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STRATEGY AND MANAGEMENT SYSTEM

STRATEGY AND OBJECTIVES

Our industry is characterized by constant change: The digital devel-
opment and the growing significance of the internet have changed
consumer behavior. Business models are being tested and new oppor-
tunities for addressing target groups are always emerging. This is also
true with regard to media usage. We updated our Group strategy in
2018 and are implementing it in 2019 in order to benefit from these
opportunities and promote digital transformation. Therefore we focus
on clear priorities in each segment:

We are particularly improving our offering of local programming,
building on our digital reach and our digital and smart advertising
business, and further diversifying our business via NuCom Group's
growth. At the same time, the Group is making greater use of syner-
gies within the Group and is therefore connecting its business areas
with one another. By investing in the Company's future, the aim is
to further improve competitiveness and to accelerate revenues and
earnings growth in the mid-term. = Company Outlook

In order to make our organization even more agile, the Group is estab-
lishing a new and more independent Entertainment organization in
which the content areas, the digital platform businesses and their
monetization are more closely integrated. By bundling our market
expertise, we can offer our viewers or users entertaining and rele-
vant content that they can consume on their choice of platform. The
same goes for advertising clients, who benefit from our marketing
innovations across all channels and from better addressed advertis-
ing thanks to databased offerings. = Opportunity Report

PLANNING AND MANAGEMENT

ProSiebenSat.1 Group’s management system based on key figures
forms the basis for all of the Company’s economic and strategic deci-
sions. Company-specific performance indicators are derived from the
Group's strategy and cover both financial and non-financial aspects.
They are planned and managed centrally by the Executive Committee
of ProSiebenSat.1 Media SE. The planning and management process
is complemented by the monitoring of key figures on the basis of reg-
ularly updated data. This also includes the assessment of develop-
ments as part of opportunity and risk management. = Risk and Oppor-
tunity Report

Intragroup Management System

The performance indicators specific to ProSiebenSat.1 Group are
aligned to the interests of the capital providers and cover financial
planning as well as aspects of comprehensive revenue and earnings
management.
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OVERVIEW OF MOST IMPORTANT PERFORMANCE
INDICATORS AS OF DECEMBER 31, 2019

MOST IMPORTANT NON-FINANCIAL PERFORMANCE
INDICATORS

Entertainment Segment

_ Audience shares

MOST IMPORTANT FINANCIAL PERFORMANCE INDICATORS
Group

_ Revenues

_ Adjusted EBITDA

_ Adjusted net income

_ Leverage ratio

_ Free cash flow before M&A

Segments
_ External revenues
_ Adjusted EBITDA

_ Most important non-financial performance indicators: The devel-

opment of audience shares is a key criterion in programming and
media planning in the advertising-financed TV business. In addition,
this data is used as a benchmark for the calculation of advertising
time prices since this indicates the number of potential custom-
ers a broadcast is able to reach. In Germany, TV usage data is col-
lected by GfK Fernsehforschung on behalf of Arbeitsgemeinschaft
Fernsehforschung (*AGF"). ProSiebenSat.1 Group analyses viewer
ratings that have been empirically collected by the institutions on
a daily basis. In addition to this data on linear TV consumption, we

also analyze digital reach figures and KPIs relating to our data-
based business models. = Development of ProSiebenSat.1 Group's Rele-

vant Business and Market Environments

_ Most important financial performance indicators: Revenues,
adjusted EBITDA and adjusted net income are the central key fig-
ures used to manage profitability. The earnings figure adjusted
EBITDA stands for adjusted earnings before interest, taxes, depre-
ciation and amortization. Reconciling items, such as M&A-related
expenses, reorganizations and legal claims, are not taken into
account so that this figure provides the Executive Committee as
the chief operating decision maker with the appropriate perfor-
mance measure to assess the operating profitability of the Group
and the segments respectively. Adjusted net income is the adjusted
net income attributable to shareholders of ProSiebenSat.1 Media SE
and provides a suitable indicator for calculating the dividend. In
addition to the adjustments from adjusted EBITDA, effects of pur-
chase price allocations and other reconciling items in particular
are adjusted in the calculation.

