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Our credo

Our purpose To build a great company dedicated to cur patients Qur parameters We
focus our efforts exciusively on what we are passionate about What we can become best
at What drives our economic sustainability Our principles We are, above all, the agents
of our patients We aim to exceed their expectations every time so that we earn their trust
and loyalty We stnve to cantinuously improve the quality and the value of the care we give
our patients We empower our people to do their best Our people are our greatest asset
We should select them attentively and invest in them passionately As everyone matters,
everyone who contributes should be a partner in all that we do In return, we expect them
to give their patients all that they can We are unrelenting in the pursuit of excellence We
embrace nnovation and learn from our mistakes We maasure everything we do and we
share the data with all to judge Pursuing our ambition to be the best healthcare prowider
15 a never-ending process "Good enough’ never 1s
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4 Circle Holdings plc

Highlights

Group revenue Increased Completed Group restructure

that gives staff and clinicians a
+324

to £111 million ‘ '

(2013 £84 3 militon)
stake in Circle Holdings ple, and
will offer employees share options

Staff likely to recommend

® O Circle to friends and family
+ +
o0 ® 80+
w ' w CircleBath CircleReading
Patient volumes across + +
the Group are up
80
+8.7
CircleNottingham AlLNHS

to 45,173 day cases {2013 40,284)
and 269,316 outpatients (2013 248,913) {NHS figures based on 2013 NHS Staff Survey)
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Operational highlights

-

Patient recommendation rates were at 99 4% at our
ndependent hospitals and Nottingham NHS Treatment Centre

Excellent chmcal outcomes across sites, including low
mortality rates, infection rates and strong patient feedback

Commenced innovative new contract for musculoskeletal
{'MSK’) conditions in Bedfordshire

Announced withdrawal from the Hinchingbrooke Health Care
NHS Trust (‘Hinchingbrooke'} franchise in January 2015

Planning work commmenced for a new-build independent
hospital in Edgbaston, Birmingham

Proposed plan for GreleRirmingham

Annual Repert and financial statements 2014 5

Hospital highlights

Patient satisfaction

99.4..

of patients would recommend our facibties
at Circle-owned hospitals (2013 99 4%)

Patient numbers

314,489

total day case and outpatient
appointments, excduding Hinchingbrooke
Hospital Anincrease of 8 7% from 2013

Staff satisfaction

80

figure based on staff Likely or extremely
likely to recommend Circle to farmily and
friends as a place to work
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1s more relevant than ever

We achieved increased revenue, increased
patient volurnes and made positive EBITDAR'
for the first tirme — and this 1s thanks to two
trends that have defined healthcare in the
UKin 2014

The first trend s for higher patient
expectations Mare patients require
treatment, and their demands for
high-quality, compassionate and
efficient care have steadily nsen

Qutcomes across the Group point to

real success here Clinical performance
and patient feedback from our two
independent hospitals and our NHS
treatment centre have been excellent,
maintatning an average patient
recommendation rate of 99% year-on-
year - compared to the NHS average of
94%, and independent sector average of
98% ~ while the most important clinical
outcomes, from infection rates to patient-
reported quality of bife improvements, have
shown consistently strong performance

“ “;I‘

=

Chairman’s letter

2014 saw significant developments in our business
and the wider healthcare market, and we believe that
our model of patient-centred and employee-led care

The second trend 1s constraned finances,
and the ever-greater efficiency challenge
faced by providers and commisstoners

This was reflected across the Group in
different ways

At Hinchingbrooke, reduced funding
cornbined with unprecedented accident
and emergency {A&E’) demands, meant
that in early 2015, we took the difficult
deaiston to withdraw from the franchise
to operate the hospital

In cantrast, our other operations were
well-placed to offer support to an
increasingly pressured system

Our independent hospitals in Bath and
Reading have seen increased demand,
including from NHS commissioners seeking
to reduce elective waiting times, and both
saw revenue increasing At our Nottingham
NHS Treatment Centre, we saw increasing
patient volumes, and have sustained good
margins even as commussioners reduced
our payment tariffs




Finally, in Apnil, we started the first
capped-budget® contract for M3K
services In England The contract gives
us responsibility for integrating M5K
services in Bedfordshire, and it 1s one
emerging model to help the NHS meet
its future challenges of integration,
savings and better care

These modets are now crystallising

around NHS England's Five Year Forward
View, and our track record offers significant
opportunities for the Group The bluepnint
sets out significant financial challenges for
the NHS we have proved our model offers
financial efficiency It sets out the need

for chinical excellence we have proved we
can deliver excellent care Finally, the Five
Year Forward View sets out radical plans for
new structures of care organisations, with
a particular focus on integrating services
With our expenence of running acute trusts
and capped budgets, we feel well-placed
to offer the NHS the innovative solutions it
needs to meet its most pressing challenges

Equally, the increasing availability of
medical data, the national policy push
for transparency and the rise of consumer
health technology are unlikely to halt
soon They all suggest increased consumer
activism and information-savvy patients
We know patients value our clinician-led
hospitals and focus on haspitality in care,
and feel conhident about thriving In a
health system with well-mformed users

Duning the year, our two major shareholder
Board representatives, Tim Bunting and
Tony Bromovsky, stoed down from the
Board Their counsel and experience in
the immediate years followrng our rmitial
public offering was invaluable, and | thank
them for their contribution to Circle

We were delighted to walcome John
Hutton and Justin Jewitt to the board
Both bring very relevant healthcare and
health economy experience to our strategy
and governance Therr contributions have
already added greatly to the Board's
conversations | would like to thank all my
Board colleagues for their commitment
and support as we develop the business
and navigate the complexities of the UK
health economy

We also ended 2014 by realising a long-
held ambition to strengthen our employee
co-owned ethas Project Reset simplified
our structure and governance, with our
staff owning 25% of Circle Holdings plc
shares through the Circle Partnership
Benefit Trust (the 'CPBT") The restructure
aligns the intesests of staff, investors
and patients, and we are now the largest
employee co-owned orgamsation on the
AlM market

These changes capped a significant

year for Circle | have no doubt that

the need to meet both rising patient

expectations and tough efficiency

goals present significant opportunities

next year and beyond | remain equally

confident that in this environment, our

patient-centred and co-owned approach

1s a solid foundation for future growth
\m-f ~d

/\‘l /

Michael Kirkwood CMG
Chairman
18 March 2015
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Michael
Kurkwwood

Chairman

Our independent hospitals
in Bath and Reading have
seen increased demand,
including from NHS
commissioners seeking
to reduce elective waiting
times, and both saw
revenue increasing

Patient recommendation

2014 Local sector
CircleBath average

99.7.. @& 84«

2014 Local sector
CircleReading average

99.5« & 80«

P04 Local sector
CircleNoitingham averape

84+

98.84

Results of Friends and Family Test, completed

by alt Circle hosprtal patients Competitor
figures as reported on www phin org uk

1 Earmungs before interest tax, depreciation, amertisauon and rent, excluding exceptionzlitems
2 The capped budget model refers to a contract, whereby, the baseline revenue 15 fixed over the contract term rather than an activity-based payment plan
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Patient, CircleNottingham
| can honestly say that from the time | checked in to
the hospital, to the time | was dgcharged, | could
not possibly have had better caré.and treatment.
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Patient story

i went in to CircleBath for a knee
arthroscopy two years ago. It was britliant.
The surgery was completely successful,
and the hospital couldn’t have been a
nicer place.

Then just a few months ago, it turned out
that | neaded another, in my other knee,
| had the discussion with my GP about
where to go, and there was no question
really. | wanted to go back to Circle.

The hospital staff really made it easy for
me. My husband has been il{ too, so we
don't have the freedom we used to - but
the staff were very considerate and made
it as convenient as possible to find a time
that worked for us.

7

Annual Report and.firila C

The pre-op was very thorough, and

it was good to have such a clear chat
with the team before going in to surgery.
Everyone | met was just 50 nice - from
the receptionist to the anaesthetist. It
didn't really Feel like going to a hospital.

oot

After the surgery, | had a problem

with my blood pressure. That was a bit
unnerving, but | knew | was in good hands.
| apologised for being such a pain, but the
staff were having none of it. They offered
me a room to stay longer if | wanted to,
and completely looked after me.

IR L A

LR

Would | guess that staff were invested
in their business? Well yes, that makes
sense.

And woultd | recommend the hospital
to other people? Of course | would.
It’s friendly, clean and hospitable.
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Chief Executive
Officer’s report

Operating overview

Circle’s sights have never been set low
2014 was an important year for us - and
although we faced some challenges,
averall, there was significant progress
across the Group

Compared to 2013, revenue was up 32%,
patient veiumes increased 8 7%, and losses
before exceptional items were down 25%
Three operations have now reached
positive EBITDA", with CircleReading
rapidly increasing revenue and making
good progress in cost-saving initiatives

This success 1s based first, on our ability
to offer patients excellent care clinical
outcomes and patient feedback are
consistently strong across the Group
Second, it1s based on our ability to run
efficient, cost-effective faciities in an
environment of constrained finances

Our decision to wathdraw from the
franchrse at Hinchingbrooke showed the
ather side of this trend - where financial
pressure within the NHS system, combined
with the particular circumstances of the
contract and surrounding health economy,
to result inthe difficult decision to withdraw

Crgamisations in the growth stage of their
development expect to face such moments
Our fundamental task remains to mamtain
our excellent chinical performance and
move the underlying operations of the
bustness to financial sustainability Overall,
the year’s results represent strong progress
towards that goal - and our ambitions
reman equally high

rtiogs before interest tax, depreciation,
and amorusation




Hospital services,

CircleBath

CircleBath opened in March 2010,

and in 2014, 1t reached a rilestone in

1ts development The hospital achieved
EBITDA break-even in the second half,
with total pattent volumes up 17 5%
year-on-year Growth in NHS work from
surrounding NHS organisations was strong,
inctuding working closely with two local
trusts in order to reduce therr warting lists
for electsve surgery The hospital 1s now
an integral part of the local health system
Private patient volumes remained strong,
with 12% of all patients opting to self-pay
in total, revenue was up 27%, and losses
reduced from £5 3 million 1n 2013 to

£0 8 million this year overall

in August, we announced the sate of the
land and burlding to Medical Properties

Annual Report and financial statemants 2014

CircleBath

Revenue growth

+27

Patient satisfaction

99.7

Average orthopaedic market
share in the Bath area

2074 47%

Trust {'MPT"), which reduced the rent
of the site by approximately £1 million
per annum

Clinical outcomes reman excellent
Patient satisfaction is currently 99 7%,
and one particular highlight was being
placed in the top quintile for hip operations

Our average orthopaedic market share

in the Bath area has grown significantly
from 37% last year, to 47% in 2014, which
raflects our growing reputation for quality
in the area

We expect to consolidate this performance
in 2015, and see more gradual growth as
the hospital achieves matunty
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CircleReading

CircleReading had its second full year

of operation The hospital has focused on
learning from the expenence of CircleBath,
m particular by growing relationships with
nearby NHS trusts and increasing its
catchment area

This contributed to revenue growth

of 44% year-on-year As noted inour
half-year statement, revenue growth
outpaced recruitment of permanent staff
-~ compounded by national shortages in
key clinical roles - resulting in hugher than
expected intenm staffing costs Losses

CircleReading

Revenue growth
+44.,

Patient satisfaction

99.5%

Average orthopaedic market
share in the Reading area

2014 28%

2013 20%

reduced from £5 5 milhon in 2013, to

£4 6 million in 2014 Total patient volumes
were up 10%, with a 38% increase in day
cases and inpatients Our presence in the
local orthopaedic market 1s continuing

to expand, growing by 8% to an average
market share of 28% n 2014

Clinical outcomes alse remain excellent,
with 99 7% of patients recommending
the hospital to friends or family After
stabilising solid revenue, the focus for
2015 18 on improving margins




CircleNottingham
EBITDA

£2 5

Patient satisfaction

98.8«

Year-on-year increase of
orthopaedic operations

2014 24%

2013 10%

CircleNottingham

The Nottingham NHS Treatment Centre
had a successful full first year in its new
contract, which seeks to integrate care
with surrounding providers The new
contract rebased prices and removed

the guaranteed volumes provided in the
previous contract, however, patient volumes
increased ~ indicating substantial success in
attracting patients with freedom to choose
their treatment alsewhere EBITDA was
in line with expectations, at £2 5 million
pre-exceptional items

At the start of 2014, CircleNottingham

opened its new inpatient urit, meaning
that we can now provide patients witha
wider range of more complex procedures
Since its opening, we have seen a steady

increase in inpatient volumes and positive
patient reviews This was followed by some
innovative approaches to meeting the needs
of the surrounding community, including
the opening of an outreach clinic and

the extension of our orthopaedic and
ophthalmology services

As in Reading, national staffing trends

have increased our cost base Recruitment
and reducing these costs represents an area
to facus on in 2015

Across the treatment centre, climcal
outcomes remained excellent patient
feedback remained above 98% across
the year

15
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Chief Executive Officer’s report

Continued

Other services

Bedfordshire MSK

The Bedfordshire MSK contract started
inApnl 2074 MSK services represent a
significant proportion of commussioners’
budgets, and most projections forecast

an increase in demand as the population
ages However, services are generally unco-
ordinated and inefficient, and most patients
do not experience a seamless service

The Bedfordshire contract aims to
change the operation of this crucial
clinical area, by creating a 'prime provider’
which takes responsibility for co-ordinating
and managing the rest of the system
meaning that the patient journey 15

more co-ordinated, outcomes are improved,
and commissioners save money

Achievements in the first nine months
include capturing around 90% of all local
MSK patients through our triage hub This
means the vast majority of patients now
experience a dedicated service, seeing
the nght chinician, first time round — which
15 both better for the patient and more
cost-effective Around 40% of patients
are comung through the electronic referral
system, compared to about 5% previously
- enabling referrals to be processed more
efficiently, thereby, improving patient

Hinchingbrooke Health Care NHS Trust

Hinchingbrooke won several awards for its
quality of care 1n 2014, including the CHKS
‘best quality of care in England’ award, and
the Health Investor award for 'best public-
private partnership ’

Cumulative quality improvement plans
made savings of approximately 5% year-
on-year since the start of the contract
Clinical outcomes were excellent across
2014, including running one of the best-
performing A&Es in the country, meeting
all major waiting ume targets, low and
declining mortality rates, and patient
feedback in the top quartle of similar
hospitals in the NHS Efficiency was also
improved We belteve that the Care Quality
Commission (*CQC") inspection report on
Hinchingbrooke, published in January 2015,

did not reflect these achievements, and
15 not an accurate representatron of the
hospital We note that a subsequent
report by MPs on the Public Accounts
Committee recommended that the
CQC review its approach

In March 2014, Circle made a franchise
support payment of £1 3 mullion, following
a dispute with commussioners over payments
under the 2013/14 contract Like most acute
hospitals, from {ate summer onwards,
Hinchingbrooke saw unprecedented A&E
attendances —at times up to 30% higher,
year-on-year — and not enough care places
for healthy patients who await discharge
At the same time, funding was cut in the
2014115 financial year

experience Furthermore, 97% of patients
using our hub are offered an independent
patient adwisor, offering genuine choice
to patients over therr care

Any new systern faces challenges, and

in Bedford, this has included convincing
all local partners to use our triage hub
This has been almost universally successful,
with just one of 21 prowviders, Bedford
Hospital NHS Trust, choosing to arcumvent
the system We are in discussions with the
clinical commussioning group ('CCG') on
handling this disruption of patient care,
and expect to update on thss further in
our half-year results intenim statement

With these pressures on the system, to
maintan the standards patients deserve
required signiftcant further investment,
on top of the £5 mitlion and considerable
resources Circle has invested in the
hospital to date

Salving the problems facing
Hinchingbrooke could only be achieved
through joined-up refarm in Cambridgeshire
across hospitals, GPs and commurnity
services - but these reforms are too far
into the future We retuctantly concluded
that with bittle flexibility in the contract,
Circle’s involvement in Hinchingbrooke
was unsustainable We announced our
intenuon to withdraw from the franchise
in January 2015, and the contract formally
ceases at the end of March




Operating outlook

After a strong 2014, | am optirmstic {or
2015 We aim for all current operating
assets to be EBITDA positive by the end
of 2015 There are notable opportunities
n both our independent and NMS work

Hospital services

We have a long-term lease on well-
located land in Birmingham, and we are
now moving into detaited planning and
maodeliing for its future development

Birmingham 1s a more diverse market than
Bath or Reading It s a large healthcare
economy, with over two million people
living within a 30-minute drive of our site,
and an ageing infrastructure of private
health providers in the area There are a
nurmber of NHS prowiders in the region,
ranging from large teaching hospital
trusts to small specialist providers,
representing a wider range of NHS
organisabions with which to partner

We will refine the model used in our first
two hub hospitals In particular, we expect
the build to be quicker and more cost-
effective, and combined with a phased
recruitment and commissioning process, it
15 expected to reach cperational maturity
at a quicker pace than Bath and Reading

We are seeing significant interest from UK
and international investors for high-quality
healthcare facilities, and we wilt be looking
to progress with plans for the Brmingham
hospital this year

We have previousty noted our intention
to pursue further new-buld hospitals We
have assessed the market in Manchester
and believe that 1t 15 saturated The Group
has decided that in this environment,
pursuing a new independent hospital i
Manchester is not currently viable and
we are considering options for the land
we own

Bath and Reading both have plans for
organic growth in specialtres where the
surrounding area 1s under-served, with
scope for new clinical units and services
Nottingham also expects same organic
additions to its services

We were pleased to be accepted in
October to be a member of the NHS
Supply Chain’s new support framework
Thes places us on a centrally-approved
list of permitted bidders for contingency
diagnostics and elective work at our
existing hospitals

Other services

We expect further capped-budget
contracts to come to market across 2015
This wall include more MSK centracts, but
is also likely to involve other service lines
and clinical pathways As one of the few
current providers of this type of contract,
we are well-placed to help the NHS evolve
the format

In March 2015, the 'vanguard’ sites
adopting new madels of care proposed

in Simon Stevens’ Five Year Forward View
were announced We expect greater clanty
to emerge i the second half of the year on
how these sites intend to reform services,
regardless of the outcome of the general
election in May

The election does pose some political
risk, given no party 1s an active advocate
of the role of the independent sector in the
NHS, however, the role of NHS England
and local health leaders in leading health
policy insulates against this risk, and we
fully intend to engage in the 1deas and
policy of the Five Year Forward View as it

1s clanfied over the coming year
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As one of the few non-NHS organisations
with experience of both running acute
trusts and capped-budget services, we feel
confident about our role as a partner to
the NHS in this potentially exaiting set
of reforms

Finally, we are reviewing options for
acquisitions and consultancy work, both
In the UK and abroad We are continuing
cur close relationshtp with GiITIC, one of
China’s biggest conglomerates, which we
announced in December 2013 We will
update on these plans as required later
in the year

Steve Melton
Chief Executive Officer
18 March 2015
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Bedford MSK

Patient recommendations

(0017

Patients coming through the
electronic referral system

40

compared to 5% before Circle
commenced the M5K contract

Afﬁénda
Phillips

General Manager
for Bedfordshire MSK
To me it feels like it’s

in Circle's DNA to do
what it takes if it means
we serve our patients.




Kay’s story

Kay Hoare is an extended scope physiotherapist, working in our Bedfordshire
musculoskeletal team.

{ am the Lead Extended Scope
Physiotherapist at the Enhanced

Services Centre in Bedford. We are a
musculoskeletal clinic which is run by

a partnership of Horizon Health Choices
and Circle. This is part of the MSK tender
wan by Circla to run MSK services for
Bedfordshire. We see patients referred by
GPs who may need imaging, injections or
onward refarral to consultants. We have
a mixture of different clinicians waorking
here, including physiotherapists, GPs with
a particutar interest in musculoskeletal
conditions, and consultants.

1 feel that working with Circle gives you
an excellent support network at all levels.
wa have daily meetings where all aspects
of the clinics are looked at. Any issues can
be brought to the meeting, and everyone
can contribute Lo finding a resolution

This way of working gives you a say in
how things are rur, You are able to offer
any ideas in an open aumosphere, and they
will be listened to, It makes you feel part
of ateam and that you can really make

a difference to the patient experience,

And in our service, the needs of the patient
are paramount. Problem solving is always
directed to improve the patient experience,
and feedback from patients is actively
sought at all stages of the patient process.
Having a clinician-led company ensures
that the patient needs are priority, as the
clinicians have experience of working in
various fields, and so understand the issues
that are important to patients, These then
drive the way services are delivered, We
try to make the service as convenient as
possibte for the patient, for example, by
decreasing wait times by having a number
of providers and offering clinics for
patients to attend as close to their

homes as possible.

As an example of just one thing we've
changed thanks to this way of working,
in the space of just three months, | have
been able to change the systam we used
for giving out TENS machines - a type

of pain relief machine - in the pain service.
Previously, there was an issus with supply
due to the type of contract, which meant
that referrais had virtually stopped to
this servica. But Fwas allowed to change
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supplier and set up a more efficient system
for providing these machines that both
patients and staff are happy with. This
has allowed patients to be referred to
this service again, and allowed the
patients access to a non-chemical form
of pain relief which can be helpful for this
patient group.

