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A M Howarth

Non-Executive Chairman

Alan, aged 59, was appointed to the board in August 2003 and was appointed Chairman in May 2004,
foilowing the Annuazl General Meeting. He has spent cver 20 years as a management consultant
advising major private and pubfic crganisations on strategic and aperational improvement. Alan was
formerly Managing Director of Compass Managemant Consulting Limited and prior to that a partner
with Ernst & Young. Additional non-executive directorships include the MaclLellan Group ple and varicus
interests in public bodies and smaller private concerns.

J E Aves

Non-Executive Director and Chairman of Audit and Remuneration Committees

Ted, aged 69 was appointed to the board in June 2001 and is the group’s senior independent nan-
executive director. He also serves as chairman of the audit and remuneration committees. Ted has
extensive experience in advising organisations on corporate marketing and strategic direction. He was
previously Chairman of the consulting division of ECM and Vice-Chairman of Benton & Bowles.

A J 5 Waiton-Green

Chief Executive

Andrew, aged 41, joined the group as Chief Executive in Aprif 2000 and has played g key rofe in the
transformation of the group since that time. Pricr to jeining the group, Andrew spent 10 years in
consulting and senior management positions as a Chartered Accountant: first with Ernst & Young, then
with Deloitte & Touche.

S W Purchase

Commercial Director

Steve, aged 52, has been 2 mainstay of the group since he joined Gresham as 2 Programmer in 1973,
He became Commercial Director in 1982. Steve's considerable technical knowledge and pragmatic
approach continue to play a major role in the direction of Gresham's product and strategic
development.

D Osman

Operations Director

Dean, aged 42, joined Gresham in January 1998 as Finance Director and Company Secretary. He was
appointed Operations Director in April 2004 and works closely with operational management. Prior to
joining the group, Dean developed consicerable management, accounting and business experience
working for 15 years as a Chartered Accountant with Ernst & Young in the UK and United States.

C M Errington

Finance Director

Chris, aged 39, jolned Gresiam in February 2004 as Company Secretary. He was appointed Finance
Director in April 2004. Chris brings to the group considerable technical knowledge and management
experience. He has over 13 years of experience as a Chartered Accountant, rmost recently with 8DO
Stoy Hayward and before that with Ernst & Young, where his focus was with fast growth and listed
companies in the technology sector.

1 E Aves retires by rotation at the Annual General Meeting and, being eligible, offers himself for re-
election.




CHAIRMAN'S STATEMENT

1 am pleased to report:

. Turnover up by 21%, operating losses reduced by 35%
and retained loss after tax for the year reduced by
54%;

Significant progress with the Cable & Wireless Real
Time Nostro ("CWRTN") service; and

Solid progress in our Integration and Storage
businesses during the yearn

Financial performance for the year
ended 31 December 2004
Turnover for the year up by 21% to £12.4m {2003:
£10.2m);

Operating loss reduced by 35% to £1.4m (2003:
£2.2m loss);

= Loss before tax reduced by 39% to £1.2m for the year
(2003: £2.0m loss);

Retained ioss after tax reduced by 54% to £0.9m for
the year (2003; £1.9m loss); and

Net funds of £3.0m at 31 December 2004,

Banking

Progress with the Cable & Wireless Real Time Nostro
{(*CWRTN™) service during the year and in the first part of
2005 has been significant.

The CWRTN service went live and the first subscription
revenue from the service was earned in the year. This was
a major step forward since it demonstrated that the
technology works and that the service is of cemmerciai
value. Since then we have seen continued progress.

Citibank, Commonwealth Bank of Australia, Nationat
Australia Bank and Standard Bank of South Africa agreed
to become data providers, joining: ANZ, Barclays,
Bangkok Bank, JF Morgan Chase, Mizuho Corporate Bank
and RBC Financial Group.

More recently, in April 2005, Bank of America also signed
up as a data provider to the service, bringing the number
of “top 10" banks' that have agreed to provide data to the
service to 4 and the total number of data providers to 11.

8 of these 11 data providers, including 3 of the “top 10”
largest banks in the world?, are now live as providers to
the service. In addition, a number of other banks are
considering providing data to the service.

The ongoing addition of new data providers is important
as the board beiieves that the speed of roll out of CWRTN
to subscribers will be determined by the value users can
extract from the service. That value increases in line with
the nurmber of data providers that sign up to the service
since this broadens the currency coverage and value of
funds over which subscribers can obtain real-time
information.

As of today, 2 banks are subscribers to the browser
service. One further bank has agreed to be a subscriber to

the browser service and seversl other banks are currently
trialling the browser service. October 2004 saw the launch
of RTN direct at SIBOS, in Atlanta, with Barclays as the
first signed user The RTN direct service differs from the
browser service in that data can be streamed directly into
a bank’s systems from the RTN hub, with data delivered
as soon as the transaction information is available on the
service. This aliows the user bank’s IT systems to receive
a 'pushed’ information feed and immediately process the
transaction data in their back office systems. Barclays
went live as subscribers to the direct service in early 2005
and a number of other major banks are currently
evaluating the direct service.

Most recently, in fate April 2005, we were pleased to see
the announcement by TietoEnator, a leading global
provider of IT services and solutions for the finance
industry in Northern Europe, who agreed to support the
RTN direct service, enabling users of TietoEnator's new
Proliquidity Bank solution to calculate liquidity positions in
reai time utilising account data from CWRTN.

Cable & Wireless have advised the market that the
preferred method of data delivery to and from the CWRTN
hub is via the SWIFTNet IP infrastructure. SWIFT is the
industry-owned co-operative supplying secure,
standardised messaging services and interface software to
7,600 financial institutions in 200 countries, Co-operation
with SWIFT is key, enabling banks to maxirmise the vaiue
of their investment in the SWIFTNet IP infrastructure.

During the year, we were also pleased to see a significant
increase in the number of participants in the Real Time
Nostro User Group, chaired by Barclays Bank. This group
continues as a forum for sharing CWRTN service ideas and
experiences as well as key issues associated with cash
management. The forum reinforces Real Time Nostro as &
global industry initiative.

Notes
! Measured by Capital {Source: The Banker: "Top 1000
World Banks at 31 December 20037, July 2004).

Integration

We experienced solid revenue growth in our Integration
business during the year. The most significant single
contract was a bank to corporate contract with a major UK
bank. This contract, announced in April 2004, was to
license Casablanca, our flagship integration software, in
conjunction with a third party’s application software to
provide a working capital “straight through processing"
solution between the bank and its major corpecrate
customers. We have now successfully deployed and
delivered the software for the first project under this
contract, involving one of the bank’s larger customers and
anticipate building on this success in the near future.

The working capital area is becoming a significant focus
for us and we have continued to make good progress with
a number of potentialty significant opportunities for the
group in this area. We are currently developing a solution
in the bank to corparate market, which we initially intend

®
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to deliver in Asia alongside a local leading communications
group.

In addition, our Casablanca Java Integration Broker has
been chosen by HP to support their Real Time Financial
Services architecture and Single Customer View solution,
because of its ability to interoperate seamlessly with HP's
Nort Stop platform to create a new generation large
integration hub. While this particular relationship has yet
to produce first revenues, this new opportunity helps to
underline the increasing vatue we believe will be derived
fromn Casablanca.

Casablanca is an integral part of our offerings both in our
bank to bank and bank to corporate initiatives, giving our
clients and partners a significant advantage over maore
traditional integration products or approaches. Casablanca
is increasingly giving us access to significant cpportunities
in our chosen markets, typically alongside major partners,
from which we expect business to develep over time,

Storage

The upturn in market conditions for storage seen towards
the end of 2003 continued into 2004, with Storage
revenues up significantly in the year compared to 2003,
despite increasing market competition and a weak dollar,

We have also continued to invest in the development of
our storage products in order to expand their market
reach and are currently engaged in alpha testing an
entirely new product range designed to address the
growing market for secondary storage consolidation. The
new product complements our current EDT (Enterprise
Distributape) preduct and provides interoperability of all
back-up applications and associated library storage
devices as well as providing an excellent platform for
enabling storage <consolidation. The technology
underpinning this new product is patent pending, and is
being developed utilising our extensive knowledge of tape
resource management. It has received an early positive
reception within our chosen markets, On satisfactory
completion of testing, we anticipate taking this product to
market in the second half of 2005.

Future Qutlook
The business has made significant advances in the past year.

Our strategy continues to be to build on short and fong-
term oppertunities generated in our chosen rnarkets and
delivered by utilising our specialist industry knowledge,
know-how, technology and skills. In particular, our
strategy is to pursue our core business areas of banking,
integration and storage. We will continue to focus on these
areas and seek to divest our non-core activities at
appropriate times in order to maximise shareholder value,

Market acceptance for CWRTN continues to grow. During
2005, we expect to see growth in the number of data
providers and subscribers of both the browser and direct
service. While revenues are initially relatively small and,
as previously indicated, will take a number of years to
build to their full potential, we believe that CWRTN is our

S

rmost significant market opportunity and has the potential
to deliver the largest returns in the Group’s history.
Progress in 2004 has moved us considerably closer to
realising this potential and we expect to make further
advances in 2005.

In our Integration business, we also anticipate realising

some of the significant opportunities that we have”
developed, particularly from our working capital selutions,

integration capabilities and strengthened relationship with

HP. Many of these opportunities require significant

strategic definition and analysis, as well as involving a

fairly lengthy decision making process. Whilst progress

towards realising these opportunities has so far this year

been slower than we would have liked, we expect to grow

revenues in 2005.

Established relationships with world-class companies such
as StorageTek and IBM, together with the development of
axciting new technology, places our Storage divisicn in a
geod position to build on its 2004 performance,

Overzll, the Board believes that the business is now well
placed to capitaiise on the strength of these opportunities
in order to deliver continued growth in 2005 and beyend.

!/- --.__\\
4 y
AN )
Alan Howarth
Chairman
26 April 2005
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DIRECTORS' REPORT

The directors present their report and the group financial statements for the year ended 31 December 2004.

