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MORPHE COSMEﬂcs
LIMITED
Strategic Report for the year ended 31 December 2019

Tha directars present their strategic report on the‘eompany tor the year ended 31 December 2019,

Review of the business
The Company’s principal activities during the year continued to be that of retailers and wholesalers of beauty products in the UK and
EU. The business cantinued to parform weil as new channaels inciuding new Morphe free standing stores were opened and

. paﬂn%rsahrl\gs with retallers were developed. tn addition the product range was expanded with both Morphe brand products and 3@
party brands.

The Company's key finandal and other parformance indicators during ths year were as follows
' Year Ended 31 Year ended
December 31 December

2019 T 2018
£000s £000s
. ¥

Turmiover . 39,449 ‘21,605
Total operating profit . 724 871
Profit after tax ) . 765 795
Shareholders’ funds : 1,472 - - 708
Current assets as % of current liabilities ('quick ratio’) ‘ 72% 85%

Future Developments

The Company anticipates further growth in 2020 drivan by the cpening of naw stores and new partnerships with ratallers in addition to
axpanding the current praduct range into new categories.

In 2020, thare was an outbreak of Coronavirus Disease 2019 ((COVID-19° or “the coronavirus®). There have been unprecedented
measures put in place by govemments across the glabe, to cantain the coranavirus which have had a significant impact on the
economy. The current conditions continue to create uncartainty aver the leve! of demand for the company's products. The company
has shifted its focus to its online business and has implemanted campansating cost saving measures to mitigate the effects of
changing customer demand. The impact of COVID-19 is a non-adjusting post bafance sheet avent.

The Company is monitoring the development of the coronavirus and the measures taken to contral it and wCl continus to evaluate its
impact on the financial position and eperating results of the Group. As at the date thess financia! statements were authoﬂsed the
Company was not aware of any material adverse effects on the llnanclal statements as a resu’ of the coronavinus,

Directors after making enquiries have the expectation that the company has adequate resourcas to continue in operational existence
for the foreseeable future. The group is supperied by its parent thraugh an Intarcompany payable of £16.3m as a resuit of financing
support and supply of product. As such the Company has requested an intercompany confirmation that the Group will not call this
balance unless sufficient funding is available and will provide additional support when required. Morphe Cosmatics Limited has
received written confirmation from Its immediate parent, Morphe Holdings LLC, that #t will continue to provide financia! support to the
company for a period of at least 12 months fram the date of sfgning of thesa financial stalements.

Morphe Holdings LLC is subjact to a financial covenant as part of its craedit facility that requires the Company to meet a quarterly (imit
on its ratio of net debt to EBITDA (laverage ratlo). Due to the continued uncertainty around the Impact of the pandemic, Morphe
Holdings L1.C may not be able to maintain compliance with this financial covenant, which may result in dafault under the agresment
and amounts oulstanding may bacome callable, The management of Morphe Ho!dings LLC have evaluated the significance of this
condition in relation to the Morphe Holding LLC ability to comply with such financial covenants under its credit facility and as a resutt
betleves there is substantial doubt about the Morphe Helding LLC ability to continue as a going concern within one year after the datn
that the financiai statamaents are issued. The financla! statements of Morphe Holdings LLC do not include any adjustments that might
result from this uncertainty.

The assessment’by the Directors of the company have refiected an the financial position of Morphe Holdings LLC as immediate
parant and these conditions [ndicate the existence of a matertal uncartainty that may cast significant doubt about the company's abflity
to continue as a golng concem, Tha financlial statements included within the Annual Report and Financial Statements do not include
any adjustments that might result from this uncertainty.

The company therefore continues to adopt the going concern basis in greparing its financial statements.

Principal risks and uncertainties

+

The principal risks and uncenainties facing the Company are broadly grouped as - compatition, Brexit risks and exposure to credit,
fiquidity and cash flow Instrument risk.

Competitive risks

Competitive pressures exist both from the increasing number of beauty products emerging on to the markat as well as the introduction
of new brands. We expact competition to continue to be fisrce and will continue to use cur marketing and pramotional activities to
maintain and grow the Company’s market share.



Broxit Risks

Following the UK's departure from the EU on 31 January 2020, the Company is closely tracking developments in agreements and
policy to cama Inta effect alter the transition pericd ending 31 December 2020. The Company continues to take steps in order to maet
any requirements and guldance that bacome applicable. At prasent it is not possible to fully quantify the impact that any new
requiraments will have on the company as they are not yet known.

The Company remalns commitied to cantinuing to have a diverse workforce and as such has not changed is approach towards
recruitment, including employing EU natlonals. We are menitaring the situation closely to manage the potential impact on our

_ business and understand how Brexit may affect EU nationals warking for the company in the UK. This Includes tracking guidance
published by the UK Government which states that EU citizens resident in the UK by 29 March 2019 will be able to ramaln in the UK
and that the necessary steps will be taken to protect residents’ rights, Any EU citizen living in the UK is eligible to apply to the EU
Settlement Schems and wiil have until 31 Dacember 2020 to do so, which we bailgve will mitigate the impact of Brexit on our current
workforce.

