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1 Year Chart Final results ahead of expectations
£4.50 Final results were ahead of our, and market, expectations at several levels reflecting strong
£4.00 organic growth; a good performance from acquisitions; US dollar benefit and, not least,
operational efficiencies across the group. Whilst North American growth captured most of
£3.50 the headlines; the contribution from the UK, EMEA and APAC was significant. The
£3.00 balance sheet was stronger than expected leaving the group well positioned to capitalise
on further M&A opportunities. The Izey question for investors is whether the current FY18E
£2.50
PE of 15.1x fully captures growth prospects (we look for 11% EPS growth); current or
£2.00 future upgrades; benefit from future acquisitions or continuing US dollar strength.

Apr Jun Aug Oct Dec Feb Apr
16 'l6 'l6 'l6 'le6 '17 '17
North America continues to drive organic growth: North America
delivered 13% organic growth (group average 10%) with nearly all the
agency brands growing well and maintaining margins (one exception, which

we discuss later).

® Margin uplift from other territories: Although all the non-US
territories delivered positive organic growth; the real story here is the

improvement in margins, which were driven primarily outside of the US.

® Outlook: The tone is optimistic although recognising that FY17A was an
exceptional year (dollar strength and non-US improvements). The
underlying agencies are performing well and client demand remains buoyant.
n

Forecast revisions: We have upgraded our forecasts reflecting the better
than expected performance in FY17A and the improving outlook for some of
the non-US businesses. Our FY18E adjusted PBT/EPS estimates have
increased by 5%/1% respectively, with the PBT upgrade largely offset by an

lain Daly increase in the fully diluted share count.

B Valuation: Based on our new estimates, Next Fifteen trades on a FY18E PE
id@radnorcp.com

of 15.0x and a yield of 1.6%. This remains at a discount to the broader market

+44 (0) 203 897 1832 and the Small Cap Media peer group, despite offering faster growth and

better than average balance sheet flexibility.

Year End Revenue, iv Net Cash,

January £m £m

FY 2016A 129.8 16.1 16.9 4.2 -6.6 23.2 1.1%
FY 2017A 171.0 24.2 23.4 5.3 -11.4 16.8 1.3%
FY 2018E 191.4 28.9 26.0 6.1 -1.2 15.0 1.6%
FY 2019E 204.1 31.8 28.6 6.6 12.5 13.6 1.7%
FY 2012E 215.9 34.5 30.7 7.1 37.9 12.7 1.8%
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Results — Key Headlines

" Revenue of £171.0m (+32% y/y) — Radnor estimate of £168.8m.

Results were ahead of our, and
Growth breaks down as 10% organic, 10% acquisitions and 12% from

market, expectations . ..
currency gains (primarily US Dollar strength relative to Sterling).

® Adjusted EBIT margin of 14.6% (FY16A: 12.7%) — Radnor estimate of
14.5%. The margin gains came from outside the US, where margins were flat

y/y at 21%.

" Adjusted PBT of £24.2m (+50% y/y) — Radnor estimate of £23.6m.
Underlying net interest cost unchanged at £0.5m

® Adjusted EPS of 23.4p (+39% y/y) — Radnor estimate of 22.7p. Fully

diluted share count of 78.3m shares lower than our estimate of 80.0m.
® Full year dividend of 5.25p (+25% y/y) — Radnor estimate of 5.1p.

® Operating cashflow of £32.8m (+101% y/y) — Radnor estimate of
£26.7m. Working capital generated a cash inflow of £6.3m due to timing and

tight management.

® Acquisition spend of £21.9m — Radnor estimate of £18.7m. This breaks
down into £14.5m of initial consideration, £6.6m of deferred consideration

rclating to prior year acquisitions and a £0.8m minority investment.

®  Net debt of £11.4m — Radnor estimate of £13.6m. Headline net debt /
EBITDA multiple of 0.4x, compared to bank covenant of 1.75x.

" Exceptional & Adjusted Items of £21.3m — Radnor estimate of £10.2m.
Largest point of variance was a £10.5m Charge relating to the grant of equity
participation units to a number of senior agency management teams. We

discuss this in more detail below.

Elsewhere, a £0.7m restructuring charge was taken relating to Story in the US
(the only fly in the US ointment). Acquired intangible amortisation was £5.5m
and the accounting charge relating to timing and value movements in the
outstanding deferred consideration was £4.2m (Radnor estimate £2.8m).

Other than the £0.7m restructuring charge, all were non-cash items.