Results and dividends

The group loss for the year, after taxation, amounted to £893,000 (31 December 2003: loss £1,943,000). The directors
do not recommend a final ordinary dividend, which leaves a retained ioss of £833,000 to be transferred to reserves,

Principal activities
The group’s principal activities during the year were the provision of solutions, software products, consuitancy services
and specialist contract staff,

Review of the business and future developments

A review of the group’s business during the year and future developments is contained in the Chairman’s Statement on
pages 3 and 4.

Fixed assets
In the opinion of the directors, the market value of freehold premises is not significantly different from the book value.

Research and development

The group actively reviews technical development in its markets with a view to taking advantage of the zavailabie
opportunities to maintain and improve its competitive position. The group has centinued to invest in product researcn
and development during the year

Directors and their interests

The directors at 31 December 2004 and their interests in the ordinary share capital of the company (all beneficially held),
at dates shown, or date of appointment if later, other than with respect to options to acquire shares (which are disclosed in
the Directors’ Remuneration Report) were as follows:

31 1

December January

2004 2004

J E Aves 10,000 10,000
€ M Errington (appointed 19 April 2004) - -
A M Howarth (appoeinted 11 August 2003) - —
D Osman 56,342 5,942
S W Purchase 4,034,591 4,284,551
A ] S Walten-Green 493,147 462,920

S J Green was a director until his retirement on 28 May 2004.

On 8 February 2005, Alan Howarth & Associates Ltd, a company controlled by A M Howarth, purchased 3,200 ordinary
shares. There have been no further changes in the directors’ interasts shown above from 31 Decermber 2004 to 26 April
2005.

Mr 1 E Aves retires by rotation at the Annual General Meeting and, being eligible, offers himself for
re-alection.

Directors’ Professional Indemnity Insurance
During the vear, and up to the date of approval of the financial statements, the company had in place third party
indemnity provision for the benefit of all directors of the company.

Substantial shareholdings
As at 26 Aprit 2005 the company had been notified, in accordance with sections 198 to 208 of the Companies Act 1985,
of the following interests in the ordinary share capital of the company:

Number Percentage held
J P Morgan Fleming Asset Management (UK) Limited 5,908,844 11.9
The Valentina Discretionary Trust 4,655,491 9.4
M A Green 3,273,290 6.6
The Northwestern Mutual Life Insurance Company 1,999,680 4.0
Herald Investment Trust plc 1,875,000 3.8
Aberdeen Asset Managers Limited 1,629,358 3.3
Lega! & General Group Plc 1,533,290 3.1

No other persen, other than the directors, has reported a holding of 3% or more of the issued ordinary share capital.
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Supplier payment policy
The campany has due regard to the payment terms of its suppliers and, whilst not following 2 specific code, generally
settles all undisputed accounts at the due date for payment. At 31 December 2004 the group’s creditor days were 45.

Disabled employees

Applications for employment by disabled persons are always fully considered, bearing in mind the aptitudes of the
applicant concerned. In the event of members of staff becoming disabled it is the group’s policy that every effort is
made to ensure that their employment with the group continues and that appropriate training is arranged. It is the
group’s policy that the training, career development and promotion of disabled persons should as far as possible be
identical with that of other employees.

Environmental considerations

The directors consider that because of the nature of the activities of the group, it does not have a significant impact on
the environment in which it operates. However, the group recognises the importance of environmental responsibility and
seeks, wherever possible, to reduce its environmental impact through focus on areas that it can control such as energy
saving, recycling and appropriate disposal of old computer equipment and mobile phones.

Financial risk management
The majority of the group’s transactions are denominated in the transacting company's own operaticnal currency.
However, where applicable, due consideration is given to employing financial instruments, such as forward currency

contracts, to manage the financial risks associated with the group’s underlying business activities and the financing of
those activities.

Note 21 to the financial statements analyses the group’s financial instruments.

Interest rate risks
The majority of the group’s funds are in the form of sterling, variable rate short-term depaosits and the group does not
employ financial instruments to hedge the risk of variation in the UK bank base rate.

Liguidity risk
The group seeks to ensure that it has sufficient long term funding and committed bank facilities in place to meet the
requirements of the group.

Foreign currency risk
The group has operating subsidiaries in several countries with the majority of investment held in the UK. Foreign
currency borrowings are not used to hedge foreign currency net investments.

Share capital

Resolutions will be proposed at the Annual General Meeting to renew the authorities given to the directors to allot and
grant rights over the un-issued share capital up to a maximum nominal amount of £827,571 representing one-third of
the issued ordinary share capital and to allot and grant rights over shares for cash up to @ maximum nominal amount
of £124,135, representing 5% of the issued erdinary share capita!, without first making a pro rata offer to all existing
shareholders.

International Financial Reporting Standards (IFRS)

Under a European Union Regulation, UK listed companies are required te prepare their consclidated financial statements
in accordance with adopted IFRS for accounting periods starting on, or after, 1 January 2005. An overview of the
company’s current position as regards progress to the 2005 transition is provided below:

& The directors believe that the company has sufficient qualified internal resources to menage and perferm the
required transition to IFRS in 2005. Significant progress has been made ¢on transition matters, based on IFRS in
issue, during 2004 and early 2005 which will allow the company te report under IFRS in 2005 (including
comparatives for 2004);

Staff performing key roles in the transition have already received, and will continue to receive, IFRS training
provided by suitably qualified external organisations; and
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= The company is currently discussing with its auditors the assistance and advice that they can provide throughout

the transition period. External professional advice will continue to be taken on specific IFRS matters as they arise
where considered necessary by the directors,

Based on assessments carried out to date on IFRS in issue at 1 January 2005, the key differences likely to apply to the
company’s consolidated financial statements are:

The presentation of primary statements is likely to be different in respect of format and content; and

The company anticipates changes in accounting for the following significant items; goodwifi, share options and
research and development expenditure.

This is not an exhaustive list and the differences are subject to change as more information becomes available as to the
exact content of final IFRS that will be applicable to the company in 2005.

The current timetable for adaption of IFRS is as fallows:

Where the financial reporting impact of IFRS can be identified by the company in a sufficiently reliable manner,

quantified information as te changes will be presented by way of a separate Stock Exchange announcement prior to
the issue of interim results for 2005;

The interim financial report for the period ending 30 June 2005 will be prepared under IFRS (with IFRS
comparatives), and

Consolidated financial statements for the full year to 31 December 2005 will be prepared under IFRS (with IFRS
comparatives).

Auditors

A resolution to reappoint Ernst & Young LLP as the company’s auditor will be put to the forthcoming Annual General
Meeting.

By order of the board

,{:f W 1 é(,_;,,i,\“:,“

C M Errington
Company Secretary
26 April 2005
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Compliance with the Combined Code on Corporate Governance

The board endorses the ideals and the ethos behind the Combined Code on Corporate Govarnance (the “Code”) issued
in July 2003, This statement describes how the company applies the principies of the Code and the company's
cormnpliance with the specific provisions of the Code.

The company has been in compliance with the provisions of the Code for the year with the exception cf the following:

A4.1 Code provision requires the formation of a nomination commiittee to lead and overseze the application of Code
principles as they relate to board and senior management appointments. The company does not have a nomination
committee as the board is relatively small and all directors are consulted in reaching a consensual and collective
decision over board appointments. The board considers that the input from all directors is impertant given the size
of the company and such input does net disrupt the normal operations of the board, The need for a nomination
committee is however kept under review taking into account changes in the company’s size, complexity and
circumstances; and

B2.1 and C3.1 Code provisions require that a board establishes audit and remuneration committees consisting solely
of independent non-executive directors. The company’s audit and remuneration committees are currently made up
of two independent non-executive directors: ] E Aves {Chairman) and AM Howarth. S J Green resigned from both
committees on 28 May 2004, following his retirement from the company on the same date, S ] Green was not
deemed independent of the company for the purposes of the Code, because of his significant sharehslding in the
company, and therefore, up until his resignation on 28 Mav 2004, the company did not comply with the pravision of
the Code requiring that all members of the audit and remuneration commitiee be independent non-executives.

The board

The company is headed by a board of directors, collectively responsible for the success of the company. The beard
currently comprises an independent non-executive chairman (A M Howarth), a senior independent non-executive
director {3 E Aves), the chief executive (A ] S Walton-Green) and three further executive directors {D Osman, S W
Purchase and C M Errington). S J Green retired from the board and its cormmittess on 28 May 2004.

The board is responsible for the overall management of the company, directing and supervising its affairs within a
framework of prudent and effective controls which enable risk to be assessed and managed. The board sets the
company’s strategic aims, ensuring that appropriate financial and human resources are in place to meet its objectives,
and reviews management performance.

The non-executive directors constructively challenge and assist in the development of strategy. They scrutinise the
performance of management in meeting agreed goals and objectives and monitor the reporting of performance.

The board normally meets ance a month to review matters such as financial performance, current trading, key business
initiatives and risks, strategy, budget and business plans. Presentations are regularly made to the board by the
executive directors and operational management.

The board has a schedule of matters specifically reserved to it for decision. This schedule includes, amoang cther
matters: the establishment of the company’s overall strategic direction and strategic plans for the major business units;
approval of budgets, financial objectives and policies; approval of significant capital expenditure; approval of
acquisitions and disposals; approval of the company’s financial statements and pubtished reports; appointment of
advisers; the establishment of the company’s systems of internal control and risk management and the appointment of

key senior executives. The board has delegated some of its responsibilities to an executive aperational board, audit and
remuneration committees.

The executive operational board assists in developing and implementing the company’s strategic direction and ensuring
its resources are well managed. The operational beard normally meets once a month and has a range of responsibilities,
which include:

reviewing operational performance and taking actions to enhance or improve performance;
implementing agreed strategies and board decisions;
monitoring the performance of employees and assigning appropriate resources;
identifying and discussing risk and taking appropriate action to control risk; and
+  recommending actions to the board on matters reserved for the board as a whole.