Circle is challenging in a positive way.
Starting a role that's new to me, and
also to the company, was & challenge -
but with support from Circle colleagues,
for example, I've been able to define my
role, and learn the skills to do the job.
You're constantly learning, and Circle
has the inclusive and supportive culture
to make that happen.
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Paolo Pieri

Chief Financial Officer
The Group has seen
continued growth in its
core operations, with
revenue of £111 million
marking a year-on-year
increase of 32%

Chief Financial
Officer’s report

Financial review

2014 saw improvements in revenue, gross profit and a
reduction in overhead administrative costs, culminating in
a 25% reduction in operating loss pre-exceptional items

A milestone was achieved in 2014 as EBITDAR, excluding exceptional items, 15 pasitive for
the first time The Group's total loss for the year, excluding exceptional iems {‘underlying
total loss'), has sigmificantly improved by £4 3 million

The Group 1s making continued progress with like-for-like year-on-year growth of the
operating sites, white improving the operational efficiency of the business

Revenue growth is set to continue in 2015, largely from orgamic growth at each site

The Group continues to explore opparturities to expand independent hospital aperations,
and has commenced planning application for QircleBirmingham The cost of submitting
detailed design plans for Birmingham s expected to be around £0 5 mulion Our proposed
plan would be to fund the construction of Birmingham with a third party The Group has
strong relationships with a number of investors nterested in the development in addition,
the Group continues to explore development opportunities to suppart NHS organisations,
which is likely to become clearer post-general election

Patient procedures

Patient numbers across the Group have also seen a positive increase As the Stratford Chintc
was closed at the beginning of 2014, the Stratford Chinic figures have been removed from
2013 patient procedures to compare like-for-like

Year to Year to

31 Decernber 31 December
2014 2013 Change
Day case and inpatients 4573 40,284 121%
Outpatients 269,316 248,913 82%
Total procedures 314,489 289,197 87%




Total procedures continue to grow, with totat day case and inpatient volumes increasing
by 12%, as more patients are actively choosing to use Circle facilies for our high-quality
care Reading saw the most significant increase in day case volumes, with a 38% growth on
prior year CGrowth was also seen in Nottingham and Bath outpatient procedures, increastng
by 7% and 17%, respectively The independent hospitals both delivered sigmificant growth
i average revenue per case, as the procedure mix trends towards a higher acuity Bath

increased by 14% and Reading saw an increase of 18%

Group results

Revenue under management of £221 million and Group revenue of £111 million, mark
a substantial uplift on the previous year's results The Group ends the year with a cash

position of £24 5 million

Year to Year to

31 December 31 December

2014 2013

E'000 £000

Revenue under management” 221,048 192,749
Group revenue 110,983 84,252
EBITDAR, excluding exceptional iterms 1,152 (143)
EBITDA, excluding exceptional items (10,427) (13.812)
Total operating loss before exceptional items {13.329) (17.726)
Exceptional items {5,341} 3,860
Loss for the financial year {20155) (15,230)
Underlying total loss for the financial year (14,812) {19,080)
Net assets 34,374 27,867

The Group has seen continued growth in its core aperations, with revenue of £111 mithion
marking a year-on-year increase of 32% This revenue growth was down to growth at
both Bath and Reading hospitals, as well as the commencement of the Bedfordshire

MSK contract

The Group achieved positive EBITDAR for the first time an improvermnent from a loss of
£01 million in 2013, to a positive EBITDAR of £1 2 million in 2014 Operating loss before
exceptional iterns improved significantty by £4 4 million on prior year This s principally
attributable to the continual EBITDA improvements in CircleBath and CircteReading
CircleBath increased revenue by 27% from 2013 levels, and saw an increase of 84%

in EBITDA In the year For the first time, CircleBath recorded a positive EBITDA for the
second half of 2014 CircleReading continues to grow towards sustainability, and achieved
sigsficant revene growth of 44%, with revenue reaching £21 million, and also closed

the year with an improvement in EBITDA loss of £0 9 millian

Thas 15 our first full year of the new Payment by Results contract at Nottingham The
treatment cantre is delivering a greater number of procedures to an increasing volume

of patients (7% increase on prior year), assisted by the delivery of new ipatient services
The new Nottingham contract works under the NHS Choase and Book system It is
gratifying to see that now patients are afforded greater choice, they nevertheless choose
to return to the CircleNottingham facility, a testament to our high quality of care EBITDA
achiaved was in line with expectations at £2 5 millton, with opportunities to improve

margins as complexity of work increases
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Closing cash balance as ‘
at year-end Is

£24.5m

{2013 L12 4 milhion} while net cash outflow from
operating activities has decreased to £8 4 milion
(2013 221 mulbion)

EBITDA losses before
exceptional tems were down

V25

10 £10 4 milion {2013 loss of £13 8 million)
including £78 mullion of central costs

-

*  Includes revenue generated at Hinchingbrooke which 14 managed by the Group but not included in the Group’s statutory consolidated revenue
**  Underlying total loss for the year s the total loss for the financial year, excluding exceptional iterns
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We began 2014 by working closely with
Bedfordsture CCG and the tocal supply
chain to mobilise our MSK service, which
started in April Qur contracts with all
providers require patients to use the
Circle MSK services We are currently

m discussions with the CCG regarding
payrments for those who arcumvented
the Circle triage system In addition,
the contract provides for a number

of ane-off payments related to the
transition of waituing lists at the start

of the contract We expect to provide

a more comprehensive review of our
MSK business in the half-year interim
results, after a full year's performance
of the service

The £4 9 million increase tn total loss for
the year to £20 2 mullion in 2014 15 due
to the inclusion of one-off items, most
of which are non-cash items Exceptional
charges of £5 3 mullion were expensed

n 2014 in 2013, an exceptional gatn of
£3 9 million was recogrused, largely due to
the deconsolidation of Health Properties
Edinburgh To enable a more like-for-tike
basis of comparison, the underlying total
toss for the year of £14 8 million hughlights
an improved trading performance in
comparison to the underlying loss of
£191 million n 2013 Exceptronal costs
are reviewed in more detail below

Exceptional Items

In 2014, the Group recorded exceptionai
charges of £5 3 milion (2013 exceptional
gain of £3 9 million}

Fallowing the completion of Project Reset,
which further enhanced our partnership
incentive scheme and entailed a significant
restructure of the Group to simplify our
corporate structure, a non-cash IFRS 2
charge of £17 milhon was recogmsed in

relation to the shares and associated share
options 1ssued Further ongoing share-based
charges are expected going forwards n
relation to share options being granted

to Circle chimcians and employees

The Group made a non-cash gan of
£4 8 million upon wind-up of the joint
venture activities in Health Properties
(Bath) Lirnited ('HP Bath')

An impairment of £071 million was
recorded against Birmingham assets
under construction, following updated
plans for CircleBirrmingham, along with
a £2 8 mithon impairment of assets under
construction at the Manchester site, as
reported in the first half of 2014

The Group has made cumulative payments
of £4 8 million towards working capstal to
Hinchingbrooke to date, and has provided
for a further £0 2 million, culmimating i a
£5 mullion recervable at year-end The full
amount has been provided against, given the
current status of the contract Please refer
to the Directors’ repart for further details

Other exceptionat costs of £0 7 rillion
incurred related to adwisory fees to assist
the Croup’s consideration of potential
acquisitions The Group incurred fees
during the year in relation to due diligence
costs for a material potential acquisition
This acquisition was unsuccessful and
the costs have been included within
exceptional costs

Corporate streamlining

The ongoing exerctse to rationalise the
number of Group entities resulted in the
wind-up of a further esght entities, reducing
the costs of adrministration A further 11
entities are planned to be dissalved n 2015

Financing

In January 2014, the Group successfully
raised £27 5 million (before fees) by way
of equity funding The Group will use

the proceeds for growth and expansion
into large markets, with planning set to
commence on Circle’s next new-build
independent hospital in Birmingham,
pursuing growth opportunities for current
operating assets, for example, expansion of
current service offerings, and set-up costs,
commussioning and working capital for a
mix of up to three generic service lines

©n 1 July, MPT, the US specialist hospital
real estate investment trust, completed
the purchase of the Bath freehold for
£28 3 milion The asset was previously
owned by HP Bath, a joint venture of which
the Group controlled 38 7% This sale fully
extinguished the loans held by HP Bath
with Santander and Lebman Brothers

(in adrminustration), as well as an interest
rate swap held (in conjunction with the
Santander loan CircleBath has signed a
15-year {ease agreement with MPT, with
afurther 15-year extansion, whick will
see its annual rent reduce by £ millron
to £2 5 million As part of the repayment
of the mezzanine debt, Circle Holdings
plc paid Lehman Brothers £0 6 million
under a capped guarantee, which has been
recognised in exceptional finance costs

In July 2014, an amount of £2 million
was released from escrow in Circle
Hinchingbrooke Limited, in accordance
with the terms of the Hinchingbrooke
Franchise Agreement




Two cash-backed performance bonds
totalting £1.8 million, held in favour of
Gt Capital as guarantee for leased clinical
equipment, expired on 31 October 2014,
and the amount was returned to Circle
Holdings plc. As a result, the Group has
no restricled cash reserves.

Cash flow

Net cash outflow from aperating
activities amounted to £8.4 million (2013:
221 million}, showing an improvement on
prior year. Some of this improvement can
be attributed to the timing of Bedford
MSK payments.

At 31 Decemnber 2074, the only borrowings
remaining r2late to finance leases of
clinical equipment,

- —,}‘ G
. ’/_/ P ann

-

Paolo Pieri
Chief Financial Officer
18 March 2015
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1 Michael Kirkwood CMG
Chatrman (a), (b), (¢}

Michael Kirkwoed 1s an Economics and
Industrial Engineering graduate of Stanford
University and  Fellow of the Chartered
Institute of Bankers He jotned the Board
of Circle Holdings plc as Chairman in June
2011 He s additronally Senior Adwisor
{formerty Chairman) of Ondra Partners LLP,
a non-executive director of AngloGold
Ashant Lumited, and an Emeritus ODirector
{formerly Charman) of British American
Business Inc

Michael joined Citigroup in 1977 from
where he retired at the end of 2008

Prior to Qiigroup, he spent a number of
years in Asia with Bowater-Ralli Group,
having started his career at HSBC He
was previously a non-executive director
of UK Fnancial Investments Ltd (UKFI},
Eros International ple, Kigde pic and Deputy
Chairman of PricewaterhouseCoopers
LLP’s Adwisory Board Heis a member

of the Adwisory Board of the Associatton
of Corporate Treasurers and a patron

of poverty housing chanty, Habntat for
Humanity Duning ks City career, he served
as Deputy Chairman of the Bnitish Bankers
Association, President of the Chartered
Institute of Bankers, Charman of the
Association of Foreign Banks, and as a
member of the CBl's Financial Services
Counal

A Freeman and former HM Lieutenant for
the City of Londeon in 2004, Michael was
apponted a Companion of the Qrder of
St Michael and St George (CMC) in HM
The Queen's 2003 Birthday Honours

2 Steve Melton

Chief Executive Officer

Steve Melton was appointed as Chief
Executive Officer in December 2012, after
previously holding the roles of Head of
Mobilisation and Chief Operating Officer
since Joining Circie in 2008 Steve has 30

years of experience leading targe-scale
operations in the retail, consumer goods
manufactunng and healthcare sectors
Prior to Circle, he was the Supply Chain
Director at Argos, where he also led a
number of group-wide improvement
programmes

Prevtously, he was Supply Chain Director
at Scottish Courage, and General Manager,
MNon-Food Supply Chain at Asda He began
his career on Urilever’s Management
Trainee Programme, and subsequently
held a number of roles at Unilever, working
intermationally across the personal products
business Steve holds an MA (First Class} in
Chemical Engineering from the University
of Cambridge

3 Paolo Pien

Chief Finanaial Officer

Paolo Pieri joined Circle after spending
over five years at lastminute com He
spent the majonty of this time as the
UK Finance Director and, subsequently,
took on a number of aperational roles,
including the Managing Director of
some European divisions

Prior to this, Paolo spent seven years in
the Virgin organisation, princtpally within
the retall and cinema operations, where
he spant three years as Finance Director
of the Virgin Megastore business

Paolo has a Bachelor of Accountancy
from Glasgow University, and s a member
of the Institute of Chartered Accountants
for Scotland

4 Dr Massoud Foulad:

Chief Medical Officer

Dr Massoud Fouladi 1s a co-founder of
Circle and Group Medtical Directer He also
serves as the imitial director representative
of the CPBT, the Group’s largest single
shareholdes
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Massoud graduated from Bristol

Medical School in 1990 and completed his
ophthalmology tramng at Birmingham
and Midland Eye Centre 1n 1899 He was
also awarded a Masters in Health Services
Management by Birmingham Health
Services Management Centre mn 1598

in 2001, Massoud founded the Ophthalmic
Clintcal Leads Forum at the King’s Fund
He was Charrman of the Assaciation

of Ophthaimotogists UK from 2003 to
2007 He remains an active consuttant
specialising in ophthalmic surgery

5 Lorraine Baldry OBE

Senor Non-Executive Director
(a), (b}, {c)

Lorraine Batdry s Chairman of London
and Continental Railways Limited,
Schroders Real Estate Investment Trust,
Inventa Partners Limited and Tri-Air
Developments Limited She 15 also a Board
member of Thames Water Utiities Ltd
She was previously Senior Independent
Non-Executive Director of DTZ Holdings
ple, and Chairman of the London Thames
CGateway Development Corporation

Prior to that, Lorraine was Chief Executive
of Chesterton International plc, a semicr
advisor at Morgan Stanley, mvestment
banking division, and Managing Director
and a member of the Executive Comnttee
of Regus Lorraine joined Regus from
Prudential Corporation where she hetd

a number of posts, including Managing
Director of Prudential Corporate Pensions,
Chief Operating Officer of Prudential
Portfolio Managers (now M&GC), and
Managing Director of 1ts property
nvestment division

She was awarded OBE in the Queen’s
Jubilee Honours, and 15 an Honarary
Member of the Royal Institution of
Chartered Surveyors and a past president
of the Bntish Property Federation
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6 Lord Hutton of Furness
Non-Executive Director (b), (c)

Lord Hutton served as a member of the
British House of Commans from 1992 to
2010 Duning his time tn government, he
held several prominent Cabinet posttions,
including Secretary of State for defence,
business, enterprise and regulatory reform,
and work and pensions Lard Hutton was
also a rminister 1in the UK Department

of Health [rom 1998 to 2005, where he
helped lead the modermsation of the
National Health Service Prior to public
service, Lord Hutton worked as a sensor
law lecturer at Northumbria University,
and served as a legal adwiser to the
Confederation of British industry
Between 2010 and 2014, Lord Hutton
was the Chairman of the Independent
Public Service Pensions Commussion

He 15 currently Chairman of the Nuclear
Industry Asscciatian, a non-executive
directer of Sirus Minerals plc and Arthunan
Life Soences Ltd Lord Hutton also holds
advisory positions at Bechtel Corporation,
PricewaterhouseCoopers and Lockheed
Martin Lord Hutton graduated from
Magdalen College, Oxford Uruversity,

in 1978 with an MA and a Bachelor in
Civil Law

7 Justin Jewitt

Non-Executive Director (a}

Justin Jewitt has extensive commercial
knowledge and practical experience in

the delivery and creation of public and
private health services He graduated from
Leicastar Uriversity in 1975, joiming Mobit
Oil Company Limited as a graduate trainee,
where he occupled various roles for 12

years In 1986, he joned Thorn Emi ple in
their retail/rental drision, moving through
various senjor management roles

In 1992, Justin became Managing Director
of two B ET plc companies, Laundrycraft
and Initial Healthcare (Textite) Ltd Justin
joined Nestor MHealthcare Group ple in
1994, where he worked for 10 years as
Chief Executive Officer of the Group,
building 1t Into a FTSE 250 hsted company
Justir also held several non-executive
director positions in both private and
public heatthcare companies Justin is
currently a visiting professor for the
Welsh Institute for Health and Social
Care, University of South Wales, a member
on the Quality Cornmuttee of an NHS CCG,
and a senior independant director of NHS
Shared Business Services Ltd

8 Andrew Shilston
Non-Executive Director {(a)*, (b), (¢}
Andrew Shiiston graduated from the
Uriversity of Oxford in 1977 with an MA
in Engineerning Sciences, and 1s a member
of the Institute of Chartered Accountants
of England and Wales and a Fellow of the
Asscciation of Corporate Treasurers

Andrew joined Rolls-Royce Group plcin
2002 and was appointed Group Finance
Director in 2003, where he remained
until 20711 He was Finance Director at
Enterprise Oil Ltd from 1993 to 2002
Andrew was an independent non-executive
drrector of Cairn Energy pic between 2004
and 2008, and 15 currently Chairman

of Morgan Advanced Materials pic and
Independent Non-Executive and Senior
Independent Director of 8P plc

{a)  Memberof Audit and Risk Committee
{b) Meniber of Remuneration Commuttee
{t) Member of Nommation Committee

*  Denotes Chair of respective Ccommittee




Directors’ report

The directors present their Annual Report and audited financial statements for the Group
for the year ended 31 December 2014

The Group financial statements
consolidate the financial statements of
Circle Holdings ple (the 'Company’) and
Hs subsidiary undertakings (‘subsidiaries’)
drawn up to 31 December 2014 Together,
these make up 'Circle’ or the ‘Group’

Principal activities

The Group s a provider of healthcare
services In the UK, treating privately insured,
self-pay and NHS-funded patients The
Group's business strategy 15 founded on
the fundamental belief that the best way
to delsver great patient care s to empower
the doctors, nurses and everyone who
waorks in the hospitals, treatment centres
and clinics, to put patients’ needs first

Business review

The information that fulfils the requerements
of the business review can be found in

the Operating review on pages 1210 16
Information on envirenmental matters,
employees, community and social 1ssues

15 given in the Report on corparate
governance on pages 30 to 34

Results and dividends

The loss and total foss for the financial
year attributable to owners of the
parent amounted to £8,055,000
{2013 £6,678,000) The directors
do not recommend the payment

of any dwdends (2013 £nif)

Cash flow

The total cash balance at 31 December
201415 £24,456,000 {2012 £12,397,000)
of which £24,496,000 {2013 £8,597,000)
relates to unrestnicted cash Net cash used
n operating activities totalled £8,361,000
(2013 £22,062,000)

Share capital and control

As at 31 December 2014, the Company’s
authorised share capital comprised
325,000,000 (2013 250,000,000)
ordinary shares of £0 02 each, 12,500,000
convertible shares (18 months) of £0 02

each, and 15,500,000 convertible shares
(36 months) of £0 02 each, of which
247797188 (2013 130,785,122) (note 22)
were inssue Shareholders are entitled to
receve the Company’s Annual Report and
financial statements, to altend and speak
at general meetings, to appoint proxies and
exercise voting rights The Company's shares
do not carry any special rights with regard
to control of the Company

The appointment and replacement of
directors 1s governed by the Company’s
Articles of Association Any changes 1o the
Articles of Association must be approved
by the shareholders in accordance with
the legislation in force at the time The
directors have authonty to issue and aliot
ordmnary shares pursuant to Articte 7 of
the Company's Articles of Association

Policy and practice on
payment of creditors

It 1s the Group’s and Company’s policy
to abide by the payment terms agreed
with suppliers wherever it s satisfied
that the supplier has provided goods and
services In accardance with agreed terms
and conditions A number of significant
purchases and commitments under
operating leases are paid by direct debit
At 31 December 2014, the Group had
30 equivatent days {2013 32 days) of
purchases outstanding, and the Company
had 46 equivalent days (2013 68 days)

Al 31 Decermber 2014, trade creditors in
the Group and Company were £6,666,000
and £133,000, respectively (2013
£5,240,000 and £190,000)

Going concern

The consolidated financial statements
have been prepared on a going concern
basis, which assumes that the Group will
continue In operational existence for the
foreseeable future The directors have
prepared cash flow forecasts for a period
of not less than 12 months from the date
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of sigming the financal statements for
the year ended 31 December 2014

The Board bebeves that, following the
completion of the fundraiming n January
2014, the Group has sufficient funding
to carry outits current business plans
Based on this, the directors have a
reasonable expectation that the company
has adequate resources to continue in
operatianal existence for the foreseeable
future Thus they continue to adopt the
going concern basis of accounting in
preparing the annual financiat statements

Events after the balance

sheet date

On 1 February 2012, the Group commenced
the operation to run Hinchingbrooke Under
the terms of the contract (the ‘Franchise
Agreement’}, the Group agreed to make
working capital contributions of up to

£5 mullion, and to share surpluses generated
over the term of the contract with the Trust
The Franchise Agreement allows aither
party to terminate if Hinchingbrocke
incurs more than £5 million in aggregate
deficits during the contract term

In January 2015, Gircle announced its
intention to terminate the Franchise
Agreement Based on discussions with
the Trust Development Authonity {'TDA),
Circle expects the contract to be formally
terminated on or before 31 March 2015,
after which Circle will have no further
financial abligations under the contract

Circle 1s obliged to pay all costs incurred
by the Trust ansing as a result of the
termimation, mncluding, but not limited
to, retendering costs, up to £2 milhon
As the franchise 1s not being retendered
and because the transition period 1s
sigruficantly less than that assumed in
the onginal franchise, the Trust, the TDA,
and Circle have agreed £130,000 in
termination costs
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Dunng the year, the Group has provided
for a further £164,000 warking capital
cantribution to the Trust, which has
resulted in an aggregate £5 million
recervable at the year-end In Light of the
Group's announcement of its intention
to terminate the contract, the aggregate
working capital contributions of £5 million
are not recoverable and have been fully
imparred

Directors

The directors who served duning the year
and up to the date of signing the financial
statements were as per the table

Biographies of the current directors are
detailed on pages 24 to 26, and directors’
beneficial interests in the Group's share
capital and warrants are detaited on pages
36 to 39 of the Directors’ remuneration
report

Directors’ indemnity

In 1ts Artrcles of Association, the Company
has granted an indemnity to every present
and former officer in respect of proceedings
brought by third parties The Company has
procured Liability insurance for alt directors
and officers of the Company, and all Croup
companes There are no outstanding
claims or provisions as at the balance
sheet date

Donations

The Group made charitable donations
totatling £1,342 (2013 £1,000) during
the year to a nurmber of charitable
organmisations within the UK

Mo donation was made to any polibcal
party registered in the UK under the
Political Parties, Elections and Referendums
Act 2000 by either the Company or its
subsidiaries

Steve Melton

Chief Executive Officer

Massoud Fouladi

Chief Medical Officer

Paolo Pieri Chtef Financral Officer

Michael Kirckwood CMG  Non-Executive Chairman (independent)

Lorraine Baldry OBE

Senior Non-Executive Director (independent)

Andrew Shilston

Non-Executive Director {independent)

Lord Hutton of Furness  Non-Executive Director (independent) {appointed 21 May 2014)

Justin Jewntt

Non-Executive Director (independent) (appointed 21 May 2014)

Tim Bunting

Non-Executive Director (non-independent)

{resigned 21 May 2014)

Tony Bromovsky

Non-Executive Director (nen-independent)

{resigned 21 May 2014)

Principal risks and uncertainties
Enterprise risk identification

and management

The Group has an effective system of risk
management in terms of identifying nsks
and monitoring actions 1o manage these
risks Further details of the Group’s nisk
management process can be found inthe
Report on corporate governance on pages
301034

Risk 15 an unavoidable element of doing
business The Group’s nsk management
system aims to provide assurance to the
Board regarding the effectiveness of the
Group’s ability to manage nsk The system
includes the controlled prioritisatton of
1ssues, review of key operational metrics
in relation to clinical cutcomes, patient
expenence, staff engagement and value-
for-maoney (together known as the 'Quality
Quartet (QQ)’ review), mitigation, shanng
of best practice and effective cnisis
management

The following provides an overview of the
principal business nsk factars facing the
Group, along with a description, where
relevant, of the mitigating actions in place

Financial risks

The Group's operations expose itlo a
variety of financial risks that include working
capital and funding rtsk, contract nsk and
price risk The Group has implemented

a comprehensive strategic planning and
budgeting system to monstor and limit
the adverse effects of the below risks,
the results of which are presented to and
approved by the Board Management and
the Board monitor performance against
budget and key financial benchmarks
through monthly reporting routines,
detailed business reviews and vanance
analysis

Working capital and funding risk
Working capital and funding risk 1s the
risk that the Group will encounter in the
event of difficulty in meeting obligations
associated with financial habilities or be
unable to obtain sufficrent funding to
pursue its growth plans and expansion
opportunities The Group aims to mitigate
this nisk by robustly managing cash
genreration across i1ts operations through
detailed budgeting and tight cost control,
as well as applying cash collection targets
throughout the Group Where the need




anses, significant cost savings are made

In the short term by reducing Head Office
costs The Group s also backed by leading
UK nstitutional investors that have provided
finance through several financing rounds
over the {ast nine years

Contract nisk

Contract risk exists where the Group1s
unable to renew the NHS contracts at the
end of their fixed tenure The Group aims
to mitigate thts risk by maintaining good
relationshups with contracting parties and
actively pursuing contract renewals and
extensions ahead of ime During 2013,
the Group won the ratender to provide
renewed services at the Nottingham
NHS Treatrnent Centre for a further five
years until July 2018 The Group aiso
commenced the operation of a five-year
integrated MSK service contract in
Bedfordshire

Owing to the complexity of delvering
NHS-funded services, there 15 inherent
contractual nsk ansing from the Group’s
existing NHS contracts Default and
termination of these contracts could
occur as a result of clircal or operational
falures The Group continues to metigate
these risks by focusing on its business
model of delivering high-quality care

at the best value

Chimical quahity rnisk

As with all medical providers, climcal
quality nsk 1s a majer consideration

The Group has an integrated corporate
governance structure which is chared by
the Chief Medical Officer, who also sits on
the Board This structure includes sentor
staff across the operational, clinical and
central support teams Each hospital site
has its own local governance structure,
while a team of clinical care quatity
specalists 1s dedicated to developing
up-to-date and consistent clinical and

operational policias across all sites
Local governance committees work

to a nigorous assurance framework,
manage day-to-day chmical risks through
a nisk register, provide appropriate training
to staff and consultants, and report therr
findings to the Group’s Integrated
Governance Comimittee {IGC) This
commuttee, In turn, provides writtan
risk assurance reports to the Boards

of the relevant Circle Group companies
and the Audit and Risk Committee

Price risk

The Group generally seeks to pnce
contracts at levels that take account of
increasing prices and, where appropriate,
establish contract terms that enable
revenues to be adjusted as a result of
any future increasing price levels As
the volume of patients 1s anticipated to
increase, the Group will be increasingly
subject to pricing changes from private
insurance compames and the NHS
pricing tanff

The new Bedford MSK contract

operates under a capped revenue budget
The underlymg principle assumes that

the service can be run more efficrently,
improving the patient experience and
reducing operational costs Nevertheless,
the Group bears the rnisk of nsing operational
prices as the baseline revenue 15 fixed,
subject to local demographic or service
portfolio changes

Government policy and
regulatory nsk

There are nisks that political or policy
changes may mean that the number and
size of contracts awarded to the Group
are diminished, and that fewer services
provided by the Group are contracted
by the public sector This s particularly
relevant given the general election in
May 2015
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New regulations may be introduced,
which could have an adverse effect on the
Group’s operational and compliance costs
In addition, the Graup relies on the ability
and willingness of government-funded
bodies such as CCGs and NHS trusts to
pay for the Group’s services