What has changed?

In our January 2017 initiation of coverage, we identified the following as key
components of the Next Fifteen investment case. Have the final results made us
reassess any of these points? The short answer is no.

Organic Growth

North America continues to lead North America (+13% y/y) remains the key driver of group organic revenue
the way but all regions delivered growth, although we note that all the group’s key geographical segments posted
organic revenue growth ... solid organic revenue growth in FY17. In broad terms, we expect this picture to
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be maintained with organic growth in the UK accelerating as the full impact of
the recent acquisitions years feeds fully into like for like calculations.

Given the very strong first half in FY17; US comparatives could look challenging
in H1 FY18E. However, client demand remains strong and we retain our double-
digit growth expectation for North America in FY18E.

Margin Gains

Profit growth in North America is largely a function of revenue growth, with
segment margins running at ¢.21%. We do not anticipate significant expansion
from these levels.

L — The picture is different elsewhere, especially in the UK, where a combination of
outside of the US ... self-help and higher margin acquisitions could drive margins towards and
potentially beyond North America. The UK saw FY17 margins increase 530 basis
points to 18.9% and we currcntly look for FY18E margins to reach 21%.
Although unlikely to reach US and UK margin levels, both EMEA and APAC offer

g y g

further margin recovery potential.

UK Acquisitions — US Opportunity

Recent M&A has focused on the UK, where Next Fifteen has targeted
differentiated, growing and technology focused agencies which have the potential
to leverage into North America where most of Next Fifteen’s largest clients are
based. This strategy allows Next Fifteen to take advantage of lower acquisition
multiples, whilst enhancing internal IP and innovation. This enables the group to
stay ahead of a fast-moving client base. We see no indication that this strategy is

likely to Change over the short to medium term.

Portfolio Approach

Fundamental to the Next Fifteen model is a “portfolio manager” approach to
group structure, management and, crucially, incentivisation. Centralising and
fully integrating the individual agencies is not the Next Fifteen way. Instead, the
group acts as a platform for growing, entrepreneurial, technology focused
businesses to accelerate and de-risk their own development plans through capital

P P gh cap
allocation and logistical support.

Agency management This devolved structure also allows Next Fifteen the ﬂexibility to ensure
incentivisation is intended to management teams are appropriately incentivised through direct participation in
enhance entrepreneurial impetus their own success. This incentivisation approach can be seen in the exceptional

items, where a £10.5m share option charge was taken. This was perhaps the only
material surprise in the results and is worth exploring in more detail.

£8.0m of the £10.5m share option charge relates to growth shares, which enables
agency management teams to share in the uplift in value delivered by the growth
of their businesses. These growth shares are typically structured to vest after a

PP he i ] five-year period and are satisfied by the issue of new Next Fifteen shares, or shares
. alt t ¢ : ) .
. Zui s n'zm Shm HmEy purchased in the market by the EBT. The current charge reflects the best estimate
non-cash share option charges ...

P g as to the current, discounted value of the awards. Although Next Fifteen treats
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Other share option charges are

treated as exceptional . ..

Strong balance sheet supported by

operational cash generation . ..

these as an adjusted item (they are non-recurring once granted and are non-cash
items), the cost is captured within the fully diluted, adjusted EPS, which is the
key EPS measure used by the company.

Interestingly, the cost of PLC management LTIPs are not adjusted out of the core
results as these are deemed to be recurring (c.£1m pa).

Balance Sheet Strength

Net debt at the year-end was £11.4m (better than our £13.6m forecast). This
represents a net debt / EBITDA multiple of 0.4x, offering ample headroom to
the 1.75x bank covenant limit. Even on a “fully costed” basis, fully factoring the
estimated cost of all deferred consideration liabilities outstanding (£19.4m over
the next five years), the net debt / EBITDA multiple comes in at 1.1x.

Next Fifteen is a highly cash generative business. In FY17A, even before
favourable working capital movements, the group generated £26.5m of operating
cash-flow (rising to £32.8m after working capital), representing 106% underlying
conversion of adjusted EBIT. We assume some of the working capital in-flows
reverse in FY18E, but even so we look for £31.8m of underlying operating cash-

flow (falling to £28.7m post working capital).