Cperational board papers and minutes of meetings are circulated to the full board.

v 8
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Attendance at meetings
The following table summarises the attendance of board members at board and committee meetings during the year:

Cperational Audit Remuneration
S (Board . Beard  Committee Committee
Number of meétings heid 11 11 3 3
Number of mestings attended:
J E Aves 11 - 3 3
C M Errington'? 8 8 2 2
S J Green® 5 — 1 1
A M Howarth 11 — 3 3
D Osman? 10 10 1 —
S W Purchase 10 10 — —
A ] S Walton-Green? 11 11 3

! from date of appointment to the board 15 Apri{ 2004
*  in attendance at Audit and Remuneration Committees by invitation
*  to date of retirernent 28 May 2004

Chairman and chief executive
The roles of the chairman and exacutive management, fed by the chief executive officer, are separated and clearly
defined:

the non-executive chairman, A M Howarth, is responsible for leadership of the board, ensuring effectiveness in zall
aspects of its role, setting the board’s agenda and conducting board meetings, and ensuring effective communication
with sharehelders and the conduct of sharehelder meetings; and

4%

executive meanagement led by the chief executive, A J S Walton-Green, has been delegated responsibility by the
board for the day-to-day management of the company within the control and authority framework set up by the
board. The levels of authority for management are pericdically reviewed by the board and are docurnented. The chief
executive is assisted in managing the business by the other executive directors through an operational beard.

The division of responsibility between the chalrman and chief executive is clearly established, set out in writing and
agreed by the board.

Board balance and independence

The beard includes a balance of executive and non-executive directors such that no individual or small group of individuals
can dominate the board’s dedsion taking. The size of the board and balance of skills is considered appropriate for the
requirements of the business. No one other than the committee chairman and members is entitled to be present at a meeting
of the audit or remuneration committee, but others may attend at the invitation of the commitiee.

As a smalier company, Code provision A3.2 requires the company to have at ieast two independent non-executive
directors. The board considers that J E Aves and A M Howarth are independent, and the reasons for this decision are
set out below,

The board has reviewed the independance of ] E Aves and A M Howarth, including an assessment of their overall
character and approach, and concluded based on the following guiding principles that they were both independent
throughout the year, They have not been previous employees of the group, have had no material business relationships
with the group, do not participate in the share opticn schemes, are not members of the company’s pensian scheme,
have no close family ties with the company’s advisers, directors or senior employees, hold no cross directorships linking
them with other directars, do not represent significant shareholders and have served on the board for less than nine
years. Both have nominal shareholdings in the company, which the board considers zppropriate without compromising
independenca.

J E Aves receives a director’s fee for his duties as z director and additicnally receives fees for the provision of
independent marketing services to the company, comprising advice and clarification on marketing matters as they affect
the company and monitaring of the company’s interaction with customers at a senior relationship level. The marketing
role is one of an independent scunding board for the executive team on marketing strategy and customer relationships.
His terms of appointment also provide for the payment of further fixed sums per additional day spent on company
business where authorised in advance by the board. No such additional payments were made in the year. The board
therefore considers J £ Aves to ba independent.

$ s
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A M Howarth currently receives no additional remuneration other than a director’s fee, although his terms of
appointment provide for the payment of further fixed sums per additional day spent on company business where
authorised in advance by the board. Notwithstanding his role as the company’s non-executive chairman the board has
concluded, based on careful consideration of factors including his overall character and approach, that AM Howarth is
independent for the purposes of the Code.

The board keeps the assessment of non-executive independence under regular review, taking into account changes in
circumnstances and factors likely to compromise independence.

Appointment to the board

Appointments to the board are made on merit and against objective criteria. Care is taken to ensure that appointees
have enough time to devote to the job, especially in the case of chairmanships. The hoard keeps under review, and
takes appropriate action, to ensure orderly succession for appointments to the board and to senicr management, so as
to maintain an appropriate balance of skills and experience within the company and on the beard.

The Code provisions require the formation of a nomination committee to lead and oversee the application of Code
principles as they relate to board and senior management appeintments. The company does not have a nomination
committee,

The board considers the other significant commitments of non-executive directors pricr to appointment, to ensure that
they have sufficient time to meet what is expected of them, and keeps changes to these commitments under review.
The terms and conditions of appointment of non-executive directors are available for inspection at the company’s
registered office during norma! business hours and at the AGM (for 15 minutes prior to the meeting and during the
meeting).

S J Green retired as non-executive chairman on 28 May 2004 and was succeeded by A M Howarth. Neither an external
search consultancy nor open advertising was used in connection with this change as A M Howarth was aiready on the
board and his appointment to the role of chairman was part of a planned succession. The board took into account Mr
Howarth’s skills and experience in approving his appaintment as chairman and, in the circumstances, did not consider
it appropriate or necessary to seek an external candidate. A M Howarth’s other significant commitments are as a non-
executive director for one other listed company and as the chairman of a public body. Prior to his retirement, 5 J Green
had no other significant commitments.

The board as a whole keeps under review the need for a third independent non-executive director.

Information and professional development

The board is supplied in a timely manner with information in a form and of a quality appropriate to enable it to discharge
its duties. The chairman is responsible for ensuring that the directors receive accurate, timely and clear information
which is provided by operational management and enhanced or clarified where necessary.

All directors receive induction on joining the board and the chairman ensures that directors continually update their skills
and knowledge and familiarity with the company required to undertake their role beth ¢n the board and on board

committees. The company provides the necessary resources far developing and updating its directors’ knowledge and
capabilities.

tInder the direction of the c¢hairman, the company secretary’s responsibilities include ensuring goad information flows
within the board and its committees and between senior management and non-executive directors, as well as facilitating
induction and assisting with professional development as required. The company secretary is respensible for advising the
board, through the chairman, on all governance matters and for ensuring that board procedures are complied with and
applicable rules and regulations followed. The board considers that, given the size of the company and resources available,
the current duai role of the company secretary, who is also an executive director, is acceptabie subject to the following
safeguards. The effectiveness of this arrangement is monitored and reviewed annually to ensure that the independence of
the company secretary as regards corporate governance responsibilities is not compromised. The appointment and removal
of the company secretary is a matter for the board as a whole.

The directors have access to independent professional advice at the company’s expense where they judge it necessary
to discharge their responsibilities as directers. Committees are aiso provided with sufficient resources to undertake their
duties.

During the year, directors attended various seminars and cenferences held by industry and professional bodies covering
topics such as: business strategy, emerging industry trends, executive remuneration, financial reporting, corporate
governance, corporate taxation and market regulation. In addition, board meetings regularly include sessions on recent
developments in governance and other relevant corporate matters,
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Performance evaiuation

The board has undertaken a formal review encompassing the performance of the board as a whole, its committees and
each director. In parforming these reviews, criteria that are taken into account include the ability of the director to: take
the perspective of creating shareholder value; to contribute to the development of strategy and identification of risks;
to provide clarity of direction ta management; to be a source of wise counsel; to bring a broad perspective to discussions
and an understanding of key issues; to commit the time required to fulfil the role; and to listen to and respect the ideas
of fellow directors and management.

The senior non-executive director, J E Aves, is responsible for, and has undertaken, the performance evaluation of the
chairman, taking into account the views of the executive directars and the criteria above.

Re-election

All diractors are supmitted for re-election at regular intervals, subject to continued satisfactory performance. The board
keeps under review the need for refreshing of the board and takes appropriate action.

All directors are subject to election by shareholders at the first annua! general meeting after their appointment, and to
re-election thereafter at three yearly intervals. Non-executive directors are appointed for specified terms subject to re-
election and to Companies Act provisions relating te the remova! of a director.

The chairman has formally reviewed the performance of J E Aves, who is seeking re-election as a non-executive director,
ana satisfied himsalf that his performance continuas to be effective and that he continues to demonstrate commitment

to the role.

Accountability and audit

Financial reporting

The board is responsible for presenting a balanced and understandable assessment of the company’s position and
prospects, extending to interim reports and ather price-sensitive public reports and reports to regulators as well as to
information required to be presented by statutory reguirements,

Internal control
The board is responsible for maintaining a sound system of internal controi to safeguard shareholders’ investment and
the company's assets. The directors acknowledge their ultimate respensibility for ensuring that the group has in place

a system of controls, financial and otherwise, that is appropriate to the business environment in which it operates and
the risks to which it is exposed.

The board has reviewed and reported on the effectiveness of the group’s system of internal controls during the year. This
review covered all material cantrels, including financial, operational and compliance contrels and risk management systems.

The company’s system of internal controls is designed to manage rather than eliminate the risk of failure to achigve
business objectives and can only provide reasonable but not absolute assurance against material misstatement or loss.
Action has been taken by the board to enhance financial and other controls during the year. In addition, steps continue
to be taken to further embed interna! contral and risk management processes into the operaticns of the business and
to deal with areas of improvement which come to management’s and the board's attention.

An embedded ongoing process for identifying, evaluating and managing the significant risks faced by the group has been
in place throughout the year and remains in place up to the date of the approval of the financial statements. The process
is regularly reviewed by the board and accords with the Intermal Control Guidance for Directors on the Combined Code
produced by the Turnbull working party.

The processes used by the board to review the effectiveness of the system of internal contro! include:
% review of management reports and reports from the cperational board;
discussions with management on risk areas identified by management and the board;
review and update of the group’s policy and procedures;
= review of externa! audit plans;
review of significant issues arising from the external audit;
resuits of site visits carried out by members of the board; and

¢ annual review of the control environment and procedures.
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Control environment

The group operates within a control framework developed and strengthened over a number of years and communicated
as appropriate by a series of written procedures. These lay down acccunting policies and financial contrel procedures,
in addition to controls of a more operational nature. The key procedures that the directors have established with a view
to providing internal control are as follows:

the establishment of the organisation structure and the delegated responsibilities of operaticnal management;
the definition of authorisatien limits, including matters reserved for the beard;
% the establishment of detziled operational budgets for each financial year;
reporting and meonitoring performance against budgets and roiling forecasts;
the security of physical property and of computer information;

«  detailed financial due-diligence an all acquisitions.