Reputational nsk

Reputational risk associated with poor
clinecal outcomes or patient satisfaction

15 ritigated by the focus on providing
tugh-quality medical care at the Group's
facilities, and constantly seeking to improve
chimcal services through the activities of
the IGC and the QQ reviews

Steve Melton
Chief Executive Officer
18 March 2015
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General

The Company, being quoted on AlM, 1s not
required to comply with the provisions of
the UK Corporate Governance Code (the
‘Code’} Nevertheless, the directors are
committed to the highest standards of
corporate governance, and have voluntardy
complied with elements of the Code issued
by the Financial Reporting Councit, where
relevant and appropriate to the Company
As envisaged by the Code, the Board has
established three commuttees an Audit
and Risk Committee, a Remuneration
Committee and a Normination Committee
In addition, the Board has authorised a
Market Disclosure Commuttee and the

IGC, with the latter reporting on chinical,
operational and financial matters into

the Audit and Risk Committee These
committees operate within defined terms
of reference, as determined by the Board,
detarls of which are publicly avadable at
the Group's registered office The functions
and responsibilities of each commuittee are
described below, and the members of each
commuttee are Listed in the biographies of
the Board of Directors on pages 24 to 26

The Board

The Board of Directors comprises a
non-executive chairman, four independent
non-executive directors, and three executive
directors {Chief Executive Officer, Chief
Medical Officer and Chief Financial Officer)
The profiles of the current executive directors
and non-executive directors are set out on
pages 24 to 26 The Arucles of Association
allow no fewer than three directors

The Code recommends that the Board
should compnise at least two non-
executive directors, deterrmnad by the
Board to be independent in character and
Judgement, and free from relationships or
crcumstances which may affect, or could
appear to affect, the directors’ judgement

The Board considers that the Company
complies with the requirements of the
Caode in this regard

The non-executive directors contribute a
wide range of skills and experience, forming
a strong and independent element within
the Board The non-executwve dicectars
receive a fixed fee for services repdered,
are appointed for an imtial period of
three years, which may be extended by
agreement with the Board, are subject to
re-election by shareholders at the Annual
General Meeting (AGM'}, and are not
employees of the Company at the time
Their opinions carry significant weight

in the decision-making processes, both
operational and financial, and they are free
from any business or personal relationships
that could interfere with thewr ndependent
Judgement The non-executive directors
ensure that some meetings are set aside
during the year without the executive
directors present Lorrane Baldry OBE,

15 the norminated semor independent non-
executive director to whom shareholders,
directars and ermployees may bring
concerns which normal channels have
faled to resalve or are otherwise not
appropriate

The Chairman is responsible for teadership
of the Board and ensuring its effectiveness
in all aspects of the role, including

- managing the Board,

- ensuning that sufficient time 1s allowed
for the discussion of complex ar
contentious Issues,

« ensuring a regular evaluation of the
performance of the Board as a whole, its
committees and indmidual directors, and

+ taking the tead in identifying and
meeting the development needs of
indmidual directors and the Board
as a whole

e e
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Addison
Operations Manager
at CircleNottingham
Coming from another
organisation outside of
healthcare, | have been
absolutely blown away
by the team ethic across
the treatment centre in
all gateways
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The Board and its subcommittees meet
at regular intervals throughout the year,
and have reserved for their consideration
matters, mcluding

» the responsibility for the overall strategy
of the Group,

« significant capital expenditure projects,
budget approval and any major financial
proposals,

+ ensunng effective systems of internal
control and risk management,

- regulatory compliance,

- approval of public announcements and
communications with shareholders,

+ approval of the Annual Report and
financial statements, and

- remuneration of key senior employees

Detalled monthly operational, chimical
and financial information 1s provided to
the Board in a timely manner to enable
1t to discharge its duties This includes
information on the historic, budgeted
and forecast financial performance of
the business, as well as key perfarmance
indicators covenng volumes, revenue and
EBITDA, to allow the Board to challenge
Group managernent effectively A budget
i1s agreed by the Board annually, and
performance against budget 1s reported
monthly

The Board ensures that all directors
receve appropriate traimng and induction,
as required, and that they are able to take
independent professional advice in the
furtherance of their duties The Board may
appoint a director and revoke or terminate
the appointment of a drector as it thinks
fit Any director so appointed shall offer
himself or herself for reappointment at
the first AGM following appotntment, and
at each AGM thereafter The shareholders
may also remaove a director by ordinary
resolution

Audit and Risk Comrmuttee

The Audit and Risk Committee's role s to
assist the Board with the discharge of its
responsibilities in relation to internal and
external audits and controls, including
reviewing the Group’s Annual Report and
financial statements, considering the scope
of the annual audit and the extent of the
non-audit work undertaken by external
auditors, advising on the appointment

of external auditors, reviewing the
effectiveness of the internal control
systems i place within the Group, and
determining and reviewing the nature
and extent of the nsks facing the Croup
The Audit and Risk Commuittee meets
not less than four times a year

The Code recommends that alt members
of the Audit and Risk Commuttee be
non-executive directors and that the
committee 15 not chaired by the Chairman
of the Board The Company complies
with the requirements of the Code in
this regard

Reporting into the Audit and Risk
Commuttee is the 1GC, which is chaired

by the Chief Medical Officer, Dr Massoud
Fouladi, who also sits on the Board Further
details are provided 1n the principal nisks
and uncertainties section of the Directors’
report on page 27

Remuneration Commutitee
The Remuneration Committee
recommends policies the Group
should adopt on executive remuneration,
determines the levels of remuneration
for each of the executive directors, and
1s also nvited to attend meetings of
the Remuneration Committee of Circle
Health Limited {"CircleHealth") The
Remuneration Committee generates
an annual remuneration report to be

approved by the members of the
Company at the AGM The minutes
of the Remuneration Committee are
circulated to, and reviewed by, the
Board The Remuneration Commuttee
meets not less than twice a year and
the Directors’ remuneration report 15
set out on pages 36 to 39

The Code recommends that all members
of the Remuneration Committee be
nen-executive directors, and the Company
comples with the requirements of the
Code in this regard

Nomination Committee

The Nomination Committee assists the
Board in determiming its composition,
desired balance of skills and potential
Board candidates as the need may anse,
and formulates the succession plans for the
Charman It recommends to the Board the
succession plans for the Chief Executive
Officer The Nomsnation Committee meets
at least once a year, and whenever necessary,
to fulfil ts responsibilities

The Code recommends that a majonity

of the Nomination Commuttee be non-
executtive directors, and the Group complies
with the requirements of the Code in

this regard

Dunng the year, the Nomination
Commuttee led the recruitment of two
new non-executive directors (justin Jewtt
and Lord Hutton) The committee drew
up a shorthst of candidates and, following
a sertes of interviews, recommended the
appointment of suitable directors to

the Board




Market Disclosure Committee the directors consider 1t best

The Market Disclosure Committae assists practice to have such a committee

the Group in meeting its obligations to
announce price sensitive and other
significant information, and decide quickly
whether an announcement obligatton has
ansen under the AIM Rules for Camparues
and related legislation

and attendance

Performance evaluation

The Board has undertaken a formal
evaluation of its own performance
and that of its commuttees through

the airculation and completion of a
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the directors have concluded that the
Board and its commutteas continue to
function effectively, and that the other
commutments of the Chasrman and
directors are such that all directors
are capable of devoting sufficient

time to the Company

Attendance by the directors at the

The Code does not require companies to comprehensive questionnaire Having various commuttees during the year
have a Market Disclosure Committee, but consicered the results of the questionnarre, was as follows
Market
Disclosure Audit and Risk Remuneratioh Nommation
Board Committee Committee Committee Commillee
Lorrane Baldry 8 n/a 4 3 2
Tony Brormaovsky' 3 n/a nfa n/a n/a
Tim Bunting? 2 n/a n/a n/a n/a
Massoud Fouladi 6 n/a nfa n/a nfa
Lord Hutton? 5 n/a n/a 2 n/a
Justin Jewntt? ) n/a 3 n/a n/a
Michael Kirkwood 8 2 1 3 2
Steve Melton 8 1 nfa nfa n/a
Paalo Pier 8 2 n/a nfa n/a
Andrew Shilston 8 nfa 4 3 2
Total meetings held 8 2 4 3 2
1 Tony Bremovsky resigned from the Board on 21 May 2014
2 Tim Bunting resigned from the Board on 21 May 2014
3 lord Hutton of Furness was appointed on 21 May 2014
4 Justin Jewatt was appointed on 21 May 2014
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Relations with shareholders
The Company maintains a regular
dialogue with fund managers, other
investors and analysts, usually following
the announcement of intenim and final
results, to ensure that the investing
community recewves a balanced

and consistent view of the Group’s
performance The principal documents
received by shareholders are the Interm
Report, Annual Report and financial
statements, and any circulars as
appropriate The Company’s AGM
provides an oppertunity to respond

to shareholders’ questions

Employee involvement

Circle 1s a socially responstble employer,
and vanous initiatives are in place to
ensure that staff are treated fairly, as they
are cntical to tts cinical, commercial and
operabional success Communication 1s
critical to employee relations, and the
Group uses bi-weekly business updates
with all sites present via telaconference ta
ensure employaes are fully informed about
plans and progress Cormmunications from
the Hurnan Resources Department notify
all staff of any changes to personnel during
the year Semi-annual off-site meetings
are held for management and directors

to review strategy imptementation and
key business opportunities Semi-annual
performance reviews are canducted

for employees, and individual training
and development needs are dentified

to ensure staff receve supplementary
training

Following Project Reset, the Group 1s
25% owned by the newly formed CPBT
Employees and clinicians wha work in the
Group's facilities can own shares in Circle
Holdings via the CPBT, and will be allocated
share options according to performance
These organisational changes strengthen
our identity and ethos as a co-owned
company

Disabled employees

The Group gives full consideration to
applications for employment from disabled
persons where the candidate’s particular
aptitudes and abilities are consistent with
adequately meeting the requirements of
the job Opportunities are available to
disabled ermnployees for training, career
development and promotion

Where existing employees become disabled,
it1s the Group’s policy to provide continuing
employment wherever practicable in the
same or an alternative position, and to
provide appropnate tramning to achieve
this aim

Equality

Circle seeks to be a socially responsible
Group which has a positive impact on
the communities it operates in We look
to employ a workforce which reflects the
diversity of the Group’s communities

No discrimination s tolerated, and we
endeavour to give all employees the
opportunity to develop their capabilities

Environmental matters

The services provided by the Group have
mtnimal envirgnmental impact However,
the Board betieves that good environmental
practices support the Group's strategy by
enhanang the reputation of the Group and
improving the efficiency of running hospitals
Consequently, the Group continues to put
environmental responsibilities high on

the agenda

The Group and its employees try to ensure
that both services and products are procured
in an environmentally frendly manner,
and that waste materials are disposed of
appropriately, including recycling where
economcally possible The Group makes
extensive use of electronic communications
to reduce the amount of pnnting waste
produced Where appropriate, electronic
communication methods such as email,

telephone and video conference facilities
are used to avoid non-essential travel
The Group does not offer a Company car
scheme to employees, and encourages its
employees to travel to work using public
transport or a 'bike-to-work” scheme

Ethical conduct

The Board 1s commmutted to uphold ethical
conduct throughout the Group, and has
in place confidential whistle-blowing
and anti-bribery policies that enable
unresolved concerns to be escalated

to the Board’s senior independent
non-executive director These policies
are made available to all employees via
aweb-based policy management system
that enables periodic momtonng

Health and safety

The Group 15 committed to protecting
and enhancing the health and safety

of its employees and all patients who

are treated in the facilities it operates

The Group operates a formal health and
safety risk assurance framework, which is
regularly monitored by a dedicated health
and safety officer who provides monthly
reports to the management teams at the
operational level, and quarterly reports
to the Group'’s IGCC Under the framewark,
sigmficant incidents are reported without
delay to the Board

v
VARV,
Michael Kirkwood CMG

Chairman
18 March 2015
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Directors’ remuneration report

This report sets out the Group's remuneration policy and details of directors remuneration

Remuneration Committee
The members of the Remuneration
Committee are set out on pages 24 1o
26, and the role of the Remuneration
Committee 1s set out in the Report on
corporate governance on page 30

Remuneration policy

Exacutive remuneration packages are
designed to attract, motivate and retain
directors, and to reward them for enhancing
value to shareholders The performance
measurement of the executive directors
and key members of senior management,
and the determination of their annual
remuneration package, 1s undertaken by
the Remuneration Committee The Board
determines the remuneration of the non-
executive directors

There are several elements to the
remuneration policy

Basic salary

Executive directors’ base salaries are
set by the Remuneration Committee,
taking into account the individual’s
level of responsibility, experience and
performance Salary levels are reviewed
annually In setting base salary levels,
the Remuneration Committee also
takes Into account satary levels in
comparable compantes

Pension scheme

The Group made contnibutions on behalf
of executive directors during the year to
a defined contribution pension scheme,
which was introduced 1n 2012

Taxable and other benefits

These includa items such as private
medical insurance and dental plans These
benefiis are in hine with the remuneration
pohicy framework

Share incentive plans

The trustee of the Circle Partnership
Benefit Trust {the *CPBT') was issued
convertible and ordinary shares in the
Company as part of Project Reset, resulting
in the CPBT holding a 25% interest in the
issued share capital of the Company

The ordinary shares are to be used to
satisfy options to be granted under the
Company’s new share incentive plans,

in accordance with the terms previously
approved by the Company’s shareholders
It enables the participants (including
executive directors) who contnbute to
the Group’s success and growth to be
owners of the business

Share 1ssue to non-executive directors
0On 16 June 2014, the Group rssued, at
nominat value, an aggregate of 62,769
ordinary shares of £0 02 eachin the capital
of the Company {'ordinary shares') to
certain non-executive directors pursuant

to individual share awards (the ‘share
awards'} This issuance represented the
third and final tranche of share awards

granted to these non-executive directors
i 2012 The ordinary shares were 1ssued
as set out 1n the table below

The ordinary shares issued to the
non-executive directors cannot be sold
or transferred until one year following the
and of the nen-executive directors’ term of
service The named non-executive directors
do not hold any other interests in the
ordinary share capital of the Company

Share 1ssue to directors

In December 2013, the Company agreed
to grant to the Group’s Chief Financial
Officer options to subseribe for 2,200,000
ordimary shares at an exercise price of
£0 02 per ordinary share This separate
Incentive arrangement was agreed,
gven he was not a participant in the
Group’s former share scheme, nor had
he previously received as remuneration
any shares or options in the Company
since joining in 2010 The options were
granted in December 2074 and vest in
two equal tranches in December 2014
and December 2015 An IFRS 2 charge of
£572,100 (excluding National Insurance
cantnbution costs) was recognised

Share warrants

Health Trust {Jersey) holds a total of
2,340,765 share warrants at an exercise
price of £1 52, which entitle the holder to
an equivatent number of ordinary shares
in the Company All Parsa, the Group's
former Chief Executive Officer, 15 a
beneficiary of the Trust

Number of Number of Humber of
Number of ordinary shares ordinary shares ordinary shares Number of
ordinary shares vested and vasted and vestedand  ordinary shares
awarded on 1ssued on 1ssued on 1ssued on held at
18 June 18 june 20 June 16 June 21 Decemnber
Non execunive director 2012 2012 2013 2014 2014
Michael Kirkwood 94,157 31,386 31,386 31,385 94157
Lorraine Baldry 47,078 15,693 15,693 15,692 47,078
Andrew Shilston 47,078 15,693 15,693 15,692 47,078




Service contracts

The Company's policy 15 for executive
directors’ service contract notice penods
to be no longer than 12 months, with the
directors having to give not less than six
months’ written notice In the event of
termination, the Company witl seek fair
mitigation of contractual nghts Withm
legal constraints, the Remuneration
Commuttee tailors its approach, in

the event of early termination, to the
crcumstances of each ndividual case
The contracts of executive directors do
not provide for any enhanced payments
in the event of a change of control
the Company

Non-executive directors
Non-executive directors are appointed for
an imtial perniod of three years, which may
be extended by agreement with the Board,
subjact ta re-election by shareholders

at the ACM Such appointment may be
terminated by the Board or the director
with one month's notice None of the
non-executive directors 15 engaged on
aservice contract with the Company

The Chasrrman’s remuneration was
determned by the Board, based on
industry practice and takung into
account relevant responsibilities
and time commitment

The remuneration far non-executive
directors consists of fees for services
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in connection with Board and comrittee
meetings and share options Feas for non-
executive directors are determined by the
Board, wathin the restrictions contained
in the Articles of Association The levels
of reruneration for the non-executive
directors reflect the time commitment
and responsibthities of the role The non-
executive directors are not involved in
deciding their fees

Individual emoluments

for the year

The table below shows a breakdown,
including taxable and other benefits, for
each director for the year, or from the
data of appotntment for those directors
appointed in the year

Annual Actual Laxable
contracted Actual Pansion Share-based and other
salarias/fees salanes/iees scheme charges benefits Total
2014 £000 £000 £000 £000 E£'000 £'000
Executive
Steve Melton 339 328 15 0 2 345
Massoud Foulads 158 158 24 0 - 182
Paolo Pieri 210 210 32 572 1 815
Non-executive
Michael Kirkwood 100 100 - 5 - 105
Lorraine Baldry 53 53 - - 56
tord Hutton of Furness 40 23 - - - 23
Justin Jewatt 40 23 - - - 23
Andrew Shilston 48 4B - 3 - 51
Tony 8romovsky 40 7 - - - 7
Tim Bunting - - - - - -
1,028 960 70 583 3 1,616
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Continued
Annual Actual taxable
contracied Actual Pension Share-based and cther
salares/iees salares/fees scheme charges benefits Total
2013 £'000 £ 000 £ 000 £ 000 £'000 £ 000
Executive
Steve Melton 300 300 45 1 2 348
Massoud Foulad 156 156 24 1 - 181
Paolo Pien 188 188 28 - 1 217
Non-executive
Michael Kirkwood 100 100 - 1 - 111
Lorramne Baldry 53 53 - 6 - 59
Peter Cornell 40 20 - 6 - 26
Andrew Shilston 43 48 - 6 - 54
Tony Bromovsky 40 40 ~ - - 40
Tim Bunting - - - - - -
925 905 97 3 3 1,036
No directors waved emoluments in respect of the year ended 31 December 2014 (2013 none)
Shares in Circle Partnership Limited
At Circle Holdings At
1January Awards acquisitions 31 December
2014 N year of shares 2014
2014 Number Number Number Number
Massoud Foulad 5,418,500 - {5,418,500) -
Steve Melton Q08,000 - (908,000) -

6,326,500 - {6,326,500) -
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Shares in Circle Holdings plc
The table below shows the number of convertible shares 15sued to the directors, following the completien of Project Reset as explained
In note 6

Circle Holdings Circle Holdings

plc convertible ple convertible Total

{18 months) {36 months) convertible

shares shares shares

Massoud Foutad: 1,381,233 1,181,233 2,362,466

Steve Melton 197,944 197,944 395,888
Warrants in Circle Holdings plc

Exercese AL Awards At

price 1 January tM year 31 Decernber

Year £ Number Number Number

Health Trust [JEI‘SE)'J 2014 £152 2,340,765 - 2,340,765

2013 £152 2,340,765 - 2,340,765

L Barmy

L.orramne Baldry
Chair Remuneration Committee
18 March 2015

*  On 4 December 2014, Circle Holdings pte acquired all the issued shares of Circle Partnershup Limited by means of the Scheme of Arrangement As consideration
the Company issued convertible shares (18 months} and convertible shares {36 months) of 2 pence each Further information 1s included in note 6

**  Health Frust {Jersey) 15 a family trust of which Al Parsa the Group s former Chief Executive Officer, 1s a beneficiary




Patient,

CircleNottingham

My operation was carried out by true
professionals. | haven'’t had any pain
since, and 1 was able to carry out my
normal activities almost immediately.




Statement of directors’
responsibilities

The dwectors are responsible for preparing
the financial statements in accordance
with applicable law and regulations

Directors are required by Companies
(lersey) Law 1991 to prepare financial
statements for each financial year The
directors have elected to prepare the
Croup financial statements in accordance
with International Financial Reporting
Standards (IFRSs’), as adopted by the
European Union and the Company financial
staternents, in accordance with United
Kingdom Generally Accepted Accounting
Practice {'UK GAAP’), as well as applicable
law Under Company law, the directors
must not approve the financial statements
unless they are satished that they give a
true and fair view of the state of affars
of the Group and the Company, and the
profit or loss of the Greup for that pertod
In prepanng these financial statements,
the directors are required to

+ select suitable accounting pahicies
and then apply them consistently,

+ make judgements and estimates
that are reasonable and prudent,

+ state whether apphcable IFRSs and UK
accounting standards as appropriate,
have been followed, subject to any
material departures disclosed
and explained in the financial
statements, and

« prepare the financial statements on
the gowng concern basis, unless it is
inappropriate to presume the Company
and the Group will continue in business

The directors are responsible for keeping
adequate accounting records that are
sufficient to shaw and explain the Group’s
and Company's transactions, and disclose
with reasonable accuracy, at any time,

the financial position of the Group and

the Company, and enable thern to ensure
that the financial statements comply with
Companies (Jersey) Law 1997 They are also
responsible for safeguarding the assets of the
Company and hence for taking reasonable
steps for the prevention and detection of
fraud and other irregulanties

The directors are responsible for the
maintenance and integrity of the Company’s
website Legislation n the United Kingdom
governing the preparation and dissemination
of financial statements may differ from
legislation 1n other yurisdictions

Each of the directors, whose names

and functions are listed in the Board
of Directors’ report, confirm that, to
the best of their knowledge

+ the Group financial statements, which
have been prepared in accordance with
IFRSs, as adopted by the EU, give a true
and fair view of the assets, liabilities,
financial position and loss of the
Group, and

« the Directors’ report includes a
fair review of the development and
performance of the business and the
position of the Group, together with
a description of the prinapal risks
and uncertanties that 1t faces
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Disclosure of information
to auditors

So far as the directors are aware,
at the ume the report 15 approved

- theres no relevant audit information
of which the Company’s auditors are
unaware, and

- each director has taken all the steps
that he or she ought to have taken
as a director, in order to make himself
or herself aware of any relevant audit
information, and to establish that the
Company's auditors are aware of the
tnformation

Independent auditors
PricewaterhouseCoopers LLP have
indicated thewr willingness to continue
in office A resolution concerning their
reappointment will be proposed at
the AGM

On behalf of the Board

Steve Melton
Chief Executive Officer
18 March 2015
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Independent auditors’ report

To the members of Circle Holdings plc

Report on the Group

financial statements

Our opinton

Inour opinion, Circle Holdings plc's
Group financial staternents (the 'financial
statements’)

- gwve a true and fair view of the state of
the Group's affairs as at 31 December
2014, and of its loss and cash flows
for the year then ended,

+ have been properly prepared in
accordance with IFRSs, as adopted
by the European Union, and

» have been prepared in accordance with
the requirements of the Cornparies
(Jersey) Law 1991

What we have audited
Circle Holdings ple’s financial statements
comprise

+ the consolidated balance sheet as at
31 December 2014,

» the consolidated mcome statement
for the year then ended,

+ the consolidated statement of cash
flow for the year then ended,

- the consolidated staterment of changes
in equity for the year then ended, and

- the notes to the financial statements,
which include a summary of significant
accounting policies and other
explanatory mformation

The financial reporting framework that
has been applied in the preparation of the
financial statements 15 applicable law and
IFRSs, as adopted by the Eurcpean Umon

In applywng the financial reporting framework,
the directors have made 2 number of
subjective judgements, for example, In
respect of significant accounting estimates
In making such estimates, they have made
assumpticns and considered future events

Certain disclosures required by the financial
reporting framework have been presented
elsewhere in the Annual Report, rather than
in the notes to the financial statements These
are cross-referenced from the financial
statements and are 1dentified as audited

Opinion on other matter

In our opinion, the information given in the
Directors’ report for the financial year for
which the financial statements are prepared
15 cansistent with the financial staterments

Other matters on which we are
required to report by exception
Adequacy of accounting records
and information and explanations
recerved

Under the Companies (Jersey) Law 1991,
we are required to report to you if, in

our opinion

- we have not received all the information
and explanations we reguire for our
audit, or

