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1995 tinancial highlights

WPP’s results for 19985, our tenth year, represent record profits.

The Group reported continued improvements in revenues, margins

and earnings together with a substantial reduction in net debt.
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WPP Group: our purpose and function

To develop and manage
talent; to apply that
talent, throughout the
world, for the benefit
of clients; to do so in
partnership; to do so
with profit.

WPP is made up of 40 individual companies, cach expertin its own field of
marketing services.

Media advertising

Our full service advertising agencies specialise in the planning, production and
placing of advertising for both national and multinational clients in all categories,
from radio commercials and posters to print and interactive television commercials.
Market research

WPP’s market research companies, each with its own area of expertise, together
create the largest custom research group worldwide from which clients can access
a complete menu of research services. These include strategic market segmentation
and brand positioning studies; concept/product development and testing; brand/
advertising/corporate communications research and tracking; media research and
modelling; customer satisfaction measurement; social and policy issues studies;
dara handling; internationally co-ordinated projects.

Public relations

Clients look to the Group’s public relations companies for advice on a wide range
of important issues: corporate and financial communications; public affairs: health
and medical communications; consumer affairs; environmental communications;
management counselling; crisis management and media relations.

Specialist communications

Specialist communications include strategic marketing consulting; corporare identity

and design; electronic and multimedia communications; financial and corporate
advertising; business-to-business communications; pharmaceutical and healthcare
marketing; travel, recruitment and retail marketing; sales promotion, direct
marketing and database support; incentive and mortivation programmes; exhibitions

and conferences; real estate and Hispanic marketing,.
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Advertising and marketing services

Inflation, retailer power, new media, new technology,
new markets... Some of the changes are by now familiar;
others still seem strange. Some seem destined to be with
us forever; others may fade. The trick is to be alive to
every possibility; and to be ready to move neither too soon

nor too late. Martin Sorrell defines the issues.

One freeze-frame from
a moving picture

Population growth by region (%) | If the last five or 10 vears have seen a toughening of competition, wait for the next
Average annual growth 1992-2000 . . s . - : owtl
- five to 10. In a sense there is a Moore’s law of competition. As low population growth
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ol 5 (3 in the slower growth, mature economies. As a result consistent achievement of these
targets will mean taking market share from a competitor.
Improved communications
Cellular phones: growth by region | &
& p . 9 y reg | Improved communications and free trade
(% of main lines)
a0 | Increased travel and improved clectronic communications have made global competition

a reality. However, cross-border and inward competition has really increased as a

result of the development of free trade policies and areas. In many parts of the world,

30 ¢
: including the Americas, Furope and Australasia, the single most important stimulant
to the advertising and marketing services industry has been the opening up of trade.
20 ¢
‘ For example in Latin America, hitherto moribund economies have flourished tollowing
| | the development of free trade policies. Chile has always benetitred from this, and
|
7 " Mexico, Argentina, Colombia and Peru have followed. As a resultitis no longer
- g essential, as it was 10 vears ago, tor Brazil to be progressing cconomically tor Latin
0 10 BotE eaein ; America to grow. Now Brazil is also moving in the right direction, the only concern
Eurape United States Japan being over the pace of change not its direction. Although Mexico has stumbled and
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Advertising and marketing services

For example, in Germany, two major retailers, Rewe (groceries) and Queller (one of
Europe’s leading mail order companies) have taken significant stakes in, respectively,
Pro Sieben, a national television channel, and Hot order TV, a home shopping channel.
Perhaps retailers are more aware of the potential of these new media opportunities

because of their closeness to the consumer.

New competitors emerge

No product or service category is safe from new competitors. Not only packaged-goods
manufacturers face intensified competition. Strong brand names and value-based
products are invading new categories. Who would have thought that in our own
industry a small Hollywood talent agency would have displaced McCann-Erickson on
the Coca-Cola account? Or that Swatch would go into the automobile business along
with Mercedes-Benz? Or that Virgin and Marks & Spencer would enter the financial
services business? Or that coming full circle, Virgin would compete with Coca-Cola

in the cola business?

Stable growth and low inflation

These trends — low population growth, the development of free trade areas, the ease
of technology transfer, the growing power of retailers and fiercer competition — have
been accentuated by the more stable, slower, less inflationary growth of the 1990s.

If, and it is a politically difficult if, governments can resist the temptation to prime
the economic pump in front of elections, these conditions are likely to continue
making it difficult for our clients to pass on price increases to the consumer, which
mask inefficiency and remove the incentive to improve operations still further. The sad
truth is that our clients prefer a small dose of inflation.