Audit committee and auditors
The board has established formal and transparent arrangements for considering how they should apply the financial
reporting and internal control principles and maintaining an appropriate relationship with the company’s auditors.

The board has established an audit committee currently consisting of twe independent non-executive directors, J E Aves
(Chairman) and A M Howarth. $ ] Green resigned from this committee on 28 May 2004, following his retirement from the
company on the same date. The board has satisfied itself that A M Howarth has recent and relevant financial experience.

The committee has written terms of reference setting out its main roles and responsibilities which were reviewed and
updated during the year. These terms of reference are available from the company secretary on request.

The work of the committee in discharging its responsibiiities includes:

% monitoring the integrity of the financial statements of the company, and any formal anncuncements relating to the
company's financial performance, and reviewing financia! reporting judgments contained in them;

reviewing the company’s internal financial controls and reviewing the company’s intermal control and risk
management systems;

reviewing the company's whistle-blowing arrangements;

#

reviewing the need for a separate internal audit function;

# making recommendations to the board, for it to put to shareholders for their approva!l in general meeting, in relation
to the appointment, re-appointment and removal of the external auditor and to approve the remuneration and terms
of engagement of the external auditor;

% reviewing and monitoring the external auditor’'s independence and objectivity and the effectiveness of the audit
process, taking into consideration relevant professicnal and regulatory requirements; and

% developing and implementing policy on engagement of the external auditor to supply non-audit services, taking into
account relevant ethical guidance regarding the provision of non-audit services by the external audit firm; and

© to report to the board, identifying any matters of which it considers that action ¢r improvemsant is needed and
making recommendations as to the steps to be taken.

The committee has met with senior management and the external auditors to review financial reporting at both the half
and full year, including discussions as to the scope, materiality, timing and findings of the annual audit,

The committee seeks to maintain auditor objectivity and independence by reviewing and controiling the manner in which
non-audit services are awarded to the auditer on at least an annual basis. The company has a rigorous pelicy designed
to ensure that the auditors” independence is not compromised by their undertaking inappropriate non-audit work. Ali
significant non-audit work, and any work of a non-compliance consultancy nature, commissioned from the external
avditors requires audit committee approval.

The committee formally reviews the independence of the externa! auditors on an annual basis and has undertaken its
annua! review of the nature and amount of non-audit work undertaken by the external auditors and satisfied itself that
there is no effect on their independence, The majority of non-audit services provided in the year, as set cut in the notes
to the financial statements, related to corporate taxation compliance services, which the committee considers is

appropriate in the circumstances. No consultancy services of @ non-compliance nature were purchased from the external
auditors during the year.
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During the year, the committee considered the need for @ separate internal audit function and concluded that, based on
the size of the group, a separate internal audit function is not necessary at this stage, but has instituted a cy<licai review
of compliance with internal control procedures. The need for an internal audit function is reviewed at least annually.

The committee has reviewed arrangements by which staff of the company may, in confidence, raise concerns about
possible improprieties in matters of financial reporting or other matters and concluded that they remain appropriate.

Going concern

After making appropriate enquiry, the directors have a reascnable expectation that the group has adequate resources
to continue in operationa! existence for the foreseeable future.

Relations with shareholders

Dialogue with institutional shareholders
The board as a whole is responsible for ensuring that a dialogue is maintained with shareholders based on the mutual
understanding of objectives.

The chief executive and finance director, and on cccasion the chairman and senior non-executive director, meet with
major shareholders on a regular basis, including presentations after the company’s preliminary anncuncement of the
year end results and at the half year. Non-executives are offered the opportunity to attend meetings with major
shareholders and attend where regquested.

The board is kept informed of the views of shareholders at each board meeting through a standing agenda item to
receive a report from the chief executive and finance director, together with formal feedhack on shareholders’ views
gathered and supplied by the company’s advisors. The views of private and smaller sharehoiders, typically arising from
the AGM or from direct contact with the company, are alse communicated to the board on a regular basis.

J E Aves, the senior independent non-executive director, is available to shareholders if they have concerns which contact
through the normal channels of chairman, chief executive or finance director has failed to resolve or for which such
contact is inappropriate.

Constructive use of the AGM

The board uses the Annual General Meeting to communicate with private and institutional investors and welcomes their
participation.

All members of the board attended the company’s last AGM and the chairman aims to ensure that all memoers of the
board wili be available at the forthcoming AGM.

Proxy votes are counted and, except where a poll is called, the level of proxies lodged on each resclution, and the
balance for and against the resolution and the number of abstentions, is reported after each resclution has been dealt
with on a show of hands at the AGM.

Details of resclutions to be proposed at the AGM can be found in the Notice of the Meeting. A separate resolution is
proposed for each substantially separate issue including a separate resolution relating to the report and accounts.
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Introduction

This report has been prepared in accordance with the Directors’ Remuneration Report Regulaticns 2002 which amended
the Companies Act 1985. The report also meets the relevant requirements of the Listing Rules of the Financial Services
Authority and describes how the board has applied the Principles of Good Governance relating to directors’

remuneration. As required by the Regulations, a resolution to approve the report will be proposed at the Annual General
Meeting of the company at which the financial statements are to be approved.

The Regulations require the auditors to report to the company's members on the “auditable part” of the Directors’
Remuneration Report and to state whether in their opinion that part of the report has been properly prepared in
accordance with the Companies Act 1985 {as amended by the Regulations). The Report has therefore been divided into
separate sections for audited and upaudited information.

Unaudited information

Remuneration Committee
The board has established a remuneration committee currently consisting of two independent non-executive directors,

J E Aves (chairman) and A M Howarth. S J Graen resigned from this committee on 28 May 2004, following his retirement
from the company on the same date.

The committee has written terms of reference setting cut its main roles and responsibilities which were reviewed and
updated during the year. These terms of reference are available from the company secretary on request.

Remuneration policy for current and future years

The committee decides a compensation package for each director, which is designed to attract, motivate and retain
directors of the highest calibre.

The pay and benrefits of executive directors are selected from:
Basic salary;
Annual bonus;
Share options;

Pension contributions made to defined contribution schemes, usually calculated as a percentage of base salary, for
which rates are individually set; and

Other benefits are provided in the form of company cars (or cash alternative), medical insurance and holiday
entitlement in line with normal industry practice.

Basic salary

An executive director’s basic salary is set by the committee to reflect the director’s experience and responsibility and
market conditions. The basic salary is reviewed annually and on changes of an individual’s position or responsibitity
level. In deciding appropriate levels the committee takes account of the remuneration paid by other comparable
companies of 2 similar size and in simllar market sectors.

Annual bonus payments

The committes establishes the objectives which must be met for each financial year if a ¢ash bonus is to be paid. The
cormmittee believes that any incentive compensation awarded should be tied to the interests of the company's
shareholders and that the principal measure of those interests is the profitability of the group. The annual bonus plan
generally aliows for incentive payments of up to 100% of basic salary dependent on the achievement of profitability
targets set at the beginning of the year. No such bonus payments were made for the year ending 31 Decamber 2004,

Share options

Directors are eligible to participate in the company’s executive share option schemes. The committee is responsible for
supervising the executive share optien schemes and the grant of options under its terms. Opticns may cnly be granted
at an exercise price of not less than the average of the mid-market price of ordinary shares on the day prior to the date
of grant. The exercise conditions for options granted under the executive share option schemes are as follows:

a) Options granted prior to 18 August 19598: growth in the group’s reported earnings per share in excess of the retail
price index over a three year period.

b) Options granted after 18 August 1998: growth in the group’s reported earnings per share in excess of the increasa
in the retail price index plus five per cent per annum over a three year period. Un-approved executive share options
granted after 18 August 1998 may also be subject to additional individual performance criteria designed to reward
performance and enhance shareholder return.
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The conditions are based on earnings per share to align the objectives of management and shareholders, as this is
considered to be a suitable measure of shareholder return.

Directors are also entitled to participate in the group’s Savings Related Option scheme where coptions are granted to all
eligible employees at & discount of 20% to the average mid-market price three days before invitations to join the
scheme are issued.

The calculation of earnings per share will be affected by the introduction of International Financiai Reporting Standards
during 2005, For options granted prior to this change, performance in regard to earnings per share criteria will continue
to be assessed on a consistent UK GAAP basis.

Service agreements
A J S Walton-Green, S W Purchase and D Osman have service agreements dated 1 August 2000, Following a review,
these service agreements have been amended and are terminable by 12 months’ rolling notice from either side.

C M Errington’s service agreement commenced on 1 August 2004 and is also terminable by 12 months’ rolling notice
from either side.

Compensation for loss of office is considered on a case by case basis and in accordance with any service agreement
requirements.

Non-executive directors

The level of non-executive directors’ remuneration is determined by the board after considering the fee levels in
comperable businesses. A basic fee is set for normal duties and supplementary fees are paid for eny additional duties
at fixed day rates. Non-executive directors are appointed for an initial period of two years and thereafter by agreement.
Non-executive directors are not eligible for pensions, incentives or any similar payments other than normal out of pocket

expenses incurred on behalf of the business. Compensation for loss of office is not payable to non-executive directors.

Performance graph

The following graph shows the company’s performance, measured by total shareholder return, compared with the
performance of the Techmark All-Share Index also measured by tetal shareholder return. The Techmark Ali-Share Index
has been selected for this comparison as the directors consider it to be a suitable widely-based index representing the
same sector as the company.

Gresham Computing Total Sharehotder Return index versus Techmark All-Share Constituents
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: Gresham Computing Techmark All-Share Constituents

700 !