Valuation

Price Market EV/EBITDA Div Yield
(p) Cap,£fm FY1 FY2 FY1 FY2
Cello 126p 130.1 15.0 14.5 9.4 8.5 2.8% 2.9%
Ebiquity 161p 86.1 15.6 16.9 9.7 7.2 0.4% 0.5%
Huntsworth 48p 156.9 11.7 10.7 7.4 6.2 3.8% 3.8%
M&C Saatchi 345p 262.7 15.1 14.0 9.0 8.1 2.7% 3.0%
YouGov 263p 275.8 25.5 23.1 20.0 17.3 0.6% 0.7%
XLMedia 108p 216.4 10.5 9.6 6.2 5.5 5.6% 6.0%
| Small Cap Agencies 15.5 14.6 10.0 8.6 2.5% 2.7%
| Next Fifteen 390p 286.9 15.0 13.6 8.7 7.6 1.6% 1.7%

Source: FactSet. Radnor Capital Partners

Despite the strong run in the share price over the last three months, Next Fifteen
currently trades at a small discount to the Small Cap Agency peer group in terms
of both forward PE and EV/EBITDA. However, Next Fifteen offers faster EPS
growth over the next two years, underpinned by a healthy balance sheet and
strong, operational cash-flow generation.
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REGULATORY DISCLOSURES

Radnor Capital Partners Ltd is authorised and regulated by the Financial Conduct Authority.

Radnor Capital Partners Ltd
27 Clements Lane

London

EC4N 7AE

www.radnorcp.com

DISCLAIMER

Copyright 2017, Radnor Capital Partners Ltd. All rights reserved. This report has been commissioned by Next Fifteen
Communications PLC and prepared and issued by Radnor Capital Partners Ltd. All information used in this report has been
compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report. Opinions contained in this report represent those of the analyst at the time of publication. The securities described in the

report may not be eligible for sale in all jurisdictions or to certain categories of investors.

This report is not intended as a solicitation or inducement to buy, sell, subscribe or underwrite any securities mentioned or in the topic
of this document. A marketing communication under FCA Rules, this document has not been prepared in accordance with the legal
requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the
dissemination of investment research. However, Radnor Capital Partners Ltd does have strict rules relating to personal dealings by
individuals employed or instructed to help prepare investment research. A copy of these rules is available upon request. Radnor Capital
Partners Ltd does not conduct any investment business and, accordingly, does not itself hold any positions in the securities mentioned in
this report. However, the respective directors, officers, employees and contracted persons or entities may have a position in any or related
securities mentioned in this report. Radnor Capital Partners Ltd, or its ajﬁh’ates, may peg‘brm services or solicit business ﬁom any qf the
companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and can be subject to
volatility. In addition, it may be difficult to or not possible to buy, sell or obtain accurate information about the value of securities
mentioned in this report. Past performance is not necessarily a guide to future performance. Forward looking information or statements
in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable,
and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or
achievements of their subject matter to be materially different from current expectations. To the maximum extent permitted by law,
Radnor Capital Partners Ltd, or its affiliates and their respective directors, officers and employees will not be held liable for any loss or
damage as a result of reliance being placed on any of the information contained in this report and do not guarantee the returns on

investments in the products discussed in this publication.
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PROFIT & LOSS
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Price (p):
Market

390 p
287 m
288 m

BSOLUTE vs FTSE ALL SHARE

Year to 31 January, £m 2016 2017 FY18e FY19¢ FY20e e N1§ e All Share

UK 27.9 42.6 48.6 51.0 53.1

North America 83.5 107.0 119.8 129.4 138.5 50

EMEA 6.4 7.2 7.6 7.8 8.1

Asia Pacific 12.0 14.2 15.3 15.8 163

Group Net Revenue 129.8 171.0 191.4 204.1 215.9 .50

UK 3.8 8.0 10.2 10.8 11.3

North America 17.5 22.3 25.4 27.7 29.9 £3.00

EMEA 0.5 0.6 0.8 0.8 0.9

Asia Pacific 1.4 2.2 2.5 2.5 2.6 £.50

Head Office (6.6) (8.2) (9.2) (9.8) (10.4)