- Future trading may be impacled by Braxit, particutarly if it adversely Impacts Consumer Confidence. In addition there may be
additional oparating costs including increases in customs duties but we belleve that we have a strong and resiliant portfofio of
products to hefp mitigate the financial impact of Brexi.

Exposure to credit, liqulidity and cash flow dsk

Credit risk is the risk that one party will cause a financial loss for the other party by failing to discharge an gbligation. Company
policies are aimed at minimising such losses and raquire that deferred payment terms are only granted to customers who
demonstrate an appropriate payment hls!ory and satisfy credit worthinaess tests. Details of the Company’s dabtors ars shown in note x
1o the financial statements.

Liquidity risk s the risk that the entity will encaunter difficulty in meeting obllgallons associated with financial liabilities. The Company
alms to mitigate Gquidity risk by managing cash generation by its operations and applying cash coflection targets.

Cash flow risk Is the risk of exposure to variability In cash flows that is attibutable to a particular risk associated with a recognisad
asset or liabllity. The Campany manages this risk with support fram our parent company and by access to flexible banking
_ arrangemants In addition to planning cash infows and cutflows.

On behald of the board
Myles McCormick

18™ December 2020
Director



MORPHE COSMETICS
. LIMITED
Directors’ Report tor the year ended 31 December 2019

The directors present their annual report and the audited financia! statements of Morphe Cosmstics Limited (the “Company”) for the.
year ended 31 December 2019, Tha comparative is for the year to 31 December 2018,

. Principal activity A
The company’s principal activity during the period was the sale of cosmetics, cosmetic brushes and accessories.

Directors
The directors who served during the year and up to the date of slgn!ng tha financial statements wers:
e  Myles Breen McCormick

»  Christopher John Dean

e  Matthew Phillip Guy-Hamilton

. Chris Abdul Tawil

= Unda Tawil : '
Resutts and Dividends

The results of the Company for the year anded 51 December 2018 are shown in the profit and loss account on page 9 and show a

profit for the financial year ol £764,501 and prior year £707,790. The Directors do not recommend tha payment of a dividend (2018
£nf).

Future Developments
Pigase refer to tha Strategic report for-detalls of future developmants.
Golng Concemn

lrectors after making enquiries have the expeciation that the company has adequate resources to continue in operationa) existance
for the {oreseeable future. The group is supported by its parent through an intercampany payable of £16.3m as a result of financing
support and supply of product. As such the Company has requested an intercompany confirmation that the Group wili not call this
balance unless sufficient funding Is available and will provide additional sypport when required. Morphe Cosmetics Limited has
recelved written canfirmation from its immediate parent, Morphe Holdings LLC, that it will continue to provide finandlal suppont to the
company for a pariod of at least 12 manths from the date of signing of these financial statements.

Morphe Ho'dings LLC !s subject to a financial covenant as part of its credit facliity that requires the Company to mest a quartery imit
on is ratio of net debt 10 EBITDA (laverage ratio). Dua to the continued uncenainty around the impact of the pandemic, Mophe
Holdings LLC may not be able to maintain compliance with this financlal covenant, which may result in default under the agreement
and amounts outstanding may becoma callable. The management of Morphe Holdings LLC have evaluated the significance of this
condition in selation to the Marphe Halding LLC ability 1o comply with such financial covenants under its credit facility and as a result
betieves thera is substantial doubt about the Morphe Holding LLC ability to continue as a going concem within one yéar after the date
that the financial statements are issued The financial statements of Morphe Holdings LLC do not include any adjustments that might
result from this uncertainty.

The assessment by the Directors of the company have seflected on the financial position of Morphe Holdings LLC as immediate
parent and these conditions indicate the existence of a material uncertainty that may cast significant doutit about the company’s abllity
to continus as a going concem. The financial stataments Included withén the Annual Repon and Financial Statements do nm include
any adjustments that might result from this uncertainty.

Statement of directors’ respansibilities

The directors are responsible for preparing the Annual Report and the financial statemaents in aocbrdance with
applicable law and regutation,

Company law requires the directors to prepare financial statements for each financlal year. Under that law the
directors have prepared the financial statements In accordance with United Kingdom Generally Accepted Accounting
Practice (United Kingdom Accounting Standards, comprising FRS 102 “The Financial Reporting Standard applicable
In the UK and Repubiic of lreland”, and applicable law). Under company law tha directors must not approve the
financial statemants unless they are satisfied that thay give a true-and fair view of the state of affalrs of the company
and of the profit or loss of the company for that period. in preparing the financial staternents, the directors are required
to:

. sealect suitable éocountlng polcies and then apply them consistantly;

. state whathar applicable United Kingdom Accounting Standards, comprising FRS 102, have
* been followed sub}oct to any material depanures disclosed and explained in the financial
statements;
. make judgements and accounting estimates that are reasonable and prudent; and
. grepare the financial statements on the going concem basis unless it is inappropriate to
' presume that the company will continue in business.

The directors are also responsible for safaguarding the assels of the company and hence for taking reasonable steps
for the prevention and detection of fraug and other lrregularities,

The directors are responsible for keeping adequate accounting records that are sﬁfﬂeiem to show and explain the
company's transactions and disclose with reasonabla accuracy at any time the financlal position of the company and



- @nable them to ensure that the financial statements comply with the Companles Act 2006. . .