It seems unlikely that governments will be able to resist the political cycle. Twenty
five or 30 vears ago we were all Keynesians, using fiscal policy to figure out what level
of inflation we would tolerate at what we termed full employment. Today we are all
Friedmanites, using monetary policy to try and figure out what level of unemployment
we can tolerate at what we term zero inflation.

All over the world governments are finding it difficult to deal with the political
implications of unusually high levels of unemployment. Whilst unemployment may
be declining in the US and in the UK, Germany, France, Italy and Spain are wrestling
with historically high unemployment stimulated by high real interest rates, reduced
government spending and privatisation programmes, all of which cause significant
political pressures — particularly around election time. How long can electorates
tolerate unemployment levels of 15% or more, and graduate unemployment levels

of up to 60%?

Geographical expansion

Given this background it is casy to see why our clients have expanded the geographical
base of their operations so signiticantly. Whilst 30 vears ago many companies believed
they were multinational, it is only recently that this has become the case in reality.
Even so there is a long way to go. According to recently released US government data

the average US company only has 20% of its sales outside the US. So the appropriate
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Advertising and marketing services

model is not Coca-Cola with 80% of its sales and profits outside the US, but Output versus jobs (%)

: ) : - . " . US manufacturing
Pepsi-Cola with 80% of its sales inside the US. Hence Pepsi’s dramatic push into

Asia Pacific, Latin America and Central and Eastern Europe. 2 . §

As a result, growth in advertising and marketing services in Asia Pacific and Latin | ‘
America continues at double-digit rates, often more than twice those of mature markets. ‘ ‘
This growth continued during the recession of 1990-1992. Even in a period of s “

economic strength as now, in our own case, these markets are growing 50% faster than
the US and Europe. Recent World Bank data highlight the point. In 1996 the mature L
economies of the US and Europe will grow their GNPs at approximately 2%; the world
will average about 4%j the faster growing markets of Asia Pacific and Latin America
will grow at roughly 6%. As a result China, India and Vietnam have joined Taiwan,

Thailand, Indonesia and Malaysia as lead markets in Asia Pacific. Myanmar will be the 4

[=]

|

|
Sosurcer VS Laliew dapartment

i 1 i 1979-1994 1994-2005 est
next focus for interest with its population of 45 million. Similarly, in Latin America,

Colombia and Peru have joined Brazil, Chile, Mexico, Argentina and Venezuela as
growth markets.

Output Bl Employment

Companies that say they outsource
some activity* (%)
Client strategies

90
In response to these challenges facing clients, three basic strategies have developed ‘
which seem to vary in emphasis with the economic cycle.
60 - =
Cost cutting ‘ | i
| | h
In the first stages of the d i 3 - : l i
ges of the downturn in the economic cycle, heavy attention is paid to 561 !
“OSt- i : s - 3
cost-cutting and the focus is on core activities. At the beginning of the process there
s s ) ) o ) ‘ | g | N
is considerable scope for cutting out peripheral activities which have blossomed at 1S
| | <
the top of the previous cycle. With the development of technology there will continue 1 o] g 1995 E
to be significant opportunities for zero-based budgeting, total quality management, ? No B Yes

- a . 3 ! eQ 26 a arly 1996
process re-engineering, delayering, down-sizing outsourcing or whatever other ‘ e R KRdmmpme
2]

buzzword or process is fashionable at the time. Indeed increased competition will
demand it, and it is clear tha : . ; . L Activities most frequently outsourced
A s t the old hierarchical model of industrial organisation by companies surveyed above (%)

Is not appropriate anymore. Network-type organisations which utilise modern 40+

technology are much more relevant. However, after the early downward stages of

the economic cycle there seem to be diminishing returns from concentrating on i

|

|

l

|

‘ ?

costs, the significant advances having been made. ! 30 ‘ |
| |

|

|

Acquisitions

20 -+
As concerns about costs start to recede perhaps a boredom factor starts to operate,

“ . £ . N |
and chairmen and chief executive officers are attracted by expansion opportunities,

|
|
|
|

stimulated by lower costs of capital as stock markets improve and by lower interest o ‘ |
| | |

rates. For example in the last cycle, 1990, 1991 and 1992 saw focus on costs and bl }‘

process, whilst 1993, 1994 and 1995 witnessed a significant increase in acquisition

activity. An interesting aspect surrounding this acquisition activity is that pricing does 7

