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Headquartered in Glasgow,
Macfarlane Group PLC employs
over 850 people at 27 sites across
the UK, one site in Ireland and one
site in Sweden and services more
than 20,000 customersin a

wide range of sectors.
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Chairman’s statement

Trading

The trading performance continued
the positive trends of recent years
and the results were in line with
market expectations.

Packaging Distribution increased
sales by 10% to £171.8 million (2016:
£155.9 million) with 3% achieved from
organic growth and the remainder
from acquisitions, both those in 2017
and the full year benefit of those
completedin 2016, all of which
continue to perform well. Gross
marginin Packaging Distribution grew
t029.4%, (2016: 29.0%) reflecting
the effective management of input
price increases as well as a strong
contribution from the Greenwoods'
business acquiredin September 2017.
Thisresultedin Packaging Distribution
achievinga 20% increase in operating
profitto £9.4 million (2016: £7.8 million).

Macfarlane Group PLC achieved another year
of growth in 2017 with sales of £196.0 million,
(2016: £179.8 million) 9% ahead of the previous
year and profit before tax of £9.3 million

(2016: £7.8 million), 19% ahead of 2016.

Sales in our Manufacturing
Operations at £24.2 million (2016:
£23.9 million) were 1% up on the
previous year. Gross margin reduced
from 43.8% in 2016 to 40.7% in
2017, mainly due to operational
pressures in Packaging Design
and Manufacture and an adverse
exchange rate impactin our Labels
business. As aresult, the overall
Manufacturing Division operating
profitin 2017 was £0.7 million,
£0.2 million below the 2016 resullt.

After charginginterest of £0.8 million
(2016: £0.9 million), Group profit
before tax totalled £9.3 million
(2016: £7.8 million) anincrease of
19%. Following the share issue in
September 2017 to support the
Greenwoods' acquisition, diluted
earnings per share for 2017 increased
by 13% from 4.64p to 5.22p per share.

Macfarlane Group business structure

(MZ\EFARLANE
PACKAGING

Macfarlane Packaging Distribution
isthe UK market leaderin the
distribution of protective packaging
products and contributes 88%

of Group Revenue.

Market sectors served
o Internetretail

« Third party logistics (3PL)
« Electronics

« Aerospace

« Automotive

( MACFARLANE
PACKAGING

DESIGN AND MANUFACTURE

Macfarlane Packaging Design
and Manufacture provides a
bespoke service to support major
manufacturing customers to
cost-effectively protect their
high-value productsin storage
and transit and contributes

5% of Group Revenue.

Market sectors served
o Electronics
» Aerospace
o Automotive

Dividend

The Board s proposing a final
dividend of 1.50 pence per share,
amounting to a full year dividend
of 2.10 pence per share, an 8%
increase on the prior year's dividend
of 1.95 pence per share. Subject to
the approval of shareholders at the
Annual General Meeting on Tuesday
15 May 2018, this dividend will be
paid on Thursday 7 June 2018 to
those shareholders on the register
at Friday 18 May 2018.

Net bank debt and

pension scheme

The Group's net bank borrowing

at 31 December 2017 decreased
by £1.0 million to £14.3 million from
£15.3 million at the prior year-end.
The Group's existing bank facility
with Lloyds Banking Group of
£25.0 millionis available until June

@KEFARLANE
LABELS

Macfarlane Labels enables FMCG
customers to attractively display
and accurately identify their
products at the point of purchase
or sale and contributes 7% of
Group Revenue.

Market sectors served
» Healthandbeauty

« Food

» Household goods

« Pharmaceutical
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2019 and accommodates normal
working capital requirements as well
as supporting acquisition funding.
As part of the Group's long-term
financing strategy, itis anticipated
that these facilities will be extended
or replaced over the course of 2018.

The Group's pension deficit at

31 December 2017 reduced by

£2.7 million to £11.8 million, (2016:
£14.5 million) primarily due to the
Group making deficit recovery
contributions in the year. Despite
the continued reductionin the
discount rate, which increased the
value of the pension liabilities, this
was largely offset by increasesin
the value of the scheme's holdingin
liability-driven investments, reflecting
an appropriate prudentinvestment
strategy for amature pension scheme.

Board changes

Graeme Bissett stood down as
Chairman at the end of September
2017 and the Board would like to
thank Graeme for his contribution
as Chairman and prior to that as

a Non-executive Director.

On 8 January 2018, James Baird
was appointed to the Board as a
Non-executive Director and Chairman
of the Audit Committee and brings
with him considerable financial
experience bothinthe UKand Europe.

Mike Arrowsmith has indicated his
intention to step down from the

Financial statements

Shareholder information
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Profit before tax (Em)*

2017 represents the 8th consecutive

year of profit growth

* There were no exceptionalitemsin the
current or preceding financial year.

2013

2009 2010 2011 2012

Board later this year, having completed
six years as a Non-executive Director.
A process torecruit a replacement
for Mike is under way and an
announcement will be made once
the selection processis complete.

Outlook

The Board remains confident that
its strategy to position the business
to serve key growth markets
continues to be effective. The 19%
increase in pre-tax profits in 2017
represents the eighth consecutive
year of profit growth for Macfarlane
Group. Group profitability in the
year to dateis ahead of the same
periodin 2017.

Our strategy continues to be the
delivery of sustainable profit growth
by focusing on added value products

2014 2015 2016 2017

and services in our target market
sectors, combined with efficiency
improvements and the identification
and completion of further value-
enhancing acquisitions. This strategy,
which continues to be refined, has
served all stakeholders well in recent
years and we remain confident that
it will continue to do so. Macfarlane
Group's performance in 2017 reflects
the successfulimplementation of
this strategy and we are confident
that the Group willdemonstrate
further progressin 2018.

R

Stuart R Paterson
Chairman

22 February 2018

Group performance
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Macfarlane Group business model and strategy

o

We design, manufacture and distribute protective
packaging products and labels to business users.

ur business model

We source, consolidate and deliver

We operate a Stock and Serve model from 21 Regional
Distribution Centres (RDCs) and 3 satellite sites providinga
UK national network to support customers on alocal, regional
and national basis and three satellite sites linked to RDCs.

We are the UK market leader in the distribution of protective
packaging products. We leverage our purchasing scale to
cost-effectively source a comprehensive range of protective
packaging products and add value for the customer by
providing independent advice on the most cost-effective
choice of product and packing processes, and operating as
a single-source supplier for these products on a Just In Time
basis with tailored stock management programmes and
electronic trading capability.

We design, manufacture and deliver

We operate four manufacturing centres, two in Design and
Manufacture and two in Labels as well as a Labels design
centre in Sweden.

The manufacturing businesses utilise design, intellectual
property and know-how to provide a bespoke service to
support major manufacturing customers to cost-effectively
protect their high-value products in storage and distribution
and for FMCG customers to attractively display and
accurately identify their products at the point of sale.

We generate new business

Macfarlane aims to grow its business by increasing the

penetration of existing customers and winning new customers.

There will be a natural churn of packaging requirements
from existing customers and we experience a level of sales
erosion each year as we optimise the protective packaging
usage for customers. Therefore new business generation
is key to Macfarlane Group's overall growth and there is
specific focus in this area.

Our strategy

Strategic priority

N Focus

Personalise

Innovate

@ Accelerate
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For many years we have followed a consistent strategy to create
value for shareholders. The Group's objective is to continue
to grow sales volumes and achieve a return on sales of 7%.

Our approach

-
We seek to operate in : ;
markets giving above-average "t

growth opportunitiestodevelop . -]
business with existing customers
and generate business with

new customers.

We work with customers

to ensure they receive a
bespoke product and service
to meet their needs.

Customers look to
Macfarlane to provide
truly innovative solutions
in their businesses.

We seek to improve

the performance of the
business by more effective
sourcing and increasing the
efficiency of our logistics
and property portfolio.

We supplement organic
growth with good quality
acquisitions.

Progressin 2017

Focus on key sectors with growth potential,
particularly:

« Internetretail
« Industrial customers, seeking national coverage
« 3PL customers

Our new business performance in 2017
increased by 16% over 2016.

Customers use our Significant Six approach
to understand the true cost of their packaging
requirements.

Our Customer Service Centre enhances
support of smaller local customers.

Our Innovation Lab continues to prove an effective
tool to demonstrate our capability to customers.

Design and Manufacture teams produces highly
bespoke solutions to protect high-value itemsin
storage and transit.

Thelabels business develops new applications
of Reseal-it toimprove ease of opening and
reduction in food waste for consumers.

Strategic and tactical purchasing programmes
remain in place to improve our sourcing capability.

Logistics costs remained at 2.7% of sales through
use of the Paragon planning tool and driver training.

Property costs remained at 4.0% of sales
despite additional costs from acquisitions
in our property network.

We have completed seven acquisitions
in Packaging Distribution since 2014.

Our latest acquisition of the packaging business
of Greenwoods Stock Boxes and Nottingham
Recycling Limited concluded in September 2017.
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Chief Executive’s review — Packaging Distribution

Macfarlane Packaging
Distribution is the leading

UK specialist distributor of
protective packaging materials.
Macfarlane operates a Stock
and Serve supply model from
21 Regional Distribution Centres
(RDCs) and 3 satellite sites
supplying customers with a
comprehensive range of protective
packaging materials on alocal,
regional and national basis.

Competition in the packaging
distribution market is from local
and regional protective packaging
specialist companies and national/
international distribution generalists
who supply a range of products,
including protective packaging
materials. In a fragmented market,
Macfarlane competes effectively
on alocal basis throughits strong
focus on and regular monitoring of
customer service, its breadth and
depth of product offer and through
the recruitment and retention of
high quality staff with good local
market knowledge. On a national
basis Macfarlane Packaging has
focus, expertise and a breadth of
product and service knowledge

all of which enables it to compete
effectively against non-specialist
packaging distributors.