300 i

100 e

g i AR N g
—

T

0 o ; B e e g 4 i

31/10/99 31/10/00 33/10/01 31/10/02 31/12/03 31/12/04




—

gresham computing plc DIRECTORS' REMUNERATION REPORT

Audited information
Directors” emoluments

Performance 2004 2003
Fees/basic Benefits related Total Total
salary in kind bonus emoluments emoluments
£ £ £ £ £
Executive

C M Errington® 64,053 401 - 64,454 —
D Osman® 120,000 12,627 — 132,627 102,886
8 W Purchase! 120,000 12,094 — 132,094 102,338
& ] S Walton-Green? 150,000 14,010 — 164,010 133,396

Non-executive
J E Aves? 25,200 — — 25,200 25,000
3 ] Green? 14,583 — — 14,583 30,000
AMbFowarth . 24000 - - 24,000 9,385
517,836 39,132 — 556,568 403,005

' from appointment 19 April 2004

! paid tc 3 E Aves Associates

*  retired 28 May 2004

* in 2003 each director waived £30,000 of their basic salary

Directors’ pension entitlements

Four directors are members of defined contribution schemes. Contributions paid by the company in respect of the
directors were as follows:

2004 2003
C M Erringteont 2,687 —
D Osman 15,000 9,600
S W Purchase 15,000 15,000
A J S Walton-Green e, 18750 9,855
e o 51,437 34,455
' from appointment 19 April 2004
Directors’ share options
Details of options for directors who served during the year are as follows:
Options at Granted/ Options at
1 January (cancelled) 31 December  Date of Exercise Date first Expiry
. . 2004 intheyear =~ Exercised . 2004 grant price exercisable date
CMEmington T .7 T - T - - -
D Osman 81,081 (E) — — 81,081 21.01.98 37p 22.01.01 21.01.08
43,919 (B} — — 43,919 17.02.99 142p 18.02.02 17.02.0%9
80,000 (E*) — — 80,000 25,07.00C 36p 26.07.03  25.07.10
100,000 (G) - {100,000} — 17.07.01 55p 18.07.01 17.07.04
44,186 (S5} - = 44,186 24.05.02 21..§p 5 01.07.05 _ 3.1.12.05
Al S Walton- 557,897 (E™) - — 557,897 25.07.00 36p 26.07.03 25.07.10
Green 30,157 (S) — (30,157) — 08.09.00 23p 01.10.03 31.03.04
250,008 (G) — - 250,000 17.07.01 25p 18.07.01 17.07.06
o . 12,548 (5) @ — - 12,548 24.05.02  21.5p 01.07.05 311205
SWPurchase 12,548 (S) = — e T 181348 240502 - 21.5p  01.07.05 01.01.06
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E denotes options granted under Executive share option schemes, S denctes options granted under Savings related
option schame (SAYE), G denotes options granted by S J Green {a former directer) over shares beneficizlly held by him
(no performance conditions over these options) and * denotes options over which the executive has agreed to pay any
employer's national insurance arising from the exercise of the options.

On 17 March 2004, when the opening market price of shares was 401.0 pence, A J S Walton-Green exercised 30,157
SAYE share options resulting in a notional gain of £113,993. A ] S Walton-Green retains ownership of these shares.

On 28 June 2004, D Osman settled an option held over 100,000 ordinary shares of 5 pence each beneficially hald l:;y
S 1 Green, a former director, at an exercise price of 55 pence per share, which was due to expire on 17 July 2004. The
terms of the agreement were that D Osman received £4,000 shares in settiement of the option. At the time of the
agreement, the opening market price of the shares was £3.25, resulting in a notional gain of £273,000. D Osman
subsequentiy sold 33,600 of these shares at a price of £3.28 per share to satisfy the tax lability arising on the receipt
of the shares. D Osman retains ownership of the balance of 50,400 shares,

The closing market price of the company’s shares on 31 December 2004 was 276.0 pence, During the year, the closing
price per ordinary share ranged from 240.0 pence {0 454.5 pance.

Approval

This report was approved by the board of directers and is signed on its behalf by:

J E Aves
26 April 2003
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Statement of directors’ responsibilities in respect of the financial statements

Company law requires the directors to prepare financial statements for each financial year which give a true and fair view of the state
of affairs of the company and of the group and of the prefit and loss of the group for that period. In preparing those financial
statements, the directors are reguired to:

Select suitable accounting policies and then apply them consistently;
Make judgements and estimates that are reasonable and prudent; and

State whether applicable accounting standards have been followed, subject to any material departures disclesed and explained in
the financial statements.

The directors confirm that they have complied with the above requirements in preparing the financial statements.

The directors are responsible for keeping proper accounting recards which disclose, with reascnable accuracy at any time, the financial
position of the group and to enable them to ensure that the accounts comply with the Companies Act 1985. They are also responsible
for safeguarding the assets of the group and hance for taking reasonable steps for the prevention and detection of fraud and other
irregularities.
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF
GRESHAM COMPUTING plc

We have audited the group’s financial statements for the year ended 31 December 2004 which comprise the Greup Profit and Loss
Account, Group Statement of Total Recognised Gains and Losses, Reconciliation of Group Sharehclders” Funds, Group Balance Sheet,
Company Balance Sheet, Group Statement of Cash Flow and the related notes 1 to 24. These financial statements have been prepared

on the basis of the accounting policies set out therein. We have also audited the information in the Directors’ Remuneration Report
that is described as having been audited.

This repost is made solely to the company’s members, as & body, in accordance with Section 235 of the Companies Act 1985. Qur
audit work has been undertaken so that we might state to the company’s members those matters we are required to state to them
in an auditors’ report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to

anyone other than the company, and the company's members as a body, for our audit werk, for this report, or for the opinions we
have formed.

Respective responsibilities of directors and auditors

The directors are responsible for preparing the Annual Report, including the financial statements which are required to be prepared
in accordance with applicabie United Kingdom law and accounting standards as set out in the Statement of Directors’ Responsibilities
in relation to the financial statements. The directors are also responsible for preparing the Directors’ Remuneration Report.

Qur responsibility is to audit the financial statements and the part of the Directors’ Remuneration Report to be audited in accordance

with relevant legal and regulatory requirements, United Kingdom Auditing Standards and the Listing Rules of the Financial Services
Authority.

We report to you our opinicn as to whether the financial statements give a true and fair view and whether the financial statements
and the part of the Directors’ Remiuneration Report to be audited have been properly prepared in accordance with the Companies Act
1985, We also report to you if, in our opinion, the Directors’ Report is not consistent with the financial statements, if the company
has not kept proper accounting records, if we have not received all the information and explanations we require for our audit, or if

information specified by law or the Listing Rules regarding directors’ remuneration and transactions with the group is not disclosed.

We review whether the Corporate Governance Statement reflects the company’s compliance with the nine provisions of the 2003 FRC
Combined Code specified for our review by the LUisting Rules of the Financial Services Authority, and we report if it does not. We are
not required to consider whether the beoard’s statements on internal control cover all risks and controls, or form an opinion on the
effectiveness of the group’s corporate governance procedures or its risk and control procedures.

We read other information contained in the Annual Report and consider whether it is consistent with the audited financial statements.
This other information comprises the Chairman’s Statement, Directors’ Report, Corporate Governance Statement and unaudited part
of the Directors’ Remuneration Report. We consider the implications for our report if we become aware of any apparent misstatements
or material inconsistencies with the financial statements. Our responsibilities do not extend to any other information.

Basis of audit opinion

We conducted our audit in accordance with United Kingdom Auditing Standards issued by the Auditing Practices Board. An audit
includes examination, on a test basis, of evidence relevant to the amounts and disciosures in the financial statements and the part
of the Directors' Remuneration Report to be audited. It also includes an assessment of the significant estimates and judgements made
by the directors in the preparation of the financial statements, and of whether the accounting policies are appropriate to the group's
circumstances, consistently applied and adequately disclosed.

We plannad and performed our audit so as to obtain all the information and explanations which we considered necessary in order to
provide us with sufficient evidence to give reasonable assurance that the financial statements and the part of the Directors’
Rermuneration Report to be audited are free from material misstatement, whether caused by fraud or other irreqularity or error, In
forming our opinion we alse evaluated the overall adequacy of the presentation of information in the financial statements and the part
of the Directors’ Remuneration Report to be audited.

Opinion
In our opinion:

the financial statements give a true and fair view of the state of affairs of the company and of the group as at 31 December 2004
and of the loss of the group for the year then ended; and

the financial statements and the part of the Directors’ Remuneration Report to be audited have been properly prepared in
accordance with the Companies Act 1985.

Ems\- £ ‘fw\,_j ;.;.;P
Ernst & Young LLP £""\*‘* A 7{::) LL-P

Registered Auditor
Southampton
26 April 2005
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GROUP PROFIT AND LOSS ACCOUNT

FOR THE YEAR ENDED 31 DECEMBER 2004

Turnover
Cost of sales

Gross profit
Administrative expenses

Operating loss
Interast receivable

Loss on ordinary activities before taxation
Taxation credit on loss on ordinary activities

Loss on ordinary activities after taxation =

Retained loss for the year

Basic ioss per share — pence
Diluted loss per share — pence

8:788)

20

2004
" Notes | £000
2 12,358
6,602
(8,012)
3 11,410)
217
6 (=)
2 (1,198)
7 305
(893}
(893)
9 {1.81)
B g

(181)

2003
£'000

10,245
(4,535)

5,710
(7,868)

(2,158)
205
(6)

(1,555)
12

(1,943)
(1,943)

(4.05)
(4.05)




GROUP STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES

FORTHE YEAR ENDED 31 DECEMBER 2004

2004 2003
e £1000 £1000

Loss for the financial year (893} (1,943)
Exchange difference on retranslation of net assets of subsidiary undertakings - {25) (110)
Total recognised gains and losses relatingtotheyear 0 1922 (2,053)

RECONCILIATION OF GROUP SHAREHOLDERS' FUNDS

FOR THE YEAR ENDED 371 DECEMBER 2004

2004 2003
Total recognised gains and losses relating to the year (922} (2,053)
Issue of shares (net of associated costs) 089 . 4,052
Total movements during the year {833) 1,999
Opening shareholders’ funds e 19,306 7,307

Closing share_hq!ldgrs’ funds e - ] ) 8473 9,306
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GROUP BALANCE SHEET

