-based payment expense and
related disclosures,

The effect of these matters is that, as part of our risk assessment, we
determined that the falr value of both new and existing INGentiva schemes
has a high degree of estimation uncertainly, with 2 potential range of
Teasonable gutcomes greater than our matenality for the financial

.

Inspectian of supporting documentation to understand the key terms of share awards, including
the related [6an and option features,

Challenge of the key assumptions underpinning the fair value calculations, including performance:
forecasts, by COMPanng 1 our own based on gur k 1ge of the srtity and
entity's histarnical performance.

Agreeng the terms and canditions af few awards 10 Supporting dogcumentation,
Re-performance of the calgulation of the fair value of the employee incentve schemes.

Our sector experiance: With the astistanee of our valuation speciahists we formed an

of the gy used In prepanang the valuation of schemes using
Monte Cario valuation mogel.

.

.

parent Company's
investmant in
subslidlaries and
Intercompany
recefvables

{2187 U milhon,
2017: £173 3m)

Rafer ta page 106
{accounting policy)

and note 36 on page 106
and note 38 on page 107
{finangial disgiosuras).

Low risk, high value

Tha parent Company has a significant il n sub

ulemems as a whole. The financial statements {note 26) disclose the
?::;:'1!((‘1. page 25 Repaort), by y esti d hy the Group, ents o ) o s Assessing transparency: B the Group's disclosures about the of the
pages 42-43 (accounting outcome 1o the changes in key assumptions.
poiicy} and note 24 orf page Our findings
?2;?&;7::‘3 n‘;‘:}s:;‘)e 9 We found significant errors, which were corrected in the Group's estimate of the fair value estimate
g of the awards value (2017. some errors which were carrectad} and the disclosures relating ta share
awards to be proportionate (2017 proportionate).
[Recoverabliity of The risk

Qur respanse
Our procedures included:
= Test of detal: We cnmpareu the carryng amount of 3 5ample of the Nghest valug investments

¥
1n the Group. n addition the parent has inters

recevabies due fram these subsidiaries,

Y

The carryng amount of the pargnt Company's ivestments in Subsididries
and intercompany recevetiigs represent 96% (2017: $6%) of the parent
Company's total assets Therr recoverabiiity 1s not at a high rigk of
significant misstatement or subject to signficant judgement However,

due ta their materiality in the context of the parent Company financiai
statements, this 15 Considéred 10 be the area that had the greatest effect on
aur overall parent Company audit.

angd intar with the relevant subsidiaries’ dratt balance sheets to identify
whether their nel assets. being an approximation of thewr minimum recoverable amount, were
in excess of their carrying amount and whether those Ies have histoncally
been profit-making.

Assessing subsidiary audits: Assessed the work pertormed by the subsidiary audit team on that
sample of those subsidianes and considenng the résuts of that work, on these subsidiaries’
profits and net assets.

Qur findings

We faund some errors m the Graup’s estimate of the recoverable amount of shares in subsidiary
and inter Iy {2077: no errars) and the disclosures related 10 be
proportionata {2017: proportionate).
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In reaching our audit opinion on the financial statements we took 1nto account the findings that we describe above and those far other, lower nisk areas Overall the findings from across the whole audit are that
the financial statements vse some mildly optmistic estimates, shghtly favour current year revenue recognitian and are light on disclosure, However, compared with materiality ang considering the gualitative
aspects of the financial statements as a whole we have not modified our opmion on the financial staterments

3) Our apphcatien of materiality and an overvisw of the scope of our audit -

Materaity for the Group financial statements as a whole was set at £0 9m, determined with refarence to a benchmark of normaiised profit before tax from cantmuing operations of £20 5 million {of whigh it
represents 4 4%), normalised to exclude this year's imparment of gocdwll and associates. The materality for 2037 of £0 9m was determined with reference 10 a benchmark of profit before tax normabsed
to exclude that year's :impairment of goodwill, fair value movements an put optian habilities and specific share based payment ¢charges of £21.6m (of which 1t represented 4.2%}.

Materialty for the parent Company financial statements as & whole was set at £0 85m (2017, £0 9m), determined with referance to a benchmark of parent Company total assets of £1351m (2017 £1797mj,
(of wiich It represents 0.4% (2617 0 §%)).

We agreed 10 report to the Audit Cammittee any corrected or uncarreeted identified misstatements ex¢eeding £45,000 (2017: £45,000), 1n addition to other identfied misstatements that warranted reporting
on qualitative grounds.