EBITA - Adjusted 16.5 25.0 29.6 32.1 34.3 £2.00

Associates & JV's (0.0) (0.3) 0.2) - - Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr
Net Bank Interest (0.4) (0.5) (0.5) (0.3) 0.1 16 16 '16 16 'l6 'le "6 "6 'l6 17 ‘17 17 17
PBT - Adjusted 16.1 24.2 28.9 31.8 34.4 Source: FactSet
Non Operating Items (8.1) (17.1) (10.8) (11.1) (11.4)

omcrmmaiem 0w w05 0y 09
PBT - IFRS 5.6 2.9 15.9 18.2 20.5 % of ord. Share capital
Tax (1.1 (1.2) (3.2) (3.6) (4.1)  Liontrust 14.9%
Tax - Adjusted (3.5) (5.3) (6.5) (7.0) (7.6) Octopus Investments 8.4%
Tax rate - Adjusted 22.0% 22.0% 22.5% 22.0% 22.0% Directors 7.3%
Minority interests 0.5 0.5 1.0 1.0 1.0 Standard Life 6.9%
No. shares m 66.3 72.3 73.6 74.5 75.5 Hargreave Hale 6.0%
No. shares m, diluted 71.6 78.3 82.2 83.1 84.1 Herald Inv Mgmt 5.7%
IFRS EPS (p) 6.0 1.6 15.8 18.2 20.4 Aviva Investors 5.4%
Adj EPS (p), diluted 16.9 23.4 26.0 28.6 30.7 BlackRock 5.4%
Total DPS (p) 4.2 5.3 6.1 6.6 7.1

CASH FLOW

Announcements

Year to 31 January, £m 2016 2017 FY18e FY19e¢ FY20e Date Event
Net Profit: (add back) 4.5 1.7 12.7 14.6 16.4 4th April 2017 Final results (y/e Jan 2017)
Depreciation & Amortisation 6.1 9.5 9.9 10.5 10.9 10th Nov 2016 Acquisition of HPI for £1.3m
Net Finance costs 2.8 4.7 3.0 2.8 2.4 27th Sep 2016 Interim results (6 months ended July 2016)
Tax 1.1 1.2 3.2 3.6 4.1 27th Sep 2016 Acquisition of Pinnacle for £4.4m
Working Capital 0.2 6.3 (3.0) (0.4) (0.4) 28th June 2016 Interim trading update
Other 1.6 9.4 3.0 1.0 1.0 12th April 2016 Final results (y/e Jan 2016)
Cash from Ops 16.3 32.8 28.7 32.1 34.5 Ist April 2016 Acquisition of Twogether for £6.6m
Cash Tax (3.0) (2.0) (4.8) 2.7) (3.1

o a5 av v ao
Intangible Capex (0.6) (0.6) (0.8) (0.8) (0.8) 2016 2017 FY18e FY19¢ FY20e
Free Cashflow 6.4 22.0 19.2 24.5 26.6 RoE 22.9% 26.8% 26.9% 25.5% 21.7%
Dividends (3.0) 4.3) (4.8) (5.2) (5.6) RoCE 27.8% 30.9% 36.4% 39.7% 42.4%
Acquisitions & Inv. (13.4) (21.9) (5.0) (5.0) (5.0) Asset Turnover (x) 0.6x 0.6x 0.6x 0.5x 0.5x
Financing 14.6 11.1 (0.8) (0.6) (0.2)  NWC % Revenue 93%  16.1%  13.7%  12.6%  11.4%
Net Cashflow 4.6 6.8 8.6 13.8 15.8 Op Cash % EBITA 98.6% 131.5% 97.0% 100.0% 100.5%
Net Cash (Debt) (6.6) (11.4) (1.2) 12.5 37.9 Net Debt / EBITDA 0.4x 0.4x 0.0x -

BALANCE SHEET

VALUATION

Year to 31 January, £m 2016 2017 FY18e FY19¢ FY20e Fiscal 2016 2017 FY18e FY19e¢ FY20e
Intangibles 53.6 80.0 79.8 79.3 78 .4 P/E 23.1x 16.6x 15.0x 13.6x 12.7x
P P+E 10.0 15.8 16.1 16.1 16.1 EV/EBITDA 15.3x 10.1x 8.6x 8.0x 8.4x
Tax Asset & Other 7.9 11.7 11.2 11.2 11.2 Div Yield 1.1% 1.3% 1.6% 1.7% 1.8%
Total Fixed Assets 71.4 107.4 107.0 106.6 105.7 FCF Yield 2.2% 7.6% 6.7% 8.5% 9.2%
Net Working Capital (12.0) (27.5) (26.2) (25.8) (24.6)

Capital Employed 59.4 79.9 80.8 80.8 81.0 EPS growth 27.5% 38.9% 11.1% 9.9% 7.2%
Net Funds (6.6) (11.4) (1.2) 12.5 37.9 DPS growth 20.0% 25.0% 15.3% 9.8% 7.1%
Net Assets 52.8 68.5 79.6 93.3 118.9
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