Macfarlane Packaging benefits
its customers by enabling them
to ensure their products are
cost-effectively protectedin
transit and storage through
the supply of a comprehensive

21 nationwide strategically located
Distribution Centres

Internet retail, 3PL specialism
and National Accounts

Strategic supplier relationships

Distribution
Base Acquisition
business impact 2017 2016
£000 £000 £000 £000
Revenue 160,236 11,535 171,771 155,900
Cost of sales (113,519) (7.804) (121,323) (110,641)
Gross margin 46,717 3,731 50,448 45,259
Net operating expenses (38,648) (2,364) (41,012) (37,423)
Operating profit 8,069 1,367 9,436 7,836

product range, single source
Stock and Serve supply, Just

In Time delivery, tailored stock
management programmes,
electronic trading and independent
advice onboth packaging materials
and packing processes.

2017 trading

Macfarlane Packaging Distribution
grew sales by 10%in 2017 comprising
3% organic growth in the base
business and 7% from the
contribution of the 2017
acquisitions of Greenwoods Stock
Boxes and Nottingham Recycling
Limited as well as the incremental
full year contribution from the 2016
acquisitions of Nelsons for Cartons
& Packaging Limited, Colton
Packaging Teesside and the
packaging business of Edward
McNeil Limited.

The business achieved growth in
the supply of protective packaging
tointernet retailers both directly
and through our partnerships with
major Third Party Logistics ('3PL)

Multi-channel approach to market

Macfarlane Packaging

Key competitive advantages

Flexibility of supply and service

customers with over 22% of
sales relating to internet retailers.
During 2017 our Innovation Lab
contributed to a number of new
business wins and will continue to
play a key role in our sales growth
plans for 2018 and beyond.

Gross marginin Packaging
Distribution was 29.4%, (2016:
29.0%) with effective management
of input price increases as well as

a strong contribution from the
Greenwoods' acquisition.

Overheads increased as a result of
the impact of acquisitions, but cost
control remained strong with an
improving overhead to sales ratio of
23.9% compared with 24.0% in 2016.

Operating profit in the Packaging

Distribution business at £9.4 million
grew by 20% versus 2016.

Experienceinawide range
of industries

Breadth of product range

Independent expertise in packaging
and the packing process
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Macfarlane operates a Stock and Serve
model from 21 RDCs and 3 satellite sites.

Financial statements

Future plans

2018 plans are focused on growing
sales and improving profitability
through the following actions:

Sales growth

+ Maintaining our focus on the
growth potential for protective
packagingin our key market
segments —the e-commerce
sector, National Accounts and
3PL operators;

« Accelerating the growth in new
business through effective use
of our Innovation Lab;

« Demonstrating our ability to
support customers to reduce
"The Significant Six’ packaging
costs to optimise their Total
Cost of Packaging solutions;

+ Developing our web-based
offerings through
www.macfarlanepackaging.com

and Customer Connectto enable

customers to further improve
access to our full range of
products and services;

« Growing sales of new products
brought to the Group through
recent acquisitions; and

« Offering a service for UK
based customers requiring
European coverage.

Shareholder information

07

Efficiency improvements

Improving our sourcing
capabilities and our partnerships
with key strategic suppliers;
Implementing further operational
savings inlogistics by expanding
the use of the Paragon vehicle
management system and
extending our warehouse

best practice programme;
Reducing operating costs by
evaluating opportunities to
consolidate fragmented parts
of the existing property footprint;
Integrating recent acquisitions
following the completion of the
respective earn-out periods; and
Maintaining our focus on working
capital management to reduce
borrowing levels.

Acquisition growth

Supplementing organic growth
through the identification

and completion of further
suitable high-quality
acquisition opportunities.

Distribution performance

I : I II

2014 2015 2016 2017

Sales (Em)

2014 2015 2016 2017

Operating profit (Em)

2014 2015 2016 2017

Return on sales (%)
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Chief Executive’s review — Manufacturing Operations

Manufacturing Operations
comprise our Packaging Design
and Manufacture business and
our Labels business.

Design and Manufacture

The principal activity of the
Packaging Design and Manufacture
business is the design, manufacture
and assembly of custom-designed
packaging solutions for customers
requiring cost-effective methods
of protecting high value products

in storage and transit. The primary
raw materials are corrugate, timber
and foam. The business operates
from two manufacturing sitesin
Grantham and Westbury, supplying
both directly to customers and also
through the RDC network of the
Packaging Distribution business.

Key market sectors are defence,
aerospace, medical equipment,
electronics and automotive. The
markets in which we operate are
highly fragmented with arange

of locally based competitors. We
differentiate our market offering
through technical expertise, design
capability, industry accreditations
and national coverage through
Macfarlane Packaging Distribution.

Manufacturing Operations

2017 2016

£000 £000
Revenue 24,220 23,872
Cost of sales (14,364) (13,418)
Gross margin 9,856 10,454
Overheads (9,203) (9,578)
Operating profit 653 876
2017 trading + Continuingto strengthen

2017 sales for Packaging Design
and Manufacture were 1% above
those in 2016 despite volatile
demand in certain market sectors.
This volatility created operational
pressures and as a result profitability
in 2017 was below thatin 2016.
However actions implemented
inthe second half of 2017 showed
improved profitability and the sales
team has a strong pipeline of new
customer relationships, which
should benefit the business in 2018.

Future plans

2018 plans for Packaging

Design and Manufacture are:

+ Accelerating sales growth,
particularly in target market
sectors e.g. Defence, Aerospace
and Medical;

« Prioritising sales activity onthe
higher added-value bespoke
composite pack product range;

+ Improving operational
performance; and

the relationship between our
Packaging Design & Manufacture
operations and our Packaging
Distribution business to create
both sales and cost synergies.

Labels

Our Labels business designs and
prints self-adhesive labels for major
FMCG customersinthe UKand
Europe and resealable labels for
major customersin the UK, Europe
and the USA. The business operates
from production sites in Kilmarnock
and Wicklow and a sales and design
office in Sweden, which focuses on
the development and growth of our
resealable labels business, Reseal-it.

The Labels business has a high level
of dependency on a small number

of major customers. Management
works closely with these key

Manufacturing Operations performance

2014 2015 2016 2017

Sales (Em)

2014 2015 2016 2017

Operating profit (Em)

2014 2015 2016 2017

Return on sales (%)
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Our Manufacturing Operations design
and manufacture a high-quality range
of bespoke packaging and labelling
solutions for the customer.

Financial statements Shareholder information

customers to ensure high levels of
service and to introduce product and
service developmentinitiatives to
achieve competitive differentiation.

2017 trading

Although salesin 2017 were at similar
levels to 2016, this was in line with
our plans as we proactively exited
relationships with lower margin
customers, mainly in the lower
added value and increasingly
competitive self-adhesive labels
market. As the general public's
focus ontheissues of food waste
and easy to open packs increases,
the demand for resealable packaging
is creating growth opportunities for
the Macfarlane Labels' Reseal-it
range. Profitlevelsin 2017 were
similar to those achievedin 2016
despite the unfavourable impact

of exchange rates.

Future plans

2018 plans for Labels are:

« Maintaining the strategic focus
on higher added value products
and services to rebalance sales
between our resealable and
self-adhesive label ranges;

+ Continuingimprovementin
operational efficiency to mitigate
sales price pressure; and

» Developing the Reseal-it product
inthe US through the Printpack
partnership, in Europe through new
business wins andin the UK through
penetration with key retailers.

09

2018 Group outlook

Our sales efforts will focus on
those segments of the retail
market, such as e-commerce,
which are forecast to show
continued above average growth
rates and those industrial markets
where customers recognise

the added value of a specialist
protective packaging distributor.

During 2018 we will continue

to look to acquire good guality
protective packaging businesses,
improve our geographic coverage,
expand across the Macfarlane
network the new products
introduced by recent acquisitions,
improve our operational efficiency
by leveraging our property
footprint and working more
closely with strategic suppliers.

Macfarlane businesses all have
strong market positions with
differentiated product and service
offerings. We have a flexible
business model and a clear
strategic planincorporating a
range of actions, which are being
effectively implemented and

are reflected in our consistent,
profitable growthinrecent years.

Our future performance is

largely dependent on successful
execution of actions to grow sales,
increase efficiencies and bring
high-quality acquisitions into the
Group. With a focus on the most
attractive UK market sectors

for our products and services,
combined with our successful track
record of growth and acquisitions,
we expect 2018 to be another year
of progress for Macfarlane Group.

Peter D. Atkinson
Chief Executive

22 February 2018
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Macfarlane Packaging Innovation Lab

and The Significant Six

Located in Milton Keynes, the
Macfarlane Packaging Innovation
Lab is a purpose built space to
create solutions for the most
demanding packaging challenges.

Innovation starts with the people
who work for Macfarlane and the
Innovation Lab has been designed
to ensure that there are no bounds
to theirimagination when seeking
out smart solutions for customers.

The Innovation Lab has been
designed to problem-solve from
start to finish in one location. It
provides creative solutions that
customers can see, touch and take
away, saving them time and money in
the packaging development process.

The Significant Six

Our customers’ products must
arrive in perfect condition, on time
and within managed costs.

At Macfarlane Packaging, we

have spent decades innovating
and perfecting packaging solutions
for awide range of markets that are
strong, efficient and sustainable.
In doing so, we have isolated six
hidden costs that have the biggest
impact on most packaging
operations... we call these costs
"The Significant Six" and they

can account for 90% of all costs

in a packaging operation.

By using our Significant Six
approach, we help our customers
find these hidden costs, bring them
down or eliminate them completely.

Storage costs

With over 700,000 sq ft of
warehouse space and a fleet of
100 vehicles, our nationwide RDCs
mean that customers' packaging
stock levels can be minimised.

Transport costs

By re-thinking the pack design,
significant reductions in storage,
postal and courier charges can be
achieved, whilstimproving product
protection at the same time.

Damages & returns

By challenging areas in the
customer supply chain where
there are damages and returns,
we can find the right packaging
solution to protect the product
and the brand too.

Administration costs

As the UK's biggest packaging
supplier we can provide insight
to enable our customers to
reduce the costs associated
with managing multiple suppliers.

Productivity costs

We can review the end-to-end
customer pack operation to
identify space, time and process
efficiencies to aid productivity
at all stages.

Customer experience

Macfarlane Packaging can

help enhance the consumer
experience of packaging form
and brand but at the same time
be mindful of cost implications.
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“Macfarlane is a valued partner to Peak
Scientific, a key enabler to transformation
of our supply chain with innovative,
cost effective solutions and services.”