+ proper accounting records have not
been kept, or returns adequate for
our audit have not been received
from branches not visited by us, or

« the financsal statements are not In
agreement with the accounting records
and returns

We have no exceptions to report ansing
from this responsibility

Responsibilities for the financial
statements and the audit

Our responsibilities and those

of the directors

As exptained more fully in the Statement
of directors” responsibiities set out on page
41, the directors are responsible for the
preparation of the financial statements
and for being satisfied that they give a
true and fair view

Our responsibility Is to audit and express
an opinion on the financial statements

1n accordance with applicable law and
international Standards on Auditing ('ISAs’)
(UK and treland) Those standards requie
us to comply with the Auditing Practices
Board's Ethical Standards for Auditars

This report, including the opinions, has been
prepared for, and only for, the Company’s
membaers as a body 1n accordance with
Article 133A of the Companues (Jersey} Law
1991 and for no other purpose We do not,
1N giving these opinions, accept or assume
responsibility for any other purpose or to
any other person to whom this report 1s
shown or into whose hands it may come,
save where expressly agreed by our priar
consent in wriung

What an audit of financial
statements involves

We conducted our audht In accordance
with 15As (UK and Ireland} An audit
involves obtaiming evidence about the
amounts and disclosures in the financial
statements sufficient to give reasonable
assurance that the financial staterments
are free from material misstatement,
whether caused by fraud or error

This includes an assessment of

+ whether the accounting policies are
appropnate to the Group’s circumstances,
and have beer: consistently applied and
adequately disclosed,

+ the reasonableness of significant
accounting estimates made by the
directors, and

+ the overall presentation of the
financial statements

We primanly focus our work in these areas
by assessing the directors’ judgements
against available evidence, forming our
own judgements, and evaluating the
disclosures in the financial staternents
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We test and examine information, using
samplng and other auditing techniques,
to the extent we consider necessary to
provide a reasonable basis for us to draw
conclusions We obtam audit evidence
through testing the effectiveness of
controls, substantive procedures, or

a combination of both

In addiion, we read all the financial and
non-financial information in the Annual
Report to idennfy matenal inconsistencies
with the audited financial statements,
and to «dentify any information that s
apparently matenally incorrect, based
on, or matenally inconsistent with, the
knowledge acquired by us in the course
of performing the audit If we become
aware of any apparent matenal
misstaternents or mconsistencias, we
consider the implications for our report

QOther matter

We have reported separately on
the Company financial statements
of Circle Holdings plc for the year
ended 31 Decernber 2014

e

Simon O’Brien {Senior Statutory Auditor)
For and on behalf of
PricewaterhouseCoopers LLP

Chartered Accountants and

Recognised Auditor

London

18 March 2015
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Consolidated
income statement

For the year ended 31 December 2014

2014 2013
Mote £'000 £000
Revenue 4 110,983 84252
Cost of sales (80,373) (56,861)
Gross profit 30,610 2739
Admimsstrative expenses before exceptional iterms (43,939) (4517)
Operating loss before exceptional items 5 (13,329} (17.726)
Exceptional operating riems 6 (5,341) 3,860
Operating loss 5 (18,670) (13,866)
Finance mcome 10 181 2,035
Finance costs 9 {911) (2.774)
Exceptional finance items 6 (625) 1113
Provision for jomnt venture deficit 15 (130) (1,738)
Loss before taxation {20155) (35,230)
Income tax credit 12 - -
Loss for the financial year {20,155) (15,230)
Loss for the year attributable to
- Owners of the parent (8,055) (6,678)
— Non-contralling interests 23 (12,100) (8,552)
{20,155) (15,230}
Basic and diluted loss per ordinary share attributable to the owners of the parent (pence) 1 {43) (51}

There 1s no other comprehensive income ansing in the Group or jont venture (2013 £nul) and, therefore, no separate statement of other

comprehensive Income has been prepared
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Consolidated
balance sheet

As at 31 December 2074

2014 2013
Note £000 £000
Non-cusrent assets
Intangible assets 13 5,562 5,982
Property, plant and equipment 14 17,498 20,675
Trade and other receivables 7 2,500 3,840
25,560 30,497
Current assets
Inventories 16 1,806 1,645
Trade and other receivables 17 16,683 14,184
Cash and cash equivalents 18 24,496 12,397
42,985 28,226
Total assets 68,545 58,723
Current Labilities
Trade and other payables 19 {21,256) (1,818)
Loans and other borrowings 20 (1.922) (1,547)
Provisions 21 - (605)
N - (23178) (13,970
Non-current Labilities
Trade and other payables 19 {2,074) {2,169}
Loans and other borrowings 20 (8,869) {9,982)
Provision for joint venture deficit 15 - (4,685)
Provisions 21 (50) (50)
{10,993) (16,886}
Total Labilities {34.171) {30,856)
Net assets 34,374 27,867
Share capital 22 4,956 2,616
Share premium 22 236,795 183,145
Other reserves 22 22182 22182
Warrant reserve 24 22,703 22,703
Share-based charges reserve 25 1,842 151
Treasury share reserve 22 (9.587) -
Retamed deficit (244,517} (169,980}
Equity attributable to owners of the parent 34,374 70,817
Non-controlling interests 23 - (42,950)
Total equity 34,374 27,867

The financral statements on pages 44 to 53 were approved by the Board of Directors on 18 March 2015 and were signed on its behalf by

/ Steve Metton e Paclo Pien
C::B/—/ Chief Executive Officer P Cf /Z//.,.__, Chief financial Officer
Circle Holdings plc
Regisiered number 100016 (Jersey)
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Consolidated statement

of changes in equity

For the year ended 31 December 2014

Equity
Treasury Share based attributable Non-
Share Share QOther Warrant charge charges Retaned toownersol  controlling Total
capital premium rasarves resarve reserve reserve deficit Lhe parent Interests equity
£ 000 £000 £000 £000 £'000 £000 £ 000 £000 £000 £000
At1January 2013 2,614 193145 22,182 22,390 - 96 (170,612) 69,815 (27,088) 42,727
Ltoss and total
comprehensive
loss for the year - - - - - - (6,678)  (6,678) {8552) {15,230)
Transactions with owners
Issue of shares in respect
of awards to non-executive
directors {note 22} 2 - - - - 55 - 57 - 57
Share-based charges
in respect of warrants
1ssued {note 25} - - - 313 - -~ - 313 - 313
Effect of shares vesting
in the penod (note 23) - - - - - ~ 7310 7,310 (7.310} -
At 1]anuary 2014 2616 193145 22,182 22,703 - 151 (169,980) 70,817 (42,950) 27,867
- - - - - - (8,055) (8,055} (12100} (20,155)
Transactions with owners
Issue of shares in
relationto fundraising 1100 26,400 - - - - - 27500 - 27500
Capitalised costs in
relation to fundraising
{note 22) - (1,280) - - - - - (1,280) -  {1280)
Effect of shares vesting
in the period {rote 23) - - - - - - 6,439 6,439 (6,439) -
tssue of shares in respect
of Project Reset {note 23) 1,239 19,780 - - {9,587) - {72921) (61,489) 61,489 -
Issue of shares to acquire
unvested shares in Circle
Partnership Limited in
respect of Project Reset
{note 25) - - - - - 1,05 - 1,105 - 1,105
Capitalised costs 1n relation
to Project Reset {note 23) - (1250} - - - - - {1,250} - {1,250)
tssue of shares in respect
of awards to non-executive
directors (note 23} 1 - - - - 14 - 15 - 15
Qther share-based
charges {pote 25) - - - - - 572 - 572 - 572
At 31 December 2014 4,956 236,795 22,182 22,703  (9,587) 1,842 (244,577) 34,374 - 34,374




Annual Report and financial statements 2014 41

Consolidated statement
of cash flows

For the year ended 31 December 2014

2014 2013
Note £ 000 £Q00
Cash flows from operating activities
Net cash outflow from operating activities 29 (B.361) (22,062)
Interest paid (1,536) (2,400}
Interest recerved 10 - 2,035
Tax pad - -
Net cash used in operating activities {9,897) (22,427)
Cash flows from investing activities
Additional considerauon pad for Windsar Hand Surgery - (366)
Purchase of computer software 13 (112) (57)
Purchase of property, plant and equipment (1,383) (881)
Net cash used in investing activities (1.495) (1.304)
Cash flows from financing activities
Proceeds from 1ssuance of ordinary shares 22 27500 -
Capitalised costs in relation to fundraising 22 (1.280) -
Capitalised costs in relation to Group restructuring {(1,250) -
Repayment of borrowings 30 - (430)
Repayment of finance lease 30 (1,660) (1,471)
Interest recelved w0 181 -
Movement in restncted cash
— Release of mimimum balance - GE Capital Equipment Finance Lirited {'GE’) 30 1,800 1,300
- Commuitted cash i respect of Hinchingbrooke deposit 30 2,000 -
Net cash (outflow)/inflow from financing activities 27291 {601)
Net increase in unrestricted cash and cash equivalents 15,899 (24,332)
Unrestricted cash and cash equivalents at the beginning of the year 8,597 32,929
Unrestricted cash and cash equivalents at the end of the year 24,496 8,597
Cash and cash equivalents consist of
Cash at bank and in hand 24,496 12,397
Restricted cash
- Letter of credit - GE 18 - (1.800)
- Hinchingbrocke deposit 18 - (2,000)

Unrestricted cash at bank and in hand 24,496 8,597
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Notes to the consolidated
financial statements

cor he yvear ended 31 December 200+
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Circle Holdings plc {the *Company’), its
subsidiaries and joint venture {together
the 'Croup'} provide healtheare services
in the UK

The Company is a public limied company
and is incorporated 1 Jersey; however,
el is resident in the UK for tax purposes.
The registered office 15 12 Castle Street,
St Helier, Jersey, JEZ 3RT.

2 Significant accounting policics
The principal accounting policies applied
in the preparation of these consolidated
financial staterents are sel out below.
These policies have been consistently
applied Lo all the years presented,
unless otherwise stated

Basis of preparation
I'he consolidated financial statements

have been prepared in accordance with
International Financial Reporiing Standards
('IFRSs", as adopted by the European Union
and [FRIC interpretations, Companies
(Jetsey} tavs 1991, on a going concern basis
ang under the historical cost convenlion,
as modified by the revaluation of financial
assets and financial tabilities (including
derivative financial insliumenis). In their
preparation, management must make
certain critical accounting estimates and
exercise judgement in the process of
applying the Group’s accounting policies.
I'he areas involving a higher degree of
judgement, assumption or estimates which
are significant to the consolidated financial
statements are set out at the end of note 2.

items included in ihe results of each of the
Group's subsidiaries and joint venture are
measured using the functional currency,
which in all instances is Sterling. The Group's
consolidated financial statements and
parent cormpany stalements are presented in
Sterling, All financial information presented
has been rounded to the nearest thousand.

New standards, amendments

and interpretatians

i hese consolidated financial statements
are prepared in accordance with IFRSs,

#s issued by the International Accounting
Standards Board {'|ASB’), and as adopted
by the Furopean Union as at 31 December
2014, The following standards have been
adoptied by the Group for the first time for
the financial year beginning on or after
1January 2014, but have not had material
impact on the group:

IFRS 10, 'Conselidated financial
staternents’, builds on existing principles
by identifying the concept of control
as the determining factor in whether
an entity should be included within the
consolidated financial statements of the
parent company. The standard provides
additional guidance to assist in the
determination of control where this

is difficull to assess,

IFRS 11, ‘Joint arrangements’, focuses
on the rights and obligations of the
parties Lo the arrangement rather than
its legal form. There are two types of
joint arrangements: joint operations

and joint ventures. Joint operations atise
where the investors have rights to the
assels and obligations for the liabilities of

an arrangement. A joint operator accounts

for its share of the assets, liabilities,
revenue and expenses. Joint ventures
arise where the investors have rights
to the net assets of the arrangement;
joint ventures are accounted for under
the equity method. Proportional
consolidation of joint arrangements is
no longer permitted. This has no impact
on the Group, as equity accounting ts
already applied to its joint venture.
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Notes to the consolidated financial statements

Continued

+ IFRS 12, 'Dusclosures of interests in
other entities’, includes the disclosure
requiremnents for all forms of interests
in other entities, including joint
arrangerments, assaciates, structured
entities, and other off-balance sheet
vehucles There are no interests in other
entities to disclose for the year ended
31 December 2014

New standards and
Interpretations not yet adopted

A number of new standards and
amendments to standards and
interpretations are effective for annual
periods beginning on or after 1 January
2074, and have not been applied in
preparnng these consolidated financial
staternents None of these are expected
to have a sigmificant effect on the
consclidated financial statements

of the Group

« Annual improvements 2012 — these
amendments include changes from
the 2010-12 cycle of the annual
improvements project, that affect
seven standards
- IFRS 2, "Share-based payment’

- [IFRS 3, 'Business combinations’

- IFRS 8, ‘Operating segments’

— IFRS 13, *Fair value measurerment’

- |AS186, 'Property, plant and
equipment’, and IAS 38,
‘Intangible assets’

~ Consequential amendments to
IFRS 9, 'Financial instruments’,
and IAS 37, 'Provisions, contingent
ltabilities and contingent assets’

- IAS 39, 'Financial instruments —
recogntion and measurement’
Effective date 1s for annual peniods
beginming on or after 1 July 2014

« IFRS 15, 'Revenue from contracts with
customners’, 1s a converged standard
from the IASB and FASB cn revenue
recogmtion The standard will improve
the financial reporting of revenue and
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improve comparability of the top linein
financral statements globally Effective
date s expected to be annuat periods
beginning on or after 1 January 2017

The above amendments are not expected
to materially impact the Group’s financial
statements in future penods

Going concern

The directors consider it to be appropriate
for the financial statements to be prepared
on a going concern basis, based on the
assumnptions considered in the Drrectors’
report on page 27

Basis of consolidation

I Substdiaries
The results of subsidiares {defined
as entities over which the Group has
the power to govern the financial and
operating policies of the subsidiary) are
consolidated from the date on which
control of the net assets and operations
of the acquired company are effectively
transferred to the Group Similarly, the
results of subsidiaries disposed of cease
to be consolidated from the date on which
control of the net assets and operations
are transferred out of the Group

The Group applies the acquisition method
to account for business combinations
The consideration transferred for the
acquisition of a substdiary is the fair
value of the assets transfarred, the
liabilittes incurred to the former owners
of the business and the equity interests
1ssued by the Group [dentifiable assets
acquired, liabilities and contingent Liabilities
assumed in a business combination

are measured at their fair values at the
acquisition date Acquisition-related
¢osts are expensed as incurred

Joint ventures

The Group has an interest in a joint
venture A [oint venture s a contractua!
arrangement, whereby, two or more
parties undertake an economic actmity
that is subject to jont control, and

involves the establishment of a separate
entity in which each venture has an
interest The Group recognises its
interest in joint ventures using equity
accounting, which requires the interest
N the joint venture to be carried in the
consolidated balance sheet at cost plus
post-acquisition changes in the Group's
share of its net assets and liabilities, less
distnbutions received and impairments
in the value of individual investments

If the joint venture 15 tn a net hability
position, the Group recogrises a provision
for its constructive and legal obligations in
relation to the joint venture An exceptianal
credit which arose upon wind-up of the
Joint venture activities has been presented
in the exceptionals (note 6)

Non-controlling interests
Non-contralling mnterests in the results
and equity of the Group's subsidiary
undertakengs are recorded in the
conschdated income statement and
balance sheet, based upon the proportion
of the non-controlling interest’s ownership
of the Group’s subsidiary undertakings
This arose in CircleMealth because of

the portion of shares 1ssued to employees,
cimicians and consultants via the Circle
Partnership share scheme, which have
vested unconditionally Following the
completton of Project Reset, Circle
Partnership Limited ('CPLY) 1s now

a 100% owned subsidiary of Circle
Holdings ple and, therefore, as at 31
December 2014, there 1s no interest
outside the Group

The results of the subsidianes and joint
venture are measured as at the same
reporting date as the parent company,
using consistent accounting policies
Intragroup transactions and balances
are eliminated on consolidation

Segment reporting

Operatming segments are reported in

a manner consistent with the internal
reporting provided to the chief operating




decision-maker, who 15 responsible

for allocaung resources and assessing
performance of the operating segments

A change in the presentation of segmental
mformation 1s explained further in note 3

Revenue

Revenue, which 1s measured as the farr
value of consideration received for the
activity performed, represents the total
amounts derived primarily from the
provision of healthcare services in the UK,
after deducting relevant discounts and
value added tax (where services provided
are not exempt) Revenue Is recognised on
completion of the patient’s appointment
and can be broken down into the following

Any qualified provider

Any provider who is able to provide a specific
service that meets the required mmmum
standards can be listed as a possible provider
to deliver healthcare on behalf of the NHS
at tanff Patients choose therr preferred
provider under the national Choose and
Book system Followtng the patients’
treatrment and subsequent discharge

from hospital, the Group will iInvoice

the clinical commissioning group {'CCG)
directly at tanff for the medical procedure
pesformed Additional one-off payments
are recognised in the period that the
treatment 1s conducted No provider is
guaranteed any volurme or exclusivity

For non-fixed payments at treatment
centres, outpatient revenue Is recognised
for a bundle consisting of an imitiat
appointment and follow-ups, at completion
of the first appointment, with any uplits
for outpatient procedures recogrised at
the ime of the procedure

Contracts with guaranteed payments
The new Bedford musculosketetal {'M3K’)
contract value has a term of five years The
contract creates a 'prime provider’, which
takes responsibility for co-ordinating and
managing the rest of the system The main

contracting parties are Bedford CCG and
local care providers The contract ravenue
15 spread aver the term of the contract ona
strarght-line basis, as activity 15 expected to
increase by demographic growth only over
the five-year contract pertod Additronal
revenue has been recognised, only to the
extent that there 15 a hugh probability of
receving the revenue, and where 1t can be
measured accurately Additronal revenue
has been recognised in the financial
statements relating to groups of patients
that fall outside the ntial contract scope

Circle bears separate risk over the

revenue and costs, meaning that an agency
relationship between Circle, Bedford CCG
and the prowiders does not exist As such,
Circle has recognised the revenue and cost
separately in the profit and loss account

Private and self-pay

Payment 1s based on procedures performed,
either at contractually agreed insurance
pnces or self-pay rates, which are determined
by the specific procedure undertaken

In the case of private revenue, the
insurance companies pay the consultants
directly, and Circle recognises revenue for
use of the hospital, consumables and other
clinical services

For self-pay, Circle recogrises that all
the revenue and cost of the consultant
15 charged to cost of sales

Revenue under management

For accounting purposes, the Group 1s

net deemed to control the Hinchingbrooke
Health Care NHS Trust {'Hinchingbrooke”)
and, therefore, does not consclidate the
net assets and results of the Trust Untit
such time that surpluses are generated

by Hinchungbrooke, the Group has not
recognised any income associated with the
running of the contract and, meanwhle,
revenue generated by Hinchingbrooke wil!
be presented as proforma 'revenue under
management’, which 1s a non-statutory
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term Under the terms of the contract,
the Group had apreed to make working
capital contributions of up to £5,000,000

Other miscellaneous income

Other miscellaneous incorme primarnly
relates to car parking revenue and
delicatessen revenue This income

1s recogrused at the point of sale

Exceptional items

Exceptional items are disclosed and
descnibed separately in the financial
statemnents where 1t 15 necessary to do
50, to provide further understanding of
the financial performance of the Group
They are items of income or expense,
either one-off in nature, non-cash, or of
such magmitude that the directors believe
separate disclosure 1s required to allow
readers to gain an understanding of the
underlying results of the business

The exceptional loss in the year ended
1 December 2014 was £5,341,000 {2013
gain of £3,860,000)

The exceptional finance cost of £625,000
(2013 income of £1,113,000}1s further
explained in note &

Finance costs

Finance costs are recogmsed on an effective
interest rate basis in the period in which
they are incurred, except where they are
directly attributable to the acquisition or
production of a qualifying asset, which takes
a substantial penod of time to get ready for
intended use, such as the constructron of a
hospital In such cases, borrowing costs are
capitalised as part of the cost of that asset
from the first date on which expenditure 1s
incurred for the asset Capitalisation ceases
when all the activities that are necessary
to prepare the asset for use are complete

On certain loans, interest is rolled up into
the princrpal This s taken into account
when calculating the effective intesest rate
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Notes to the consolidated financial statements

Continued

{inance income

Finance income 1s accrued by reference to
the principal outstanding and the effective
nterest rate applicable

Intangible asscts
Intangible assets comprise

1 Goodwill
Goodwill represents the excess of
the cost of acquisition of a business
combinaticn over the Group's share
of the fair value of identifiable assets,
hiabilittes, and contingent hiabilities of
the business acquired at the date of
acquisition At the date of acquisition,
goodwilt 1s allocated at the lowest
levels for which there are separate
identifiable cash flows for the purpose
of tmpairment testing

Computer software

Computer software (defined as software
that 15 not considered an integral part
of the hardware equipment) represents
third-party costs incurred 1n relation to
the Group’s nformation technology
{'IT") systems

w Other intang ble assets
Other intangible assets comprise third-
party know-how costs which meet the
criteria of 1AS 38, 'Intangible assets’

Impairment and amortisation

Assets that have an indefinite useful

life such as goodwll, or intangible assets
that are stitl in their development phase,
are not subject to amortisation, but are
tested annually for imparment, or more
frequently tf there are indications of
impairment Assets that are subject to
amortisation or depreciation are reviewed
for imparment whenever events or
changes in crcumstances indicate that the
carrying amount may not be recoverable
An impairment loss is recognised for the
amount by which the asset’s carrying
amount exceeds its recoverable amount

The recoverable amount 15 the higher of
an asset’s fair value less cost to sell, and
value in use

Goodwill s imitially recogmsed at cost
After imtial recognition, goadwill is
measured at cost less any accurnulated
impairment losses The value tn use 1s
calculated using an appropriate pre-tax
discount rate Gains and losses on disposal
of a business include the carrying amount
of goodwill relating to the business sold

Cornputer software and other intangible
assets are stated at historic cost less
accumulated amortisation and impairment
losses Once the asset s complete,
amortisation s provided on a straight-line
basis to allocate the cost of the asset over
its estimated useful life, and the charge

15 taken to administrative expenses The
intangible asset 15 assessed forimpairment
whenever there 15 an indication that the
asset may be impaired

The useful economic life of the Group's
intangible assets 1s as follows

Computer software Three years

New-butld programme
‘know-how’

Five years

Property, plant and equipment
Property, plant and equipment 15 stated

at historical cost tess accumutated
depreciation and impairment losses
Historical cost comprises all amounts
directly attributable to making assets
capabte of operating as mtended, including
development costs and borrowing costs
where relevant

Depreciation 1s provided on all categories
of property, plant and equipment, with

the exception of freehold land and assets
under construction Depreciation is based
on cost less estimated residual value and

15 provided on a straight-line basis over the
estimated useful life of the asset as follows

Leasehold land Life of lease

Shorter of
lease life or
expected
useful Life
(five to ten
years)

Leasehold improvements

Three to
frve years

Clinical equipment

Three to
ten years

Furniture, fittings

and office equipment
{including commussioning
costs)

Residual values and useful lives are
reviewed at the end of each reporting
penod The expected useful lives of the
assets to the business are reassessed
periodically in the Light of experience
The carrying values of property, plant and
equipment are rewiewed for impairment
when events or changes of Grcumstances
indicate the carrying vatue may not be
recoverable

Assets under construction

1 Commlssmnlng costs In course
of construction
Commussioning costs comprise staff,
property, consultancy and operational
costs directly related to the commissioning
of new-build hospitals Such costs are
capitalised up to the pont that the
commussioning 1s complete and the
hospital 1s fulty open for business,
subsequent to which further such
expenditure 1s charged to the income
statement Once commuissioned, the
asset s reclassified from ‘assets under
construction’ to the relevant property,
plant and equipment category, and
depreciated on a straight-line basis
n accordance with the estimated
useful lives as outlined above




n Development costs in course
of construction
Development costs which are directly
attributable to the development of
property are capitabised as part of the
cost of the property The commencement
of capitabsation begins when development
costs for the praperty are being incurred,
and activittes that are necessary to
prepare the asset ready for use are in
progress Capitalisation ceases when
all the activities that are necessary 1o
prepare the asset for use are complete