Travel

not seem to vary very much in relation to the stage in the cycle. Price-earnings

multiples and price-to-revenue ratios paid seem to be similar at both the high and low

femporary service

Forms management |

points of the cycle. This seems to reflect both the scarcity of outstanding brands and

the difficulty and cost of developing them.
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Advertising and marketing services

Revenue growth
As growth prospects start to improve during the cycle, more attention is paid to top-
line revenue growth. Geographical expansion follows and perhaps this is the main
reason why advertising expenditures start to pick up, as they did in 1994.
Generally, differentiation between products and services is becoming more and
more difficult, and as a result the skills and talents of advertising and markering
services companies will become more and more important. Revenue growth
can be stimulated by geographic expansion both nationally and internationally.
Manufacturers will continue to look for technological advantages no matter how
transitory the advantage. Service in many sectors will become an increasingly
important discriminator, especially with the development of direct marketing, and
its protégé, the new interactive media. A one-to-one relationship with the consumer
will enable marketing companies to develop a better understanding and relationship

with the consumer and differentiate themselves more effectively.

The demand for marketing services

Worldwide advertising and marketing services expenditure grew to about $840 billion
in 1995. It is expected to grow by about 7% to about $900 billion in 1996. In 1995
the two biggest market segments were worth about $800 billion berween them. Media

B ¢ g 3 250/
advertising accounted for almost 40% of the total and promotion for about 35%.

The impact of fear of unemployment on the short-term

demand for marketing services expenditure

Consumer expenditure and corporate profitability determine the demand for markering
services expenditure. Given the outlook for both factors, 1996 will probably see
greater growth over 1995 than 1995 saw over 1994 — approximately 6% to 7% in
nominal terms, or 3% to 4% in real terms. The stronger growth rate reflects the
quadrennial coincidence of elections in the US and UK, stronger economic growth

as a result of the political cycle, and the Olympic Games and European football
championships. All this is supplemented by continuing strong growth in Asia Pacific
and Latin America.

Although these growth rates are strong, they are not as significant as the rates
of the 1980s. They seem to reflect the considerable fear of unemployment amongst
both consumers on the demand side and managers on the supply side. As a
result, neither group is willing to commit to expenditures, and advertising and
marketing services expenditure seems to be lagging rather than leading the cycle.
Advertising expenditure is no longer a lead indicator of economic activity.

In an economy characterised by low inflation, tight monetary policy and higher
than historical unemployment these conditions may persist. However, as the political
cycle kicks in, incumbent governments will seek to stimulate the feel-good factor
through a reduction in raxation or increased public expenditure. Whilst this
will not damage the demand for marketing services in the short-term, in fact it will
stimulate ity in the longer-term there will be the inevitable hard landing and
consequent recession that will blunt demand. This 1s unlikely to happen in 1997,

but may do in 1998.
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Financial review

Summary of 1995 results

Your Company’s results in its tenth year represent record profits, continuing the trend
of significant improvement registered in 1994, 1993 and 1992. This improved
performance has been reflected in appreciating share owner value with the company being
the best performing share among major quoted advertising and marketing services groups
on both sides of the Atlantic for the last four years.
Turnover was up 9% to £6.6 billion, revenues up 9% to £1.6 billion (8% on a
constant currency and like-for-like basis), and gross profit up 10.3% to £1.3 billion.
Qperating profit grew from £112.1 million to £139.2 million, up 24%; operating margins
improved from 7.9% in 1994 to 9.0%, beating our financial objective of increasing
operating margins by 1% a year up to a level of 10% by 1996; and operating costs rose
by 8-?%. The Group’s staff cost to revenue ratio fell to 51.4% from 51.6%. Operating
margins before short- and long-term incentive and severance payments rose to 12.1%
from 10.4%. 1996 will be the second vear of significant payments to some of our key
people under the long-term incentive plans established in 1992, which are based on the
worldvx‘ride performance of the operating companies in which they work and are paid
partly in cash and 25% to 50% in restricted WPP ordinary shares.
andAls9t9k;e g,mup’s Staff cost to revenue ratio has continued to improve in 199.?'), 1994.
Hhig ) 5;/ ' l;g;POrtlon (:)f tf)tal staff costs which are variable has also been improving,
incem;i.ve zom 3, to 5.6% in 199'4 and 6.9% in 1995. As variable staff costs, that is 4
e ’SmPCDSE%tlon, ha.ve been increasing at a rate generally in line with increases In
e increisegpiratmg P‘fof.m, the level of variable staff costs as a proportion of revenues
A proportio,n rcf)m 2.;1/0 in 1993, to .2.9% in 1994 and 3.5% in 1995. This in?rease in
(RN inothtotél staff cos.ts Whl.Ch are variable, has resulted in a continuing
48.7% in 199 € Lroup’s ratio of fixed staff costs to revenues from 50.7% in '1993 to
; o in 4 and t0 47.9% in 1995. As a result enhanced flexibility has been introduced
into the cost structure.
profil\iztb;ﬁ:rz:dpayas;e fell to £25.5 million from £26.8 million, reflecting improved.
B subsramia]]cas : low, offset' by an .inc‘re'ase in US interest rates. The Group continues
e at}’gsosslcltedafmst a sn;gmflcant rise in US interest rates by inte'rest rate
S e 33’(10; OR of 6/.0 or below (excluding margin and hedging FOS{S)‘
o to £113.7 million from £85.3 million and pre-tax margins