Disclosura of Information to the auditors

Each director has takan steps that they ought to have taken as a director in order to make themseives aware of any
* relevant audit information and 1o establish that the Company’s auditors are aware of that information. The directors
confirm that there Is no relevant information that they know of and of which thay know the auditors are unaware.

Directors’ confirmations ,

In the case of eath director In office at the date the Dlreclors Report Is approved:

+ sofar as the director is aware, there Is no ralevant audit information of whk:h the company's auditors are
unaware; and

+  they have taken all the steps that they ought to have taken as a director in order lo make themseives aware of
_ any relevant sudit infermation and to establish that the company’s auditors are aware of that information.

Independent Auditors

Undar section 487(2) of the Companies Act 2008, PricewaterhousaCoopers LLP will be deemed to have been
reappoinied as auditors 28 days after these financial stalements were sent to members or 28 days ahel the latest
date prescribed for filing the financial statements w{m tha registrar, whichever is earlier

This report was approved by the board and signed on its behall by.

=

Myles McCormick
~ 18™ December 2020
Director



Independent auditors’ report to the members of Morphe
Cosmetics Limited

Report on the audit of the financial statements

Opinion
In our opinion, Morphe Cosmetics Limited's financial statements:

e give a true and fair view of the state of the company’s affairs as at 31 December 2019 and of its profit and
cash flows for the year then ended;

» have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice
(United ngdom Accounting Standards, comprising FRS 102 “The Financial Reporting Standard
applicable in the UK and Republic of Ireland" and applicable law); and

o have been prepared in accordance with the requirements of the Companies Act 2006.

We have audited the financial statements, included within the Annual Report and Financial Statements (the “Annual
Report”), which comprise: the balance sheet as at 31 December 2019; the statement of income and retained earnings,
the statement of comprehensive income, the cash flow statement, the statement of changes in equity for the year then
ended; and the notes to the financial statements, which include a description of the significant accounting policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)") and applicable law.
Our responsibilities under ISAs (UK) are further described in the Auditors’ responsibilities for the audit of the financial
statements section of our report. We believe that the audit evidence we have obtained is sufficient and appropnate to
provide a basis for our opinion.

Independence

We remained lndependent of the company in accordance with the ethical requirements that are relevant to our audit of
the financial statements in the UK, which includes the FRC’s Ethical Standard, and we have fulfilled our other ethical
responsibilities in accordance with these requirements.

Material uncertainty related to going concern

In forming our opinion on the financial statements, which is not modified, we have considered the adequacy of the
disclosure made in note 1.3 to the financial statements concerning the company’s ability to continue as a going concern.
The ultimate parent company Morphe Holdings LLC has provided a letter of support for the continued operations of the
company. However the Morphe Holdings LLC financial statements for the year ended 31 December 2019 which were
signed 21 May 2020 refer to a material uncertainty related to going concern. Forecasts suggest the parent company may
not be able to maintain compliance with its credit facility’s financial covenant during the 12 months following issuance
of the financial statements, and as a result, substantial doubt exists about the ability of Morphe Holdings LLC to
continue as a going concern. These conditions, explained in note 1.3 to the financial statements, indicate the existence
of a material uncertainty which may cast significant doubt about the company’s ability to continue as a going concern.
The financial statements do not include the adjustmeants that would result if the company was unable to continue as a
going concern.

Reporting on other information

The other information comprises all of the information in the Annual Report other than the financial statements and
our auditors’ report thereon. The directors are responsible for the other information. Our opinion on the financial
statements does not cover the other information and, accordingly, we do not express an audit opinion or, except to the
extent otherwise explicitly stated in this report, any form of assurance thereon.

in connection with our audit of the financial statements, our responsibility is to read the other information and, in
doing so, consider whether the other information is materially inconsistent with the financial statements orour
knowledge obtained in the audit, or otherwise appears to be materially misstated. If we identify an apparent material
inconsistency or material misstatement, we are required to perform procedures to conclude whether there is a material
misstatement of the financial statements or a material misstatement of the other information. If, based on the work we
have performed, we conclude that there is a material misstaternent of this other information, we are required to report
that fact. We have nothing to report based on these responsibilities.

With respect to the Strategic Report and Directors’ Report, we also considered whether the disclosures required by the
UK Companies Act 2006 have been included.

Based on the responsibilities described above and our work undertaken in the course of the audit, ISAs (UK) require us
also to report certain opinions and matters as described below.

7



.Str’dtegic Report and Directors’ Report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic Report
and Directors’ Report for the year ended 31 December 2019 is consistent with the financial statements and hns been”
prepared in accordance with applicable legal requirements.

In light of the knowledge and understanding of the company and its environment obtained in the course of the audit, we
did not identify any material misstatements in the Strategic Report an_d Directors’ Report.

Responsibilities for the financial statements and thc audit
Responsibilities of the directors for the financial statements

As explained more fully in the Statement of Directors’ Responsibilities, the dxrectors are responsible for the preparation
of the financial statements in aceordance with the applicable framework and for being satisfied that they give a true and
fair view. The directors are also responsible for such internal control as they determine is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the diréctors are responsnble for assessmg the company’s ability to continue as a
going concern, disclosing, as applicable, matters related to going concern and using the going concern basis of
accounting unless the directors either intend to liquidate the company or to cease operations, or have no realistic
alternative but to do so. .