Reconciling items can influence or even overshadow operating per-
formance and can make a multi-year comparison difficult. There-
fore, adjusted earnings figures constitute suitable measures of
performance with regard to sustainable profitability. However,
the analysis of unadjusted key earnings' figures provides a holis-
tic view of the expense and income structure. For this reason,
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ProSiebenSat.1 Group also uses in addition to the above-mentioned
most important financial performance indicators EBITDA as a less
significant financial performance indicator. Also, EBITDA facili-
tates international comparison, as it does not take into account the
effects of taxes and depreciation and amortization or the financ-
ing structure.

ProSiebenSat.1 Group is investing in markets with long-term growth
opportunities and examining options to expand its portfolio. Part of
the investment strateqy is the acquisition of companies that comple-
ment our value chain synergistically. A capital-efficient leverage ratio
is a most important financial performance indicator for the Group's
financial planning. The leverage ratio indicates the level of net finan-
cial debtinrelation to LTM adjusted EBITDA - i.e. the adjusted EBITDA
that ProSiebenSat.1 Group has generated in the last twelve months
(LTM = last twelve months). The target is a ratio of between 1.5 and
2.5 at the end of the relevant year; the target range may be exceeded
for a short period of time as a result of fluctuations during the year
if, for example, important strategic investments are required. Free
cash flow before M&A is also one of the most important financial
performance indicators. This key figure is defined as free cash flow
adjusted for cash used and generated by M&A transactions (excl.
transaction costs) related to majority acquisitions that are carried
out and planned, the purchase and sale of investments accounted for
using the equity method and other investments with the exception
of media-for-equity investments. = Compensation Report = Analysis of
Liquidity and Capital Expenditure

A primary objective is to increase the above earnings figures through
continuous revenue growth in all segments. The business units operate
mainly as profit centers, which means that they act with full respon-
sibility for revenues and earnings. At the same time, this results in
flexibility, which is an important element for ProSiebenSat.1 Group's
success, as the Group operates in a dynamic industry environment.
The organizational entities reach operating decisions independently
within a centrally adopted framework based on the competitive envi-
ronment. This performance-based approach supports entrepreneur-
ial activities among our employees on all levels. The new strategic
holding company is further increasing this focus and concentrating on
strategic management and alignment, management of strategic core

projects and measures, governance and capital allocation. = Organi-
zation and Group Structure

Adjusted EBITDA is the key indicator for the Group and its segments. In
addition to adjusted EBITDA, also in financial year 2019 EBITDA served
as alessimportant performance indicator and as a basis for measur-
ing performance-based employee compensation thanks to the holistic
view of the Company's expense and income structure. From financial
year 2020, individual employee targets and financial bonuses will no
longer be linked. Starting in financial year 2020, employees at senior
management levels as well as selected sales functions will receive
a performance bonus based on the company’s success and on the
most important financial performance indicators revenues, adjusted
EBITDA, free cash flow before M&A (holding company) and operating
free cash flow (segments)." Adjusted net income, EBITDA (where nec-
essary, adjusted for effects arising from significant changes in IFRS
accounting standards, from unplanned effects from M&A transactions
conducted within the reporting period, and from measurements of
Group-wide, multi-year variable compensation plans), free cash flow
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before M&A and for the first time relative total shareholder return
served as a variable basis for determining the Executive Committee's
compensation in financial year 2019. = Compensation Report

i ProSiebensat.1 Group concentrates on continually increasing value,
which in the mid-term should be reflected in an improved P7S1 ROCE
(return on capital employed). From 2020, the Group is therefore man-
aging investments even more consistently and evaluating each project
in the various segments according to the same target parameters. Cal-
culation according to the internal rate of return of each project and the
payback period play a key role here. Accordingly, investments in trans-
formation and growth projects should generate a minimum return after
taxes of 18% and a payback period of three years. In the case of strate-
gic projects, the payback period should not exceed five years. The P7S1
ROCE is calculated as follows:

|

P7S1 ROCE

P/L

Adj. EBIT?
./. Pension expenses
+ Result from at equity investments

Return (ROCE)
LTM!