AT 37 DECEMBER 2004

Fixed gssets
Intangible assets
Tangible assets

Current assets
Debtors
Cash at bank and in hand

Creditors: amounts falling due within one yeer

Net current assets

Total assets less current iiabilities

Creditors: amounts falling due after more than one year

Notes

10

L

13

S S

15

Capital and reserves
Called up share capital
Share premiurm account
Special reserve

Merger reserve

Profit and loss account

Sh_greholders’ fur_r_)'ds — equity interests

18
18
18
18

A8

On behaif of the board

P . o
A7 N
S s -7 £ s are .:'{:'/
A L . . ’ g /
':__.i" s £y ﬁwh’i ({‘,./ ‘v:.-“.f':'_«-..-" [
[ :

C Errrington A Walton-Green
26 April 2005 26 April 2005

Olle fp G

22

2004 2003
£'00C £000
1,137 1,043
1,242 1,336
2,378 2,379
7,640 5,301
3,016 4,923
10,656 11,224
4,293 3,820
5,363 7,404
8,741 9,783
268 477
5,473 9,306
2,479 2,464
5,713 9,639
313 213
726 736
(8758 o (3,836)
8,473 9,306
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COMPANY BALANCE SHEET

AT 31 DECEMBER 2004

2004 2003
..... Notes ... ... £000 £'000
Fixed assets
Investments e B e iz - 13,504 13,205
Current assets
Debtors 13 7,252 5,487
Cashatbenkandinhand = e WE3T 4,213
9,189 g,700
Creditors: amounts falling due within one year - 14 146 140
Net current assets . 5.043 5,560
Total assets less current Ii_abilities ] ) _ _ 2_2,,947 _ 22,765
Capital and reserves
Called up share capitai 18 2,479 2,464
Share premium account 18 9,713 9,639
Special reserve 18 313 313
Merger reserve 18 5,600 6,609
Profit and loss account X8 3833 3,740
Shareholders’ funds — equity interests L 23,947 22,765

On behaif of the board

. .. P ,*‘i_ :“‘ i ':'l o < ::-/7
£ et Fid. S
— s, i ;
C Errington A Walton-Green
26 April 2005 26 April 2005

Cbbmi. flid &




gresham computing plc GROUP STATEMENT OF CASH FLOW
FOR THE YEAR ENDED 3t DECEMBER 2004

2003
Notes £°000
Net cash outflow from operating activities o ....20(2) (3,083)
Returns on investrments and servicing of finance
Interest received 199 225
Interest paid : S (5) (&)
194 219
Taxation
Corporation tax received/(paid) - (21)
Overseas tax (paid)/received SO = 12
(40) (9)
Capital expenditure and financial investrnent
Payments to acquire intangible fixed assets {278) -
Payments to acquire tangible fixed assets B B (234) . o (1e7)
e (512) (167)
Acquisitions and disposais
Disposal of associated undertaking ] 13 387 ] (25)
Net cash outfiow before financing e kbss2) o (3,083)
Financing
Issue of share capital 91 4,184
Share issue costs (23 (132)
Repayments of finance leases e (3] L)
Net inflow from financing . B4 3,976
(Decrease)fincrease in cash _..20(b) (1.898) 311

=P 24




RECONCILIATION OF NET CASH FLOWS
TO MOVEMENT IN NET FUNDS

FORTHE YEAR ENDED 31 DECEMBER 2004

(Decrease)/increase in cash

Repayments of capital element of finance leases

Change in net funds resulting from cash flows

Movement in net funds

Net funds at 1 January

Net funds at 31 December

2004

Notes . E000

(1,898)

20(b) 3,016

2003
E'Q00

911
76

587

290

3928

4,918

25




gresham computing plc NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2004

Accounting policies
Basis of preparation

The financia! statements are prepared under the historical cost convention and in accordance with applicable accounting
standards.

Basis of consolidation
The greup financial statements consolidate the accounts of Gresham Computing plc and all its subsidiary undertakings drawn

up to 31 December each year. No profit and loss account is presented for Gresham Cemputing plc as provided by section 230
of the Companies Act 1985.

Entities other than subsidiary undertakings, in which the group has a participating interest and over whose operating and
financial policies the group exercises a significant interest, are treated as associates. In the group accounts, asscciates are
accounted for using the equity method.

Where the net assets of a subsidiary undertaking, over which there is a minority interest, are in deficit the group does not
recognise the minority interest as an asset.

Goodwill

Goodwill arising on acquisitions prior to 31 October 1998 was set off directly against reserves. Positive goodwill arising on
acquisitions since 1 November 1558 is capitaiised, ciassified as an asset on the balance sheet and amortised on a siraight-iine
basis over its useful economic life up to 2 presumed maximum of 20 years. It is reviewed for impairment at the end of the first

full financial year foilowing the acquisition and in other periods if events or changes in circumstances indicate that the carrying
value may not be recoverable,

If a subsidiary, associate or business is subsequently soid or closed, any gocdwill arising on acquisition that was written off

directly to reserves or that has not been amortised through the profit and loss account is taken into account in determining the
profit or loss on saie or closure.

Intangible assets

Intangible assets acquired separately from a business are capitalised at cost. Intangible assets acquired as part of an acquisition
of a business are capitalised separately from goodwill if the fair value can be measured reliably on initial recognition, subject to
the constraint that, unless the asset has a readily ascertainable market value, the fair value is limited to an amount that does
not create or increase any negative goodwill arising on the acquisition. Intangible assets created within the business are not
capitalised and expenditure is charged against profits in the year in which it is incurred.

Intangible assets are amortised on a straight-line basis over their estimated useful fives up to a maximum of 20 years. The
carrying value of intangible assets is reviewed for impairment at the end of the first full year following acquisition and in other
periods if events or changes in circumstances indicate the carrying value may not be recoverable.

Depreciation

Depreciation is provided on all tangible fixed assets at rates caiculated to write off the cost, less estimated residual value, of
each asset evenly over its expected useful life, as follows:

Freeheld buildings — over 50 years
Leasehold premises — over the lease term
Piant, fixtures and equipment — over 3 to 10 years
Computer equipment - over 11to 5 years

Long-term contracts
Cumulative costs incurred net of amounts transferred to cost of sales, less provision for contingencies and anticipated future

losses on contracts, are included as long-term contract balances. The amounts will be recognised as costs in the profit and loss
account in line with the recogniticn of income from the associated contracts.

Research and development
Research and development expenditure is written off as incurred.
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NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2004

Turnover

Turnover represents amounts receivable for goods and services provided in the normal course of business, net of discounts, VAT
and other sales refated taxes.

Profit is recognised on long-term contracts, if the final outcome can be assessed with reasonable certainty, by including in the
profit and loss account turnover and related costs as contract activity progresses. Turnover Is calculated as that proportion of
the total contract value which costs incurred to date bear to total expected costs for that contract.

Income for software maintenance contracts is recognised evenly over the period of the maintenance contract. Deferred income
represents amounts invoiced for software maintenance in excess of revenue recognised on seftware maintenance contracts.

Pension costs

The group operates defined contribution pensicn schemes. Contributions are charged to the profit and loss account as they
become payable in accordance with the rules of the scheme,

Taxation

Current tax, including UK corporation tax and foreign tax, is provided at amounts expected to be paid (or recovered) using the
tax rates and laws that have been enacted or substantively enacted by the balance sheet date.

Deferred tax is recognised in respect of all timing differences that have originated but not reversed at the balance sheet date
where transactions or events that result in an obligation to pay more tax in the future or a right to pay less tax in the future
have occurred at the balance sheet date. Timing differences are differences between the group’s taxable profits and its results
as stated in the financiaf statements that arise frem the inclusion of gains and losses in tax assessments in periods different
from those in which they are recognised in the financial staterments. A net deferred tax asset is regarded as recoverable and
therefore recognised only whean, on the basis of all available evidence, it can be regarded as more likely than not that there will
be suitable taxable profits from which the future reversal of the underlying timing differences can be deducted.

Deferred tax is measured, on a non-discounted basis, at the average tax rates that are expected to apply in the periods in which
the timing differences are expected to reverse.

Foreign currencies

Company

Transactions in foreign currencies are recorded at the rate ruling at the date of the transaction. Monetary assets and liabilities
denominated in foreign currencies are retransiated at the exchange rate ruling at the balance sheet date, All differences are
taken to the profit and loss account.

Group
The accounts of overseas subsidiary undertakings are translated st the rate of exchange ruling at the balance sheet date. The

exchange differences arising on the retransiation of opening net assets are taken directly to reserves. All other translaticn
differences are taken to the profit and loss account.

Leasing and hire-purchase commitments

Assets held under finance leases and hire-purchase contracts are capitalised in the balance sheet and are depreciated over their
useful lives. The interest element of payments is charged to the profit and loss account over the period of the lzase and
represents a constant proportion of the balance of capital repayments cutstanding.




gresham computing plc

NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2004

2. Turnover and segmental analysis
The greup’s principal areas of activity, which are continuing, are the provision of solutions, software and specialist contract staff.