Auditors’ responsibilities for the audit of the financial statements

Quir objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error; and to issue an auditors’ report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with
1SAs (UK) will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.”

A further description of our responsibilities for the audit of the financial statements is located on the FRC’s website at:
www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ report.

Use of this report

This report, including the opinions, has been prepared for and only for the company’s members as a body in accordance
with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose. We do not, in pvmg these opinions,

 accept or assume responsibility for any other purpose or to any other person to whom this report is shown or mto
whose hands it may come save where expressly ngreed by our prior consent in wntmg

- Other required reporting

Companies Act 2006 exception reporting
Under the Companies Act 2006 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; or

« adequate accounting records have not been kept by the company, or returns adequate for our audit have
not been received from branches not v:snted by us; or

» certain disclosures of directors’ remuneration specified by law are not made; or ¢

» the financial statements are not in agreement with the accounting records and returns.
We have no exceptions to report arising from this responsibility.

Jason Clarke (Senior Statutory Auditor) \
for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors

Cardiff
21 December 2020



MORPHE COSMETICS LIMITED
Statament of Income and Retained Eamings
For the year ended 31 December 2019

Tumover 3

Cost of sales

Gross profit

Administrative expenses

Other operating (expense)incomo v
Profit/(loss) befare interest

Interest payable and similar
axpenses ‘
Profit/ (loss) before tax
Tax an profit/{loss)

Profit/{loss) for the financlal year-

Retalned Eamings/(Accumulated
Losses)

Retalned Eamings/{Accumulated’
Loases) at the beginning of the
financial period

Prafit/{loss) for the financial period
Retained Earnings at the end of
the financlal period

Thae notes an pagas 14 1o 20 form part of these financial
statemants g

Year ended
31 December
2019
€

39,449,282

(21,324,038)
18,125,244
{17,291,899)
{109,529)
723816
— )
723,816
40,685

Year ended
31 December
2018

21,605,210

11 1
9,644,629
{8.241,059)
{532.282)
871,288
{129)
871,159
o (75990)

~195.169

(87,379)
795,169

707,790




1

MORPHE COSMETICS LIMITED
Statement of Comprehensive Income for the year ended 31 December 2019

il

Year ended Year ended

31.December 2019 © 31 December 2018
E £
Profit far the Financial year : 764,501 795,169

Total comprehansive income for the year - ) . 764,501 795,169



MORPHE COSMETICS LIMITED
Balance Sheet as at 31 December 2019

Notes
. Fixed assets
Tangibla assets 9
Current assets
Stocks .10

Debtcrs amounts falling wm\in ona 1"
Cash al bank and in hand

Creditors: amounts falling due 12

within ona year
Net.current (llabiiities)
Debtors amounts falling due 1"

_ after more than one year

Total assets lass current
{labilities -

Creditors: amounts falling due after 13
more than one year

Net assets /(Tliabllities)

Capital and reserves

Called up share capital 15
Profit and lass account

Total Sharsholders’ Funds/(Deficit)

5,819,478
5,876,301

4,146,684
75,843,063

(21.868.457)

2019
£ £
7,161,794
4,415,662
2,176,214
2
12,097,238
{14,222817)
6 394
851,370
—1887.770
15,478
1,472,252
1
1,472,291
1472202

The financial statemems were approved and autherisad for issue by the baard and were signed on its

behalf by:

;» .

Myles MeCarmick (Director)

18% December 2020

Morphe Cosmetics Limited

Company No. 10771654 (England and Wales)

The notes on pages 14 to 20 form part of these financial statements,

2018

2,560,970

(2,125,579}
272 400

707.781



MORPHE COSMETICS LIMITED
Statement of Changes in Equity for the year ended 31 Dacember 2019
Called up share
capfhtal
€
Balam as at 1 January 2018
Prbﬁt for the year
Balance as at 31 December 2018 and 1 January 2019
Profit for the year

Balances as at 31 Decamber 2019

" Profit and loss accounts represents cumulativa retalned comprahensive income.

{Accumulated

losses)/Ratained

earnings ’

£
(87,379)
795,169
707,790
764,501

1,472,291

Total equity
£

(87.378)
795,169
707,791
764,501

1,472,292
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MORPHE COSMETICS LIMITED
Cash flow statement for the year ended 31 December 2019

Net cash from operating activities
Taxation paid
Net cash generated from operating activities

Cash flow from Investing activities
Purchase of tangible assets
Net cash used in investing activities

Cash flow from financing activities
Interest paid
Net cash used in financing activities

Net (decrease)/increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the year
Cash and cash equivalents at the end of the year

Cash and cash equivalenl§ consists of:
Cash at bank and in hand
Cash and cash equivalents

Note 2019

. £

18 4,042,076
(74,369)

3,967,712

(5,326,390)
(5,326,330)

(1,358,678)
5,505,362
4,146,684

4,146,684
4,146,684

2018

£
7,458,940
7,458,940

(2,614,727)
(2,614,727)

(129)

(129)

' 4,844,084
661,278

5,505,362

5,505,362
§,505,362
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MORPHE COSMETICS LIMITED
Notes to the ﬂmnclal siatements for the year ended 31 December 2018

ACCOUNTING POLICIES

Statement of compliance

The financial statements of Morphe Cosmatics Limited have been prepared in accordance with Financial Reporting Standard 102 - The
Finandal Raporting Standard applicable in the UK and Republic of lraland and the Companies Act 2006.