rose to .3 /0 fl'om 6 0 /o hi 1
. W Ch refl i ili
i 7 l - 5 . ected lmproved pr()htablllty alld l

Th.The Group tax rate on profits was 38%
is reflects the positive impact of the Grou

the Group has reduced its tax rate on profit
current level,

an improvement on the previous year’s 42%.
P’s tax restructuring. Over the last three years
s by almost a fifth from 47% in 1992 to its

Fully di i
ully diluted earnings per share rose 40% to 9.1p from 6.5p, well above the Group’s

man'cxal objective of increasing earnings per share by 20% per annum. Fully diluted
earnings per share have almost trebled over the last thre

The Board rec i i it
ommends an increase of 15% in the fi

: nal dividend to 0.865p net per
share, making a total of 1.31p net per share for 1995, also a 15% increase over 1994.

Geographical and sector trends

In 1995 the worldwide marketing services industry continued the improvement in 1994,
1993 and 1992. Further strength in the United States was reinforced by increased activity
in Europe. The United Kingdom again ranked as an ‘emerging’ market in the first half of
the year, although business slowed in the second half. Continental Europe, particularly
France, Germany and Italy, but not Spain, hardened. Growth in the fastZr ,growing
markets of Asia Pacific and Latin America continued despite Venezuelan and Mexican
hiccups. As in 1994, political progress has improved the economic prospects in Africa and
the Middle East. For opposite reasons the prospects of Central and Eastern Europe
remained uncertain as did Canada. In 1995, the Group held its market share in the United
States, and gained share in the United Kingdom, Continental Europe, Asia Pacific and
Latin America.
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Key competitive ratios:

Revenue per head ($000)
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Source: Data from the above graphs has been extracted from
relevant annyal reports and SEC filings. As disclosed below,
adpustments have been made where, to the best of our knowledge,
these are necessary for the purposes of comparability.

Figures presented are based on reportable US dollar antounts.
Revenue per head and staff cost to revenue statistics are based upon
average headcount for the year as adjusted, where appropriate, for
acquisttions, All figures shown mcelude tncome from non-consolidated
businesses, but exclude charges for goodwill amortisation. Income
relating to non-operating activities (primarily mterest meome and
foresgn exchange gainsflosses), and severance charges and separately
sdentified one-off costs (such as unusual compensation related
gams) has been reclassified to non-operating income and staff costs
az appropriate, where this information 1s publicly avatlable. PG,
Omnicom, True North and the WPP consolidated figures include
results from non-advertising busimesses and parent company costs,
whereas these are not included in JWT and O&M figures

Financial review

There were also continued signs of a shift in client spending from so-called below-the-
line activities such as trade and consumer promotion to above-the-line media advertising.
Some major advertising spenders are experimenting with dropping coupon activity,
concentrating on everyday low pricing and beefing up network television spending.

This may well be due to the increase in the level of economic activity in the mature
markets, and increasing focus by clients on brand differentiation and revenue growth

as cost reductions become more difficult to achieve and competition intensifies.

Client relationships
The Group had 20,412 people in 786 offices in 84 countries at the year-end.

The Group services over 300 of the Fortune 500 companies and approximately 330
national or multinational clients in three or more sectors. More than 60 clients z{re
serviced in all four sectors. The Group also works with well over 100 clients in six or
more countries. These statistics reflect the increasing opportunities for developing client
relationships between sectors nationally, internationally and by functiox_l. The Group
estimates that an increasing proportion, over 20%, of new assignments in the year were .
generated through the joint development of opportunities by two or more Group companies.