David Williamson, Global Supply Chain and Logistics Manager at Peak Scientific

Case study: Peak Scientific

Peak Scientificis a leading innovator

in the design, manufacture and
ongoing support of high performance,
on-site gas generators for the life
sciences sector.

Prior to engaging with Macfarlane, the
company was experiencing high freight
and productivity costs, and was looking
for alightweight, high-performance
packaging solution to reflect the
value of its brand.

Using 3D modelling software, Macfarlane
designed new packaging produced from
lightweight, high-performing packaging
materials to help reduce product
damage in transit.

The solution has helped Peak Scientific
reduce pack weights by 50%, generating
significant cost savings. The company
has also benefited from enhanced
brand experience and improved
product protection.

Case study: Blaze Wear

Blaze Wear, an online retailer of high
end and cutting edge heated wear, was
looking for an eCommerce packaging
range suitable for shippingits products
inthe UK and overseas.

The company was interested in new
solutions to reflect the value of its
products and improve customer
experience with its brand.

Blaze Wear approached Macfarlane

to discuss its requirements and visited
the Innovation Lab. During the visit,
Macfarlane proposed ideas and provided
samples on the same day, significantly
accelerating the design and production
process, from approving concept to
ensuring stock availability.

Blaze Wear's new eCommerce box
range was ready for their website
launchin September 2017 and the
customer is delighted with the

outcome as the new pack enhances
the customer unboxing experience.
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Financial review

Trading

The Group saw growth in sales of
9% during 2017, driven by Packaging
Distribution and enhanced by
strong contributions from recent
acquisitions. Group sales rose

to £196.0 million, anincrease of
£16.2 million from 2016. Profit before
tax for 2017 increased to £9.3 million,
anincrease of £1.5 million from
that achievedin 2016.

Taxation

The tax charge for the year

from continuing operations was
£1.8 million on profit before tax of
£9.3 million, arate of 19.84%, above
the prevailing rate of 19.25% mainly
due to acquisition costs incurredin
2017 not being deductible against
corporation tax liabilities. This
compared with a tax charge of

£1.8 million on the profit before

tax of £7.8 millionin 2016 and a

tax rate of 22.5%, higher than the
statutory rate due to changesin
prior year estimates.

Earnings per share

Diluted earnings per share totalled
5.22p (2016: 4.64p) anincrease of
12.5%, corresponding to the 19%
growth in profitability, offset by the
increased number of shares inissue,
following theissue of 21,212,121
ordinary shares on the acquisition
of Greenwoods in September 2017.

Dividends

Adividend of 0.60p per share
was paid on 12 October 2017.
A further dividend of 1.50p per
share is subject to approval by

shareholders at the AGM in May
2018 andis notincluded as a liability
in these financial statements.

Dividend cover has been maintained
at 2.6 times. The Group continues to
balance the aim to pay an attractive
level of dividend against the need to
retain funds in the business to make
pension contributions, finance
acquisitions and capital expenditure.

Cash flow and net bank debt
The Group's debt facility with Lloyds
Banking Group PLC comprises a
three-year committed borrowing
facility of up to £25.0 million for the
period to June 2019, secured over
part of Macfarlane Group's trade
receivables. The facility bearsinterest
at normal commercial rates and
carries standard financial covenants
in relation to interest cover and levels
of headroom over trade receivables.
Thereis an optiontoincrease the
facility further to £30.0 million.

The Group has beenin compliance
with the covenants in relation to
the facility throughout 2017.

The facility accommodates
increased working capital
requirements from our organic
growth as well as finance for pension
scheme contributions and an ability
to fund acquisitions. Our financing
requirements are met by maintaining
committed borrowing facilities.

The Group had net bank borrowings
of £14.3 million at 31 December
2017, areduction of £1.0 million from
the previous year. The Group spent

£8.3 million on acquisitions in 2017
(2016: £8.7 million) and £1.7 million
on capital expenditure in 2017 (2016:
£1.1 million). On 21 September 2017,
the Group concluded a placing of
shares whichraised net proceeds of
£7.6 million towards the acquisition
of Greenwoods.

We will continue to invest where
there are needs or opportunities to
meet future growth plans. The Group
will strive to ensure that in 2018, profit
generationis, at the very minimum,
matched by cash generation. The
Group willremain prudentinits
assessment of the likely returns
from capital expenditure and
potential acquisitions.

Acquisitions

During 2017 Macfarlane Group
PLC acquired Greenwoods at a
maximum potential cost of up

to £17.2 million. The Company
completed a placing to part fund
the acquisition, raising £7.6 million,
issued shares to the Vendor
totalling £6.0 million and has
retained contingent consideration
of £3.25 million.

During 2016 the Company acquired
Nelsons, Colton Teesside and
McNeils. All three acquisitions were
subject to earnout mechanisms

and allamounts due to the vendors
of these companies were paid in
2017. Nelsons has a maximum
payment due of £0.8 millioninrespect
of the second period of twelve
months trading to 31 July 2018.

Recent acquisitions in Packaging Distribution

Lane Packaging
Date: May 2014
Location: Reading
Sales: £3 million

Network Packaging
Date: September 2014
Location: Wolverhampton
Sales: £10 million

One Packaging

Date: August 2015
Location: Bingham
Sales: £5 million

Colton Teesside & Edward McNeil

Date: H1 2016
Location: Teesside and Glasgow
Sales: £6.5 million combined

Nelsons for Cartons
Date: July 2016
Location: Leicester
Sales: £9 million

Greenwoods Stock Boxes

Date: September 2017
Location: Nottingham
Sales: £14 million
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Market capitalisation and

share price movements

The number of sharesinissue at

31 December 2017 was 157,547,618,
following theissue of 21,212,121
ordinary shares in September 2017.

Atthe year-end the Company's
market capitalisation was

£122.5 million, compared with
£83.2 million last year. The share
price at 31 December 2017 was
77.75p, compared with 61.00p at
31 December 2016. The range of
transaction prices for Macfarlane
Group shares during 2017 was
57.50p to 79.50p for each ordinary
share of 25p.

Financial instruments

The Group's principal financial
instruments comprise bank
borrowings, cash balances and other
items, such as trade receivables and
trade payables that arise directly from
its operations as well as shareholders'
equity and contingent consideration
arising from acquisitions. The main
purpose of any financial instruments
is to provide finance for the Group's
operations. Itis the Group's policy
that no speculative tradingin financial
instruments is undertaken. The main
risks arising are liquidity risk and
credit risk and the secondary risks
are interest rate risk and currency
risk. The Board reviews and agrees
policies for managing these risks,
which have remained unchanged
since the beginning of 2017 and
these are setoutin note 14 to the
financial statements.

Financial statements

Shareholder information
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Pension scheme deficit

2017 2016 2015
£000 £000 £000
Fair value of scheme investments 80,960 77,808 67,793
Present value of scheme liabilities (92,783) (92,345) (79,311)
Deficit at 31 December (11,823) (14,537) (11,518)

Pension scheme deficit

The Group's pension scheme
deficitis sensitive to movements
in bond yields, inflation, longevity
assumptions and investment
returns. The impact of these
sensitivitiesis set outin note

23 tothe financial statements.

The deficit reduced by £2.7 million
inthe year, primarily due to deficit
reduction contributions made

in 2017.

The Board continues to take steps
to reduce Macfarlane Group's
pension deficitincluding regular
deficit reduction contributions each
year. This, combined with careful
stewardship of the investment
portfolio by the Trustees, in
conjunction with the Company,
has helped better match the
investments with the scheme's
liability profile.

Following the triennial actuarial
valuation of the scheme at 1 May
2014, the Company agreed a new
schedule of contributions with the
Pension Scheme Trustees, which
assumed a recovery plan period of
10 years. The next triennial actuarial
valuation being carried out at 1 May
2017 isin progress and likely to be
concluded in the first half of 2018.

International Financial
Reporting Standards and
accounting policies

As detailed in the 2016 Annual
Report, the new International
Financial Reporting Standards
adopted during 2017 had no major
impact on the disclosures and
accounting policies in these financial
statements. The Group continues
to comply with all International
Financial Reporting Standards
adopted by the European Union.

Going concern

The Directors, in their consideration
of going concern, have reviewed the
Group's cash flow forecasts and
profit projections, which are based
on the Directors’ past experience
and their assessment of the current
market outlook for the business. The
Group's business activities together
with the factors likely to affectits
future development, performance
and financial position are set out in
the Chairman's Statement and the
Strategic Report on pages 2 to 23.

After making enquiries, the
Directors have areasonable
expectation that the Company and
the Group have adequate resources
to continue in operational existence
for at least the next twelve months.
For this reason they continue to
adopt the going concern basisin
preparing the financial statements.

John Love
Finance Director

22 February 2018
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Principal risks and uncertainties

The principal risks and uncertainties
faced by the Group and the factors
mitigating these risks are detailed
on the following pages.

These risks are complemented by
an overall governance framework
including clear and delegated
authorities, business performance
monitoring and appropriate insurance
cover for a wide range of potential
risks. There is a dependence on good
quality local management, which

is supported by aninvestment

in training and development and
ongoing performance evaluation.

There are a number of other risks
that we manage which are not
considered to be key risks. In addition
the Group is subject to the impact
of general economic conditions
including the uncertainty caused by
Brexit, the competitive environment,
compliance with legislation and risks
associated with business continuity,
including cyber-security. These are
mitigated in ways common to all
businesses and not specific to
Macfarlane Group.

Risk description

Raw material prices

The Group's businesses are impacted by commodity-based raw material
prices and manufacturer energy costs, with profitability sensitive to
supplier price changes including currency fluctuations. The principal
components are corrugated paper, polythene films, timber and foam,
with changes to paper and oil prices having a direct impact on the price
we pay to our suppliers.

Defined benefit pension scheme

The Group's defined benefit pension scheme is sensitive to a number of
key factors; investment returns, discount rates used to calculate scheme
liabilities and mortality assumptions. The IAS 19 valuation of the Group's
defined benefit pension scheme as at 31 December 2017 estimated the
scheme deficit to be £11.8 million, areduction of £2.7 million during 2017.
Small changes in these assumptions could mean that the deficit increases.