General Information
Morpha Cosmetics Limited (company number: 10771654) is-a private company limited by shares and Incorporated in England and
Wales. Its registered office is Suite 1, 3rd Floor 11 412 St. James's Square, London, England, SW1Y 4LB.

Summary of Significant accounts policies .

The principal accounting poficies In the preparation of these financial statements are set out balow. These policies have besn
consistently apptied to all the years presented, unless otherwise stated. The company has adopted FRS 102 in these financial
statements

Basis of Preparation of financlal statements
These {inancial statemants are prepared on a going concem basis, under the historical cost convantion.

The preparation of the financlal statements in conformity with FRS102 raquires the use of certaln critical accounting estmates. It also
requires managament to exercisa judgemant in the process of applying the Company’s accounting policies. The areas involving a higher
degres of judgement or complexity, or areas whare assumptions and estimates are significant to the financial statameanis are disclosed
In note 2.

Golng concern

Directors aftar making enquiries have the expectation that the company has adequate resources to continua in operational existence
for the (oreseeable future. Tha group is supported by its parent through an intercampany payable of £16.3m as a result of financing
support and supply of product. As such the Company has requasted an intercompany confirmation that the Group will not cali this
balance unlass sufficlent funding is available and will provide additional support when required. Morphe Cosmetics Limited has received
written confirmation from its immediate parent, Morphe Holdings LLC, that it will continue to provide financial support to the company
for a period of at least 12 months from tha date of signing of these financlal statements.

Morphe Holdings LLC Is subject to a financial covenant as pan ol its credit facifity that requires the Company to meat a quartery limit
on its ratio of net debt to EBITDA (leveraga ratio). Due to the continued uncertainty around the impact of the pandemic, Morphe Ho!dings
LLC may nat be able to maintain compliance with this financial covenant, which may result in detault under the agreement and amounts
outstanding may bacome callable. The management of Morphe Hoidings LLC have avaluated the significance of this condition in relation
to the Morphe Holding LLC ability to comply with such financlal covenants under its cradit facliity and as a rasult believes there Is
substantial doubt about the Morphe Holding LLC ability to continuie as a going concarn within one year after the date that the financial
statemenis are Issusd. The financial sialomenls of Morpha Holdings LLC do not include any adjustmanis that might result from this
uncartainty.

The assessmant by the Directors of the company have reflectad on the financial position of Morphe Heldings LLC as Immediate parent

and thase conditicns Indicata the existence of a material uncartainty that may cast significant doubt about the company’s abliity to
continue as a going concarn. Tha financial statemaents included within the Annual Repon and Financial Statements do not include any
adjusiments that might result from this uncaertainty. The company therelore continues to adopt the going concern basis in preparing its
financial statements.

Ravenue recognition
Revenue is measured at the fair value of the consideration raceived or recaivable. Estimated customer retums, rebates and other
_similar aflowances are deducted from ravenue.

Revenue from tha sale of goods Is recognised at the paint of delivery when the sisks and rewards pass to the customer.

Tangible assets

Tangible assets are stated at cost (or deamed cost) fass accumulated depreciation and accumulated impairment lossas. Cost
includes the original purchase price, costs directly attributable to bringing the assat to its warking condition (or its intended use,
dismantiing and restoration costs.

Leasshold Improvemanis fixtures and fittings and plant and machinery are stated at cost ess accumuated depreciation and
accumulated impairment losses. '

Depreciation on other assets is ca’culated, using the

stralght-line method, to allocate the depreciable amount to their residual values over their estimated useful lives, as follows:Leasehold
improvements S to 7 years;

Fixtures and fittings 3 to 5 years;

Plant and machinery 3 to 5 years

14
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MORPHE COSMETICS LIMITED -
Notes to the financial statements for the year ended 31 December 2018

ACCOUNTING POLICIES (continued)
Stocks

Stocks are stated at the towar of cost and estimated sellng pnce (net realisable value). Net realisable value is based on the estimated
selling price tess any estimated compleﬂon or selling costs.

When stocks are sold, the carrying amount of those stocks Is recognised as an expense in the period in which the related revenus is
recognised. The amount of any write-down of stocks to net realisable value and all losses of stocks are racognised as an expense in
the pariod in which the write-down or loss occurs. The amount of any reversal of any write-down of stocks is recognised as a reduction
in the amount of stocks recognised as an expansa in the peried in which the revarsal occurs.

Employee benefits -
The company provides a range of benefits to employées, including defined contribution pension plans,

The Company opsrates a dafined contribution pians for its employees. A defined contribution plan is a pansion plan under which the
Company pays fixed contributions into a separate entity, Onee the cantributions have been paid the Company has no further payment
obligations. The contributions are recognized as an expense when they are due. Amounts not paid are shownin accruals in the balance
sheet. The asssts of the plan are hald separately from the Company in indspendently administered funds,

Creditors

Short term creditors are measured at the hansadion price. Other financial iabildies are

measured initially at fair value, net of transaction costs, and are measured subsequenﬂy at amontised cost using
the effectiva Interest method.