Competitive performance .
Continued progress has been made over the last four years during which Rreston profics
have increased over thirteen times from £8 million in 1992, to £54 million in 1.993, :
£85 million in 1994 and to £114 million in 1995. Over the same period operating margins
have increased by almost 3.4% from 5.6% to 9.0%, and average net debt bas fallen by d
over 50% from £437 million in 1992, to £361 million in 1993, £268 million in 1994, an
£214 million in 1995. , :
However, there is still a significant profit opportunity in matching operating nTaf
of the best-performing competition. Best-performing competitive P“""”t‘compfzmes,
like The Interpublic Group of Companies (‘IPG’) and Omnicom Group ( (?mnlgom )s
achieved operating margins of approximately 13% to 14% in 1995 exclusimg charge
for goodwill amortisation, whilst their best-performing individual Ll -
McCann-Erickson Worldwide and BBDO Worldwide are estimated to acblcvfe;‘;’er::;g
margins of 16% to 17%. This compares to a WPP parent company margif oTh ;.: S
an aggregate agency margin for Ogilvy & Mather Worldwide and J. Walter Thomp
Company of 12.9%.
Competitive public relations companies such as Shand
of over 10% and there is clearly an opportunity to improve t
relations activities now that they have broken even before sh9r
The results of our research into comparative benchmarking
research and specialist communications operations confirm th.at- SRS
areas are reasonably competitive, although there are opportunities to Improve
performance to the best-performing competitors. ol o
Achievement of ‘best practice’ competitive operating margins in just our i
and public relations businesses at current revenue levels wouldgenerate another
£20 million to £30 million of operating profit.

gins

wick ple show operating marg?ns
he performance of our public
t-term excess property costs.
dara on our market

r businesses in these

Property costs ; [

Surplus property costs also add to the task of achieving the. same level of operating
performance as our best performing competitors. Substantial progress has been rr.lade over
the last four years in reducing the level of surplus property. Over 485,000 sq ft with a cash
cost of £12 million ($18 million) per annum has been sublet. or absorbed. However, there
is still 170,000 sq ft, with a cash cost of £3 million ($4.5 mllllop) per annum, surplus to~
requirements. Property initiatives planned for 1996 and 1997 will s.lgmflcantly reduce. this
surplus as major leases come up for renewal, particularly in the United States. We believe
that rental costs to revenue ratios at competitive parent companies like IPG and Omnicom
are in the 6.5% to 8.0% range. The Group is at 7.6% and your Board believes a 1%
improvement, equivalent to approximately £15 million of operating profit, is achievable
which would, of course, form part of any general operating profit improvement.
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Financial review

Indebtedness Year-end market capitalisation (Em)

At 31 December 1995, the Group was cash positive with net cash of £71 million 15007
compared with £38 million of net debt at 31 December 1994 (1994: £32 million on
the basis of 1995 year-end exchange rates). This was primarily due to the traditionally
strong fourth quarter and management efforts to improve working capital.

Net debt averaged £214 million in 1995 against £268 million in 1994 (1994:
£260 million at 1995 exchange rates). Cash flow in the second half of the year was better
than anticipated with average net debt at £212 million compared with £217 million in the
first half. These net debt figures compare with an equity market capitalisation at 600 -
31 December 1995 of approximately £1.2 billion (up over 50% on last year) giving a total
enterprise value of approximately £1.4 billion.

In the first four months of 1996 net debt averaged £166 million versus £211 million
last year (1995: £220 million at 1996 exchange rates).

Principally as a result of this improved cash flow, the Company was able to renegotiate Ll [

1200 -

900

300 -

1995
its banking arrangements earlier than the previous maturity date of June 1997. Under the
new five-year arrangements, the Group’s previous facilities of $800 million were split in
tWo — an amortising term facility of $400 million and a revolving facility of $400 million.
Assuming performance targets and term facility repayments are met, interest COsts over the
next five years will ‘ratchet’ down giving an average 1% margin and a saving of £2 million
to £3 million per annum at current interest rates compared to the previous facility.
_ At 31 De‘cefnbe.r 1995 the balance sheet showed net liabilities of £58 million compared Average net debt (Em)
with £106 million in 1994 (1994: £111 million on the basis of 1995 year-end exchange rates). &6
Cash flow 350 i
Overall, cash flow was better than anticipated as a result of improved profitability and
management of working capital. In 1995, earnings before interest and taxes were 2007
£139.mim°“’ capital expenditure £35 million, depreciation £26 million, cash earnout/ 250
acquisition payments £12 million, tax paid £29 million and net interest paid £28 million.
Ffee cash flow available for debt repayment, acquisitions, excess property payments and 2007
dividends was, therefore, £61 million. 150
For financial control purposes, the Group monitors the effectiveness of its cash
management by reference to net cash/debt. Accordingly, the revisions to FRS 1 ‘cash flow 1007
statements’ proposed by FRED 10 are welcomed, and a reconciliation of movements in net 50 ’
cash/debt is included at the foot of the consolidated cash flow statement. I
1995 was the final year of significant earnout payments. £15 million was paid of °7 1003 1983

which £12 million was in cash and £3 million in shares.