Property

Given the multi-site nature of its business, the Group has a property
portfolio comprising 3 owned sites and 32 leased sites of which 3 are
sublet. This portfolio gives rise to risks in relation to ongoing lease costs,
dilapidations and fluctuations in value.

Financial liquidity, debt covenants and interest rates

The Group needs continuous access to funding to meet its trading
obligations and to support organic growth and acquisitions. Thereis arisk
that the Group may be unable to obtain funds or that such funds will only be
available on unfavourable terms. The Group's borrowing facility comprises
a committed facility of up to £25.0 million. This includes requirements to
comply with specified covenants, with a breach potentially resulting in
Group borrowings being subject to more onerous conditions.

Decentralised structure

The Packaging Distribution business model reflects a decentralised
approach with a high dependency on effective local decision-making.
There is arisk that the decentralised management control s less effective
and local decisions do not meet corporate objectives.

Working capital

The Group has a significant investment in working capital in the form
of trade receivables and inventories. There is a risk that this investment
is not fully recovered.

Acquisitions

The Group's growth strategy includes acquisitions as demonstratedin
recent years. There s arisk that such acquisitions will not be available
to the Group on acceptable terms in the future. There is also arisk that
the acquisitions will not be successful due to the loss of key people

or customers following the acquisition or the acquired business not
performing at the level expected which could potentially lead to an
impairment in the carrying value of the related intangible assets.
There are also execution risks around the failure to successfully
integrate the acquired business into the Group.




Strategicreview Governance Financial statements Shareholder information

Mitigating factors

« The Group works closely with its supplier base to manage the scale and timing of price
increases to end-users effectively.
e OurIT systems monitor and measure our effectiveness in recovering supplier price changes.

» Where possible, alternative supplier relationships are maintained to minimise supplier dependency.

« We work with customers to redesign packs and reduce packing cost to mitigate the impact
of costincreases.

+« The scheme was closed to new members in 2002.

« Benefits for active members were amended by freezing pensionable salaries at 30 April 2009 levels.

« APensionIncrease Exchange option is available to offer flexibility to pensioners in the current
level of pension benefits and the rate of future increases.

» Theinvestment profile is regularly reviewed to ensure continued matching of investments
with the liability profile of the scheme.

« Where a site is non-operational the Group seeks to assign, sell or sub-lease the building to
mitigate the financial impact.

« Ifthisis not possible, rental voids are provided on vacant properties taking into consideration
the likely period of vacancy and incentives to re-let.

« The Group seeks to maintain an appropriate level of committed bank facilities that provides
sufficient headroom above peak projected borrowing requirements.

« The Group continually monitors net bank debt and forecast cash flows to ensure that
it will be able to meet its financial obligations as they fall due.

« Compliance with debt covenants is monitored on a monthly basis and sensitivity analysis
is applied to forecasts to assess the impact on covenant compliance.

« The existing facility, which is only partly utilised, is in place until June 2019.

» Aspartofthe Group's long-term financing strategy, this facility will be extended/replaced
during 2018.

» The Group ensures that our staff have the right working environment, information and
sales tools to enable them to meet corporate objectives.

« Acomprehensive management information system is also maintained with key performance
indicators monitored consistently and regularly with actions taken when required.

« Creditriskis controlled by applying rigour to the management of trade receivables by our
credit control team, managed by a Credit Manager and subject to additional scrutiny from
the Group Finance Director.

« Inventory levels and order patterns are regularly reviewed and risks arising from holding
bespoke stocks are managed by obtaining order cover from customers.

« The Group carefully reviews potential acquisition targets, ensuring that the focusis on
businesses which complement the existing Group profile and provide opportunity for growth.

» Having made a number of acquisitions inrecent years, the Group has established due diligence
and integration processes and procedures.

» The use of earn-out mechanisms mitigates risk in the post-acquisition period.

« The Group has a comprehensive management information system in place to monitor
post-acquisition performance.

« Goodwilland other intangible assets are tested for impairment on an annual basis and the
results are set outin note 9.

15



16 Macfarlane Group PLC Annual Report and Accounts 2017

Viability statement

The Board has considered
the Group's viability as part
of its ongoing programme
to managerisk.

Each year the Board reviews

the Group's strategic plan for the
forthcoming three-year period and
challenges the Executive team on
the plan'srisks. The plan reflects the
Group's businesses, which have a
broad spread of customers across a
range of different sectors with some
longer term contractsin place. The
assessment period of three years
has been chosen as itis consistent
with the Board's review of the Group
strategy, including assumptions
regarding future growth rates for
existing businesses and acceptable
levels of performance in the period.

Arobust financial model covering
the three year period is maintained
andregularly updated. The modelis
subject to sensitivity analysis which
includes flexing a number of the
main assumptions, namely —future
revenue growth, gross margins,
operating costs, finance costs and
working capital management. The
results of flexing these assumptions,
both individually and in aggregate, are
used to determine whether additional
bank facilities will be required during
the three year period. Theresults
indicated that no additional facilities
would be required and assumed that
the existing facilities, due for renewal
in June 2019 would be renewed on
the current terms.

The Board has carried out arobust
assessment of the principal risks
facing the Group and how these
risks affect the prospects of the
Group and the strategic plan. The
review and analysis also considers
the principal risks facing the Group
as described on pages 14 and 15,
which could prevent the Group from
achieving its strategic objectives
and the potential impact these risks
could have on the Group's business
model, future performance,
solvency and liquidity over

the assessment period.

The Directors’ assessment has been
made with reference to the resilience
of the Group and the strength of

its financial position, the Group's
current strategy, the Board's risk
appetite and the Group's principal
risks and how these are managed.
Based on the assessment of these
risks and the sensitivity analysis
undertaken, the Board of Directors
have areasonable expectation that
the Group will continue to operate
and meet its liabilities, as they fall
due, for the next three years to
December 2020.
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Financial statements

Corporate responsibility

Macfarlane Group has a
responsibility to ensure that
throughits business operations
itimpacts positively on society.
In order to achieve this we have
aseries of three programmes
focused on environmental care,
improving the customer
experience and increasing
employee engagement.

Corporate Responsibility ('CR’)
leadership comes from an internal
committee consisting of members
from a cross section of the Group led
by the Director of Group Risk. The key
objectives of the CR Committee are:
« Toimprove the awareness of CR
across the Group;
» Todevelop andimplement action
plans that support the CR strategy;
« Toensurethat CRisanintegral part
of daily operational activities; and
« To monitor and report on CR
performance using agreed key
performance indicators (KPIs).

Environmental care

Mandatory Greenhouse

Gas Reporting 2017

Macfarlane Group is committed to
reducing its greenhouse gas (GHG')
emissions. This report outlines
Macfarlane's GHG emissions for
the year ended 31 December 2017.
Using an operational approach,
Macfarlane Group identified its
boundaries to ensure all of the
activities and facilities for which it
is responsible were being recorded
and reportedinline with Scope 1

and 2 of the Mandatory Greenhouse

Gas Reporting regulation. Relevant

data was provided to anindependent

consultant, Carbon Clear. The
validity, accuracy and completeness
of the data was audited by Carbon
Clear and then used to calculate
the GHG for Macfarlane Group.
The calculations were completed

in accordance with the main
requirements of ISO-14064-1:2006
standard and deliver both absolute
values and an intensity ratio for
Macfarlane's emissions.

Shareholder information
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Acquiisitions made during 2017 have
beenincludedin GHG reporting
and an assumption has been
made regarding usage based on
equivalent sites within the Group.

Macfarlane Group uses total
turnover (E000) in the reporting
period to calculate the intensity
ratio, as this allows emissions to

be monitored over time taking into
account changesin the size of the
Group. This factor was chosen
because it provides the greatest
degree of accuracy andis the metric
best aligned to business growth.

Table 1: Type of emissions

2017 2016

2017 2016 Tonnes Tonnes

Type of emissions Activity Units Units of CO,e of CO,e

Direct (Scope 1) Natural gas (kWh) 2,476,943 2,276,232 456 419

Vehicle fuel (litres) 1,823,523 1,670,170 4,822 4,361

Other 31,688 48,750 61 76

Subtotal 5,339 4,856

Indirect (Scope 2) Purchased electricity (kWh) 5,241,655 5,072,629 1,843 2,090

Subtotal 1,843 2,090

Total gross emissions (tCO,e) 7,182 6,946
Table 2: Intensity ratio

Type of emissions 2017 2016

Total gross GHG emissions (tCO,e) 7,182 6,946

Total sales (E000) 195,991 179,772

Carbonintensity (tCO,e/£000) 0.037 0.039
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Corporate responsibility (continued)

Theresultsintable 1 show that
total gross GHG emissions in the
period were 7,182 tonnes of CO,e,
(2016: 6,946 tonnes) comprised
of the following;

« Direct Emissions (Scope 1)
5,339 tonnes of CO,e —74%
(2016: 4,856 tonnes — 70%)

e Indirect Emissions (Scope 2)
1,843 tonnes of CO,e —26%
(2016: 2,090 tonnes — 30%)

67% of emissions came from diesel,
26% from electricity, and 7% from
natural gas.

Broken down by business unit the
resultsin table 3 were as follows;

o Distribution
4,146 tonnes of CO,e —58%
(2016: 4,493 tonnes — 65%)

» Manufacturing Operations
3,036 tonnes of CO,e —42%
(2016: 2,453 tonnes — 35%)

2017 emissions have increased by
236 tonnes, anincrease of 3.4%,
partly due to the acquisition of
Greenwoods in September 2017.
Theincreasein 2017 emissions
is primarily due to anincreasein
vehicle fuel consumption. There
have been noteworthy reductions
elsewhere within the business,
including an 11.8% decrease

in emissions from electricity.

Macfarlane Group has seen a
smallincrease in overall emissions
during 2017, with programmes being
completed to ensure the effective
management and reductionin
emissions where possible.

The 2017 acquisitions have
increased emissions in areas such
asfuelusage, inline with alarger fleet.
The intensity calculation for 2017,
reflects the work completed with
areductionin emissions based on
sales turnover from 0.039 to 0.037.