Cash and cash equivalents
Cash and cash squivalents includas cash in hand, deposits heid on ca!l with banks, and other short-tarm highly llquld Investments with
origina! maturities ‘of three months or less.

Foreign currencles

The company's functional and prasentational currency is GBP. Transactlons in cumencies, other than the functional currency of the
company, ase recorded al the rate of exchange on the date the transaction occurred. Monetary items denominated in other cutrencies
are translated at the rate prevailing at the end of the reporting period. All differences are taken to the profit and loss account.
Non-monetary items that are measured at historic cost in a (oreign currency are not retransiated.

Current and deferred taxation

The tax expense for the period comprises current tax and defetred tax. Tax is recognised in the Statement of income and Retained
Earnings, except to the extent that it relates to items recognised in other comprehensive income or directly in equity. in this case tax Is
also recognised In other comprehensive income or directly in equhy respecbveiy .

The current income tax charge Is calculated on the basis of tax rates and laws that have been enacted or substantively enacted by the
balance sheet date in the countries where the Company operates and generates income.

Delerred tax balances are recognised in respect of al timing differences that have originated by not reversed by the Balance Sheet
date, except that:

- The recognition of deferred tax assets is fimited to the extent that it is probable that they wlll be recovered apainst the revarsal of
deferred tax liabilitles or other future taxable profits; and
- Any deferred tax balances are reversed if and when all conditions for retaining assaciated tax a!towances have bean mst.

Deferred tax balances are not recognised In respect of permanent differences excapt in respect of business comblnatlons, when
deferred tax Is recognised on the diffarences between the fair values of assels acquired and lha future tax deductions available for them
and the

differences batween the falr values of llabilities acquired and the amount that will be assessed for tax. Deferred tax s determined using
tax rates and laws that have been anacted ar substantively enacted by the balance sheet dats. f

Financlat instruments

Financial assets .

Basic finandal assets, including {rade and other recsivables, cash and bank balances and investmants in commarcial paper, are initially
recognised at transaction price, unless the arrangement constitutes a financing transaction, where the transaction Is measured at the
present valye of iho future receipts ‘discounted a1 a market rate of interest.

Such assets are subsaquently carrled at amortised cost using the effective interest

maethod.

At the and of sach reporting period financial assets measured at amortised cost are assessed for objective evidence of impalrmant, if
an asset Is impalired the impairment loss is the difference betwaan the carrying amount and the prasent value of the estlmated cash
flows discounted at the asset’s original effective interest rate. The impalrmant loss is vwognlsed in profit or loss

if there is a decraase In the impalrment loss arising from an event occurring after the Impalrmem was racognised, the impalrmaent is
reversad. Tha raversal is such that the current carrying amount does not exceed what the canrying amount would have been had the
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ACCOUNTING POLICIES (cantinued)
Financlal Instrumenis (céntlnued)
impairment not previously been mcognlsqd. The impalrment reversal is recognised in profit or loss.

Othar financial assots, including investments in equity Instruments which are not subsidlaries, associates or joint ventures, are initially
moacurod at falr value, which is normally the transaction price: Such assats aro subasquantly canied at falr value and the changes in
fair value are recognised in profit or loss, except that investments in equity instruments that are not publicly traded and whose fair values
cannot ba measured reliably are measured at cost less impairmant. Financial assets are derecognised when (a) the contractual rights
to the cash flows from the asset explre or are setiled or (b) substantially all the risks and rewards of the ownership of the asset are
transiarred ta ancther pany or (c} control of the assot has boan transferred to another party wha has the practical ability to unilaterally
sall the asset to an unralated third party without lmpos!ng additional restrictions. \
Financial liabilites

Basic finandial liabllitias, including trade and other payables, bank loans, loans from faliow group companies and preference shares
that are classified as debt, are initially recognised at transaction price, uniess the arrangement constitutes a financing transaction, where
the dabt instrument Is measured at the present valug of the future recelpts discounted at a market rate of interest.

Debt instrumants are subsequently carried at amortised cast, using the effectivo intarest rate method. Fees pald on the establishment

- of loan facilities are recognised as transaction costs of tha loan to the exteni that it is probable that some or all o! the facility will be
drawn down. In this case, the {ee is deferred until the draw-down occurs. To the extent there Is no evidence that it is prabable that some
or all of the facility will ba drawn down, the (s is capialisedas a pte~paymem for iquidity sarvices and amartisad over the period of the
facllity to which it relates.

Preterence shares, which result in fixad retums ta tha holder or are mandatorily redoomable on a spocific date, are classifiad as
_ liabilities. The dividends an these prefarence shares are recognised in tha profit and lass account as interest expsnse.

Trade payables are obfigations to pay for goods or services that have baen acquired in the ordinary coursa of business from suppliers.

Accounts payable are classified as currant liablliies if payment is dus within one year or less. If nol, they are presented as non-current

fiabilties. Trade payables are recognisod initially at transaction price and subsequently maasured at amortised cost using the elfective
interest method.