Assuming modest revenue growth and that operating margins will grow in line with
the Company’s objectives of 1% per annum, 1996 will see a further increase in free cash
flow and should generate liquidity after tax available for debt repayments and dividend
payments of over £50 million. This would mean that the current average level of
indebtedness could be reduced to zero in approximately 3-4 years. In order to enhance
share owner value as liquidity improves, your Board is giving consideration to the relative

i : ; . ’ Net cash/(debt) at year end (Em)
merits of either increasing the dividend payout ratio or share buy-backs.

80
Treasury policy and activities °07
A significant proportion of the Group’s revenues, operating profits and cash flows 40
3 ” : g
(approximately 80% to 90%) are in currencies other than sterling. As there are few instances
20

of significant cross-border trading, exposures to foreign exchange fluctuations are limited.
When significant exposures do arise these are covered by short-term forward contracts. 9
No speculative foreign exchange trading is undertaken.

The reported earnings of the Group are affected by the value of sterling relative to
overseas currencies, the most significant being the US dollar in North America, the Dutch
guilder, French franc, German mark and Spanish peseta in Europe, and the Australian ~604]
dollar, Hong Kong dollar, Japanese yen, Taiwan dollar and Thai baht in Asia Pacific.
The Group does not hedge reported earnings, although some natural hedging is provided
by having a broad portfolio of over 70 reporting currencies. In addition, the Group’s 97 ees 1994 1995

-20 -

-40 |

-80
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Financial review

Fully diluted earnings per share (p) predominantly dollar denominated debt is serviced primarily by dollar earnings in the US.

0] The Group analyses and reports its performance on a constant currency basis wherever
‘ relevant. No hedging is undertaken in relation to the accounting translation of overseas
8+ i 1 balance sheets. This results in a fluctuation in the sterling value of share owners’ funds due
I to movements in exchange rates.
o M ‘ The Group’s interest rate management policy is to ensure that a significant pr(?portion
1 ! 1 of its borrowings either are on a fixed rate basis or are hedged against significant increases
| (] in medium-term interest rates. The majority of the Group’s floating rate borrowings are
2] | : hedged ar US dollar LIBOR of 6% and below (excluding margin and hedging costs), with
| ‘ 1 maturities extending into January 2001.
g i | B
l ! | 1996 outlook
ol LJ! i ! As usual, our budgerts, this time for 1996, have been prepared on a (:onse.rvative basis. :
1994 et They predict year-on-year revenue increases of almost 4% over 1995. This compares with

a budgeted growth of 3.5% in 1995 against an actual outcome of 8%. Results for the first
four months show a like-for-like increase of over 10%.
There are still economic uncertainties in the United States, United Kingdom and
Continental Europe, as a result of historically high levels of unemployment, and the
consequent lack of confidence and fear of further unemployment amongst both consumers
and managers. As a result, in the medium-term, like-for-like revenue gains are li?(ely to be
Dividends per ordinary share o) if1 th‘e mid-singl.e digit range, and in these‘ circumstances the Com;.)ag?’ \,Vi“ Fontm::? to
o concentrate on improving the balance of its resources and the flexibility of its cos : .
particularly in staff and property areas. To achieve this, short-term and long-term incentive

e o i ; 5 : ins
- plan objectives have been based on improving absolute levels of profit, operating margins,

g2 and Group co-

staff cost to revenue ratios, incremental revenue conversion, revenue growth and
operation. As our margins improve and come closer to matching the best performing
competition, increasing emphasis will be placed on revenue generation through these
incentive objectives. , !
As a result, the Group will increasingly focus on improving its compe“.““’e pOSIIR
in the faster growing segments of the marketing services industry. Geographically, AS‘a,
Pacific, Latin America, Africa and the Middle East now account for 19% of tbe Group’s ,
revenue as opposed to 12% five years ago. These markets are forecast to continue to grow
at significantly faster rates than those of North America and Western Europe. WPP’
according to the Advertising Age Agency Report, ranks in the top three in all of the ten .
1994 1995 fastest growing markets of the world and first in four of them. Funcrional?y, the Group is
well positioned in areas such as direct marketing and interactive communications,
healthcare marketing and market research where growth is strong relative to the industry
as a whole. . B ARt
To aid the achievement of these objectives, and to develop the benefits of member‘shlp of
the Group for both clients and our people, the parent company continues to develop its
activities in the areas of human resources, property, information technology, procurement