Balance sheet

Intangible assets (incl. Goodwill & PPA)
Property, plant & equipment
Investments accounting for using the equity
method
Media-for-equity investments
Program assets

Sl ey Accounts receive!gr:snéogitiser current assets
average?
/.

Other provisions
Accounts receivables
Liabilities to at equity investments
Other liabilities

1 LTM = Last twelve months

2 Average of the closing capital of the last five quarters

3 Adjusted EBIT: Stands for adjusted earnings before interest and taxes. It
describes the operating result (earnings before interest and taxes) adjusted for
certain influencing factors (reconciling items). These factors include the
reconciling items that flow into adjusted EBITDA as well as depreciation,
amortization and impairments from purchase price allocations.

In the financial year 2019, the P7S1 ROCE was 16% after 22% in finan-
cial year 2018.

1 Operating free cash flow is the cash flow measure used for performance management at segment level and is defined as operating free cash flow before interest and taxes. It is
calculated as EBITDA less capital expenditure (programming and other investments) and changes in net working capital.
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DEFINITION OF SELECTED NON-IFRS FIGURES

ADJUSTED EBITDA

Adjusted EBITDA stands for adjusted earnings before interest, taxes,

depreciation and amortization. It describes earnings before interest,

taxes, depreciation and amortization, adjusted for certain influencing
factors (reconciling items). These reconciling items include:

_ M&A-related expenses include consulting expenses and other
expenses for ongoing, closed or canceled M&A transactions.

_ Reorganization expenses include functional and personnel
expenses for reorganizations and restructurings. They comprise
expenses such as severance payments, leave compensation, con-
sulting costs, legal consultancy fees and impairments on non-cur-
rent assets.

_ Expenses for legal claims include fines, penalties and consulting
costs in connection with significant ongoing or expected legal
claims.

__ Fair value adjustments of share based payments include the por-
tion of the changes in the fair value of cash-settled share-based
payment plans that affects profit or loss, which results from the
difference between the share price on the issue date and the cur-
rent price on the closing date.

_ Results from changes in scope of consolidation include income
and expenses in the context of mergers, demergers, acquisitions
or disposals of Group entities.

_ Results from other material one-time items include transactions
approved by the Group Chief Financial Officer but not connected
to current operating performance. In this context, ProSiebenSat.1
Group considers transactions of at least EUR 0.5 million to be sig-
nificant.

_ Valuation effects relating to strategic realignments of business
units primarily comprise largely expenses incurred in the context
of changes in the underlying business objective or strategy of the
unit in question.

ADJUSTED NET INCOME

Adjusted net income is the net income attributable to shareholders
of ProSiebenSat.1 Media SE, adjusted for reconciling items shown
under adjusted EBITDA, as outlined above, and adjusted for addi-
tional reconciling items. These additional reconciling items include:

_Depreciation, amortization and impairments from purchase price
allocations.

_Valuation effects included in other financial result, impairments and
valuation effects of investments, entities accounted for using the
equity method and other financial assets recognized in other financial
result. The Group can also acquire control over investees previously
accounted for using the equity method through multi-stage com-
pany acquisitions. Effects from the valuation of such original shares
at fair value upon initial consolidation also fall under this category.
_Valuation effects of put-options and earn-out liabilities include val-
uation, currency and interest effects of put-options and earn-out
liabilities.

_Valuation effects from interest rate hedging transactions include
ineffectiveness and de-designation effects of cash flow hedges
recognized in other comprehensive income and effects from inter-
est rate hedging transactions for which there is no hedge account-
ing as defined by IAS 39.