Derlvatives, including interest rate swaps and forward forelgn exchange contracts, are not basic financlal instruments. Derivatives are

inttiatly recognised at fair value on the date a darivative contract Is entered Into and are subsequently re-measured at thelr falr valua.
- Changes in tha falr value of derivatives are recognised in profit or lass in finance costs or income as appropriate.

The company does not currently apply hedge accounting for interest rate and forsign exchange derivatives.

Financia! liabilites are derecognised whan the liability Is extinguished, that is when
the contractual cbiigation is discharged, cancelled or expires.

Offsatting

Financial assets and liabilities are offset and the nel amounts presented In the
financial statemants when there Is a legally enforceable right to set off the
recognised amounts and there is an intantion to satile on a net basis or to realise the
asset and settle the liabllity simultaneously.

1.13 Share capital

Ordinary chares are classified as equity. Incroamental costs dlrocﬂy attributable to tho issue of new ordinary shares or options ars shown
in equity as a deduction, net of tax, from the proceeds.

1.14 Leases

Atlinception the Group assassas agreamants that transfer the sight to use assets. The assessment considers whether the arrangement
is, or contains, a lease based on the substance of the arrangement.

Leasas that do not transfer all the risks and rewards of ownership are classified as operating leases. Payments under operatlng leases
are charged to tha profit and loss account on a straight-line basis over the period ol the lease. -

CRITICAL ACCOUNTING JUDGEMENTS AND ESTIMATION UNCERTAINTY

Estimates and judgements are continually evaluated and are based an historical experiance and other factors, including expectations of future events
thatare ballaved to be reasonable under the circumstances. ’

Critical nccounung estimates md sssumptions R
The company makes estimates and assumplions conceming the future. The resutiing aceounling estimates will, by definflion, seldom equal the
relatad actual resulis. The estimatas and assumgptions that have a significant risk of causing a material adjustment to the canying amounts of assels
and labilities within the next financlal year ars addressed below. .

Useful economlc fives of tangidla assels (note x)

Tha annual depreciation charge for tangible assats is sensitive to changes in the estimated useful sconomic lives and residual values of the assats.
The useful economic lives and residual values are re-assessed annually. They are amendad when necessary o reflect curren) estimates, based on
technologlical agvancemant, future investmenis, econamic utiltsation and the physical condition of the assets. The remaining usetul econgmic o of
the store asssis are not considered a saurce of significant estimation uncertainty.
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Inventory provisioning

The provision tar inventory ls sensitive to farecasts of future sales per inventory unil. The provisian Is amended as forecasts are adjusted to reflect
" currant estimates. The provision for inventory Is not considered a source of significant estimsation uncertainty,

Impalment of Debtors

The provision tor doubtiul debts Is senitive to eslimates of the ability of dabtors to meet payments due basad an an assessment of their financiat
position and adjusted for the ability to recover inventory held by debtors for future resale. The provision Is amended as the position of deblors

changes. Tha provision for doubtful debts is not considered a souree of significant estimation uncertainty.

The aggregate payroll costs (h’cludlng directors’ remuneration) were as foliows:
\ X

2019

TUANOVER
Analysis of tumover by gecgraphy: ‘
. ' Year Ending Year Ending
31 Dacamber 2018 31 Decamber 2018
. 3 ' £s
UK 32,188,380 15,973,561
France © 1,383,151 838,997
Gemany 996,595 --648,099
lrafand 1,088,157 - 1,158,447 .
Netherlands 552,335 288.804
Rest of Europe . 3,260,664 2,697,302
39,449,282 . 21,605.210
Analysis of tumover by category:
Sales of goods 39,449,282 21,605,210
4 Operating Profit -
Opefatlng profit is stated after charglngl(cxednlng):
Year Ending Year Ending
31 December 2019 31 December 2018
. - £ N
Depreciation on awned assets 725,567 68,631
Operating lease charges 1,498,220 455,320
Foreign exchange losses / (galns) 109,529 532,282
on trade receivables
Audit fees payable to the Company’s 65,000 36,000
Audiars
intarest payable snd simllar expenses
Year Ending Yeas Ending
31 December 2019 31 December 2018
. : £ £
Interest payabla on bank loans and : 123
overdralts .
: h7:}
Employees and Directors
The avarage monthly number of parsons employed by the company (including ditectors) during the year was; .
2019 2018
No. No.
Selling and distribution 84 14
Administration 21 9
Tota) 105 23

2018

£ £

Wagss and Salarles 3,114,018 1,153,949
Social Security Costs 268,936 128,972
Other Pension ‘costs 128423 52,048
Total 3,511,377 1,335,969

The Directors were remunerated solely via the holding company,
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.