Leases

Where substantially alt the risks and
rewards of ownership of the teased (tem
are transferred to the Group, the lease 1s
classified as a finance lease and capitalised
at the fair value of the leased asset or, If
lower, at the present value of the mimimum
future lease payments Lease payments
are apportioned between finance charges
and reduction of the lease Lability, so as to
achieve a constant rate of interest on the
remaining balance of the hability Finance
charges are recogmsed in the income
statement Leased assets are depreciated
over the useful bfe of the asset

Where the Group does not retain
substantially all the nsks and rewards of
ownership of the asset, leases are classified
as operating leases Operating lease rental
payments are recognised as an expense In
the income statement on a straight-line
basis over the lease term Lease incentives
are recognised over the lease term

Inventories

Inventonies, pnmanly medical consumables,
are stated at the lower of cost and net
realisable value Cost comprises purchase
price less trade discounts, and 1s determined
on a first-in, first-out basis Net realisable
value means estimated selling price, less
all costs incurred in marketing, selling and
distribution Obsolete stock 15 provided for
In the Income statement

Where title never transfers to the Group,
consignment stock 1s held off balance sheet

Trade receivables

Trade receivables represent amounts
due from customers ansing from the
performance of services or sale of goods
Trade recervables are inttially recogrised
at fair vatue and, subsequently, measured
at amortised cost, which includes an
allowance for impairment where there
1s objective evidence that the Group will
not be able to collect all amounts due
according to the ongnal terms of the
contract The allowance for impairment
15 the difference between the asset’s
carrying amount and the present value
of estimated cash flows, discounted at
the original effective interest rate The
movement in the allowance for impairment.
15 taken to admunistrative expenses

Trade recervables are presented as current
where collection i1s expected within one
year or less, otherwise they are presented
as nan-current

Cash and cash equivalents

Cash and cash equivalents include cash

in hand, deposits held at call with banks,
overnight deposits, and other short-term
highly liguid investments with onginal
maturities of three months or less, and
bank overdrafts In the consolidated balance
sheet, bank overdrafts are shown within
borrowings in current Liabilities Restricted
cash which 1s included in this balance 15 tied
up, subject to contractual arrangements

Trade payables

Trade payables are obligations to pay

for goods or services that have been
acquired in the ordinary course of business
from suppliers Trade payables are initially
recognised at fair value and, subsequently,
measured at amortised cost If payment 1s
expected within one year or less, they are
classified as current habilities
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Pension costs

The Group operates personal defined
contributicn pension schemes Contributions
are charged to the income statement as they
become payable, in accordance with the
rules of the scheme The Group has no
further payment cbligation once the
contributions have been paid

Current and deferred income taxation
Tax expense comprnises current and deferred
tax The charge for current tncome tax

15 based on the resutts for the perod, as
adjusted for items which are taxable or
deductible in other accounting periods and
items not taxed or disallowed The charge
1s calculated using tax rates that have been
enacted or substantively enacted by the
end of the reporting periad

Deferred income tax 1s accounted for using
the bability method in respect of temporary
differences ansing from differences between
the tax bases of assets and liabihities, and
their carrying amounts in the consolidated
financial statements in principle, deferred
tax liabilities are recogrused for all taxable
temporary differences, and deferred tax
assets are recognised to the extent that

1t 13 probable that taxable profits will

be available against which deductible
temporary differences can be utiised Such
assets and Liabibities are not recogrised

if the tempaorary difference Is due to the
initial recognition of goodwill or from the
initial recognition of an asset or liability

i a transaction (other than a business
combination}, which at the time of the
transaction does not affect either taxable

or accounting profit

Deferred tax habihities are recognised for
taxable temporary differences arising on
investments an subsidianies and interests
in joint ventures, except where the Group
15 able to control the reversal of the
temnporary difference, and it is probable
that the temporary difference will not
reverse In the foreseeable future
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Deferred iIncome tax assets and lailities
are offset when there 1s a legally enforceable
rnght to offset current tax assets against
current tax llabihties, and when the deferred
incorne tax assets and liabilities relate to
income taxes levied by the same taxation
authority on either the taxable entity or
different taxable entities where there 15

an intention to settle the balancesona
net basis

Deferred tax 15 calculated at the tax rates
that are expected to apply to the penod
when the asset 1s realised or the liability 15
settled using rates enacted, or substantrvely
enacted, at the end of the reporting penod
Deferred tax 15 charged or credited in the
consolidated income statement, except

to the extent that it relates to iterns
recognised in other comprehensive income
or directly in equity In this case, the tax

Is also recogmsed in other comprehensive
income or directly in equety, respectively

Deferred tax assets are recogrised only to
the extent that it i1s probable that future
taxable profit will be available agamst
which the temporary differences can be
utilised The carrying amount of deferred
tax assets 15 reviewed at each balance sheet
date, and reduced to the extent that it 1s
no longer probable that sufficient taxable
profits will be availlable to allow all or part
of the deferred tax asset to be recovered

Derwvative financial instruments

The Group has previously entered

into derwvative financial instrurment
arrangements to manage 115 exposure 10
interest rate nsk The Group's critena for
entering into such arrangements, namely
Interest rate swaps, are that the instrument
must be related to an asset or a hability and
it must change the character of the interast
rate by converting a vartable rate to a fixed
rate or vice versa At 31 December 2013,
there were no remaining denvative financial

instrument arrangements, and no new
arrangements entered into dunng 2014

Dervatives are snitially recogrised at fair
value at the date a derivative contract Is
entered into, and are classified as current
or non-current based on the timing of
cash flows Denvatives are subsequently
remeasured to fair value at each balance
sheet date, and the movement 1s recognised
immedately in the income statement, in
finance income or finance costs accordingly

Provisions for other Liabilities

and charges

Provisions in respect of dilapidations,
onerous leases and under-declared VAT are
recognised when the Group has a present
obligation in respect of a past event, when
it 1s probable that an cutflow of resources
will be required to settle the obligation
and 1t can be reliably estimated Provisions
are discounted where the time value of
money Is considered to be materal, using
an appropriate pre-tax rate that reflects
current market assessments of the time
value of money and the risks specific to
the abligation The unwinding of the
discount 15 recognised as a finance cost

Loans and borrowings

All non-convertible loans and borrowings
are recogmised initially at far value, net
of directly attributable transaction costs
Subsequent to initial recogrition, loans
and borrowings are carried at amortised
cost, with any difference between proceeds
{net of transaction costs} and redemption
value being recogrised in the incorme
statement over the period of the borrowing,
using the effective interest rate method

Borrowings are classified as current
tiabilities unless the Group has an
unconditional nght to defer settlement
of the Liability for at least 12 months
after the reporting date

Warrants

Awarrant 1s an instrument issued by

the Company which gives the holder the
right to purchase shares in the company

at a specific price at a future date An
equity instrument (s any contract that
evidences a residual interest in the assets
of the Company after deducting all of its
liabilities A warrant s treated as a financial
liabihity if

« 1tis a non-derivative and the Group
1s obliged to deliver a vanable number
of its shares, or

+ 1t s aderivative that will be settled
other than by a fixed amount of cash
or other assets for a fixed number of
the Company’s own shares

Transaction costs are apportioned between
the Liabibity and equity components of
the instrument based on the allocation
of proceeds to the Liability and equity
components when the instruments are
first recogrised

Equity warrants

The proceeds onssue of equity warrants
are included within shareholders’ equity,
net of transaction costs The fair value of
the equity component is not remeasured
subsequent years The fair value of warrants
15 credited to equity, with the debit being
charged to the income statement, or taken
to liabilities where the warrants are linked
to a loan

Equity warrants are valued using an
appropriate valuation methodology on a
dituted pnicing basis, based on the relevant
share price at the time of 1ssue, or based on
an assessment of the market price at the
time of issue




Share-based charges

Shares, and in some cases share warrants,
are issued to employees and consultants
The fair value of the employee services
received tn exchange for the grant of the
shares or share warrants is recognised as
an expense, with a corresponding credit
to equity The total amount expensed is
determined by reference to the fair value
of the warrants granted, including

+ any market performance conditions
such as an entity’s share price,

+ non-market performance conditions

and service canditions included in

assumptions about the number of

options that are expected to vest, and

the impact of any non-vesting conditions

And excluding

- impact of any service and non-market
performance vesting conditions
{profitability, sales growth targets and
remaining an employee for a specified
penod of time}

The total expense 15 recognised over
the vesting penod, which 1s the pernod
over which all of the specified vesting
conditions are expected to be satisfied

where modiftcations to existing share
optiens occur, a difference between the
revised charge and the existing charge
will be made

Dividends

Dwidend distribution to the Company's
shareholders 1s recognised as a hability

1n the Group’s financial statements in the
penod 1n which the dividends are approved
by the Company’s shareholders

Share capital

Ordinary shares are classified as
equity Proceeds received, net of any
directly attnibutabie transaction costs,
are credited to share capital (nominat
value) and share premium

Treasury shares

Following Project Reset, The Circle
Partnership Benefit Trust (the *CPBT’) was
1ssued with shares in the Company The Trust
1s consolidated in the financial statements
and, accordingly, shares held by the Trust are
recognised at cost as a debit to equity in the
Treasury share reserve

Significant accounting

judgements and estimates

In the process of applying the Group's
accounting policies, the directors make
judgements and estirnates concerning the
future The resulting accounting estimates
will, by definition, seldem equal the related
actual resuts The following judgements
and estimates have the most significant
effect on the amounts recognised in the
consolidated financial statements

Judgements

The key judgements that have a sigmificant
nsk of causing a matenal adjustment to
the carrying amounts of assets and habilities
within the next iinancial year are discussed
betow

I Revenue recogmition
Under the new Nottingham NHS
Treatment Centre contract, CCGs have
signed up to a framework agreement,
whereby, payment 1S made in advance
based on indicative volumes, and then
reconciled to actual volumes over a
penod of up to three months when the
CCGs then approve the activity levels
Revenue 1s recogrised based on activity
performed 1n the month, which had not
been approved at the end of the year
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The Bedford MSK contract entitles
Circle to a revenue stream that 1s pre-
determined by the programme budget
(‘capped’ budget} The annual revenue 1s
spread across the term of the contract,
and incorporates monthly seasonal
fluctuations and demographic growth
In addition to this, the contract allows
for one-off payments from Bedford CCG
to Curcle, i respect of treating inhented
activity outside the imitial scope of the
contract A judgement has been taken
on the income per procedure, which is
expected to be recovered from the CCG
with reference to the income recovered
from simular procedures

Estimates

The key assumptions and estimates at
the end of the reporting penod, that have
a significant risk of causing a matenal
adjustment to the carrying amounts

of assets and lhabilities within the next
financial year are discussed below

1 Tax
The recognttion of deferred tax assets 15
dependent upan an estimation of future
taxable profits that will be available
against which deductible temporary
differences can be ublised In the event
that actual taxable profits are different,
such differences may impact the carrying
value of such deferred tax assets in future
years Based on this, management has not
recognised the deferred tax assats ansing

Prowisions

Prowvisions are assessed annually in
accordance with the Group's accounting
policy Provisions are recogmised where 1t
1s probable that an outflow of economi¢
benehts will occur as a result of a past
event or transactton, and a reliable
estimate of the outflow can be made

In the event that estimates are wrong,
thes may impact the financial statements
in future years
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Valuation of property, plant

and equipment

Freehold and leasehold land are held
at cost less accumulated impairment
losses These were subject to valuations
at 31 December 20112 by third-party
professional valuers to assess for any
indications of impairment The valuations
were based on a number of factors,
including intended usage for the site,
potential rental value and, where
applicable, the length of the lease

In the event that estimates are wrong,
this may tmpact the financial statements
in future years

Share-based charges

Share-based charges are based on

the share and warrant valuations
calculated using several assumptions
(for example share price volatihty and
time constraints) nctuded within an
option pricing model In the event that
esttmates are wrong, this may impact
the charge in future years

Useful lives and recoverability

of property, plant and equipment
Property, plant and equipment are
reviewed on a regular basis to check
they are still in use, ta ensure that ther
useful economic life 1s 1n hine with the
expected life of the asset, and that thewr
carrying values are recoverable Inthe
event that estimates are wrong, this
may impact the financial staternents
n future years

vii Allowance for impairment

of trade recevables

An allowance for impairment of
tracle recewvables 1s made, based on
the differance between the asset’s

il

carrying amount and the present value
of estimated cash flows In the event
that estimates are wrong, this may
impact the financial statements in
future years

Goodwilt and intangibles

Goodwill and mtangibles are
recognised at cost less accumulated
amortisation and impairment losses
The carrying amount of goodwill I1s
assessed annually based on value-
in-use catculations, using cash flow
projections based on five-year financeal
forecasts prepared by management
Key assumptions relating to forecasts
in revenue growth and decline are
used, which include discounting back
to present value using a risk-adjusted
pre-tax discount rate of 10% and
assumptions in terms of volume and
cost savings In the event that these
estimates are wrong, this may impact
the financial statements in future years

Intangible assets that are subject
to armortisation are considered for
impairment when events or changes
in circumstances indicate that

the carrying amount may not

be recoverable

3 Segmental reporting

The chief operating decision-maker has
been identified as the Board The Board
reviews the Group’s internal reparting in
order to assess performance and atlocate
resources, and has dwided the Group into
three reportable business segments based
on the Group's management and internal

exceptional items, and operating {loss)/
profit Measures of assets and liabdities
for each reportable segment 1s not
reviewed by the Board in the Group's
internal reporting All measures are
prepared on a basis consistent with that
of the consolidated income statement
Revenue charged between segments
has been charged at arm’s length and
el:iminated from the Group financial
statements

Revenue from external customers in

the segmental analysis Is also measured
In a manner consistent with the income
statement This s split by hospital rather
than by patient Circle hospital services
include CircleReading, CircleBath and
CircleNottingham Other Circle services
include other non-haspitat management
services, such as the contract with
Bedfordshire CCG to provide MSK to
patients in Bedfordshire Geographic
factors are not considered, as all of the
Group's operations take ptace within
the United Kingdom

Reporting segments have been reclassified
from prior years, and 2013 has been restated,
as this 1s deemed to be more representative
of the Group's current internal reporting
The introduction of the Bedfordshire MSK
contract duning the year marked the
introduction of a new operating segment,
its economic charactenstics being different
to those of the hospital sites CircleReading,
GircleBath and CircleNottingham are
hospitals that are managed 1n a similar way
and have similar economic characteristics,
meeting the IFRS 8 critena for aggregation

reporting structure The Board assesses
the performance of the segments based
on revenue, gross profit, EBITDA before
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3 Segmental reporting continued

All other
segments and
Circle hospital Other Circle unallocated Total
Services services ilems Group
2014 E 000 £000 £'000 £000
Revenue from external customers 89,407 21,557 19 110,983
Cost of sales (60,212) (20,161) - (80,373)
Gross profit 29195 1,396 19 30,610
Admunistrative expenses before exceptional items, depreciation, amortisation
and charge recognised in respect of amounts recoverable on contract (32,075) (2,547) (6,415) (41,037)
EBITDA before exceptional items (2,880) (1,151) (6,396) (10,427)
Depreciation and amortisation charge (2,448) (2) (452) (2,902)
Operating loss before exceptional items (5,328) {1,153) (6,848) {13,329)
Share-based charges in respect of awards and warrants 1ssued
{includes National Insurance contributions costs) - - (1,756} (1,756}
Impairment of nen-current assets - - (2.907) (2,907)
Provision for receivables - - (5,000) (5,000)
Other exceptional items - - 4,322 4,322
Operating loss (5,328) (1,153) {12,189) (18,670)
Finance income 181
Finance costs {911)
Exceptional finance income {625)
Provision for joint venture deficit (130)
Loss before taxation (20,155)

Other information
Capital additions 2,070 29 210 2,309
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3 segmental reporting continued

All other
segments and
Circle hospital Other Cucte unallocated Total
services services items Group

2013 restated £000 £ 000 £000 £000
Revenue from external customers 84,200 - 52 84,252
Cost of sales (56,858) - 3 (56,861)
Gross profit 27,342 - 49 27,391
Administrative expenses before exceptional items, depreciation, amortisation
and charge recogrused In respect of amounts recoverable on contract (32,079) - (9,124) (41,203)
EBITDA before exceptional items (4,737) - {9,075) (13,812)
Depreciation, amortisation and charge recognised
in respect of amounts recoverable on contract (3,363) - (551) (3.914)
Operating loss before exceptional items (8,101) - (9,625) (17,726)
Share-based charges in respect of awards and warrants tssued - - (369) (369)
Increase n onerous lease provision (35) - 614 579
Impairment of non-current assets 3,578 - (3,732) (154)
Provision for recervables - - {6.348) (6.348)
Other exceplional 1tems (136) - 10,288 10,152
Operating loss (4,694) - (8,172} {13,866)
Finance income 2,035
Finance costs (2,774)
Exceptional finance costs 113
Provision for joint venture deficit (1,738)
Loss before taxation (15.230)
Other information
Capital additions 1,71 - 87 1,798
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4 Revenue
1 Revenue
2014 2013
£'000 £000
Provision of healthcare services 110,547 83,873
Qther miscetlaneous income 436 379
110,983 84,252

it Reveriue under management
On 1 February 2012, the Group commenced the operattan to run Hinchingbrooke

For accounting purposes, the Group was not deemed to control Hinchingbrooke and, therefore, did not consolidate the net assets
and resutts of the company

In the 12 months to 31 December 2014, Hinchingbrooke revenue increased to £1101 mullion, supported by increased outpatient
and acaident and emergency attendances, and admissions

In January 2015, Circle announced its intention to terminate the Franchise Agreement dated 10 November 2011 Please refer to
the Directors’ report for further details

5 Operating loss

2014 2013
Note £000 £000

Operating loss is stated after charging/{crediting)
Charge recognised in respect of amounts recaverable on contracts 17 - 1181
Amortisation of intangible assets 13 451 443
Depreciation of property, plant and equipment 14 2,451 2,290
Auditors’ remuneration {see below) 564 486
Movement in provision for bad debts 7 (73) 129
Operating lease rental 11,579 13,669
Exceptional operating items 6 5,341 (3.860)
Auditors’ remuneration payable to PricewaterhouseCoopers LLP
Fees payable to Company's auditors for the parent Company and consolhdated financial staterments 94 90
Fees payable to the Company’s auditors for other services
- The audit of Company's subsidianes 203 203
- Audit-related assurance services 234 -
- Tax advisory services a3 150
— All other non-audit services - 43

564 486
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6 EBITDA and exceptional items
Exceptional operating itemms

2004 2013

Nole £000 £'000

Impairment of property, plant and equipment 14 2,907 152
Imparrment of Hinchingbrooke warking capital contributions 5,000 -
Share-based charges 25 651 368
Deconsolidation of Health Properties Edinburgh - (4,384}
Revaluation of finance tease payments - 136
Provision for under-declared VAT in prior penods 21 (226) s
Restructunng costs 1,105 312
Decrease i provision for enerous leases, including dilapidations 21 - (579)
Provision for debtor with Health Properties (Bath) Limited ('HP Bath’) - 40
Gan on the wind-up of Joint venture activities (net of professional fees) {4,750) -
Other exceptional expense/{income) 654 {20)
5.341 (3.860)

The Group has provided for the carrying costs on the current design development costs, which were historically spent an its Manchester
and Birrmingham sites as it re-evaluates the model appropnate for these markets This imparrment to assets under construction has resulted
in an exceptional charge of £2,907,000 i the profit and loss account

A provision has been made in relation to Hinchingbrooke werking capital contnbutions of £5,0600,000 Further explanation 1s provided
in the Directors’ report in regards to the current status of the Franchise Agreement

A share-based charge for the share options awarded to the Group’s Chief Financial Officer amounted to £651,000, inclueding National
Insurance contnbution costs Further detadls are included i note 25

Duning the year, the Group released a provision in relation to VAT, fallowing the completion of HM Revenue and Customs’ (‘HMRC')
VAT enquiries

Other exceptional costs incurred retated to advisory fees to assist the Group's consideration of potential acquisitions

Project Reset

Project Reset entailed the enhancement of our partnership incentive scheme and invelved a sigmificant restructure All of the steps
in respect of Project Reset, the Group’s organisational restructuning, have now been completed and the Company now owns 100%
of CPL, Circle Health Limited, and the Group’s operating entities

Under the terms of Project Reset, the Company i1ssued 38,855,367 ordinary shares of £0 02 each in the Company to the CPBT, which are to
be used to satisfy oplions to be granted under the Company’s new share incentrvsation plans in accordance with the terms previously
approved by the Company’s shareholders
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6 EBITDA and exceptional items continued

In addition, Circle Holdings plc issued 23,093,930 convertible shares of £0 02 each in the Company, 1o the trustee of the CPBT, split
n two equal tranches, which shall automatically convert after 18 months and 36 months, respectively, into ordinary shares The corwertible
shares cannot be traded or sold until they have converted into ordinary shares

The unwested shares in CPL were accelerated as part of Project Reset and exchanged for 2,231,770 Cizcle Holdings plc convertible shares
at £0 02 each, resulting in an exceptional share-based charge of £1,105,0600

The CPBT was also 1ssued with shares in the Company The Trust 1s consolidated in the financiat statements and, accordingly, shares
held by the Trust are recognised at cost as a debit to equity in the Treasury share reserve

Project Reset transaction costs amounted to £1,250,000, all of which have been taken to share prerium as costs directly attnbutable
to the issuance of shares

Health Properties (Bath) Limited
The Group made a gain on the wind-up of the joint venture activities of the Group’s sole joint venture, HP Bath, incorporated in Jersey,
of £4,750,000 The freehold interest in the Bath Hospital land was sold, and associated loans wound up during 2014

HP Bath sold its freehold interest in the land and the building on which the Group's CircleBath hospital operates for £28,250,000 in July
2014 to MPT The proceeds from the sale were used to repay all of the amounts owed to HP Bath's senior lender, Santander, and some,
but not all, of the amounts owed to its other secured lender, LB UK RE Holdings Limited (‘LB UK RE') As a result of the shortfall owed to
LB UK RE, the Group paid 1t an additional £625,000 pursuant to a guarantee arrangernent {(note 6) No other amounts were paid or owed
by the Group as a result of the disposal ¢f the land and the satisfaction of the secured loans to Santander and LB UK RE The unsecured
shareholder loan and addttional amounts totalling 1,621,000 (2013 £1,615,000) owed by HP Bath to the Group, which previously had
been fully impaired, will be extinguished as part of the voluntary wind-up of HP Bath in 2015

Prior to the sale of the freehold interest in the land, HP Bath entered into a new 15-year lease with CircleBath Under the terms of the
new lease, annual rent was reduced to £2,500,000 initially (2013 3,232,000}, subject to annual increases based on RPl and a 2-5%
floor-cap At the same time, HP Bath entered into a new rent deposit deed with CircleBath that increased the rentat deposit to £2,500,000
(2013 £1,586,000) This deposit will reduce to £1,250,000 once CircleBath has achieved an EBITDAR-to-rent ratio of 175 1 in two
consecutive quarters Both the new lease and the rent deposit deed were transferred to MPT, the buyer of the CircleBath freehold,

on 1July 2014

Exceptional finance items

2014 2013
£'000 £ 000
Financing costs paid in respect of the final recourse guarantee in relation to the wind-up of activities
in HP Bath 625 -
Gan on fair value of interest rate derwative - {1.113)
625 (1.113)

The interest rate derivative expired in july 2014 upon the repayment of the associated loan




62 Circle Holdings plc

Notes to the consolidated financial statements
Continued

7 Employee information

Staff costs
2014 2013
Note £.000 £ 000
Wages and salaries 25,695 22,076
Share-based charges 25 14 368
Social security costs 2,404 2,014
Other penston costs 27 1,492 1184
29,605 25,642
Share-based charges were charged to operating items
Monthly average number of employees
2014 2013
Number Number
Admimstrative 451 407
Clirical 523 347
974 754
The average number of employees includes directors on a service contract
8 Directors’ emoluments
2014 2013
£'000 £000
Aggregate emoluments 1,612 1,036

Directors’ emoluments relate to the non-executive and executive directors, who are remunerated by Circle Holdings plc and Circle
Health Limuted The directers had retrement benefit contnibutions during the year of £70,000 (2013 £97,000) Included within both
years are share-based charges for the non-executive directors, as detailed in the Directors’ remuneration report Additionally, there 15 an

exceptional share-based charge of £572,000 {excluding National thsurance contrnibutions) (note 25)