Moreover, the tax effects resulting from such adjustments are also
adjusted.

Group Management Report
Our Group: Basic Principles

- Content - To Our Shareholders - Group Management Report - Consolidated Financial Statements - Information

REPORTING AND USE OF NON-IFRS FIGURES

In addition to the financial information determined in accordance with
IFRS, this Annual Report also includes non-IFRS figures. The recon-
ciliation of these non-IFRS figures with the corresponding IFRS fig-
ures is shown in the = Group earnings,

For its financial, strategic and operating decisions, ProSiebenSat.1

Media SE uses primarily non-IFRS figures as the basis of making

decisions. These also provide investors with additional information

which also allow a multi-year performance comparison, as they are
adjusted for specific factors. These figures are not determined on
the basis of IFRS and may therefore differ from other entities’ non-

IFRS figures. Therefore, they do not replace the IFRS figures and are

not more important than the IFRS figures, but they do provide sup-

plementary information. We are convinced that the non-IFRS figures
are of particular interest to our investors for the following reasons:

_ Reconciling items can influence or even overshadow operating per-
formance; figures adjusted for such items therefore offer supple-
mentary information for the assessment of the Company's oper-
ating performance. Adjusted figures thus are more relevant for
managing the Company.

_ Moreover, adjusted net income is an important factor at
ProSiebenSat.1 Media SE for the calculation of the dividend pay-
ment, as we want to give the shareholders a share in the Compa-
ny's operating profitability.

_ The Group has implemented a holistic management system. Non-
IFRS figures are calculated consistently for the past and the future;
they form an important foundation for internal controlling and the
management's decision-making processes.

Operational and Strategic Planning

Management and planning are closely intertwined at ProSiebenSat.1
Group. Target figures are defined and determined for various peri-
ods within the context of planning, with a focus on the performance
indicators outlined above. The different levels in the planning pro-
cess build on each other and are closely linked to our risk manage-
ment. The Supervisory Board is also regularly informed by the Exec-
utive Committee about all issues relevant to the Company's strategy,
planning, business performance, risk situation, risk management,
and compliance, both at the Supervisory Board meetings and out-
side of meetings.

_ Corporate planning: Corporate planning comprises operating plan-
ning (budget) and long-term corporate planning (multi-year plan-
ning) and constitutes a detailed quantitative depiction of strategic
planning. It is on a monthly basis for the first year and an annual
basis for a further four years. The strategically derived targets for
the first planning year are specified for the most important finan-
cial and non-financial performance indicators in a top-down/bot-
tom-up process and carried forward to the multi-year planning.
The financial figures from the income statement, statement of
financial position and cash flow statement of individual subsid-
iaries are analyzed and aggregated at segment and Group level.

_ Monthly reporting and trend projections: Trend projections are

animportant toolin planning during the year. They allow the Com-
pany's expected performance for the year to be calculated on the
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BUDGET PLANNING AND RISK MANAGEMENT AT PROSIEBENSAT.1 GROUP

Supervisory Board and Executive Committee

! ¢

Budget planning Risk management

...... S
Monitoring Planning 1. Identification 2. Assessment

stra'teqy Internal Audit

monitors
Targets
v ; d processes and
KPI K checks efficiency

Management 3. Management

Business Development

basis of the targets achieved to date and to be compared with the
target figures that were originally budgeted. The aim is to iden-
tify potential discrepancies between the target and actual figures
immediately and to implement the necessary countermeasures
promptly.

In 2019, the Executive Committee and the Supervisory Board also
discussed short-term and long-term targets. In addition to monthly
reporting, potential risks are reported to the Group Risk Officer on
a quarterly basis. In particular, any changes to the early warning
risk indicators during the year and over time are analyzed here. For
example, the development of audience shares is an important early
warning indicator. Additional opportunities and therefore potential
positive deviations from projected targets are analyzed in parallel
with risk management; they are taken into account in budget plan-
ning, if their probability of occurrence is more than 50 percent.
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