Of the Group's 66 (2017 77) reporting Gomponents, we subjected 17 (2017: 15) to full scope audits for group purpases and 2 (2017: 2) to audits of account balances and specified nsk-focused audit procedures
over Revenue and related accounks. The latter were not individuaily financially significant enough 1o require a full scope audit for group purposes, but did present specific Indrvidual misks that needed
to be agdressed.

The components within the scope of our work accounted for the foltowing percentages of the Group’s results:

' Group profits

Number of Group and losses Group

componants revenus before tax total assets

Audits for group repertng purposes 7 5% 5% 79%
Audils and Spemhied nsk-Tocused aulit pracedures over Revenue and related accounts 2 5% 5% 3%
Total (2018) 19 80% B0% %
Audits for Broup reporting purposes 5 8% 65% 78%
Audits and Specified risk-focused audit procedures over Revenue and related accounts 2 6% 8% %
Total (2017) 17 4% 73% B2%
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The ramainng 20% (2017 16%) of total group reveaue, 20% (2017 27%) of Graup profits and losses that made Up Group profit before tax and 17% (2017 18%} of tota! Group assets is represented by 49
(2017 60) of reporung companents, none of which individually represented more than 3% {2017- 4%} of any of total Group revenue, Group profits and lossas before tax or total Group assets. For these residuat
companents, we pérformed analysis at an aggregated groug fevel to re-gkaming our assessment that there were no significant risks of materat misstatement within these

The Group team instructed Gomponent awditors as to the significant areas Lo be covered, including the relevant risks detailed above and the information to be reported back. The Group team approved the
component Matenakitigs, which ranged from £0.1m to £0 85m (2017: £01m to £0.9m), having regard ta the mix of size and nsk profile of the Group across the cempanents

The Graup team visited 3 (2017, 2) component focations in US, Australia and South Africa {2047: US, Australia), to assess the audit nsk and strategy. Telephone conference meetings were also held with these
component auditors and the others that were not physically visited. At these visits and meatings, the findings reported to the Group team were disqussed yn more detail, and any further wark required by the
Group team was then performed by the component auditor.

The work on 8 of the 19 compenents (2017: 7 of the 17 components) was perfonmed by companent auditors and the rest, ncluding the audit of the parent Company, was parfarmed by the Group team Our
audit of the parent Company was undertaken to the maveriaity fevel specified abave and was alt performed at the parent Company's head office in the UK. The Group team performed procedures on the tems
excluded from normalised Group profit before tax in bath 2618 and 2017

4) We hava nothing to report on going concern

The Directors have prepared the financial statements an the going concern basis as they do not intend to kouidate the parent Company or the Group ar 1o cease their operations, and as they have concluded that
the parent Company's and the Group's financial position means that this 1s resistic, Thay have also concluded that thers are no matenal uncertanties that could have cast significant doubt over their abity to
continue as 3 OINE GORGErN tOr a1 lgast 3 year from the date of approval of the financial statements ("the going concern period™).

Our regponsibility is to conclude on the appropriateness of the Directors' canciusians and, had there been a material uncertainty related 1o S0ing concern, 10 make reference 10 that in this audi report However,
as we caniot predict afl future events or condihons and as subsequent evems may result in 1hat 218 with Judg that were T at the Lma they Were made, the absence of
reference 10 a material uncértainty in this auditor's réport 15 not a gliarantee that the Group and the parent Company will continue in aperation.

We identfied going concern as a key audit malter (see section 2 of this repart) Based on the work described in our response to that key audit matter, we are required to repart to you if we have anything
material to add or draw attentlon to i relation to the Directors’ statement In Preparation to the financial stalements an page 40 on the use of the going toncern bass of actounting with no materal uncertainties
that may cast significant doubt over the Group and the parent Company's use of that basis for a perod of at least twelve manths from tie date of approval of the financial statements.