8 Directors' emoluments continued
Compensation of key management persannel!

The Group made payments to key management personnel, defined as the key executive partners of the business, for services provided

to the Group as follows
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2014 2013
£'000 £000
Shert-term employment benefits 1,338 747

All key management personnel were also directors of the company in the year, and therefore, their rernuneration has also been disclosed

within aggregate emoluments of the previous section

9 Finance costs

2014 2013
£ 000 £000
Interest on Barclays plc (‘Barclays’) loan - 1,466
Interest on AlB loan - 317
Finance lease interest 895 973
Unwind of discount on unsecured loan note and deferred consideration - 18
Other bank charges 18 -
a1 2,774

10 Finance income
2014 2013
£000 £'000
Bank interest receivable 118 65
Interest receivable on operating financial asset - 1,970
Other interest income 63 -
181 2,035
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11 Loss per share

Basic loss per ordinary share is calculated by dviding the loss attnibutable to owners of the parent by the weighted average number

of ordinary shares in 1ssue duning the year Diluted loss per ordinary share 1s calculated by adjusting the weighted average number of ordinary
shares outstanding to assume the conversion of all potenually dilutive ordinary shares Share warrants and options in 1ssue represent the
only category of dilutive ordinary shares for the Croup The following table sets out the computation for basic and diluted net loss per share
for the year

2014 2013
Loss and total comprehensive loss for the year attributable to owners of the parent (£000's) (8.055) (6,678)
Weighted average number of ordinary shares in issue (number) 186,911,084 130,748,362
Basic and diluted loss per ordinary share (pence) {43) (51)

There 1s no difference in the weighted average number of ordinary shares used for basic and diluted net loss per ordinary share,
as the effect of all potentially dilutive erdinary shares outstanding 1s anti-dilutive

12 Taxation
I Analysis of income tax charge in year

2014 zZ03
£ 000 £ 000

Current tax
UK corporation tax - -

Deferred tax
_Onginating and reversal of tming differences - -

Income tax charge - -

il Factors affecting the current tax charge for the year

Although the parent company 1s registered in Jersey, it became resident for UK tax purposes duning 2011, and is subject to UK
corporation tax The tax assessed on the Group's loss before taxation differs from the average standard rate of UK corparation
tax of 215% (2013 23 25%) The differences are explained below
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12 Taxation continued

2014 2013
£000 £0D0
Loss before taxation (20,155) (15,230)
Loss before taxation multiplied by the average standard
rate of corporation tax in the UK of 215% (2013 23 25%) {4,333} (3.541)
Effects of
Expenses not deductible for tax purposes 1,407 124
Income not taxable for tax purposes - (153)
Temporary differences for which no deferred tax recognised 175 (993)
Tax losses for which no deferred tax recognised 3.862 4,820
Effect of Jersey tax at 0% . {257}

Total incorne tax charge for the year - -

nt Factors that may affect future tax charges
The standard rate of corporation tax m the UK changed from 23% to 21%, with effect from 1 Aprd 2014 Legislation was enacted to reduce
the man rate of corporation tax from 21% to 20% (and will become unified with the small companies rate), with effect from 1 April 2015

The reductions In tax rate to 21% and, subsequently, to 20% were substantively enacted for the purposes of 1AS 12, Income taxes’,
on 2 July 2013 As these rate changes have been substantively enacted at the balance sheet date, their effects have been included
in these financial staternents

v Deferred tax
UK deferred tax has been calculated at the rates of tax at which assets/{habibities) are expected to reverse, based on enacted tax rates

The net deferred tax recogmised in the balance sheet 1s as follows

2014 2013

£ 000 £'000

At 1)anuary - -

Recognised duning the year o -

At 31 December - -
The deferred tax asset not recogmsed in the financial statements 15 as follows

2014 2013

£000 £'000

Tax losses carrnied forward 29,480 26,558

Deductible temporary differencas 4,129 3,928

33,609 30,486

A deferred tax asset has not been recogrused n the financial statements due to the uncertainty over the availability of suitable
future taxable profits against which the asset will reverse
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13 Intangible assets

Cther
Computer intangible
Goodwill software assets Total
£°000 £'000 £.000 £'000

Cost
AL 1 January 2013 8183 1744 166 10,093
Additions - 57 - 57
As at 1 |anuary 2014 8,183 1,801 166 10150
Additions - 112 - 112
As at 31 December 2014 B,183 1.913 166 10,262
Accumulated amortisation and impairment
At1january 2013 3,212 480 33 3725
Amartisation charge for the year - 410 33 443
As at 1January 2014 3,212 890 66 4,168
Amortisation charge for the year - 432 9 451
tmpairment charge for the year - - 81 81
As at 31 December 2014 3,212 1,322 166 4,700
Net book amount
At 31 December 2014 4,971 591 - 5,562
At 31 December 2013 4,971 91 100 5,982
At 1 january 2013 4,971 1,264 133 6,368

The amortisation charge for the year is included in the income statement within administrative expenses before exceptional items




Annual Report and financial staterents 2014 62

13 Intangible assets continued

1 Goodwill

Goodwill acquired in a business combination 1s altocated to the cash-generating units {'CGUS’) that are expected to benefit from that
business combinaticn CGUs are independent sources of income streams and represent the lowest {evel within the Group at which the
associated goodwill 1s monitored for managemnent purposes The carrying amount of goodwill has been allocated to the following CGU

2014 2013
£000 £000
Circle’s Nottingham NHS Treatment Centre 4,971 4,971

Goodwill 1s subject to impairment testing annually, or more frequently where there are indications that the goodwill may be impaired
The recoverabte amounts of all CGUs are determined based on value-in-use calculations, using pre-tax cash flow projections based on
management-approved financial forecasts for the period of the contract The key assumptions for these forecasts are those relating to
revenue growth and decline, based on past experience and expectations of future changes in relevant CGUs The Group prepares cash
flow forecasts derived from the most recent financial plans approved by management for the period of the contract Cash flows are
discounted back to present valie, using a risk-adjusted pre-tax discount rate of 10%, which represents an internally computed rate,
based on gearing levels and loan interest rates

The financiat ptans reflect past expenence and incorporate assumptions in terms of volumes and tariff deflation Volume increase
i1s reasonably assumed to be 3%, and tariff deflation at 1 5% year-on-year The value-in-use calculations are sensitive to changes in
the key assumptions used, however, management’s sensitivity analysis shows that a reasonable change in key assumptions will not
cause an impairment in the goocdwill related to Circle’s Nottingham NHS Treatment Centre

n Computer software
Computer software represents third-pasty costs incurred in relation to the Group’s IT systems

w Other intangible assets

Other intangible assets include the development of 'know-how' for a new programme to build hospitals within a shortened time
frame This 1s achieved by utilising standard buitd compoenents which have been manufactured off-site at a reduced cost, and reducing
the amount of build time on-site During 2014, thus was fully impaired

Assets held under finance lease have the following net book amounts

2014 2m3
£'000 £000
Computer software 382 523

382 665
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14 Property, plant and equipment

Furniture

Frechold and fittings
leasehold Assets undes Leasehold Chimical ang office
lang construction (mprovements equipment equipment Total
£000 £000 £000 £'000 £ 000 £000
Cost
At 1 January 2013 19,701 3,404 2,796 8,005 15,917 49,823
Additions - 4 510 1,043 184 1,741
Reclassifications - (101 - 101 - -
_Disposals (7.859) - {90) (303) (167) (8.419)
At 1 January 2014 11,842 3,307 3,216 8,846 15,934 43145
Additions - 69 137 1,558 432 2,197
_Disposals - - - (42) - (42)
At 31 December 2014 11,842 3,376 3,353 10,363 16,366 45,300
Accumulated depreciation and impawrment
At 1 January 2013 6,709 165 2,248 1,531 14,294 24,947
Cepreciation charge for the year a5 - 95 1,506 654 2,290
Impairment charge for the year - - 152 - - 152
_Disposals {4,359) - (90} (303) (167) (4,919)
At 1 January 2014 2,385 165 2,405 2,734 14,781 22,470
Cepreciation charge for the year 35 - 104 1,826 486 2,451
impairment charge for the year - 2,907 ~ - - 2,907
Disposals - - - (26) - (26}
At 31 December 2014 2,420 3,072 2,509 4,534 15,267 27,802
Net book amount
At 31 Decernber 2014 9,422 304 B44 5,829 1,099 17,498
At 31 December 2013 9,457 3142 an 6112 1,153 20,675

At 1 January 2013 12,992 3,239 548 6,474 1623 24,876
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14 Property, plant and equipment continued
The depreciation charge for the year is indluded in the Income staterment within administrative expenses before exceptional iterns (note 5)

Freehold and leasehold land were valued at 31 December 2012 by a third-party valuer Management believes these to be appropnate
on the basis that there have not been decreases in land values in the areas since The Group has provided for the carrying costs on the
current design development costs, which were historically spent on its Manchester site as it re-evaluates the madel appropnate for
that market This impairment to assets under construction has resulted in an exceptional charge of £2 8 million in the profit and loss
account tn addition, assets under construction of £125,000 was provided for in relation to the Birmingham site, as the Group
implements new plans for 8irmingham

Asseats held under finance leases have the following net book amounts

2014 203

£'000 £'000

Leasehold land 4,272 4,307
Chinical equipment 4,686 5,406
Furniture, fittings and office equipment 489 649
9,427 10,362

The additions during the year comprise lease agreemants with Shawbrooka Bank Limited and Close Leastng Lirmuted to finance
the purchase of clinical equipment at CircleReading and CircleNottingham hospitals

Freehold and leasehold land can be split into the following net book amounts

2014 2013

£'000 £000
Freehold 5,150 5,150 i
Leasehold 4272 4,307

9,422 9,457
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15 Proviston for joint venture deficit

2014 2013
£000 £000
At 1 January (4,685) (2,947)
Increase in the year (130) (1,738}
Gain on wind-up of activities in HP Bath 4,815 -
At 31 December - {4,685)
Group’s share of net liabilities of joint venture (38 7%)
Non-current assets - 11,455
Current assets - 1,024
- 12,47
Current habilities - {1,058)
Non-current Liabilities - (16,106)
- (17,164)
Group's share of net liabilities - (4,685)
Group's share of results of jont venture {38 7%)
Revenue 716 1,420
Operating expenses {21) (2142)
Finance costs (825) (1,016)
Group’s share of loss after tax of joint venture (130) (1,738)

During 2014, the activities of HP Bath were wound up For a mere detailed explanation, please refer to note 6
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16 Inventories

2014 2013
£'000 £'000
Consumables 1,806 1,645
At 31 December 2014, an amount of £nil (2013 nil} has been prowided against the gross cost of mventores
The cost of Inventories recognised as an expense In the year 1s £13,096,000 (2013 £10,334,000)
17 Trade and other recewvables
Current Non-current
2014 2013 2014 2013
Mote £000 £000 £'000 £000
Trade receivables 10,906 5.232 - -
Less allowance forimpairment of trade receivables {187} {260} - -
Net trade receivables 10,719 4,972 - -
Prepayments and accrued income 4,843 3,981 2500 140
Other recetvables 1108 3,645 - 3,700
Amounts owed by_jomt venture 32 . 13 1,586 i - -
16,683 14,184 2,500 3,840

The directors consider the carrying amount of trade and other receivables to approximate to therr fair value Long-term receivables
are discounted where the time value of money 1s considered to be matenal, using a nisk-adjusted post-tax discount rate of 10%

Following the sale of the freehold interest in the Bath hospital land, HP Bath entered into a new rent deposit deed with CircleBath,
which increased the rental deposit to £2,500,000 (2013 £1,586,000)

The Group has recharged expenses and accrued interest to HP Bath to give a total recevable of £1,621,000 at 31 December 2014
(2013 £1,615,000) This was fully impaired in the previous year, as the balance was not considered to be recoverable
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17 Trade and other receivables continued
The movement in the allowance for impairment in respect of trade receivables duning the year was as follows

2014 2013
£000 £'000
At January 260 131
(Release)/increase in the year (73) 129
At 31 December 187 260
At 31 Decemnber, the ageing analysis of trade receivables was as follows
2014 2013
£000 £'000
Not past due 3,660 2,352
Past due 0-30 days, but not impaired 4,493 1,08
Past due 31-60 days, but not impaired 748 487
Past due by more than 60 days, but not impaired 1,818 1,028
10,719 4,972
Trade recevables are non-interest bearing and credit terms are generally 30 days
The above recevables are overdue, but not impaired, because management believes they are fully recoverable
The movement in amounts recoverable on contracts s as follows
2014 203
Note £'000 £ 000
At 1 January - 1,181
Recognised m income statement 5 - (1.181)

At 31 December

Amounits recoverable on contracts are extinguished following the end of the previous Nottingham contract in June 2013
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2014 2013
Note £000 £000
Cash and cash equivalents 24,496 12,397
Less restricted balances
~ Letter of credit - GE Capital Equipment Finance Limited {'GE’) a - (1,800)
~ Hinchingbrooke deposit b - (2,000}
Restnicted cash - (3.800)
Unrestricted cash and cash equivalents 24,496 8,597

The directors consider the carrying amount of cash and cash equivalents approximate to their far value

There 15 no unrestricted cash in 2014 Included m the 2013 Group cash balance are the following amounts which were not freely

available to the Group

a As part of the contractual agreement with GE to provide operating leases to CircleBath, Circle international plc had to provide
a counter indemnity to Barclays by way of a fixed charge over a deposit which was released at the end of 2014 when the operating

leases expired (2013 £1,800,600 on depasit}

b InJuly 2014, an amount of £2,000,000 was released from escrow in Circle Hinchingbrooke Limited, in accordance with the terms

of the Hinchingbroake framework agreement

19 Trade and other payables

Current Non current
2014 2013 2014 2013
Note £000 £'000 £'000 £000
Trade payables 6,666 5.240 - -
Deferred income 787 380 - -
Accruals 12,319 5318 2,074 2169
Social security and other taxation 1,319 635 - -
Amounts owed to joint venture 32 - 34 - -
Amounts owed to other related parties 32 165 191 - -
21,256 11,818 2,074 2169

Trade payables, accruals and amounts owed to jont ventures and other related parties are unsecured and interest free

The directors consider the carrying amount of trade and other payables approximate to their fair value Long-term payables

have been discounted where the ume value of money 1s considered to be matenal
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20 Loans and other borrowings

Current Non-gurrent
2014 2013 2014 2013
£'000 £'000 £ 000 £000
Secured finance leases (1) 1,922 1,547 __ B869 9,982
1,922 1,547 8,869 9,982

1 Finance leases

Finance leases comprise various lease agreements with Close Leasing Limited, Shawbrooke Bank Limited and GE, to finance the purchase
of IT assels, fixtures, fittings and furniture, and medicat equipment, for the commissioning of CircleReading hospital and the 125-year lease
for land in Birmingham entered into with Pebble Mill Investments Limited ('Pebble Mill’) in November 2011 In addition, there are various lease
agreerments for medical equipment for CircleBath hospital with Shawbrooke Bank Limited At the end of 2014, CircleNottingham also signed
three new finance leases for medical equipment with GE

2014 2013
£000 £000
Gross finance lease habslities — mimimum lease payments
Falling due
- No later than one year 2,7 2,450
- Later than one year and no later than five years 5.837 7.268
- Later than five years 9,691 10,059
18,239 19,777
Future finance charges on finance leases (7,448) (8,248)
10,791 11,529
The breakdown of the present value of finance leases
Falling due
- No later than one year 1,922 1,547
~ Later than one year and no later than five years 4,028 5.261
- Later than five years 4841 4,721

10,791 11,529
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20 Loans and other borrowings continued

The Group signed a finance lease commutment with Gk on 11 June 2012 for a total facluty of £5,000,000 to lease medical equipment over a
five-year period On 13 july 2012, the Group signed a finance lease commitment with Close Leasing Limited for a total facility of £2,000,000
to lease IT equipment and fixtures, fittings and furnrture over a five-year period

In August 2014, CircleReading signed a finance lease commutment for a facility of £60,000 over a five-year pentod In addition, in September
2014, the Group sigred a finance lease commitment with GE Capitat Equipment Limited for a total facility of £813,000 to lease medical
equipment at CircleNottingham over a three-year penod

The Pebble Mill site lease habilities are unsecured, but are guaranteed by Circle Holdings ple The Group can terminate the lease on 1 August
2046 or T August 2077, by giving at least six menths’ wntten notice to the landlord In addimion, the Group has two opportunities to reduce
the annual rent the first buy-down right 1s within a period of five years from the date of the lease, and the second buy-down night 1s within
a period of six months prior to the first lease break date in 2046 Both instances require payment of a premium calculated 1n accordance
with a formuta set out in the lease and adjusted using the RPIindex There are no covenants or restrictions on the Group impased by this
lease, and there are no contingent rents The value of the finance lease creditor 1s £4,546,000 {2013 £4,994,000)

Iv Maturity profile
Under the terms of the toans, the amounts fall due as follows

Between Between Greater

Less than ane to two two to three thaon four
one year years years years Total
2014 £ 000 £'000 £ 000 £000 E£000
Finance leases 1922 2,01 1,967 4,891 10,791
1,922 2,011 1,967 4,891 10,791

Between Belween Greater

Lass than one to two two to three than four
one year years years years Total
2013 £000 £'000 £'000 £000 £'000
Finance leases 1,547 1,707 1,824 6,451 11,529

1,547 1,707 1,824 6,451 11,529
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21 Prowisions for other Liabilities and charges

2014 2013
£000 £'000
Current - 605
Non-current 50 50
50 658

Under-

Onerous declared
Dilap:dations teases VAT Total
£000 £'000 £000 £000
At 1 January 2013 672 485 1,500 2,657
Charged/(released) to the income staternent (238} (347) s (464)
Utilised during the year (275) (144) (1,119) (1,538)
At 1 January 2014 159 - 496 655
(Released}/charge 10 the income statermnent - - (226) (226)
Uulised during the year (109) - {(270) (379)
At 31 December 2014 50 - - 50

Dilapidations

This proviston relates to the expected cost of returming vanous leased properties to their former state when the Group exits the leases

Under-declared VAT

Management performed a review of the VAT accounting within the Group, in consultation with HMRC HMRC completed their assessment
of management's position during 2014 Penalties and fines for under-declared VAT amounted to £1,389,000, all of which have now been

paid The surplus provision of £226,000 was released during the year
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Authorised
2014 2013
£'000 £000
Ordinary shares of £0 02 each 6,500 5,000
Convertible shares (18 rnonths) of £0 02 each 250,000 -
Convertible shares (36 months) of £0 02 each 310,000 -
566,500 5,000
Number MNumber
Ordinary shares of £0 02 each 325,000,000 250,000,000
Convertible shares {18 months) of £0 02 each 12,500,000 -
Convertible shares {36 months) of £0 02 each 15,500,000 -
353,000,000 250,000,000
Altotted and fully paid up
Share Shure Treasury Other
Shares capstal premtiurn shares reserves Total
Number £000 £000 £000 £000 £'000
Ordinary shares
At 1 January 2013 130,706,657 2,614 193,145 - 22,182 217,941
Shares 1ssued —
20 June 2013 (net of costs) £002 78,465 2 - - - 2
At 1 January 2014 130,785,122 2,616 193,145 - 22182 217,943
Fundrase —
9 January 2014 (net of costs) f002 55,000,000 1100 25120 - - 26,220
Shares 1ssued ~
16 June 2014 {net of costs} £002 62,769 1 - - - 1
Project Reset — ordinary shares
1issued — 8 December 2014
{net of costs}) £002 38,855,367 777 7,560 (9,587) - (1,250)
Project Reset — convertible
shares 1ssued — 8 December 2014
(net of costs) £002 23,093,930 462 10,970 - - 11,432
At 31 December 2014 247,797,188 4,956 236,795 {9,587) 22182 254,346
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22 Share capital, share premium and other reserves continued

Fundraise

On 8 January 2014, the Group 1ssued, at norminal value, 55,000,000 ordinary shares of £0 02 each in the capital of the Company
as part of the equity raise

Transaction costs incurred during the 2014 equity raise totalled £1,280,000, all of which have been taken to share premium

Shares awarded to non-executive directors
On 16 June 2014, the Group 1ssued, at nomunal value, an aggregate of 62,769 ordinary shares of £0 02 each in the capital
of the Company to non-executive directors pursuant to ndwidual share awards

Project Reset

Under the terms of Project Reset, the Company i1ssued 38,855,367 ordinary shares of £0 02 each i the Company to the CPBT
ordnary shares, which are 1o be used to satisfy options to be granted under the Company's new share incentivisation plans,
in accordance with the terms previously approved by the Company’s shareholders

tn addition, Circle Holdings ple¢ issued 23,093,930 convertible shares of £0 G2 each in the Company, to the trustee of the CPBT,
sphit in two equal tranches, which shall automatically corvert after 18 months and 36 months, respectively, into ordinary shares
The convertible shares cannot be traded or sold until they have converted into ordinary shares

The CPBT was also 1ssued with shares in the Company The Trust 1s consolidated in the financial statements and, accordingly,
shares held by the Trust are recognised at cost as a debit to equity in the Treasury share reserve

Project Reset transaction costs amounted to £1,250,000, all of which have been set against share prermium as costs directly
attributable to the issuance of shares

The following table details the movernent in share capital {ordinary and convertible} tn the year ending 31 December 2014 by
major shareholder

At 9 |anuary 16 June 8 December Additional Al

1 January 2014 2014 2014 purchases/ 31 December

2014 {at £0 02 each} (at £0 D2 each) [at £0 02 each) {sales) 2014

Number Number Number Number Mumber Mumber

Lansdowne Partners 37967008 16,200,000 - - - 54,167,008
Invesco Perpetual 30,368,920 22,900,000 - - - 53,268,920
Odey Asset Management 27,542,881 - - - (55,475} 27,447,406
Balderton Capital 12,756,534 4,000,000 - - - 16,756,534
BlueCrest Capital Management 9,252,685 - - - - 9,252,685
BlackRock 6,997,555 - - - (1,216,175} 5,781,380
Polar Capital 1,000,000 400,000 - - (400,000) 1,000,000
Circle Partnership Benefit Trust - - - 61,949,297 - 61,949,297
Henderson - 5,200,000 - - - 5,200,000
Nurnis - 1,150,000 - - (1150,000) -
Stngers - 150,000 - - (150,000) -
Broker Option - 5,000,000 - ~  (5,000,000) -
Othar o 4899538 @ - 62,769 - 80mMe50 12,973,958
130,785122 55,000,000 62,769 61949297 - 247797188
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22 Share capital, share premium and other reserves continued
The following tabte details the movement in ordinary share capital in the year ending 31 December 2013 by major shareholder

At 20 June Additional At
1January 2013 purchases/ 31 December
2013 (at £0 02 each) {sales) 2013
Number Number Number Number
Lansdowne Partners 37,967,008 - - 37,967,008
Invesco Perpetual 30,368,920 - - 30,368920
Cdey Asset Management 27,878,787 - {335,906) 27,542,881
Balderton Capital 12,756,534 - - 12,756,534
BiueCrest Capital Management 9,252,685 - - 9,252,685
BlackRock 778,555 - {181,000) 6,987,555
Polar Capital - - 1,000,000 1,000,000
Health Trust 3136,180 - {3.136,180) -
Other 2,167,988 78,465 2,653,086 4,899,539
130,706,657 78,465 - 130,785,122

23 Non-controlling interest
£000
At 1 January 2013 {27,088)
Effect of shares vesting in pencd (7,310}
Non-controlling mterest’s share of losses (8,552}
At 1 January 2014 (42,950)
Effect of shares vesting 1n period (6,439)
Non-controlling interest’s share of losses {12,100)
Impact of Project Reset 61,489

As at 31 December 2014 -

Project Reset
Circle Health Limited (which has an authonsed share capital of 100,000 ordinary shares of £010 nominal value that give equal rights

1o the voting, dividend and capital of the company), was 501% owned by Circle International plc and 49 9% owned by CPL Following
the completion of Project Reset, CPL 15 now a 100% owned subsidiary of Circle Holdings plc Therefore, as at 31 December 2014, there
15 no Interest outside the Group Project Reset 1s explained in note 6
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24 Warrants