Analysis of turnover by segment:

Solutions

North America
Rest of World

Inter-segment, External
Turnover turnover turnover
2004 2004 2004
£°000 ~£'000 £000C
4,350 — 4,350

Specialist contract staff L33 o 2,348
Enterprise sclutions 6,709 (i) 6,698
Enterprise software L2704 SO 5,700
12,413 (15) 12,398

Geographical analysis of turnover by source:

Inter-segment External
Turnover furnover urnover
2004 2004 2004
_ B ~£7000 ~ £°000 £000
United Kingdom 7,968 — 7,968
2,654 (577) 2,077
3,097 (744) 2,353
(13,719 (1,321 12,398

Geographical analysis of turnover by destination:

United Kingdom
North America
Rest of World

Turnover
2003
£°000

2,842
1,789

4,631
5,658

10,289

Turnover
2003
£000

6,302
3,058

2,686
12,046

Inter-segment
turnover

2003

£000

(16)
(21)

(37}
(7)
(44)

Inter-segment
turnover

2003

£°000

(31)
(828)
(942)

(1,801)

2004
£000

7,052
1,585
3,751

12,398

External
turnover
2003
£'000
2,826
1,768

4,594
5,651

10,245

External
turnover
2003
£°000

6,271
2,230
1,744

10,245

2003
£000

4,908
1,641
3,696

10,245




NOTES TO THE FINANCIAL STATEMENTS

AT 371 DECEMBER 2004

2. Turnover and segmental analysis {continued)

Common costs comprise the costs of all central group services. Anaiysis of loss on ordinary activities before taxation by segment:

Enterprise solutions
Enterprise software

Common costs

Operating loss
Net interest receivable

Loss on ordinary activities before taxation

Analysis of loss on ardinary activities before taxation by source;

United Kingdom
Morth America
Rest of World

Common costs

QOperating loss
Net interest recelvable

iLoss on ordinary activities before taxation .~

Analysis of net assets by segment:

Enterprise solutions
Enterprise software

Unallocated net assets

Total net assets

Analysis of net assets by location:

United Kingdom
North America
Rest o__flwlorld

Unallocated net assets

Total net assets

Unallocated net assets comprise certain fixed assets, tax and net cash.

2004
£000

(1,732)
1,248

(484)

(926)

{1,410)
212

(1,198)

2004
£°000

(318)
75
(241)

(484)
(926)

(1,410)
212

(1,198)

2004
£'000

545

3,869

4,414
(4,059

8,473

2004
£°000

3,138
(233)
1,509

4,414

4,059

8,473

2003
£000

(1,998)
669

(1,329}
(829)

(2,158)
203

(1,955}

2003
£000

(976)
(125)
(228)

(1,329)
- (829)

(2,158)
203

(1,955)

2003
£000

513
| 3046

3,558
5,747

9,306

2G03
£'000

2,355
(233)
1,437

3,559
5,747

9,306




gresham computing plc NOTES TO THE FINANCIAL STATEMENTS
AT 31 DECEMBER 2004
3. Operating loss
This Is stated after charging:
2004 2003
£000 £000
Auditors’ remuneration — audit services UK* 46 41
..~ audit services overseas o 31 25
77 66
T non-audit services UK o 23 29
e T DoOn-audit services overseas = I 2 3
* Of this amount, £18,000 (2003: £17,000) relates to the company.
Research and development expenditure 1,471 1,872
Depreciation 323 39¢
Amertisation of intangible assets 159 132
Operating tease rentals — land and buildings 700 680
— plent and machinery i 200 288
4. Directors’ remuneration
The emoluments of the directors are as follows:
2004 2003
, £000  E£000
Fees 64 &4
Other emoluments:
Basic salaries 454 300
8enefits 39 39
Pension contributions e e 51 34
608 437
Detaiis of directors’ emoluments are given in the Directors’ Remuneration Report on pages 14 1o 17.
5. Staff costs
2004 2003
£'000 £'000
Wages and salaries 6,347 5,424
Sociat security costs 861 790
Other pension costs o o - _ 288 288
The average monthly number of employees, including executive directors was as follows:
Office, management and technical 145 151




NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2004

6.

Interest payable

2004 2003
£'000 £000
Finance charges payable under finance leases and hire-purchase contracts - 5
Bank interest and simitar charges B 5 L
5 6
Taxation on loss on ordinary activities
2004 2003
The tex charge comprises: . o £7000 £000
Current tax
UK Corgoration tax y - -
Foreign tax e e . . . . - (2)
- {12)
Adjustments in respect of prior years
UK Corporation tax (305) —
Foreign tax e e e e T -
Total current tax credit e (305) (12)
Total deferred tax (note 17 - o ] _ — -
To N loss on ordinary activities e e . Lo £303) (12)

The differences between the total current tax shown above and the amount calculated by applying the standard rate of UK
Corporzation tax to the loss before tax is as follows:

2004 2003
e o - . £'000 £'000
Loss on ord.iq”aryl.activities before tax (1,198 (1,955)
Tax on group loss on ordinary activities at 30% (2003: 30%) {35%) {587)
Effects of:
Expenses not deductible for tax purposes 74 85
Deduction in respect of share option exercise (262} {557)
Other short-term timing differences (65) 76
Capital allowances in excess of depreciation (48) (52}
Utilisation of losses and indexation (12) -
Increase in tax {osses carried forward 962 1,879
Adjustments to tax losses in respect of prior periods (29Q0) (56)
Adjustments to tax charge in respect of priorperiods E e B
Group current tax credit for the period e e (3053) (12}

Factors affecting the current tax charge

The deduction in respect of share option exercise arises from the relief avaiiable in Schedule 23 of the Finance Act 2003:
“Corporation tax relief for employee share acquisitions”, which allows for a deduction based on gains arising on the exercise of
certain share options.

Claims have been made under the Research and Development tax credit regime for & cash refund from the surrender of
enhanced qualifying losses giving rise to a tax credit in the year.

Factors that may affect future tax charges

At 31 December 2004 the group has a subistantial unrecognised deferred tax asset of £3,074,000 as analysed in note 17,
Realisation of this unrecognised deferred tax asset may reduce future tax charges. The realisation of the asset is dependent
upan the group making suitable future profits in the subsidiaries where the tax losses have been incurred.

$




gresham computing plc NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2004

10.

Profit attributable to members of the parent undertaking
The profit dealt with in the financial statements of the parent undertaking was £93,000 (2003: £186,000).

Earnings per share
The calculations of earnings per share are based on the following earnings and numbers of shares:

2004 2003
£000 £°000
Loss for the financial year - ) (893} {1,943)
2004 2003
Number of  Number of
R shares shares
Weighted average number of shares:
For basic earnings per share 49,407,419 48,022,384

Potential |

Diluted weighted average number of shares 49,407,419 48,022,384

For the years ended 31 December 2004 and 2003, the ioss attributabie to ordinary shareholders and weighted average number
of ordinary shares for the purpcose of calculating the diluted earnings per crdinary share are identical to those used for basic
earnings per ordinary share. This is because the potential diluting events would have the effect of reducing the less per ordinary
share and are therefore not dilutive under the terms of FRS 14.

Intangible fixed assets

Computer
software Goodwill on  Patents and

rights acquisitions trademarks Total
GROUP o ] - £'000 £'000 £'000 £'000
Cost:
At 1 January 2004 669 3,400 - 4,065
Exchange differences 2 {95} —_ {93)
AU OIS e e 270 - .8 278
At 31 December 2004 L4 3388 8 4,254
Amortisation:
At 1 January 2004 669 2,357 — 3,026
Exchange differences - (68) — (68)
Provided during the year = . 51 . 108 - 159
At 31 December 2004 e 720 2,397 — 3,117
Net book value:
At 31 December 2004 = y 221 508 & 1,137
At 1 January 2004 e e T QA 1,043

Computer software rights are amortised on a straight-line basis over their estimated usefu! life of 5 years. Goodwill is amortised
on a straight-line basis over its estimated useful life ranging from 10 to 15 years, chosen to take account of the underlying
benefit of the goodwill to the group. Patents are amortised on a straight-line basis over the expected life of the protection
afforded, a pericd of 5 to 15 years.
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NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2004

11. Tangible fixed assets

Short Plant,

Freehold ieasehold Computer fixtures and

premises premises equipment  equipment Total
GROUP , e £000 - £7000 £'000 £000  £'000
Cost:
At 1 January 2004 1,298 648 2,427 620 4,993
Additions — 5 207 22 234
Exchange differences — (6) (33) {2) (41)
Disposals S - - (9 - )
At 31 December 2004 =~ , 1,298 647 2,592 840 5177
Depreciation:
At 1 January 2004 402 574 2,130 551 3,657
Provided during the year 58 26 209 30 323
Exchange differences — () (30) (2) (35)
Disposals o R , ) - - (9) - (9)
At 31 December 2004 .. .. ....°%60 %97 2300 . 578 3,936
Net book value;
At 31 December 2004 _ 838 50 292 .6l 1,241
At 1January 2004 } 896 74 297 69 1,336




gresham computing plc

NOTES TO THE FINANCIAL STATEMENTS

AT 37 DECEMBER 2004

12. Investments

COMPANY

Cost:
At 1 January 2004
Additions .

At 31 December 2004

Provisions for impairment in value:
At 1 January 2004
Additions

At 31 December 2004

Net book value:
At 31 December 2004 =~

At 1 January 2004

Subsidiary
undertakings
£'000

17,348
699

18,047

4,143

4,143

13,904
13,205

The additicn during the year represents further share capital introduced into Gresham Computing Pty Limited.

Details of the significant investments in which the group and company (unless indicated) holds 20% or more of the nominal

value of any class of capital are as follows:

Country of registration
Name of Company ] and operation

Subsidiary undertakings

Gresham Computer Services Limited England
Gresham Consultancy Services Limited England
Gresham Financial Systems Limited England
Online Financial Services Inc Canada
Gresham Enterprise Storage Inc USA
Gresham SA France*
Redstone Scoftware Inc USA
Gresham Computing Pty Limited Australia
Gresham Software Labs Pty Limited Australia*

* 100% held indirectly through an intermediate holding company

¥

Holding

Ordinary
shares
Ordinary
shares
Ordinary
shares
Ordinary
shares
Ordinary
shares
Ordinary
shares
Ordinary
shares
Ordinary
shares
Ordinary
shares

Proportion _held Nature of business
100% Software products and
solutions

100% Specialist contract staff
and placements

100% Solutions provision to
finance and banking

100% Software products and
solutions

100% Enterprise storage sclutions
100% Enterprise storage software
S2% Software products
100% Solutions provision to
finance and banking

100% Software products and

solutions




NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2004

13. Debtors

2004

e, .. E'000
Trade debtors 2,433
Amounts owed by subsidiary undertakings —
Prepayments and accrued income 1,204
Long-term confract balances 3,154
Convertible bond receivable 400
Cc_n_'_p_oraticn tax recoverable _ 449
7,640

14.