0.9

ion

0.3+

Share price at year end (p) and practice development. Six practice areas which span.all our brands have bec.zn developed
200 - initially in media buying and research, healthcare, privatisation, new technologies, new
faster growing markets and internal communications. The objectives behind these initiatives
is to position the parent company as more than just a financial brand which concentrates on
250 financial reporting, control, acquisitions and disposals, tax, treasury and investor relations.
N Innovative graduate recruitment schemes, awards and training programmes have all been
implemented and developed in 1995.

100 ; i 1996, WPP’s eleventh year, should be an excellent year. The United States, the world’s

gt biggest advertising and marketing services market will be buoyed by the coincidence

' of the American Presidential Elections and the 100th Anniversary Olympic Games at

4 Atlanta. Incumbent politicians (and advertising agencies advising them) facing electorates

& will encourage fiscal and monetary policies that stimulate rapid economic growth and the
‘feel-good factor’. The risk remains that these policies will be excessively inflationary

0 resulting in the post-election contractions in key

50

&R

economies. Hence the need for our

1994 1995 controlled growth and flexible cost structures.
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Accounting policies

Stocks and work in progress

. : s incurred on

: comprises outlay A

Work in progress is valued at cost or on a percentage of completion basis. C;‘iost ’ncimplﬂe assignments. Provision
f . ; ¢ 1 ) ni

behalf of clients, and an appropriate proportion of direct costs and overheads 0

l I FI ate tOLLS 1 wer ()1 coSst al (l net realisable alue.
i \%
i ma l) b) il-r *COV 'l"“ l * COSTtTS \\'l S ro 1: 1 S are Stated at the lo

Debtors

Debtors are stated net of provisions for bad and doubtful debts.

Taxation

e liability
: . ted under th

. .ation is calcula

Corporate taxes are payable on taxable profits at current rates. Deferred taxat

d
tax expecte
the rates of

- . g ik s : = reverse, at

method and provision is made for all timing differences which are expected to

to be in force at the time of the reversal.

Pension costs

A r
; red regula
. the estima
. . 2 . schemes 18 ost
The charge to the profit and loss account in respect of defined benefit pension from that cOSE: The regular ¢
I

; roll.
ensmnable pay
ed future p ating to the

cost of providing the benefits accrued in the year, adjusted to reflect variations
is calculated to achieve a substantially level percentage of the current and expectec d approxim
Variations from regular costs are allocated to the profit and loss account over a perio

scheme members’ average remaining service lives.

incurred-
For defined contribution schemes, contributions are charge

i nt as
d to the profit and loss accou

. : iscount
Operating leases - b aald Ay premium or dis
. . atic basis.
Operating lease rentals are charged to the profit and loss account on a system
on the acquisition of a lease is spread over the life of the lease.

Turnover, cost of sales and revenue

ith
ther wit
. me t0ge¢ :
. «inn-based 1n€O rises
¢t of commission ba- [ COSts. Revenu€ comp
ct10

e of VAT, sales taxes

Turnover comprises the gross amounts billed to clients in respec
the total of other fees earned. Cost of sales comprises media pay

. . e are stat
commission and fees earned in respect of turnover. Turnover and revenu
and trade discounts.

and produ ;
ments p i exclusiv

Translation of foreign currencies local Curren;y at ::;fnf:lr:ted 5

< at the year-enc are p
ary assets and liabilities denominated in foreign. currenf}l;sr:ed to the profit and lcclnss acrciionunt
the year-end exchange rate. Foreign currency gains and losses are credltei_or : ar:tmnslated into pounds Stfjh,‘m(g,e
as they arise. The profit and loss accounts of overseas subsidiary underta mige~S jore cranslated at yeartend SRR tst‘
at average exchange rates and the year-end net investments in these Compjg rates of the opening net investmen
rates. Exchange differences arising from retranslation at year-end hang
and results for the year are dealt with as movements in reserves.