During 2018, a programme will be
developed with the key objective

of reviewing transport efficiency

to ensure effective and efficient

use of the Company's fleet including
recent acquisitions. The targetin
2018 will be to see a reduction in fuel
consumption, year on year. This will
be aided by a programme to upgrade
our fleet (approx. 40% of vehicles
are beingreplacedin 2018) with new
vehicles having cleaner, more fuel
efficient, engine technology. These
trucks will also yield a significant
reduction in our NOx emissions.

Given the growth of the business,
continued reductionsin the overall
Gross tCO,e/Sales result willbe a
challenging target, however the
Group is committed to see a further
year on year reductionin 2018.

Images above

40% of our commercial vehicles
are beingreplacedin 2018 with the
new vehicles having cleaner, more
fuel-efficient engine technology.

Table 3: Business segment

2017 2016 2017 2016
Tonnes Tonnes Sales Sales 2017 2016
Business segment of CO,e of CO.e £000 £000 tCO,e/€£000 tCO,e/£000
Packaging Distribution 4,146 4,493 171,771 155,900 0.024 0.029
Manufacturing Operations 3,036 2,453 24,220 23,872 0.125 0.102
Total 7,182 6,946 195,991 179,772 0.037 0.039
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Waste management
Therecycling and recovery (landfill
diversion) rate for 2017 across all
sites showed a marginal increase
compared to 2016. This has been
achieved with the support from
Reconomy, our waste provider,
through more site audits at our
Distribution and Manufacturing
facilities, local toolbox talks and
utilising our waste recording portal
which provides reports to help

manage waste streams and costs.

Our goal to achieve a zero to
landfill status in 2017 was close
with all businesses across the
Group achieving over 99% of
waste diverted from landfill.
The levels of waste segregated
on site alsoincreased to 68%.

Our Labels division, through
recycling 70 tonnes of paper-based
backing product as part of their
waste reduction programme,
achieved the bestresultin the
Group with 99.9% waste diverted
from landfill.

Financial statements Shareholder information

Our key environmental objectives

for 2018 include;

+ Continuous review and appraisals
of all sites every 3 months with
a view to making efficiencies;

« Explore potential benefits through
the waste management division
of our most recent acquisition,
Nottingham Recycling Limited,
who provide the recovery of
sorted materials;

» Look at the feasibility of capex
expenditure in roll packers for wood
waste, the latest compactors for
corrugated waste and options
for sawdust waste;

» Review options on plastic
strapping, now classed as
a generalwaste item;

« Provide further training on
portal reports to reduce invoice
queries and improve site waste
management; and

+ Deliver savings through
the Manufacturing Waste
Reduction Programme.

As the chartin table 4 shows there
have been significantimprovements
inthe recycling and recovery rate
figures since 2009 and the current
rates are considered exceptional
for the packaging industry.

Table 4: Recycling and recovery rate

100% .
Recycling and recovery
95% Diversion from landfill

90%
85%
80%
75%
70%
65%
60%
55%
50%
2009 2010 2011 2012 2013 2014 2015 2016 2017
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Corporate responsibility (continued)

Environmental care

Macfarlane Group works in
partnership with its customers

and suppliers to ensure, at every
opportunity, we provide an expert,
independent and tailored approach,
so that the products and services
we provide take into consideration
the impact on the environment.

One approach we take in order

to achieve thisis through an
Environmental Product Matrix,
produced in conjunction with our
suppliers, which is consistent with
the underlying need to ensure
products are effectively protected
in storage and transit. This Matrix
enables our customers to choose
packaging, whichiis fit for purpose,
whilst ensuring they stillembrace the
Reduce, Re-use, and Recycle ethos.

To support our ongoing
commitment to improve our
environmental performance, we
pursue the following objectives:
» Toensure compliance with
all applicable environmental
legislation and regulations;
+ Toreduce emissions' pollution;
+ Toimprove waste management
practices;
« Toreduce the consumption
of natural resources;
« To minimise noise and other
nuisances; and
» Tocontinuously assess our
environmental performance.

These objectives are monitored

by aninternal, independent audit
process, which provides visibility of
a site's operational activities, and its
adherence to legislative or Company
requirements. Environmental
information is recorded, reviewed
and analysed, by anidentified team
of individuals to ensure compliance
with the Company's legal obligations
and achievement of internal
objectives and targets.

The Group continues to make
progressinits performance
against the identified CR objectives.
During 2018, the CR Committee will
continue to review environmental
performance, actively supporting
methods or practices that
contribute to the continued
development of a culture driven

by environmental responsibility.

Registration to 1SO 14001
With the exception of certain
recent acquisitions, all our UK
packaging sites are registered
to BSI1SO 14001 Environmental
Management Standard. As an
internationally recognised
standard on environmental
management, registration
involves a process of continual
assessment of our environmental
standards and processes.

Health and Safety

The health, safety and welfare of
our people, including colleagues,
customers and suppliers, forms a
critical part of Macfarlane Group's
business objectives. We aim to
achieve a positive health and safety
culture through the creation of a
safe and healthy work environment,
preventing and minimising risks.
Our vision and goals for Health

and Safety and how we commit to
achieve them are based upon the
best practice guidelines, issued by
the Health and Safety Executive
(HSE). To ensure we adhere and
abide by best health and safety
practices we have dedicated
Health and Safety Managers in
the business, who work with local
Health and Safety teams to ensure
knowledge and standards are
effectively applied to the business
on a consistent basis throughout
allthe health and safety disciplines.

To ensure constant and consistent
focus regarding Health and Safety
throughout the Group, itis a main
agendaitem at all formal monthly
review meetings and operating sites
inthe Group are internally assessed
and graded on their Health and
Safety performance.

The Group Board plays a pivotal role
in overseeing the operation of all
Health and Safety. The Group Board
reviews areport on Health and Safety
at each meeting. This report covers
incidents, near misses, reportable
and non-reportable incidents.

The Accident Frequency Rate
("AFR") representing the number
of reportable incidents per 100,000
man-hours worked is shown in
table 5 below.

In 2017, we experienced a decrease
in AFR vs. 2016. This represented

6 reportable incidents compared
to9in 2016. Allreportable incidents
are investigated thoroughly by our
Health & Safety team and changes
to working practices implemented
if required. We also ensure that
trainingin a particular area where
incidents have arisenis reinforced.

Table 5: Accident Frequency Rate (AFR)

Business segment 2017 2016 2015 2014
Packaging Distribution 0.53 0.42 0.34 0.24
Manufacturing Operations 0.22 1.11 0.46 0.22
Group 0.43 0.64 0.38 0.23
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Customer experience

Customer feedback

To continually improve the service
to our customers, we use a range of
metrics to evaluate our performance
on an annual basis. In Packaging
Distribution, we gain regular feedback
from our customers throughout the
year through Net Promoter Score
(NPS) Surveys, Mystery Shopper and
online Trust Pilot reviews. This insight
is then used to improve products,
processes and systems that interact
with our customers. In addition, we
continue to survey our customers

in all of our businesses, on an annual
basis, to evaluate our performance
against a range of key service metrics.

Financial statements

Sales order management

Our online customer order
management system,

Customer Connect, and
www.macfarlanepackaging.com

is contributing to improvements in
productivity as well as meeting the
needs of our customers requiring
more visibility of their packaging
management. In the Packaging
Distribution businessin 2017, the
value of sales transacted online has
decreased from 12.3%to 12.2%.
In Packaging Distributionin 2017,
orders transacted online decreased
t0 23% vs. 24%in 2016.

Shareholder information

Table 6: Annual customer satisfaction scores

2017 2016
Packaging Distribution 89% 89%
Packaging Design and Manufacture 82% 89%
Labels 95% 93%
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Electronic documentation

IN 2017, 86% (2016: 78%) of invoices
to our customers were delivered
electronically, further reducing our
paper usage. The Group is continuing
to encourage customers to receive
documentation electronically.

Macfarlane Group websites

Our family of websites highlighted in
table 7 enables existing and potential
customers to research and evaluate
our products and services and is
amajor contributor in generating
new leads for the business. We will
continue to investin our websites
toimprove the experience for

our customers and visitors and
strengthen our value proposition.

Table 7: Macfarlane Group websites

Business

Website domain

Target market/audience

Packaging Distribution

www.macfarlanepackaging.com

Network Packaging

www.networkpack.co.uk

Nelsons for Cartons & Packaging

www.nelsonsforcartons.co.uk

Greenwoods Stock Boxes

www.boxesdirect.co.uk

Packaging Distribution Ireland

www.macfarlanepackaging.ie

Wide range of businesses using
packaging that need to protect their
products during transit and storage.

Packaging Design and Manufacture

www.macfarlanemanufacturing.com

Manufacturers of high value products
in the aerospace, defence, electronics,
medical and general industrial sectors.

Labels

www.macfarlanelabels.com

FMCG manufacturers and retailers
in the food, health and beauty,
household products, beverages
and pharmaceutical industries.

Macfarlane Group

www.macfarlanegroup.com

Individuals seeking information on
Group operations, Board procedures
and financial performance for existing
and potential investors.
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Corporate responsibility (continued)

Employees

Macfarlane Group recognises the

importance of recruiting, developing,

rewarding and retaining the very
best people to ensure our business
continues to run successfully.
Maintaining a working environment
that promotes good employee
relations, safety and employee
engagement at all levels is critical
to every Macfarlane operation.

Employee development
Macfarlane Group strives to

make our workplace one in which
individuals feel challenged, fulfilled
and able to achieve their full
potential. The Group investsin
training in order to best equip
individuals with the skills and
knowledge required to provide an
outstanding tailored service to our
customers and fulfil their personal
potential. On average, in 2017 each
employee was engagedin 11.5 hours
of formal training. This figure has
shown a slight increase from recent
years, due to Macfarlane Group
engaging with Apprenticeship
Schemes during 2017.

Macfarlane Group offers a wide
range of training opportunities,
ranging from external training and
coaching to on-the-job training.
This allows individuals to be
stretched and challenged to achieve
career objectives. The Company
also provides Sponsored Further
Education programmes, to
support employee engagement
in long-term education.