The Group tssues warrants which grve the holders the right to purchase shares for a specific price at a future date The warrants are
treated erther as equity instruments and recorded in the warrant reserve, or as financial liabitities and recorded inliabilities, depending
on certain criteria, as out!ined in the Group's accounting polictes There are no remaining warrants issued as financial labilities

Warrants treated as equity instruments
Movements in the warrant reserve during the year are as follows

2014 2013

Nole £'000 £'000

At 1 January 22,703 22,390
Share-based charges in respect of warrants sssued 25 - 313
At 31 December 22,703 22,703

The following table details all share warrants 1ssued by the Group which are recognised in equity, none of which have been exercised to date

Warrant reserve

Exercise Criginal Revised 1]anua’:): Share based 3N Decembt:
price warrants Modified warranls 2014 charges 2014
Mote £ Number Mumber Number £000 £'000 £ 000
Beneficiary
Warrants 1ssued in 2008
- Balderton Capital b £152 523,460 - 523,460 4M - 41
- Lansdowne Partners b £152 99,630 - 99,630 783 - 783
- JCAM £10 N 238,930 - 238,930 1,616 - 1,616
Warrants 1ssued in 2009
- Balderton Capital b £152 172,355 - 172,355 675 - 675
- Lansdowne Partners b £152 172,355 - 172,355 479 - 479
— BlueCrest Capital
Management b £152 75,510 - 75,510 256 - 296

Warrants modified in 2011
— Health Trust (Jersey) ab £152 - 2,340,765 2,340,765 14,743 - 14,743

1,282,240 2,340,765 3,623,005 22,703 - 22,703




Annual Report and financiat statements 2014

24 Warrants continued

a The cancellation of the warrants issued to Health Trust (Jersey} and Health Trust (Jersey) option pool, and reissue of warrants to

HealthTrust {Jersey) are detailed in note 25

b InMay 201 after the imtial public offering ('IPO’}, the existing share warrants, which consisted of warrants issued in 2008 and 2009
to Health Trust {Jersey) and Health Trust (Jersey) option pool, were modified, adjusting both the exercise price and vesting conditions
Under the terms of the modification, the existing share warrants were replaced with warrants issued exclusively to Health Trust {Jersey),
of which Ali Parsa is a beneficiary, and the exercise price was set to the PO price of £152 per new ordinary share 1ssued The modified
share warrants do not have any expiry date or any conditions attached A fair value assessment was completed based on the value of
the existing warrants prior to IPO, and the fair value of the modified warrants determined using Black-Scholes an a diluted pricing basis
ustng the parameters outhined on the next page The incremental fair value of the modification was recognised on a straight-line basts
over a 24-month period from May 2011 unul May 2013, in line with the rewised vesting timetable (1/24 every month from May 2011)

25 Share-based charges

Shares and share warrants are 15sued to employees, chimicians and external investors who cantribute to the success and growth in value

of the Group The ssuance of these warrants and shares, including the 1ssue of shares to scheme participants and employees, gualifies as
equity-settted share-based payment transactions, and fatls within the scope of IFRS 2, 'Share-based payment’ The impact on the income
statement in respect of share-based charges is as follows Note there 15 no charge assooated with the transaction where the employees

subscribe for the shares at full market value

2014 2013

Note Type £000 £000

Issued as part of Project Reset a Shares 1105 -
Awarded to non-executive directors b Shares 14 55
Awarded to Health Trust (Jersey) < Warrants - 313
Other share-based charges d Shares 572 -
1,691 368

81




82 Circle Holdings ple

Notes to the consolidated financial statements
Continued

25 Share-based charges continued

a Project Reset
Project Reset 1s explamned in note 6 Of the total number of CPL shares which were acquired by the Group, 5,118,739 were partially
vested The unvested portion of these shares in CPL were accelerated as part of Project Reset, and exchanged for 2,231,770 Circle
Holdings plc convertible shares at £0 02 each A share-based charge of £1,105,000 was recognised to record the incremental fair
value of shares given to members of the CPL share scheme The charge was calculated based on the share price on 4 December
2014, the date of the Project Reset completion

b Non-executive directors
The Group operates an equity-settled, share-based compensation plan for its non-executive directors The entity receives services
from these directors as consideration for shares in the Group The fair value of the services received in exchange for the grant
of the awards is recognised as an expense The total amount to be expensed is determined by reference to the fair value of the
awards granted

Non-rmarket performance and service conditions are included 1in assumptions about the number of options that are expected to
vest The total expense s recognised over the vesting periad, which s the period over which all of the specified vesting conditions
are to be satisfied At the end of each reporting penod, the Group revises 1ts estimates of the number of options that are expected
to vest, based on the non-market vesting conditions it recognises the impact of the revision to onginat estimates, if any, in the income
statement, with a cosresponding adjustment to equity When the vesting condrions are met, the company 1ssues new shares The
proceeds received net of any directly attributable transaction costs are credited 1o share capital (norninal vatue) and share premium

¢ Health Trust (Jersey)
In May 2011, new share warrants were 1ssued exclusively to Heatth Trust {Jersey), of which Ali Parsa s a beneficiary, replacing the
share warrants previously ssued to Health Trust (Jersey) and Health Trust (Jersey} option pool Under the terms of the new warrants,
the exercise price was set to the IPO pnice of £152 per new ordinary share issued The 2,340,765 share warrants vestad over a 24-month
period from May 2011 untit May 2013, and were exercisable from the date they vest (1/24 every month from May 2011) and do not have
any expiry date A fair value assessment was completed based on the value of the existing warrants prior to cancellation, and the farr
value of new warrants determined using Black-Scholes on a diluted pricing basis using the parameters outlined below

Modified warrant ssue parameters (reflecting five-for-one share sphit}

Stock price £152
Exercise price £152
Expected volatility 50%
Risk-free interest rate 5%
Warrant life * 10 years
Fair value of warrant £102

The incremental increase m the fair vatue was assessed at £1,478,000 and was charged to the income statement over the remaining
vesting period, along with the residual charge relating to the fair value at the grant date of the intial warrants The share-based charge
recognised 1n the income statement for the year to 31 December 2014 1s £nil (2013 £313,000) There were no new warrant issues
qualifying as share-based charges during 2014 (2013 £nul), and none of the warrants were exercised in 2014 (2013 £mil)
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25 Share-based charges continued
Share-based charges reserve

2014 2013
£000 £000
At 1 January 151 96
Share-based charges 1,691 55
At 31 December 1,842 151

Other share-based charges

in December 2013, the Company agreed to grant to the Group’s Chief Financial Officer options to subscribe for 2,200,000 ordinary
sharas at an exercise price of £0 02 per ardinary share This separate incentive arrangement was agreed, given he was not a participant
of the prevtous share scheme, nor has he previously recerved as remuneration any shares or options in the Company since joining in
2010 The options were granted in December 2014, and a charge of £572,100 was recogmised The options vest in two equal tranches,
with the first tranche fully vesting on the date of grant A fair value assessment of the second tranche of share options was completed,
based on the parameters disclosed below

Modified share option parameters

Stock price at grant date (1 December 2014) £0 50
Exercise price £002
_Expected volatility’ 50%
Risk-free interest rate 5%
Vesting period Gne year
Farr vatue of share option £0 50

«

23

The histoncal wolatility 15 assumed 1o be indwcative of future trends, which may not necessarily be the actual outcome
The life of the warrant 1s based on the expected term and Is not necessanly indicative of exercise patterns that may eccur
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26 Capital commitments
At 31 December 2014, the Group had capital commitments as fotlows

2014 2013
£000 £000
Contracted for but not provided in these financial statements - 97

27 Pension commitments

The Group participates in two personal defined contribution pension schemes for ts employees The assets of the schemes are held
separately from those of the Group in independently adnunistered funds The contnbutions by the Group for the year were £1,452,000
(2013 £1,184,000) As at 31 December 2014, outstanding contnbutions totalled £140,000 (2013 £104,000)

28 Operating lease commitments
The Group has entered into various non-cancellable operating leases of equipment, land and buildings with varying terms, escalation
clauses and renewal rights The future aggragate mimimum lease payments under non-cancellable operating leases are as follows

Plant and machinery Land and buildings
2014 2013 2614 2013
£'000 £000 £ 000 £000
No later than one year 730 1357 9,985 11,097
Later than one year and no later than five years 1,272 1,705 37,995 44,051
Later than five years _ - - 151,493 187,779
2,002 3,062 199,473 242,927

On 1July 2014, the Group amended an existing operating lease in respect of CircleBath hospital for an initial annual rent of
£2,500,000 per year (2013 £3,232,000 per annum with RPI increases) The lease 15 for 15 years and is set to expire on 30 June 2029
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29 Net cash outflow from operating activities

2014 2013
Note £'000 £000
Loss before taxation (20,155) (15,230)
Provision for joint venture deficit 130 1738
Excepuonal finance items 625 (1nm3)
Finance costs an 2,774
Finance income (181) {(2.035)
Amortisation of intangible assets 13 451 443
Depreciation of property, plant and equipment 14 2,451 2,290
Charge recognised in respect of amounts recoverable under contract 7 - 1181
Loss on sale of tangible fixed assets 16 -
imparrment of property, ptant and equipment 14 2,907 52
Impairment of intangibte assets 13 81 -
Share-based charges in respect of warrants issued 25 - 313
Share-based charges 25 1,691 55
Deconsolidation of Health Properties Edinburgh - (4,384}
Revatuation of Birmingham finance lease payments - 136
Gain on the wind-up of joint venture activities (4,750) -
Provision for VAT 21 {226) 115
Decrease i provision for onerous leases 21 - (579}
Provision of debtor with HP Bath - 40
Movements in working capital
- Increase ininventones {161) (347
- Increase in trade and other recervables (1,159) (2.804)
- Increase/{decrease} in trade and other payables 9,387 (3.229)
~ Decrease in provisions {379) (1,578)

Net cash outflow from operating activities (8,361) (22,062)
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30 Reconciliation and analysis of net debt

2014 2013
£000 £000
Increase/(decrease} in unrestricted cash in the year 15,899 (24,332)
Decrease in restricted cash in the year (3.800) (1,300}
Repayment of borrowings - 430
Repayment of loan notes - 366
_Repayment of finance lease _ 1,660 1.471
Movement in net debt from cash flow 13,759 (23.365)
Other non-cash movements 922 47,704
Movement in net debt 12,837 24,339
Net debt at 1 January 868 (23,471)
Net debt at 31 December 13,705 868
Other At
At non-cash 31 December
1 January Cashliow  Reclassifications changes 2014
2014 £°000 £'000 £'000 £'000 £000
Liquid resources
Unrestricted cash 8,597 15,899 - - 24,496
Restricted cash 3,800 (3.800) - - -
Debt due within one year
AlB - - - - -
Barclays - - - - -
Loan notes - - - - -
Finance leases {1.547) 1,660 (1,801) (234) {1,922)
Debt due after one year
Finance leases {9.982) - 1,801 (688) {8,869)
Net debt 868 13,759 - (922) 13,705
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Other At
Al non-cash 31 December
1)anuary Cashflow  Reclassifications changes 2014
2013 £'000 £ 000 £000 £000 £000
Liquid resources
Unrestricted cash 32,929 (24,332 - - 8,597
Restricted cash 5,100 (1,300) - - 3,800
Debt due within one year
AIB (7.380) - - 7,380 -
Barclays (41,768) 430 - 41,338 -
Loan notes (348) 366 - (18) -
Finance leases (1,.340) 1,471 (1,409) (269) (1,547)
Debt due after one year
Finance leases {10,664) - 1,409 (727) (9,982)
Net debt (23,471) {23,365) - 47,704 8568

31 Financial risk management
1 financial risk factors

The Group's operations expose It to a variety of financial nisks that include price risk, credit risk, iquidity risk and interest rate

risk The Group seeks ta limit the adverse effects of these risks by monitoring levels of debt finance and the related finance costs,
and by matching the nisks of the financing with the risks and return profites of the assets The risks are monitored by management
throughout the year via monthly reviews of operational performance, cash flows, levels of indvidual debt mstruments and overall

debt levels

Classes of fmancial instruments

The Group’s financial instruments comprise financial assets such as cash, short-term deposits, trade and other receivables, and
financial babilities, such as bank loans, loan notes, and trade and other payables In addition, the Group was party to interest rate
swaps to manage the Group’s interest rate nsks ansing from the Group’s sources of finance These swaps have all expred dunng

the year
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31 Finanaial nsk management continued
The following tables classify the Group's financial mstruments according to tAS 39, 'Financial instrumenits, recognition and measurement’

Fair value
Loans and thraugh profit Amortised
recervablas and foss st Total
Note £000 £'000 £ 000 £'000
As at 31 December 2014
Financial assets
Trade and other receivables 7 11,840 - - 11,840
_Cash and cash equivalents 18 24,496 - - 24,456
Total financial assets 36,336 - - 36,336
Financial liabilsties
Trade and other payables 19 - -~ (6.831) (6.831)
Finance lease liabilites 20 - - {10,791) {10,791)
Total financial Labilities - - (17.622) (17.622)
Fair value
Loans and threugh profit Amortised
recewvables and loss cost Total
Note £°000 £'600 £000 £000
As at 31 December 2013
Financial assets
Trade and other recewvables 7 10,203 - - 10,203
Cash and cash equivalents 18 12,357 — - 12,397
Total financial assets 22,600 - - 22,600
Financial liabilities
Trade and other payables 19 - - (5.465) (5,465)
finance lease liabilities 20 - - {11,529) {11,529)
Total financial babibities -~ - (16,994} (16.994)

a Market nsk
Market risk is the nsk that changes in market pnces, such as interest rates or other price nsks, and will affect the income from or the value
of financial snstruments The objective of market nisk management 1s to manage and control market risk exposures within acceptable
parameters, while optimusing the return on risk

The Croup 1s pnmanly impacted by interest rate nisk and other price nisks which are outhined below
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31 Financial risk management continued
1) Interest rate nsk

Financial instruments affected by interest rate nsk include short-term deposits The Group is primarily sensitive to changes in UK
interest rates This affects future cash flows from short-term cash deposits held As at 31 December 2014, the Group, excluding the
joint venture, does not hold any long-term loans Previously, the Group has managed this resk, where significant, by holding long-term
loans and entering into nterest rate swaps in order to fix the interest payable on these These swaps have now all expired The Group
also manages the interest rate risk through financing assets through finance leases which have fixed rates of interest, rather than
through loans

The foliowing table summarises the fixed and vanable rate loans

Interest

Variable Fixed free Total
£'000 £'000 £ 000 £000
At 31 December 2014
Loans and other borrowings - 10,791 - 10,791
At 31 December 2013
Loans and other borrowings - 11,529 - 11,529

2) Otherprice risks
The Group has a number of long-term contracts contaning fixed indexatton provisions The Group generally seeks to price
contracts at levels that take account of increasing pnces As the volume of pnivate patients is anticipated to Increase, the
Croup will be increasingly subject to pricing changes from private insurance companies

The new Bedford MSK contract operates under a capitated revenue budget The underlying principle assurmes that the service
can be run more efficiently, improving the patient expenence and reducing operational costs Nevertheless, the Group bears
the nsk of rising operational prices as the baseline revenue 1s fixed, subject to local demographic or service portfolio changes

b Credit nisk
Credit nisk 1s the nisk of financial loss to the Group if a customer or counter-party to a financial instrument fails to meet Its contractual
obligations, and arises principally from the Group's recevables from customers and cash depesits, with their maximum exposure being
represented by therr carrying amount

The Group has policies with customners that require upfront payment, where appropriate Credit control procedures are designed to
ensure that invoiced revenue is collected according to agreed terms, that policies exist to imit exposure to any one party, and ensure
approved credit timits are reviewed regularly These all help to eliminate significant concentrations of credit nisk

Most revenues anise from insured patients’ business and the NHS Insured patients give nise to trade receivables which are mainly due
from large insurance mstitutions, who have high credit worthiness The remainder of revenues anise from indmdual self-pay patients

When utilising bank accounts and cash deposits, the Group transacts with counterparties who have sound credit proftles Such
counterparties are primarily large, highly-rated financial institutions In relation to financial institutions, the Group allocates a credit
limet based on external credit ratings The counterparty's total outstanding transactions with the Group, including bank accounts and
cash deposits, must not exceed limits agreed by the Board of Directors

89
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31 Finanaial sk management continued

¢ Liquidity nsk
Liquidity rnisk 1s the risk that the Group will encounter difficulty in meeting its financial obligations as they fall due The Group's
approach to Liquidity 1s to manage short and long-term borrowings to ensure that it will always have sufficient hquidity to meet
its liabilities when due, wathout incurring unacceptable losses or risk damaging the Group’s reputation

This 15 achieved by robustly managing cash generation across its operations, by applying cash collection targets throughout the
Group, and by managing iquidity rnisk via long-term debt and equity funding from shareholders

The Group has received strong support from its shareholders, who have provided equity cash funding when necessary to fund the
Group's activities These funds have been utilised to support the business plans of the Group in accordance with the Group's financral
projections, which are updated on a regular basis

The table below analyses the Group’s non-derative and derwative financial habilitses nto relevant maturity groupings, based
on the remaining period at the batance sheet date to the contract matunity date The amounts included in the table are the
contractual undiscounted cash flows

Between Between Between Between
Less than one 10 two to three 1o fowr 1o Over
one year two years three years four years five years five years
E'D00 £ 000 £000 £000 £'000 £000
At 31 December 2014
Trade and other payables {6,831) - - - - -
_Finance lease (2.710) (2,649) (2.295) (516) (378) (9,691)
Net outflows (9,541} (2,649) (2,295) (516} (378) {9,691)
At 31 December 2013
Trade and other payables (5,465) - - - ~ -
Finance leases {2.450) {2,450} (2,390} (2,033) (395) {10,059)
Net outflows {7,915) {2,450) (2,390) (2,033) {395) {10,059)

Included w the previous tables are the cash flows in respect of the Birmingham tease As outlined in note 20(m), there are vanous
buy-down options over the term of the lease, and management’s intention has been reflected (n the cash flows set out above

n Caputal risk management

The primary objective of the Group’s management of debt and equity 15 to ensure the continued growth of the business, ncluding
the financing of new hospitals, equipment, start-up costs, and Head Office averheads, in order to provide returns for the Group
shareholders and other stakeholders The Group raises financing, when needed, through a combination of equity and debt

Objectives are setout at the beginning of each year, in line with the imposed reguirements and covenants of the shareholder agreements
Covenants on the CircleBath rental agreement with MPT are tested monthly No long-term debt exists elsewhere in the Group
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32 Related party transactions

Subsidiaries and joint ventures

Detaiis of the investments in which the Group holds 20% or more of the nominal value of any class of share capital and quasi-subsidiaries
are as follows

Mame of company

Halding

Nature of business

Proporticn of
voting rights held

Country of mcorparation

Circle International pic Ordinary shares Holding and management 100% Uruted Kingdom
Health Properties Limited Ordinary shares Holding and management 100% lersey
Health Estates Managers Limited Ordinary shares Fund services (JFSC registered) 100% Jersey
Health Capital Limited Ordinary shares Holding and management 100% United Kingdom
Circle Health Limited Ordinary shares Holding and management 100% United Kingdom
Nations Healthcare Limited "A'ordinary shares  Holding and management 100% United Kingdom
CircleNottingham Limited ‘C’ preferred shares  Holding and management n/a United Kingdom
CucleNottingham Limited Ordinary shares Medical practice services 100% United Kingdom
Civcle {Welbeck) Lymited Ordinary shares Finance company 100% United Kingdom
Circle {(Welbeck) Limited Preference shares Finance company n/a United Kingdom
Circle Hospital (Bath) Lirited Ordinary shares Medical practice services 100% United Kingdom
Circle Hospital {Reading) Limited Ordinary shares Medical practice services 100% United Kingdom
Circle Hinchingbrooke Limited Ordinary shares Professional services 100% United Kingdom
Circle Chintcal Solutions Limited Ordinary shares Property development 100% United Kingdom
Circle Birmingham Lirmuted Ordinary shares Property development 100% United Kingdom
Health Properties Management Limited  Ordinary shares Property development 100% United Kingdom
Health Properties (Bath) Limited” ‘A’and '8’ Property ownership

ordinary shares and management 387% Jersey
Health Properties Ordinary shares Property ownership 100% Jersey

{South Manchester) Limiuted
Circle Partnership Limited

and development
Employee share ownership plan 100%

Ordinary shares 8nitish Virgin Islands

¢ Jersey financial Services Commussion
**  Subsidiary held indirectly
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32 Related party transactions continued
Trading transactions

During the year, the Group entered into transactions, in the ordinary course of business, with other related parties Transactions entered
nto and trading batances outstanding are as follows

2014 2013

Amounts Amounts Amounts Amounts

owed by owed to owed by owed to

related party related party related party related party

Note £'000 £000 £'000 £000

HP Bath a 13 - 1,586 (34)
Stonehage Fund Services Limited (‘'Stonehage’) b - - - -
Capita c - (n - {26)
Hinchingbrooke Health Care NHS Trust d 4,836 {164) 4,095 (165)
4,849 (165) 5,681 (225)

a

Health Properties {Bath) Limited
HP Bath 1s a joint venture of the Group (note 15) which owned the Bath hospital that was sold duning 2014

The Group has advanced £1,200,000 (2013 £1,200,000) to HP Bath by way of a sharehalder loan which 1s unsecured and payable
ondemand In addition, the Croup has recharged expenses and accrued interest to MP Bath to give a total recevable of £1,621,000
at 31 December 2014 (2013 £1,615,000) The prior year batance was fully impaired in the previous year, as the balance was not
considered to be recaverable

An amount of £13,000 remains payable to the Group at 31 December 2014 {2013 £34,000}

Stonehage Fund Services Limited

Stonehage, a management and fiduciary services company based in Jersey, has been appointed as the manager of the wholly owned
subsidiary Health Estates Managers Limited A number of directors of subsidiary companies who served during 2014 were also employed
by the ultimate controlling company of Stonehage or a company connected with it In totat, Stonehage was paid £30,000 (2013
£40,000) for management and fiducrary services proveded to companies within the Group The amount cutstanding at 31 December
2014 was £mil {2013 £nil) tan Crosby, a director of Stonehage, 1s also a director of the corporate trustee of Health Trust {Jersey)
and of Health Estates Limited

Caprta
During 2014, the Group was charged £96,000 (2013 £113,000) by Capita for fiduciary services provided to compantes within
the Group duning the year The amount outstanding at 31 December 2014 was £nil {2013 £26,000)

The Capita Group also prowided IT data hosting services during the year The Group was charged £540,000 (2013 £555,000)
for these services provided during the year The amount outstanding at 31 December 2014 was £1,750 (2013 £nl)
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32 Related party transactions continued

d Hinchingbrooke Health Care NHS Trust
During the year, the Group has provided for a further £164,000 working capital contribubion to the Trust, which has resulted in an
aggregate £5 million receivable at the year-end In light of the Group's announcement of its intention to terminate the contract,
the aggregate working capital contributtons of £5 mullion are not recoverable and have been fully impaired In 2014, services to the
value of £233,620 (2013 £145,000) have been recharged from CircleHealth to Hinchingbrooke, mainly relating to staff time for the
provision of specialist services, in accordance with the project agreement In additton, as at 31 December 2014, Circle Clinical Solutions
Limited {operating company of Bedford MSK contract) had a trade creditor balance wath Hinchingbrooke of £352,000 (2013 ml)
for the provision of clinical treatments

e Health Trust (Jersey)
Health Trust (Jersey) also holds 2,340,765 warrants in the Company (note 25)

In 2014, Health Trust (Jersey} held 5,296,795 shares (2013 5,066,642) of CPL pursuant to share transfer agreements dated

15 March 2011 and 24 May 2011, respectively, which provide for the 1ssue of CPL shares to Health Trust {Jersey) in an amount
equal to an aggregate 10% of the issued share capital of CPL up untit the point of Project Reset However, following the completion
of Project Reset on 4 December 2074, Health Trust (Jersey)'s shareholding in CPL was exchanged for 2,309,402 convertible shares
in Circle Holdings ple The previous agreement for Health Trust (Jersey) to own an amount equal to an aggregate 10% of the issued
share capital of CPL has now extinguished

The following are related parties by virtue of their significant shareholding Notes 23 and 25 provide further details