din
. . - : e erecofde
Foreign currency transactions arising from normal trading activities af

exchange rates. Monet

exc
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Consolidated balance sheet
As at 31 December 1995

Notes 1995 1994 1995 1994
Fixed assets £m em Sm $m
9 Intangible assets 350.0 350.0 543.4 547.6
10 Tangible assets 139.2 129.7 216.1 202.9
11 Investments 35.3 25.9 54.8 40-5
" 7 - 524.5 505.6 814.3 791.0
Current assets
12 Stocks and work in progress 92.5 103.8 143.6 162.4
13 Debrors % 803.4 673.9 1,247.4 1,054.4
14 Debtors within working capital facility:
Gross debts . 245.4 200.6 380.5 313.8
Non-returnable proceeds (160.3) (112.1) (248.9) (175.4)
84.8 88.5 131.6 Lo
Cash at bank and in hand 376.0 314.6 583.8 49i'i
o 1,356.7 1,180.8 2,106.4 1,2;16'9)
15 Creditors: amounts falling due within one year (1,521.7) (1,327.5) (2,362.6) 2 29'5)
Net current liabilities (165.0) (146.7) (256.2) (261'5
Total assets less current liabilities 359.5 358.9 558.1 606.6)
16 Creditors: amounts falling due after more than one year (328.7) (387.7) (510.3) (120-3)
17 Provisions for liabilities and charges (88.8) (76.9) (137.9) ((165.4)
Net liabilities

(se.0)_(iosm sl _————

Capital and reserves

20 Called up share capital 73.7 72.6 114.4 ;;ZE;
21 Share premium account 409.0 406.9 G 4l 616.0)
21 Goodwill write-off reserve (1,040.2) (1,032.9) (6151 '162.2
21  Other reserves 97.4 108.7 i 531.6
21 Profit and loss account 397.7 i o1z (172.0)
Share owners’ funds (62.4) (109.9) s 6.6
Minority interests 4.4 s &2 (165-4)
Total capital employed (58.0) 4__Q0_5_7_)—-————"(’92L’——___

Signed on behalf of the Board on 16 May 1996:
M S Sorrell

Group chief executive

R E Lerwill

Group finance director

The accompanying notes form an integral part of this balance sheet.

WPP Group plc 63












Notes to the

Analysis of cost of sales and operating expenses
Profit on ordinary activities before taxation

is stated after charging/(crediting):

Depreciation of and amounts written off

-owned tangible fixed assets

-assets held under finance leases and hire-purchase contracts
Operating lease rentals

- plant and machinery

- property

Hire of plant and machinery

Share of profits of associated undertakings before rax

Charges in respect of working capital facilities (note 14)
Auditors’ remuneration
—audit fees

- fees in respect of other advisory work

consolidated profit and loss account

1995
£m

25.4
0.8

17.3
86.0
1.9

(14.5)
10.3

1.8

Interest payable and similar charges

On bank loans, overdrafts and other loans
- repayable within five years, by instalments

—repayable within five years, not by instalments

On all other loans

1995
£m

26.1
9.7
35.8
0.5

Directors’ emoluments

: i . . million (
Directors” emoluments (excluding options exercised) amounted to £4.2

are disclosed on page 40.

1994: £3.5 million

_/———“""&L//

1994
£m

25.7
0.9

17.3
90.7
1.0
(12.3)
8.4

1.8
2.6

1994
£m

25.4
9.7
35.1
0.5
35.6

v

), full details of which
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If you would like further information
about the Group, its companies or any of
the projects, programmes or initiatives
mentioned in this Report, please contact:

Cae——lTh)

WPP London:

Feona McEwan or Nick Hayes
Tel +44(0)171 408 2204

Fax +44(0)171 493 6819
e-mail: fmcewan@wpp.com
e-mail: nhayes@wpp.com

T S O

Yugoslavia, Hung

G

Ssia, Slovaki
Middle Eas WPP New York:
: Bz Grace D’Alessio
.k Tel (212) 632 2302
Fax (212) 632 2300
e-mail: lvellenoweth@wpp.com

WPP Latin America:
Sheila Wakswaser

Tel (5511) 210 0982
Fax (5511) 870 3063

WPP Asia Pacific:

Rupert Day at J. Walter Thompson
Tel (852) 2584 4628

Fax (852) 2598 1770

e-mail: rupert.day@jwthk.sprint.com

Written and produced by WPP Group ple
/  Designed by SampsonTyrrell Corporate Publications, London

Printed in the UK by Westerham Press, St Ives ple
on paper from sustamable sources
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