Employee engagement

Employee engagementis an ongoing

feature of our business. Through
performance appraisals, business
update sessions and informal review
meetings a platformis provided

for employee participation and
involvement. Employee Surveys are
conducted throughout the business
providing a constructive method of
feedback. In addition, and to support
consistent employee engagement
we run a number of functional forums
and feedback workshops, both role
specificand business specific. These
forums provide an opportunity for
our employees, to engage inan open
two-way dialogue on topics that are
important to everyone, including
business performance, strategic
targets and the overall wellbeing

of our employees.

Macfarlane Group provides
interactive tools and resources to
employees via mechanisms such as
iPads providing employees with the
ability to gaininformation, advise
and provide feedbackinstantly,
supporting the continued aim of
enhancing the customer experience.

Macfarlane Group encourages
employees to engage with their
local communities, supporting
charities and activities that are
having a positive impactin their
region. During 2017 a number

of Macfarlane teams engagedin
events, providing support from both
aresource and financial perspective.
Each year Macfarlane Group makes
aone-off donation to a charity
chosen by the workforce; for 2017
this was LGS Foundation UK.

i

a——

Images above

Macfarlane provides interactive tools and
regular training for staff to support our aims
of enhancing the customer experience.
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Diversity

The gender breakdown of Directors,
Senior Managers and other Group
employees at 31 December 2017
is shown in table 8 below.

Gender pay gap

Macfarlane Group will present its
Gender Pay Gap information on the
corporate website from April 2018.

Human Rights

Macfarlane Group does not have

a specific Human Rights policy

at present but it does have other

policies, which reflect established

human rights' principles. These are:

» Equality —Macfarlane Groupis
committed to providing equal
opportunities in employment and
to avoiding unlawful discrimination
in recruitment, employment or
toits customers and suppliers.
Striving to ensure that the work
environmentis free of harassment
and bullying and that everyoneis
treated with dignity and respect
isanimportant aspect of ensuring
equal opportunities inemployment
and there is a specific dignity at
work policy, which deals with
theseissues. Where an employee
becomes disabled every effort
is made to ensure that their
employment with the Group
continues and that appropriate
adjustments are made. Disabled
employees receive equal
opportunities regarding
selection for training, career
development and promotion.

Financial statements Shareholder information

« Engagement—Macfarlane Group
recognises the importance of
meaningful communication and
consultation in maintaining good
employee relations. Thisis
achieved through formal and
informal meetings across all
business units.

« Anti-Bribery & Corruption —
Macfarlane Group has an
anti-bribery and corruption
policy, whichis supplemented by
a gift register and an associated
policy on accepting gifts.

« Whistleblowing policy —thereis
provision for employees to use
anindependent service if they
are not comfortable speaking to
anyone within Macfarlane Group
with regard to any matters which
give them concern. This serviceiis
promoted throughout the Group.

« Modern Slavery Act —Macfarlane
Group has now made a statement
under the Modern Slavery Act which
is supported by internal procedures
to ensure that the principles of the
actare adheredto. The statement
is available on the website
(www.macfarlanegroup.com).

Table 8: Diversity
2017 2016
Female Male Female Male
Directors 0 6 0 6
Senior Managers 4 12 4 12
All other employees 308 530 277 456
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Stuart Paterson
Chairman

Stuart Paterson joined the Board on
1 January 2013 as a Non-executive
Director becoming Chairman on 29
September 2017. He is a Chartered
Accountant and was Chief Financial
Officer at Forth Ports Limited until
heretiredin January 2018. He joined
Forth Ports in March 2011 when it
was listed on the London Stock
Exchange and the company was
subsequently acquired by Arcus
Infrastructure Partnersin 2011.
Prior to this role, Stuart was Chief
Financial Officer of Johnston
Press PLC from 2001 to 2010 and
previously worked in senior financial
management roles at Motorola
Corporation, and as Group Finance
Director and then Managing
Director Europe for Aggreko PLC.
He served as a non-executive
director with Devro plc from 2006
to0 2012, where he chaired the Audit
Committee. Stuartis also a trustee
of the Royal Yacht Britannia and a
member of their Audit, Risk and
Remuneration Committees. He was
Chairman of the Audit Committee
until 8 January 2018 and is also
amember of the Remuneration
and Nominations Committees.

Peter Atkinson
Chief Executive

Peter joined Macfarlane Group as
Chief Executive in October 2003.
He has a strong sales and marketing
background through his career at
Procter & Gamble and S.C. Johnson.
Peter also has significant general
management experience gained
during his time at GKN PLC and its
joint venture partners where he
worked from 1988 to 2001 ina
number of senior executive roles

in their business-to-business
operations. He has a successful track
record of both business turnarounds
and business development with
extensive exposure to international
business, having worked in the UK,
Continental Europe and the USA.

John Love
Finance Director

A member of The Institute of
Chartered Accountants of Scotland,
John has been with the Group for
twenty-one years and was appointed
Finance Director on 12 July 1999. He
was with Deloitte andits predecessor
firms for sixteen years before
joining Macfarlane Group in 1996.

Mike Arrowsmith
Non-executive Director
(Senior Independent Director)

Mike joined the Board on

26 September 2012. He was Group
Chief Executive of Linpac Group Ltd,
a market-leading international food
and consumer packaging company
with annual sales of £1.1 billion,
from 2005 to 2010. Prior to this he
worked for Tibbett & Britten Group
Plc, the £1.5 billion third party
logistics group, from 1999 to

2005, joining the board in a senior
commercial role before leading
the transformation of the group

as Chief Executive from 2001 to
2004 prior toits sale to Exel Plc.
Mike served as a non-executive
director of Enodis Plc from 2004

to0 2008. Heis currently a
non-executive director of Tullis
Russell Group Ltd and Chairman of
Jas.Bowman & Sons Limited. Mike is
amember of the Audit, Remuneration
and Nominations Committees.

Bob McLellan
Non-executive Director

Bob McLellan joined the Board

on 5 March 2013. Bob was Chief
Executive of DS Smith Packaging
UK until 2011, latterly as Deputy
CEO Packaging (UK and Continental
Europe). He has spent many years
working in the packaging sectorand
holds leading roles in both the UK
and Continental Europeanindustry
employer associations. He is
currently Chairman of the Logson
Group and a non-executive director
of Swanline Print Limited. Bob chairs
the Remuneration Committee and
is also amember of the Nominations
and Audit Committees.
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James Baird
Non-executive Director

James joined the Board on 8 January
2018. James previously led the
Scotland and Northern Ireland
business of Deloitte, the global
accountancy firm, before becoming
Managing Partner of its Audit &
Risk Advisory division and Chief
Operating Officer, both in
Switzerland. An experienced auditor
and advisor who has worked with
companies in the UK and Europe
across arange of industries, he
previously worked for PwC and
Rutherford Manson Dowds. James
is currently an Honorary Professor
at Glasgow University's Adam Smith
Business School and a member of
the Strategy and Research Advisory
Committee of the Institute of
Chartered Accountants of Scotland.

dff

Derek Quirk
Company Secretary

Derek Quirk joined Macfarlane Group in
December 2015 as Director of Group Risk.
He was appointed Company Secretary
on 1 March 2016 and is a member of the
Group's Executive Committee. He provides
legal supportand leads the Group's Internal
Audit function. Prior to his currentrole,
Derek was with BBA Aviation PLC for seven
years, serving as Head of Group Internal
Audit and latterly as Financial Controller
for one of the company’s divisions. He is
amember of The Institute of Chartered
Accountants of Scotland.
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No.SC 004221
Registered in Scotland

Company Secretary
Derek L.H. Quirk
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21 Newton Place
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Fax:0141 333 1988

Principal bankers
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110 St. Vincent Street
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CMS Cameron McKenna
Nabarro Olswang LLP
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Edinburgh EH1 2EG
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Independent auditor
KPMG LLP

319 St. Vincent Street
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Equiniti
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Report of the Directors

The Directors present their annual
report and the audited financial
statements of the Group for the
year ended 31 December 2017.
Pages 2 to 41 inclusive comprise
the Directors’ report, which in
turnincludes the Strategic
Report on pages 2 to 23.

Corporate governance

The information that fulfils the
requirement of the Corporate
Governance Statement can be found
inthe Corporate Governance Section
onpages 34 to 41 (andisincorporated
into this report by reference) with the
exception of the information referred
tointhe Financial Conduct Authority
Disclosure and Transparency

Rules 7.2.6, which is located

within this report.

Report on greenhouse

gas emissions

Details of the Group's emissions
are contained within the Corporate
Responsibility Report.

Cautionary statement

The Chairman's Statement on pages
2 and 3 and the Strategic Report on
pages 4 to 23 have been prepared
to provide additional information to
members of the Company to assess
the Group's strategy and the potential
for the strategy to succeed. It should
not be relied on by any other party
or for any other purpose.

This report and the financial
statements contain certain
forward-looking statements relating
to operations, performance and
financial status. By their nature, such
statementsinvolve risk and uncertainty
because they relate to events and
depend upon circumstances that
will occurinthe future. There are a
number of factors, including both
economic and business risk factors
that could cause actual results or
developments to differ materially from
those expressed or implied by these
forward-looking statements. These
statements are made by the Directors
in good faith based on the information
available to them up to the time of
their approval of this report.

Results and dividends

The Group's profit before tax from
continuing activities was £9,261,000
(2016: £7,811,000). This resulted in

a profit for the year of £7,424,000
(2016: £6,050,000).

The Directors declared an interim
dividend of 0.60p per share, which
was paid on 12 October 2017 (2016:
0.55p per share). The proposed final
dividend of 1.50p per share (2016:
1.40p per share) is subject to approval
by shareholders at the Annual
General Meeting (AGM') in May 2018
and has not been included as a liability
inthese financial statements.

Shareholder information
Capital structure

The Group funds its operations
from a number of sources of cash,
namely operating cash flow, bank
borrowings, finance lease borrowings
and shareholders’ equity, comprising
share capital, reserves and retained
earnings. The Group's objective is
to achieve a capital structure that
results in an appropriate cost of
capital whilst providing flexibility
inimmediate and medium-term
funding so as to accommodate any
material investment requirements.

The Company has one class of
ordinary share, which carries no right
to fixedincome. Each share carries the
right to one vote at general meetings
ofthe Company. There are no specific
restrictions on the size of a holding
nor on the transfer of shares, which
are both governed by the Articles of
Association and prevailing legislation.
The Directors are not aware of any
agreements between holders of the
Company's shares that may result

in restrictions on the transfer of
securities or on voting rights.