Audlitors’ Remuneration s

7z

Faes payable to the company's auditors for the audit of the company’s financial statements totalled £65,000 (year ended 31 December 2018:

£36,000)
fnx on Profit
a. Tax {credity/expense inctudad in Profit and Loss

2019

Cument Tax; ‘
UK Co:pﬁratlon tax on grofit for the cc'ment y'éar , -
-Adjustment In raspect of prior periods ‘ (40,685)
Tota! Current Tax and tax includsd In other ' ' {40,685)

comprehensive income

b; Reconciliation of the tax charge

2018

75,990

75,990

Tax assessed for the ysar Is lower (2018: lower} than the standard rate of oor_pnration 1ax in the UK for the year ended 31 Decambar 2019 of 1%

(2018: 19%).
The diffarances are explained below:
2019
. £
Profit before tax . 723,816
Profit muttiplied by the standard rata of tax in the UK of 137,525
19% .
{2018: 19%)
Eftects of:
- Adjustments to tax charge In respect of prior years {40,685)
-~ Capital allowances in excess of depreciation : {192,893)
» - Qther Adjustmenis : 55,360 -
Tax (credit) / charge for the year {40,685)

¢c. Taxrate changes

2018
€.

871,159

165,520

{89,530)
75,890

Changes to (ﬁe UK corparation tax rates were substantively enactad as part.of Finance Biil 2016 (on € Septérﬁber 2016). These include reductions,
to the main rate to reduce the rate to 17% from 1 Apsil 2020. Deferrad taxes at the balance shaet date have been measured using these enacted

tax rates and reflected in these financial statements.

In November 2019, the Prime Minister announced that he intended to cancel the future reduction in corporation tax rate from 19% to 17%. This
announcement does not constitute substantive anactment and therelore deferred taxes at tha balance sheat date continue to be measured at the

enacted tax rate of 17%. However, it is possible that the corporation tax rate remains at 19% after 1 Apri] 2020.

Tangible assets
) Leasehold Fixtures and ) Plant and
. Improvements fittings _ machinery
o i : £ £ - ' £
Cost
Al 1 January 2019 1,523,466 © 734,954 371,606
Additions . : 2,734,949 . 22 1 334,882
At 31 December 2019 4250414 2901518 106.488
Accumulated Depreciation R
At 1 January 2019 38,999 13,483 16,574
Charge for the year 474390 193,223 $7.9%4
At 31 December 2019 $13.389 206,706 74528
Net book value .
At 31 Decembar 2019 2,745,025 2784809 631960
At 31 Decamber 2018 : 1.484,467 721471 355,032

Total

£

2,630,026
5326390
1,956,417

7,061,794
2,560,970
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Stocks

Finished goods and goods held for resale’

Debtors

Debtors: amounts falling due within one year
Trade dabtors

Corporation Tax recoverable

Other debtors

Prepayments and accrued income

Debtors: amounts falling due aﬂer more than 1 year
Deposiis

Creditors: amounts falling due within one year

Trade creditors

Amounts owed to Group undertakings
Other taxation and social security
Corporation tax

Deferred Rent

Accruals and delerred Income

Amounts owed to group undartaking are unsecured, Interest frae, have no fixed date of repayment and are repayabla on demand.

Creditors: amounts falling due after more than year

Amounts falling due between one and ﬁva yoars
Delerred Rent *

Operating leases

The campany had the following future minimum iease payments under noncancetlable

operating leases for each of the foliowing periods:
Payment dus

Nat later than one year
Later than one year and not later than five years
Later than five years

Called up Share Capitat
Ordinary share of £1 each
Aliotted and fully pald

At t January and 31 Decembar

There is a single class of ordinary shares. There are no restrictions on the distribution of dividends and the repayment of capital.

No dividand Is paid or declared for the year ended 31 Qacamber 2019 (2018: £-).

2019

3,467,422
39,058

1,853,530
16,891

5.876,901

851,370

2019

€
2,350,068
16,302,576

2,518,469

129,465

567,879
21,060,457

2019

£
1,629,097
7,456,756
7,853,239
16,979,092

2019
€

1-

2018

E \
4,415,662
4,415,662

2018
£

1,886,529

98,840
—190.845
2,178,214

272400

2018
. £
1,322,241
10,499,618
391,789
75,980

1

933,179
14,222817

2016—-

e

2018

£

747,744
3,133,756
2,486,196
'6,367,696
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Notes to the Statement of Cash Flows

Profit for the financial year

Tax on profit .

Nat intarest expenses

Operating profi/Profit bafora intarast
Dapreciation of tangible assets
Working capital movements:

" = (Increase) in Inventaries

= (Increase) in debtors

' - Increase In payables

Cash flow from operating activities

Related party transactions

2019

£
764,501
(40,685)
723816
725,567

(1,403,816)
(4,240,599)
8.237.108
4,042,076

2018

£
795,169
75,890

129
871,288
€8,631

(3,076,481)
(2,133,410)
11,728.912
2,458,940

During 2019 the company purchased £18 465.852 {2018: £11,004,573} of inventory from Mnrphe LLC, its parent company. The amaount due

to Morphs LLC at the end of 2019 is £16,302,576 (2018 : £10,499,618) -

See note 6 for disclasure of the directors’ remuneration and key management

compsensation,

Ultlmate parent undertaking and
controlling party

The company is wholly owned by Morphe LLC (parent company), a US based Carporation, The reglsterad
address of Marpha LLC is 22, 4th Street, San Francisco, CA 94103.

" The smallest group to consolidate these financial statements is Morphe Holdings LLC

The uliimate parent undertaking and the largest group to consolidate thase financial statements is

Elgvate Brand Partners L.P, the ultimata contralling party.
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