Value of

Numbser of Percentage warrants held

shares held shareholding £

Balderton Capital 16,756,534 6 8% 4,786
BtueCrest Capital Management 9,252,685 37% 296
Invesco Perpetual 53,268,920 215% -
Lansdowne Partners 54,167,008 219% 1,262
Odey Asset Management 27,447,406 M% -
Circle Partnershup Benefit Trust 61,949,267 25% -

Tim Bunting and Tony Bromovsky served as non-executive directors of Circle Holdings plc They are appointees of Balderton Capital and
QOdey Assel Management, respectively No fees were charged for Mr Bunting’s services to the Group Mr Bromovsky was pard £17,000 for
his services rendered 1n 2014 in respect of his role as a non-executive director In addition, Kilda Investments Limited, of which Mr Bromovsky
15 a beneficiary, was paid £26,000 for Mr Bromovsky's services performed in relation to Project Reset, this was outside his capacity as a
director Tim Bunting and Tany Bromovsky resigned as non-executive directors of Circle Holdings ple during 2014

Other than the above and the equity transactions detailed in notes 23 and 25, there have been no transactions with these related parties

33 Events after the balance sheet date
tn January 2015, Circle announced its intention to terminate the Minchingbrooke Franchise Agreement Please refer to the Directors’ report
for a detailed overview
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Independent auditors’ report

To the members of Circle Holdings plc

Report on the company
financial statements

Cur opinion

in our opimon, Circle Holdings plc’s
Company financial statements (the
financial statements’)

+ gwve a true and fair view of the state
of the company’s affairs as at 31
December 2014,

- have been properly prepared in accordance
with United Kingdom Generally Accepted
Accounting Practice UK GAAP'), and

+ have been prepared in accordance with
the requirements of the Comparies
(Jersey) Law 1991

What we have audited
Circle Holdings plc’s financial statements
comprise

« the Company balance sheet as at
31 December 2014, and

« the notes to the financial statements,
which include a summary of ssgraficant
accounting policies and other
explanatory information

The financral reporting framework that
has been applied in the preparation of the
financial statements 1s applicable law and
United Kingdom Accounting Standards
(UK GAAP)

In applying the financial reporting
framework, the diractors have made a
number of subjective judgements, for
exarnple, tn respect of significant accounting
estimates In making such estimates, they
have made assumptions and considered
future events

Certain disctosures required by the financial
reporting framework have been presented
elsewhere in the Annual Report, rather
than in the notes to the finanoial statements
These are cross-referenced from the financial
statements and are 1dentified as auditeg

Opinion on other matter

Inour opinion, the information given in the
Directors’ report for the financial year for
which the financial statements are prepared
15 congistent with the financial statements

Cther matters on which we are
required to report by exception
Adequacy of accounting records and
information and explanations received
Under the Companies (Jersey) Law 1997,
we are required to report to you If, in

our opinion

+ we have not received all the information
and explanations we require for our
audit, ar

- proper accounting records have not been

kept, or returns adequate for our audit

have not been received from branches
not visited by us, or

the financial statements are not

agreement with the accounting records

and retusns, or

+ we have no exceptions to report arising
fromn this responsibality

Responsibilities for the financial
staternents and the audit

OQur responsibilities and those

of the directors

As explained more fully in the Statement
of directors’responsibilities set out on page
41, the directors are responsible for the
preparation of the financral statements
and for being satisfied that they give a
true and fair view

Our responsibility 1s to audit and express
an opiion on the financial statements in
accordance with applicable law and I1SAs

{UK and Ireland) Those standards requre
us to comply with the Auditing Practices

Board's Ethical Standards for Auditors

This report, ncluding the opimions, has been
prepared for, and only for, the company's
members as a body in accordance with
Article 113A of the Companies (Jersey) Law
1951 and for no other purpose We do not,
1IN giving these opinions, accept or assume
responsibtlity for any other purpose of to
any other person to whom this report Is
shown ar into whose hands it may come
save where expressly agreed by our prior
consent Inwriting

What an audit of financial
statements involves

We conducted our audit in accordance
with ISAs (UK and Ireland) An audit
involves obtaining evidence about the
amounts and disclosures in the financial
statements sufficient to give reasonable
assurance that the financial statements
are free from materiat misstatement,
whether caused by fraud or error Thus
includes an assessment of

« whether the accounting policies
are appropriate to the Company’s
crrcumstances, and have been
consistently applied and adequately
disclosed,

» the reasonableness of significant
accounting estimates made by the
directors, and

+ the overall presentation of the
financial statements

We primanly focus our work in these
areas by assessing the directors’ judgements

against available evidence, farming our own

judgements, and evaluating the disclosures
in the financial statements
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We test and exarmine information, using
sampling and other auditing technigues,
to the extent we consider necessary to
provide a reasonable basis for us to draw
conclusions We obtain audit evidence
through testing the effectiveness of
controls, substantive procedures, or

a combination of both

In addition, we read all the financial and
non-financial information in the Annual
Report to [dentify material inconsistencies
with the audited financial statements,
and to \dentify any information that 1s
apparently matenally incorrect based
on, or materally inconsistent with,

the knowledge acquired by us inthe
course of performing the audit If we
become aware of any apparent matenal
musstatements or inconsistencies, we
consider the imphications fer our report

Other matter

We have reported separately on the Group
financial statements of Circle Holdings plc
for the year ended 31 December 2014

e

Simon O'Brien (Senior Statutory Auditor)
For and on behalf of
PricewaterhouseCoopers LLP

Chartered Accountants and

Recognised Auditor

Lendon

18 March 2015
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Patient,
CircleReading

| believe that this hospital
has set the gold standard #
for other hospitals
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Company
balance sheet

As at 31 December 2014

204 2013
Note £ 000 £000
Fixed assets
Investments 5 - -
Current assets
Debtors 6 101,785 81191
Cash at bank and in hand 14180 2,256
115,965 83,447
Creditors — amounts falling due within one year 7 (3,075) (568)
Net current assets 112,890 82,879
Total assets less current Liabilities __Nzs9o 82,879
Net assets 112,890 82,879
Capital and reserves
Called up share capital 8 4,956 2,616
Share premium 8 236,795 193,145
Other reserves 8 11,303 1,303
Warrant reserve 91 22,703 22,703
Share-based charges reserve LA 1,842 151
Treasury share reserve 9 (9,587) -
Profit and loss account 9 (155,122) (147,039}
Total shareholders' funds 10 112,890 82,879

The financial statements on pages 97 to 106 were approved by the Board of Directors on 18 March 2015 and were signed on its behalf by

-~ /:' / /“‘“’

Steve Melton Paolo Pien
Chief Executive Officer Chief Financial Officer

Circle Holdings plc
Registered number 100016 {Jersey)
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Notes to the Company
financial statements

For the year ended 31 December 2014

1 Accounting policies

Basis of preparation

These financral statements are prepared
for Circle Holdings plc (the ‘Company’)
for the year ended 31 December 2014
The Company 1s the ulimate parent
entity of the Circle Holdings plc Group
(the ‘Group’) These financial statements
are prepared under the historical cost
convention, and in accordance with the
Comparues Act 2006 and applicable
accounting standards in the United
Kingdom The pnincipal accounting polices,
which have been applied consistently for
both years presented, are set out below

Accounting convention

These financial statements have been
prepared on a tustoncal cost basis in
accordance with the Companies (Jersey}
Law 1991 and applicable UK accounting
standards The Company has not prepared
a separate profit and loss account and cash
flow statement as It 1s not a requirement
under Carmpanies (Jersey) Law 1991

Goling concern

The directors consider i1t to be appropriate
for the Company financial statements to be
prepared on a going concern basis, based
on the assumptions considered in the
Directors’ report on page 27

Investments

Investrments in subsidiaries and joint
ventures are vaiued at cost less provision
for impairment The carrying value of
fixed asset investments 1s reviewed for
impairment when events or changes in
crcumstances indicate the carrying
value may not be recoverable

Deferred tax

Deferred tax 1s provided in full {without
discounting) based on current tax rates and
law, on timing differences that result in an
obligation at the balance sheet date to pay
more tax, or a nght to pay less tax in the

future, except as otherwise required by
FRS 19, 'Deferred tax'

Warrants

A warrant 1s an instrument Jssued by a
company, which gives the holder the nght
to purchase shares in that company at a
specific price at a future date Anequity
instrument 1s any contract that evidences
a residual interest in the assets of an entity
after deducting all of its liabitsties A warrant
I1s treated as a financial babiliry of

» 1tis a non-derivative and the entity 1s
obliged to deliver a vanable number
of the company's own shares, or

= 1t 18 a dervative that will be settled
other than by a fixed amount of cash
or other assets for a fixed number of
the company's own shares

Transaction costs are apportioned between
the Liability and equity components of the
shares, based on the allacatron of proceeds
to the hiability and equity components
when the instruments are first recognised

1 Equity warrants
The proceeds on Issue of equity warrants
are included within shareholders’ equity,
net of transaction costs The fair value
of the equity companent 1s not
remeasured in subsequent years The
fair value of warrants is credited to
equity, with the debit being charged
to the profit and loss account, or taken
to nen-current hiabilities where the
warrants are linked to a loan

Equity warrants are valued using an
appropnate valuation methodology
on a diluted pncing basis, based on
the relevant share price at the time
of 1ssue, ar based on an assessment of
the market pnice at the time of issue

n  Finanaal tiability warrants
Warrants 1ssued that create a
financral tiability to the Company

are presented as a hability in the
balance sheet, measured imiially at
fair value, net of transaction costs
and, subsequently, at amortised cost
until extinguished on conversign or
redemption The initial fair value of the
warrant Lability s determtned using an
appropnate valuation methodology

Captital contnbutions

Share-based incentive schernes for
employees are operated by subsidiary
undertakings that are settled by equity
nstruments in the Company The cost of
equity-settied transactions with emptoyees
18 measured by reference to the fair value
at the date at which they are granted,
and 1s recogrised over the vesting penicd,
which ends on the date on which relevant
employees become fully entitled to the
warrants in the Company

The grant of these warrants in the
Company to the employee of the
substdiary undertaking is treated as a
capital contribution The fair value 15
recogrised over the vesting period as

an ncrease to the investrnent in subsidiary
undertaking, with a corresponding credit

to equity

2 Profit and loss
The result for the year is a loss of
£8,083,000 (2013 loss of £5,721,000}

3 Operating costs

The Company incurred £28,000 (2013
£27,000) in relation to UK statutory audit
fees for the year ended 31 December 2014

4 Directors’' emoluments

During the year, £274,000 (2013
£289,000) was paid to directars of

the Company, which includes amounts
received in respect of share-based charges
Remuneration was paid to other directors
via subsidiary companies, total details
of which are included in the Directors’
remuneration report on page 36
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S Investments

Company
2014 2013

Note E'000 £000
Cost
At 1 January 166,763 166,450
Additions - Circle Partnership Limited 13,066 -
Wind-up of investment in CH Subco {1,800) -
Additions — capital contnbutions 12 - 313
At 31 December 178,029 166,763
Provision for impairment
At 1 january 166,763 149,344
Provision in the year 13,066 17,419
wind-up of investment in CH Subco {1,800) -
At 31 December 178,029 166,763

Net book amount
At 31 December - -

The directors consider that the value of the company’s fixed asset investments, which are listed below, 1s supported by their
underlymng assets

Proportion of

Name of company Holding Nature of business voting nights held Country of incorporation
Circle international plc Ordinary shares Holding and management 100% United Kingdem
Health Capital Limited Ordinary shares Holding and management 100% United Kingdom
Health Properties Limited Ordinary shares Holding and management 100% Jersey

Health Estates Managers Limited Ordinary shares Fund serwices (JFSC” registered) 100% Jersey

CH Subco Limited Ordinary shares Finance company 100% Jersey

Circle (Welbeck) Limited" Preference shares Finance company nfa United Kingdorm

*  Jersey Financial Services Commission
**  Subsidiary held indirectly
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Notes to the Company financial statements

Continued
6 Debtors
2014 2013
£'000 £000
Prepayments and accrued income 35 176
Other debtors 59 522
Amounts owed by Group undertakings 101,691 80,493
101,785 81191
Amaunts owed by Group undertakings are a combination of interest-bearing and interest-free amounts, unsecured and receivable
on demand
7 Creditors - amounts falling due within one year
2014 2013
£000 £000
Trade creditors 133 190
Amounts owed to Group undertakings 2,636 26
Accruals and deferred income 306 352
3,075 568
8 Called up share capital
Authonsed
2014 2013
E'000 £'000
Ordinary shares of £0 02 each 6,500 5,000
Convertible shares (18 months) of £0 02 each 250,000 -
Convertible shares (36 months) of £0 02 each 310,000 -
566,500 5,000
2014 2013
Number Number
Ordtnary shares of £0 02 each 325,000,000 250,000,000
Convertible shares (18 months) of £0 02 each 12,500,000 -
Convertible shares (36 months) of £0 02 each 15,500,000 -
353,000,000 250,000,000
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Called up Share Other
Shares share capttal premium reserves Total
Number £000 £000 £'000 £'000
Ordnary shares
At 1 )anuary 2013 130,706,657 2,614 153,145 11,303 207062
Shares 1ssued ~ 20 June 2013 (net of costs) £0 02 78,465 2 - - 2z
At 1 January 2014 130,785,122 2,616 193,145 11,303 207,064
Fundraise -9 january 2014 {net of costs) £002 55,000,000 1100 25120 - 26,220
Shares 1ssued — 16 June 2014 (net of costs) E0D2 62,765 1 - - 1
Project Reset ~ ordinary shares issued —
8 December 2014 {net of costs) £002  3B,855,367 777 7560 - 8,338
Project Reset — convertible shares 1ssued —
8 December 2014 {net of costs) (002 23,093,930 462 10,970 - -
At 31 December 2014 247,797,188 4,956 236,795 1,303 241,623
On 16 June, the Company 1ssued, at nomnal value, an aggregate of 62,769 ordinary shares of £0 02 each i the capital of the Company
10 non-executive directors pursuant to individual share awards
9 Reserves
Treasury Share-based Profit
Share Warrant Other share charges and loss
premium resarve reserves reserve resgrva account
Note £000 £'000 £'000 £000 £'000 £000
At 1 January 2014 193,145 22,703 11,303 - 151 (147,039)
Loss for the financial year - - - - - (8.083)
Awards of shares to
non-executive directors 12 - - - - 14 -
Issue of shares in relation to fundraising 26,400 - - - - -
Issue of shares in respect of Project Reset 15,780 - - (9.587) 1,105 -
Capitalised costs in relation
to Project Reset {(1,250) - - - - -
Other share-based charges - - - - 572 -
Capitalised costs in relation to fundraising (1,280} - - - - -
At 31 December 2014 236,795 22,703 11,303 {9,587) 1,842 (155,122)
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10 Reconciliation of movements in shareholders’ funds

2014 2013
Note £ 000 £ 000
Loss for the financral year (8.083) (5721)
Net proceeds on 1ssue of ordinary share capital 8 - P
Additions to warrant reserve 1 - 313
Awards of shares to non-executive directors 12 14 55
Issue of shares 12 38,080 -
Net addition to shareholders’ funds 30,01 (5.351)
Opening shareholders’ funds 82,879 88,230
Closing shareholders’ funds 112,890 82,879
11 Warrants
The Company 1ssues warrants which give the holders the right to purchase shares for a specific price at a future date The warrants are
treated either as equity instruments and recorded in the warrant reserve, or as financial habdities and recorded i habilities, depending
on certain criteria, as outlined in the Company's accounting policies There are no remaining warrants 1ssued as financral habilsties
Warrants treated as equity instruments
Movernents in the warrant reserve dunng the year are as foltows
2014 2013
Note £'000 £000
At 1 January 22,703 22,390
Share-based charges in respect of warrants issued 12 - 313
At 31 December 22,703 22,703
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11 Warrants continued
The following table details all share warrants 1ssued by the Company which are recognised in equity, none of which have been
exercised to date

Ongnal
warrants,
Revised restated for At At
exertise frve-for-one Revised 1january Share-based 31 December
price splt Modified warrants 2014 charges 2014
Note £ Number Number Number E Q00 £ 000 £000
Beneficiary
Warrants 1ssued in 2008
- Balderton Capital b £152 523,460 - 523,460 4111 - 4M
- Lansdowne Partners b £152 99,630 - 99,630 783 - 783
- JCAM £10 3 238,930 - 238,930 1616 - 1,616
Warrants i1ssued in 2009
- Balderton Capntal b £152 172,355 - 172,355 675 - 675
- Lansdowne Partners b £152 172,355 - 172,355 479 - 479
- BlueCrest Capital
Management b £152 75,510 - 75,510 296 - 296
Warrants modified in 2011
~ Health Trust {Jersey)  a £152 - 2,340,765 2,340,765 14,743 - 14,743
1,282,240 2,340,765 3,623,005 22,703 - 22,703

a

The cancellation of the warrants 1ssued to Health Trust (Jersey) and Health Trust (Jersey)} option pool, and reissue of warrants to
Health Trust {Jersey) are detailed in note 26 of the consolidated financial statements

In May 2011 after IPO, the existing share warrants, which consisted of warrants issued in 2008 and 2009 to Health Trust {Jersey)

and Health Trust (Jersey} option pocl, were modified adjusting both the exercise price and vesting conditions Under the terms of the
modification, the existing share warrants were replaced with warrants issued exclusively to Health Trust {jersey), of which Al Parsais a
beneficiary, and the exercise price was set to the IPO price of £1 52 per new ordinary share 1ssued The modified share warrants do not
have any expiry date or any conditions attached A farr value assessment was completed based on the value of the existing warrants
prior to PO, and the farr value of the modified warrants determined using Black-Scholes on a diluted pricing basis using the parameters
outlined on the next page The incremental fair value of the modification was recognised on a straight-line basis over a 24-month period
from May 2011 until May 2013, in lne with the revised vesting timetable (1/24 every month from May 2011}
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12 Capital contnbutions

Shares and share warrants are 1ssued to employees and clinicians and external investors who contribute to the success and growth in value
of the Group The issuance of these warrants and shares, including the issue of shares to scheme particripants and employees, qualifies as
equity-settled share-based payment transactions, and falls within the scope of IFRS 2, ‘Share-based payment’ The impact on the mcome
statement in respect of share-based charges 15 as follows Note there is no charge associated with the transaction where the employees
subscribe for the shares at full market value

2014 2013

Nate Type E'000 £'000

Issue of shares In relation to Project Reset a Shares - -
Awarded to Health Trust (Jersey) b Warrants - 313
Awarded to non-executive directors c Shares 14 55
Other share-based charges d Shares 572 -
586 368

a Cucle Partnership Limited
tn December 2014, Cwcle Moldings plc completed the acquisition of CPL as part of the Group's organisational restructurning Circle
Holdings plc now owns 100% of Circle Health Limited and the Group’s operating entities Of the total number of CPL shares available
to be acquired by the Group, 5,118,739 were unvested The 5,118,739 unvested shares in CPL converted to 2,231,770 Circle Holdings plc
convertible shares at £0 02 each A share-based charge of £1,105,000 was recogmised to record the incremental fair value of shares
given to members of the CPL share scheme

b HealthTrust {Jersey)
In May 2011, new share warrants were 1ssued exclusively to Health Trust (jersey), of which Al Parsa 15 a beneficiary, replacing the share
warrants previously 1ssued to Health Trust (Jersey) and Health Trust {Jersey) option pool Under the terms of the new warrants, the
exercise price was set to the IPO price of £152 per new ordinary share issued The 2,340,765 share warrants vested over a 24-month
period from May 2011 until May 2013, and were exercisable from the date they vest {1/24 every month from May 2011) and do not have
any expiry date A fair value assessment was completed based on the value of the existing warrants prior to cancellation, and the fair
value of new warrants determined using Black-Scholes an a diluted pnioing basis using the parameters outhned on the next page

¢ Non-executive directors
The Group operates an equity-settled, share-based compensation ptan for its non-executive directors The entity receives services from
these directors as consideration for shares in the Group The fair value of the services received in exchange for the grant of the awards
i1s recognised as an expense The total amount to be expensed 15 determined by reference to the fair value of the awards granted

Non-market performance and service conditions are included in assumptions about the number of options that are expected to vest
The total expense 1s recognised over the vesting pertod, which 1s the period over which all of the specified vesting conditions are to be
satisfied At the end of each reporting penod, the Group revises its estimates of the number of options that are expected to vest based
on the non-market vesting conditions [t recognises the impact of the revision to onignal estimates, if any, in the profit and loss account,
with a corresponding adjustment 1o equity When the vesting conditions are met, the company issues new shares The proceeds recerved
net of any directly attributable transaction costs are credited to share capital (nominal value) and share premium
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12 Capital contributions continued

d Other share-based charges
In December 2073, the Company agieed to grant to the Group’s Chief Financial Officer opttens to subscnibe for 2,200,000 ordmary
shares at an exerase price of £0 02 per ordinary share This separate incentive arrangement was agreed, given he was not a partiopant
of the previous share scheme, nor has he previously receved as remuneration any shares or options in the Company since joining in
2010 The options were granted in December 2014, and a charge of £572,100 was recogrused The options vest 1 two equal tranches,
the first tranche fully vested on the date of grant A fair value assessment of the second tranche of share options was completed,
based on the parameters disciosed below

Modified share option patameters

Stock price at grant date (1 December 2014) £050
Exercise price £002
Expected volatiity” 50%
Risk-free interest rate 5%
Vesting period One year
Fair value ¢f share option £050

Modified warrant 1ssue parameters (reflecting five-for-one share spht)

Stock price £152
Exercise price £152
_Expected volatility” 50%
Risk-free interest rate 5%
Warrant bfe ' 10 years
Fair value of warrant £102

The incremental increase i the fair value was assessed at £1,478,000 and was charged to the income statement over the remaining
vesting period, along with the residual charge relating to the fair value at the grant date of the imitial warrants The share-based charge
recogrused in the income statement for the year to 31 December 2014 15 £nil {2013 £313,000} There were ne new warrant 1ssues
qualifying as share-based charges during 2014 (2013 £nil), and none of the warrants were exercised in 2014 {2013 £nil)

*  The histoncal volatiity is assumed to be indicative of future trends, which may not necessarily be the actual outcome
**  The bife of the warrant 1s based on the expected term and 15 not necessanly indicative of exercise patterns that may occur
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13 Related party transactions
During the year, the Company entered Into transactions, w the ordinary course of business, with other related parties Transactions
entered into and trading batances outstanding are as below

Following the Group'’s reorganisation, transactions with some Greup companies, which are now 100% owned by the Company,
are eligible for exemption from disclosure under FRS 8, 'Related party disclosure’, and have accordingly been removed from the
list of related party transactions

2014 2013
Amounts Amounts Amounts Amounts
owed by owed to owed by owed to
related party related party related party related party
Note £'000 £000 £'000 £ 000
Capita Y - - - -
a Capita
During 2014, the Company was charged £96,000 (2013 £96,000) by Capita for fiduciary services provided to the Company duning
the year The amount outstanding at 31 December 2014 was £ml (2013 nil}
The following are related parties by virtue of their sigmificant shareholding The Group financial statements provide more details
Value of
Number of warrants held
shares held Shareholding £
Balderton Capital 16,756,534 6 8% 4,786
BlueCrest Capital Management 6,252,685 37% 296
Invesco Perpetual 53,268,920 215% -
Lansdowne Partners 54,167,008 219% 1,262
Odey Asset Management 27,447,406 111% -
Circle Partnership Benefit Trust 61,949,297 25% -

Tum Bunting and Tony Bromovsky served as non-executive directors of Circle Holdings plc They are appointees of Balderton Capital
and Odey Asset Management, respectively No fees were charged for Mr Bunting’s services to the Group Mr Bromovsky was paid £17,000
for hus services rendered in 2014 in respect of hus role as a non-executive director In addition, Kilda Investments Limited, of which
Mi Bromavsky is a beneficiary, was pard £26,000 for Mr Bromovsky's services performed in relation to Project Reset This was outside
his capacity as a director Tim Bunting and Tony Bromovsky resigned as non-executive directors of Circle Holdings plc dunng 2014

Other than the above and the equity transactions detailed in notes 11 and 12, there have been no transactions wath these related parties

14 Events after the balance sheet
in January 2015, Circle announced its intention to terminate the Hinchingbrooke Franchise Agreement Please refer to the Directors’
report on page 27 for a detalled overview
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