No person has any special rights
of control over the Company's
share capital and allissued shares
are fully paid.

Details of the issued share capital
are shownin note 18. The Company
issued 21,212,121 ordinary shares
during 2017.

The Company's banking facilities
may, at the discretion of the lender,
be repayable on a change of control.

The Company is governed by

its Articles of Association, the

UK Corporate Governance Code
and the Companies Act 2006

with regard to the appointment
andreplacement of Directors. The
Articles may be amended by special
resolution of the shareholders. The
powers of the Directors are detailed
in the Corporate Governance report
onpages 34 to 41.

The Directors will propose an
ordinary resolution at the 2018
AGM seeking authority to allot
shares inthe Company under
section 551 of the Companies
Act 2006 up to an aggregate
nominalamount of £13,128,968.

Atlastyear's AGMon 9 May 2017,
the Directors were given authority
to allot further ordinary shares,
disapplying any pre-emption rights,
beyond those committed to the
share option schemes or long term
incentive plans up to an aggregate
nominal value of £3,408,387. That
authority expires at the conclusion
of the forthcoming AGM. A special
resolution will again be put to
shareholders to renew for a further
year the authority over the existing
unissued and uncommitted ordinary
share capital of £3,938,690,
representing 10% of the current
share capital.

No authority will be sought at the
2018 AGM to enable the Company
to purchase its own shares.

Employee share schemes

Details of the option awards under
the Macfarlane Group PLC Long
TermIncentive Plan are set outin the
Report on Directors' Remuneration
on page 30. The remaining option
awards outstanding under the
Company's Long Term Incentive
Plan at 31 December 2017 are
setoutinnote 24 and lapse

on 22 February 2018.
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Substantial holdings

Number of

shares held Percentage
Funds managed or advised by Rights & Issues Investment Trust plc 17,250,000 10.95%
Funds managed or advised by Miton Group PLC 15,477,511 9.82%
Funds managed by Canaccord Genuity Group Inc. 15,280,983 9.70%
Funds managed or advised by Otus Capital Management 9,171,289 5.82%
Almadon Limited 9,090,909 5.77%

The Remuneration Committee
supervises the grant of share
incentives and specifies the
performance conditions at the time
of the grant of the share incentive,
having regard to the objectives of the
Company and to market practice
at the relevant time. Further detall
is givenin the Report on Directors'’
Remuneration on pages 28 to 33.

Substantial holdings of

shares in the Company

The Company has received
notification prior to 22 February
2018 in accordance with Chapter 5
of the Disclosure and Transparency
Rules of the voting rights as a
shareholder of the Company

in the table set out above.

Directors

The names of the Directors in office
at 31 December 2017, who served
throughout the year together with
short biographical details, are set
outon pages 24 and 25. The Board
considersits three Non-executive
Directors to be independent.

Stuart Paterson was appointed
Chairman of the Company on 29
September 2017. Stuart succeeded
Graeme Bissett as Chairman and
Graeme stepped down from the
Board on 29 September 2017.

Stuart Paterson retires by rotation
atthe AGMin May 2018 and offers
himself for re-election. He has a
letter of appointment with the
Company dated 29 September 2017
with a notice period of six months.

James Baird was appointed as a
Non-executive Director of the
Company on 8 January 2018 and will
retire and offer himself for election
as a Director at the AGMin 2018.

No Director, either during or at

the end of the financial year, had
aninterestin any contractrelating to
the business of the Company or any
of its subsidiaries. The statement of
Directors’interests in the ordinary
share capital of Macfarlane Group
PLCis contained in the Reporton
Directors' Remuneration on page 30.

There are no agreements between
the Company andits Directors

or employees that provide for
compensation for loss of office or
employment that occurs because
of a change of control.

Directors’ and officers’
liability insurance

The Company has maintained
Directors'and officers' liability
insurance cover throughout

the financial year. The Company
has made qualifying third party
indemnity provisions for the benefit
of Directors which remainin force.

Political contributions
Itis the Group's policy not to make
donations for political purposes.

Special business

A special resolution will be put to
shareholders to renew for a further
year the authority in relation to the
disapplication of pre-emptionrights
over the existing unissued and
uncommitted ordinary share capital.
This authority is limited to a maximum
nominal amount of £3,938,690.

Disclosure of information

to auditor

The Directors who held office at the
date of approval of this Directors'
report confirm that, so far as they
are each aware, thereis norelevant
audit information of which the
Company's auditor is unaware; and
each Director has taken all the steps
that they ought to have takenas a
Director to make themselves aware
of any relevant audit information
and to establish that the Company's
auditoris aware of that information.
This confirmation is given and
should be interpreted in accordance
with the provisions of Section 418
of the Companies Act 2006.

Independent auditor

A resolution to re-appoint of KPMG
LLP as the Company's auditor will
be proposed at the AGMin 2018.

Company information

The Company is registeredin
Scotland (SC 004221) and its
registered officeis at 21 Newton
Place, Glasgow, G3 7PY.

Approval

The Strategic Report on pages 2
to 23 and the Directors' Report on
pages 26 to 41 were both approved
by the Board on 22 February 2018.

Derek L.H. Quirk
Company Secretary

22 February 2018
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Remuneration Committee Chairman’s summary statement

This Remuneration Report has
been drawn up under the provisions
of the Enterprise and Regulatory
Reform Act 2016. In addition to
this statement the reportincludes
two further sections detailing the
Annual Report on Remuneration
on pages 29 to 31 and key excerpts
from Remuneration Policy, which
was approved at the 2016 AGM,
onpages 32 and 33.

The Macfarlane Group PLC Long
Term Incentive Plan was also
approved at the 2016 AGM following
an appropriate consultation process.
Details are set outin the annual report
onremuneration on page 31.

The Company has a Remuneration
Committee constitutedin
accordance with the UK Corporate
Governance Code. The Committee
comprises three independent
Non-executive Directors plus the
Company Chairman, Stuart Paterson.
The Committee determines the
remuneration for the Executive
Directors and also oversees the
remuneration of the Chief
Executive's direct reports.

The key components of executive

remuneration are:

« Basic salary and benefits —
theincrease applied for 2018
is 2.0%, consistent with all
eligible employees.

« Annual Bonus —thereisa
maximum payment of 50%
of salary with 40% of salary
based on Profit before tax ('PBT')
performance and 10% of salary
based on personal objectives.
Bonuses for 2017 of £81,000
and £43,000, were awarded to
Peter Atkinson and John Love
respectively. The basis for this
is detailed in the Remuneration
report on page 29. These bonuses
are paid in cash, following Board
approval of the 2017 Annual
Report and Accounts. Our policy
allows for a bonus of up to 100%
of salary, although the maximum
for 2018 will remain at 50%.

+ Pension —the Chief Executive
receives a cash paymentin lieu
of pension contribution and the
Finance Director is a member of
the legacy defined benefit pension
scheme for which pensionable
salary was frozenin 2010.

« Longtermincentives —thereis a
Performance Share Plan available
which permits grants of shares up
to 100% of salary with a three year
performance period using EPS, TSR
and sales performance conditions.
On 8 May 2015, Peter Atkinson and
John Love were granted option
awards over 775,254 and 360,026
ordinary shares respectively under
the Macfarlane Group PLC Long
Term Incentive Plan. These awards
lapsed on 22 February 2018.

Total Directors' remuneration
is £909,000in 2017 compared
t0 £910,000in 2016.

The Group has made substantial
progressin 2017 with profit before
taxincreasing by 19% and the share
price increasing by 27% to 77.75p
at 31 December 2017.

The Remuneration Committee
recommends this report and I hope
that you will feel able to support the
resolution to approve the Report on
Directors' Remuneration which willbe
proposed for approval at the Annual
General Meeting on 15 May 2018.

Bob McLellan
Chairman of the Remuneration Committee

22 February 2018
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Annual report on remuneration

Single total figure of remuneration for each Director
The details set out on pages 29 and 30 of this report, up to and including the Statement of Directors' shareholdings
and share interests, have been audited by KPMG LLP.

Salary Taxable Pension

and fees benefits* Bonus costs Total
2017 £000 £000 £000 £000 £000
Chairman
S.R. Paterson (Chairman from 29 September 2017) 41 - - - 41
G. Bissett (Chairman until 29 September 2017) 49 - - - 49
Executive Directors
P.D. Atkinson 341 16 81 76 514
J.Love 169 7 43 20 239
Non-executive Directors
M. Arrowsmith 33 - - - 33
R.McLellan 33 - - - 33
Total 666 23 124 96 909

Salary Taxable Pension

and fees benefits* Bonus costs Total
2016 £000 £000 £000 £000 £000
Chairman
G. Bissett 64 - - - 64
Executive Directors
P.D. Atkinson 334 16 92 74 516
J.Love 166 6 42 20 234
Non-executive Directors
M. Arrowsmith 32 - - - 32
S.R. Paterson 32 - - - 32
R. McLellan 32 - - - 32
Total 660 22 134 94 910

* Taxable benefits relate to the provision of a Company car or equivalent allowance and provision of private medical insurance.

Annual bonus for the year ended 31 December 2017

The annual bonus is based on performance against financial targets and personal objectives as set out in the policy
report. The minimum financial target for 2017 was PBT of £9.0 million, which was achieved and so a total bonus

of £95,000 was awarded for this component. The Remuneration Committee also assessed performance against
personal objectives and awarded bonuses of 5% and 7% of salary, equating to £17,000 and £12,000 to Peter
Atkinson and John Love respectively. These bonuses are paid in cash following Board approval of the Group
Accounts each year.

Directors’ pension entitlements

Peter Atkinson receives a cash allowance which, including the related employer's national insurance contributions,
equates to 25% of basic salary. John Love is a member of Macfarlane Group PLC Pension & Life Assurance Scheme
(1974) and his accrued pension at 31 December 2017 was £43,200 (2016: £41,000). The associated transfer value
was £864,000 (2016: £826,000) calculated using HMRC guidelines. The scheme's normal retirement date is 65 with
no automatic entitlement to early retirement.