We hava nothing 10 report In these respects

5) We have nothing to report on the other information in the Annua! Report
‘The Directars are responsible for the ather information presented in the Arnual Repart together with the financral statements Our opirion on the financial statements does not cover the other information and,
agtordingly, we do not express an audit opinian or, excapt ag exphcitly stated belaw, any torm of assurance concusion thereon

Qur responsibility is ta read the other information and, in doing $0, toansider whether, based on pur financiaf statements audit work, the information therein 15 materally misstated or sncansistent with the
financial statements or our audit knowledge Based salely on that work we have not identrfied material misstaterents m the gther information.
Strategic report and Directors’ report
Based solely on our work On the other information:
= wa have not identified material mi (n the stratefic report and the Directors’ report;
+ m our opivon the Information given in those reparts for the financia! year 1S consistent with the financial statements; and
+ I our opinion those reports have been prepared in acCordance with the Comganies Ast 2006.
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Disclosures of principai risks and longer-term viability
Based on the knowledge we acquired during our financial statements audit, we have nothing material to add or draw attentioe o jn relation 1o

+ the Birectors’ canfirmation within the Stralegic report that they have carried out a robust assessment of the principal risks facing the Group, including those that would threaten its business model, future
performance, solvency and iguidity,
the Principal Aisks disclosures descriting these risks and explaining how they are being managed and mitigated, and
the Directors’ exglanationin the Risks and uncertainties sectan of the Strategc repart an pages 16 and 17 af haw they have assessed the prospects of the Group, aver what periad they have dore 50 and
why they considered that period to be appropriate, and their statement as to whether they have a reasonable expectatian that the Group wil be able to continue in operation and meet its habiliues as they
fall due over the period of their assessment, including any related disciosures drawing attention to any necessary qualifications or assurmplions

Our work Is limited to assessing these matters i the context of only the knowledge acquired during our financial statements audit. As we cannat predict 2il fulure events or conditions and as subsequent
events may result in outcomes that are incanststent with judgements that were reasonable at the time they were made, the absence of anything to report cn these statemants is notl a puarantee as to the
Group's and the parent Company's longer-term watifity
Corporate governance disclosyres
We are required 1o report to you If _

+ we have identified material incor between the knowledge we acquired during our financial statements audit and the Diregiors’ statement that they consider that the annual report and

financial statements taken as a whole 15 fair, balanced and understandable and provides the information necessary for sharebolders to assess the Group's positon and performance, business madel
and strategy; or

= the seclion of the annual report describing the work of ths Audit Committee goes not appropriately address matters communicated by us to the Audit Committee

We have nothing to report in these respects.

6) We have nothing to report on the other matters on which we are required to report by exception
Under the Compantes Act 2006, we are required to report to you if, in our opmion:
+ adequate accounting records have not been kept by the parent Company, or returns adequate for our audit have not been received from branches nat visited by us, or
 the parent Company financial statements are not in agreement with the acGounting records and returns; or
= certain disclosures of Directors' remuneration specified by law are not made; or
+ wehave notreceved all the information ang explanations we require for our audit.

We have nothing to reportin these respects,

7) Respective responsibllities
Oirectars' respansibiities

As explained more fully in their statement set out on pages 36 and 37, the Directors are responsible for: the preparation of the finaneial statements including being satisfied that they gve a true and fair view;
such internal contral as they determine 1s necessary to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error; agsessing the Group and parent
Company’s ability ta continue as a going concern, disclosing, as apphcable, matters related to gong concern, and using the going cancern basis of accounting unless they either inteénd to kquidate the Group or
the parent Company or to Gease operations, or have no realishic alterrative but to de so.
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Auditor’s responsibiities

Qur chjectives are to obtain reasonable asswrance aboyt whether the financial statements as a whole are free from matenal misstatement, whether due to fraud or errar, and to i1Ssue our opIIon IN an
auditor's report. Reasonable assurance 15 a high leva) of assurance, but does not guarantee that an audt Gonducted in actordance with ISAs (UK) will always detect a matenal misstatement when it eusts.
Misstatements can arise from fraud or error and are considered material if, indrvidually or n aggregate, they could reasonably be expectad te influence the gconomic decisions of users taken on the basis of
the financeal statements.

A fuller deseription of our responsibdities 1s prowded on the FRC's website at www. g orguk/auditorsresponsitiities.
6 The purpose of our audit work and to whom we owe our responsibilities

This report 1s made solety to the company's members, as a body, n actordance with Chapter 3 of Part 16 of the Compaues Act 2006 and the terms of our engagament by the Company. Our audit work has
been undertaken 5o that we might state to the Company's' mambers those matters we are required to state to them in an auditor's report, and the further matters we are required to state to them in
accordance with the terms agreed with the Company, and for no other purpose. Ta the fullest extent permitted by law, we do not accent or assume responsibility to anyone other than the Company and the
Company's members, as a body, for our audit work, for this report, or for the apimons we have formed. .

Adrlan wucn@m Statutory Auditor)

for and on behalf of KPMG LLP, Statutory Auditor
Chartered Aceountants

15 Canada Square

London E14 SGL

United Kingdom

28 May 2018
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