Payments to past Directors
There were no payments made to former Directors in the year or payments made for loss of office.
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Remuneration report (continued)

Scheme interest awards in 2017
On 8 May 2015, Peter Atkinson and John Love were granted option awards over 775,254 and 360,026 ordinary
shares under the Macfarlane Group PLC Long Term Incentive Plan. These awards lapsed on 22 February 2018.

Statement of Directors’ shareholdings and share interests

2017 2017 2016 2016

Beneficial Option Beneficial Option

S.R. Paterson 120,000 - 120,000 —
P.D. Atkinson 854,172 775,254 854,172 775,254
J.Love 800,000 360,026 800,000 360,026
M. Arrowsmith 100,000 - 100,000 -
R. McLellan 102,819 - 102,819 -

The remainder of the Annual report on remunerationis not subject to audit.

Performance graph and table

The following graph shows Macfarlane Group's performance, measured by Total Shareholder Return, compared
with the performance of the FTSE All-Share Index for Support Services, also measured by Total Shareholder
Return for the period since 1 January 2009. The Index for Support Services has been selected becauseitincludes
arange of companies, which the Remuneration Committee considers to be the best available comparison to the
Group for this purpose.
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remuneration elementaward vs. vesting against

£000 maximum opportunity maximum opportunity

2017 P.D. Atkinson 514 48% n/a
2016 P.D. Atkinson 516 55% n/a
2015 P.D. Atkinson 508 56% n/a
2014 P.D. Atkinson 586 46% n/a
2013 P.D. Atkinson 416 10% n/a
2012 P.D. Atkinson 462 45% n/a
2011 P.D. Atkinson 390 10% n/a
2010 P.D. Atkinson 411 10% n/a

2009 P.D. Atkinson 410 16% n/a
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Percentage change in remuneration of CEO and employees
The following table shows the percentage change in remuneration between 2017 and 2016 for the CEO
and for all employees in the Group.

Average for
all eligible
% changein CEO employees
Base salary 2% 2%
Benefits 0% 0%
Bonus (12%) (4%)
Relative importance of spend on pay
The difference in expenditure between 2016 and 2017 on remuneration for allemployees in comparison
to the distribution to shareholders by way of dividend is set out below:
2017 2016
£000 £000 % change
Totalemployee pay 25,064 24,299 +3%
Dividend 2,854 2,358 +21%

Statement of implementation of remuneration policy in the current financial year
The salaries of the Chief Executive and the Finance Director were increased by 2% with effect from 1 January
2018. The fees paid to the Chairman and Non-executive Directors also increased by 2% from 1 January 2018.

There are no changes proposed to the operation of benefits and pensions from the bases operated in 2017.

The Remuneration Committee operates a Performance Share Plan ('PSP') based on the following principles:
« Anormal maximum award of 100% of salary each year;

« Afixed 3 year performance period (with no re-setting); and

» Aperformance condition based on Earnings per share, Total Shareholder Return and sales levels.

No awards were made in 2017.

Details of the Remuneration Committee, advisers to the Committee and their fees
The Remuneration Committee currently comprises three independent Non-executive Directors and the Company
Chairman. Details of the Directors who were members of the Committee during the year are disclosed on page 24.

The Remuneration Committee used the services of FIT Remuneration Consultants LLP to advise on certain
aspects of remuneration during 2017 and fees of £848 were charged for the year for Remuneration Committee
advice. The Directors consider FIT Remuneration Consultants LLP to be independent of the Group and objective
intheir advice.

Statement of voting at the Annual General Meeting
At the AGM held on 9 May 2017, the Directors' Remuneration Report received the following votes from shareholders.

Total number
of votes % votescast

For 55,535,621 99.42%
Against 321,989 0.58%
Total votes cast (for or against) 55,857,610 100.00%
Votes withheld 21,972

Total 55,879,582
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Remuneration policy

The following pages summarise the main elements of the remuneration packages of Executive Directors from
the Company's Remuneration Policy. The full policy, which was approved at the 2016 AGM, is available under the
Corporate Governance section of the Company website (www.macfarlanegroup.com). The material on these
pages is not subject to the vote on the Directors' Remuneration Report being proposed at the 2018 AGM.

Base salary (fixed pay)

Link to strategy To pay a fair salary commensurate with the individual's role, responsibilities and experience
and having regard to market rates for similar roles in comparable companies.

Operation The Remuneration Committee reviews basic salaries annually with changes effective
from 1 January. This review takes into account practices elsewhere in the Group.

Opportunity There is no prescribed maximum salary or maximum rate of increase. The Committee will
take into consideration the general increase for the broader employee population but on
occasion may need to recognise changes in responsibility, development in the role or
specific retention issues.

Benefits (fixed pay)

Link to strategy To provide cost effective benefits to aid recruitment and retention of senior executives
and to support the wellbeing of employees.

Operation Benefits comprise, car allowance or Company car, private medical insurance and permanent
healthinsurance.

Opportunity The benefits are not subject to a specific cap but represent a small element of total
remuneration. Costs to provide these benefits are closely monitored.

Pension (fixed pay)

Link to strategy To provide market competitive pension arrangements to aid recruitment and retention
of senior executives.

Operation The Group will pay a pension allowance or contribute to a pension scheme for all Executive
Directors. The Group's legacy defined benefit scheme has been closed to new members
and the pensionable salary frozenin 2010.

Opportunity Company contribution of up to 25% of base salary or equivalent cash allowance in lieu

(inclusive of employer's national insurance contribution).

Annual incentives (variable pay)

Link to strategy

Toincentivise performance over a 12 month period based on financial targets and individual
performance objectives agreed by the Remuneration Committee.

Operation

The bonus is paid in cash based on the audited financial results and the Remuneration
Committee's assessment of delivery against personal objectives. Any bonus award in
respect of periods from 2015 is subject to penalty and clawback provisions covering

material misstatement of Group results and is in force for 2 years following the award.

Opportunity

Maximum bonus potential capped at 100% of base salary but remains at 50% for 2018.

Performance measure

The performance measures applied may be financial or non-financial and corporate, divisional
or individual and in such proportions as the Committee considers appropriate. The annual
bonus plan remains a discretionary arrangement and the Committee retains a standard
power to apply its judgement to adjust the outcome of the annual bonus plan for any
performance measure (from zero to any cap) should it consider that to be appropriate.
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Long term incentive (variable pay)

Link to strategy

Toincentivise delivery of strategic targets and sustained performance over the long-term.

Operation

Each year conditional awards over shares may be granted which can be earned subject to
the delivery of performance goals. The Committee may set such performance conditions
on PSP awards as it considers appropriate (whether financial or non-financial and whether
corporate, divisional or individual). Performance conditions are for a fixed three-year period
and there is no re-setting.

Executive Directors are expected to build up a prescribed level of shareholding equivalent
to 100% of base salary. If the prescribed shareholding has not been reached, Executive
Directors will be expected to retain a proportion of the shares vesting under the Company's
PSP until the guideline is met.

Opportunity

Any award is capped at 100% of base salary in normal circumstances
(200% in exceptional circumstances).

Performance measure

Conditional awards will vest based on three-year performance against challenging
financial and other targets set and assessed by the Committee in its discretion.
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Corporate governance

The Company is committed to the
principles of corporate governance
contained in the UK Corporate
Governance Code issued in April
2016 (‘the Code’) by the Financial
Reporting Council (‘FRC’). The
Company’s compliance is set out
in the narrative statement on
pages 34 to 41 and for Directors’
remuneration in the Report on
Directors’ Remuneration on
pages 28 to 33.

Stuart R Paterson
Chairman

Compliance

The Company did not fully comply
with all Code provisions during
2017. Following the appointment

of Stuart Paterson as Chairman

on 29 September 2017, a process
was undertaken to recruit a new
Non-executive Director. During this
process from 29 September 2017 to
8 January 2018 the Audit Committee
continued to be chaired by Stuart
Paterson, the new Company
Chairman. As aresult, the Company
did not comply with provision C.3.1
which states that the Company
Chairman may be a member of,
but not chair, the Audit Committee.
The appointment of James Baird
on 8 January 2018 brought the
Company into compliance with
C.3.1 as he wasimmediately
appointed as the Chairman of the
Audit Committee given his recent
and relevant financial experience.

The Company's auditor, KPMG LLP,
is required to review whether the
above statement (in addition to its
wider remit under the Listing Rules)
reflects the Company's compliance
with the provisions of the 2016 UK
Corporate Governance Code
specified forits review by the
Listing Rules and to reportifit

does not reflect such compliance.

The Board

The Board comprises the Chairman,
three independent Non-executive
Directors and two Executive
Directors. The names of the
Directors, together with their
biographical details, illustrating their
range of experience, are set out on
pages 24 and 25. Details of Executive
Directors' service contracts are
givenin the Remuneration policy
statement on the Company's
website www.macfarlanegroup.com
and both service contracts have
notice periods of one year.

The current Board structureisin
compliance with the Code, requiring
companies outside the FTSE 350
to have at least two independent
Non-executive Directors. The
Directors believe that the Board

has an appropriate independent
Non-executive Director
complement with recent and
relevant experience, which brings
strong, independent judgement
to the Board's deliberations.

Non-executive Directors contribute
towards and challenge Group
strategy as well as scrutinising
performance in meeting agreed
objectives and monitoring

the reporting of performance.
They satisfy themselves as to the
integrity of the financial information
and that the financial controls and
systems of risk management are
robust and defensible.

Non-executive Directors are given
access to independent professional
advice at the Group's expense,
subject to certain limits and
procedures, whenitis deemed
necessary in order for themto carry
out their responsibilities. No such
advice was sought during the year.

The Company has maintained
Directors' and officers'liability
insurance cover throughout the
financial year. The Company made
qualifying third party indemnity
provisions for the benefit of
Directorsin 2009, and these
remained in force throughout
2017 and to the time of this report.

The Board confirms that it has
considered and authorised any
conflicts or potential conflicts of
interestin accordance with the
Group's existing procedures.

The Chairman's other commitments
are included in his biography on
page 24. The Board s satisfied

that these do notinterfere with the
performance of his Group duties,
which is based on a commitment

of approximately 45 days per annum.

The Board considers its
Non-executive Directors, Mike
Arrowsmith, and Bob McLellan
to beindependent bothin
c