15

Group
2003
£°000

1,615
1,271
2,524
787
104

6,301

Company
2004 2003
£'000 £'G00
6,841 4,693
11 7
400 787
7,252 5,487

On 31 December 2004, £387,000 was received on maturity of the first tranche of convertible bonds receivable in respect of the

disposal of an associated undertaking in prior years.

Creditors: amounts falling due within one year

2004
Obligations under finance leases and hire-purchase —
Amounts owed to subsidiary undertakings -
Trade creditors 677
Corparation tax payable 20
Other taxes and social security costs 696
Other creditors and accruals 885
Deferred income . e e 2015

Creditors: amounts falling due after more than one year

Deferred Income

SAed3

Group
2003
£'000

430
20
314
1,244
1,807

(3820

Company
2004 2003
E£°'000 £°000
68 57
3 3
75 80
146 . 140

Group

2004 2003
£000 £00G0
268 - 477
268 477




gresham computing plc

AT 21

NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 2004

16. Obligations under leases

17

Annual commitments under non-cancellable operating leases are as follows:

Land and

buildings

2004

RO e 21000
Operating leases which expire:

Within one year 23

Within two to five years 639

Over five years e e

662

COMPANY

Operating feases which explire:
Within one year

Within two to five years

Over five years

Provisions for liabilities and charges

Cther
2004

£000

28
61

89

tand and
buildings
2003
£'000

Land and
buildings
2004
£'000

340

340

Other
2003
£°000

72
84

156

Land and
buildings
2003
£'000

Potential deferred tax assets, which have not been recognised in the sccounts, for the group and company are as follows:

2004

_ . S £000

Capital allowances in advance of depreciation 370
Other timing differences 58
Taxlosses ... 2846
Unrecognised deferred tax asset 34074

36

Group
2003
£°000
449
134
L2175

2738

2004
£0G0

Company
2003
£'000

39
32




NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2004

18. Share capital and reserves

LEQ00

Allotted, called up

and fully paid
2004 2003
£'000 £000
2,479 2,464
2,479 2,454

Profit
and loss
account
£°000

(3,836)

(29)

(893)
(4,758)
Profit
and loss
account
£000

3,740

23

Total
L£000

2,306

(29)
91
(2}

(893)

8,473

Total
£000

22,765
51
(2}
93

Authorised
2004 2003
Share capitel . ... EO00Q £00g
Ordinary shares of 5p each 3,250 3,250
13% gross cumulative convertible preference shares of 20p each 550 550
During the year, 305,708 ordinary shares were issued following the exercise of share options, for a total cash consigeration of
£91,247.
Reconciliation of shareholders’ funds and movements on reserves
Share

Share premium Special Merger

capital account reserve reserve
ROV £000 £%00  EO00O
At 1 January 2004 2,464 9,639 313 726
Exchange differences on retransiation
of net assets of subsidiary undertakings — — - —
Issue of ordinary shares 15 76 — —
Share issue costs — (2) — —
Retained loss for the year = - - T -
At 31 December 2004 24T 2,713 313 726

Share

Share premium Special Merger

capital account reserve reserve
COMPANY .. e . EB00 gooe  £000 £°000
At 1 January 2004 2,464 3,639 313 6,609
Issue of ordinary shares 15 76 — -
Share issue costs - {2} _ -
Retained profit for the year T T T T
At 31 December 2604 2479 9713 313 6,609

3,833

22,947

The special reserve arose on the canceilation of deferred ordinary shares in June 1992. The cumuiative amount of goodwill
written off to reserves at 31 December 2004 and 2003 is £7,326,000. Goodwill previously written off to reserves will remain so

written off as permitted by FRS 10.




gresham computing plc NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2004

1S.

Share options

The grant of all options is made by the Remuneration Committee. In granting executive share options the Remuneration
Committee has regard to both the participant’s level of responsibility within the group and to individual and group performance.

Executive share option schemes

Options issued prior to 18 August 1998 were issued under the Gresham Telecomputing Share option scheme and are only
exercisable if the group’s earnings per share increase by more than the retail price index over a three year pericd. All executive
share options granted after 18 August 1998 are granted under the Gresham Computing 1998 Executive Share Option Scheme.

Approved options under this scheme are only exercisable if over a three year period the group’s earnings per share increase by
five per cent per annum above the retail price index.

Any unapproved options granted under this scheme may &lso be subject to additional individual performance criteria.

At 31 December 2004, 15 participants held options under these schemes.
Options are capable of exercise after three years and within ten years of the date of grant.

From 30 July 2004, all new options granted under these schemes are only exercisable based on the performance in the first
relevant three year pericd; remeasurement over successive periods is not permitted,

Savings related optien scherne

The group also cperates a Savings Related Option Scheme {Save As You Tarm — SAYE) for eligible employees, Under the SAYE
scheme, eligible employees can enter inte an Inland Revenue approved savings contract with a building society for three years,
whereby shares may be acquired with payments made under the contract. The option price is the average market price for the
three days prior to invitations being issued to join the scheme discounted by 20 per cent. The company has taken advantage of

the exemption allowed under UITF 17 for SAYE schemes. At 31 December 2004 there were 28 participants in the SAYE scheme.

Qutstanding options to subscribe for ordinary shares of 5p at 31 December 2004, including those noted in the Directors’
Remuneration Report, are as follows:

Number of
Number of aption Option price
_options .....hoiders . (pence) ... . bates normally exercisable
Executive share option schemes
81,081 1 37.00 Jan 2001 - Jan 2008
43,919 1 142.00 Feb 2002 - Feb 2009
10,000 2 45.50 Feb 2003 - Feb 2010
637,897 2 36.00 July 2003 - July 2010
150,000 1 26.75 Apr 2005 - Apr 2012
20,000 1 77.75 Sept2005 - Sept2012
15,000 6 70.00 Apr 20086 - Apr 2013
40,000 2 269.50 May 2006 - May 2013
20,000 1 322.50 May 2007 - May 2014
SAYE Scheme . . 465529 L R 2 T _ July 2005 — Jan 2006
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NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2004

20. Notes to the statement of cash flow

21

(a} Reconciliation of operating loss to net cash flow from operating activities

2004 2003

e e N £000 £'000

Operating loss (1,410) (2,158)

Depreciation 323 350

Amortisation 159 132

Increase in debtors (1,318) (1,586)

Increase in creditors R o 235 139

Net cash Qutflow 7 _ o _ ) (2,011) {3,083)
(b} Analysis of net funds

At 1 At 31

January Exchange December

2004 Cash flow differences 2004

Cash at bank and in hand 4,923 (1,898) (%) 3,016

Finance ieases AT . (3) 5 - -

4018 (1,893), . & 3,016

Financial instruments

An explanation of the group's objectives, policies and strategies for the role of derivatives and other financial instruments in
creating and changing the risks of the group in its activities can be found in the Directors’ Report. The group has taken advantage
of the exemption available for short-term creditors and debtors.

Interest rate risk profile of financial assets and maturity of financial assets
The financial assets of the group excluding short-term debtors were as follows:

Fixed rate Floating rate Fixed rate Floating rate

financiat financial financial financial
assets assets Tatal assets assets Tatal
2004 2004 2004 2003 2003 2003
 £Go0 . £000  £000 £'000 £000 £'000
Sterling - 1,946 1,946 — 4,135 4,135
US dollar — 173 173 — 339 339
Austratian dollar — 68 68 — 139 139
Canadian dollar - 180 180 — 131 131
Euro 400 641 1,041 787 179 966
Other .. N o - .8 .8 o - -
TorRl e . 400 3016 3,816 787 4,323 5,710

Fixed rate financial asseis comprise a Convertible Eurcbond issued by SQS Software Quality Systems AG, The remaining element
of the bond matures on 30 June 2005. The fixed interest rate on the bgnd is 7%. In connection with this Convertible Eurobond,
the group was also issued with warrants over 15,556 5QS Software Systerns AG ordinary shares with an exercise price of
€18.16. The warrants are exercisable at any time in the period to 31 July 2008, The warrants are held at £nil value in the
financial statements.

Floating rate financial assets comprise cash deposits with banks earning interest at applicable bank base rates with no notice or
penalty for withdrawal.




gresham computing plc NOTES TO THE FINANCIAL STATEMENTS

AT 37 DECEMBER 2004

21.

22.

23.

24,

Financial instruments (continued)

Currency exposures

The table below shows the group’s currency exposures; in other words, those transactional {(or non-structural) exposures that
give rise to the net currency gains and losses recognised in the profit and loss account, Such exposures comprise the monetary
assets and monetary liabilities of the group that are not denominated in the operating {or ‘functional’) currency of the operating
unit involved. These exposures were as follows:

Net foreign currency monetary assets

Euro USs Dollar Other Total Eurg Us Dollar Total

Functional currency of 2004 2004 2004 2004 2003 2003 2003
group Q_peration ) o £'QOO E_’D_O_O £°000 _ £'ODD £000 _ £°000 £'000
Sterling 832 140 15 1,087 938 111 1,049
Australizn dollar 217 123 25 365 — 103 103
Canadian dollar T 253 o To.283 =T . 246 246
14 516 40 1,705 938 460 1,398

Borrowing facilities
The undrawn committed facilities available in respect of which all conditions precedent had been met at 31 December 2004 was
£nil (2003; £nil}.

\

Fair values of financial assets and financial liabilities

The directors consider that there is noe material difference between the fair value and book value of the group’s financial assets
and liabilities. The SQS warrants are considered to have an immaterial fair value as at 31 December 2004 and 2003 taking into
account the saleability of the underlying shares and their potential value.

Pension commitments

The group operates defined contribution schemes for staff and directors. The assets of the schemes are held separately from
those of the group in independently administered funds. At 31 December 2004 there were outstanding contributions of £27,000
(2003: £26,000).

Capital commitments
Amounts contracted for but not provided in the financial statements amounted to £nit for the group and £nil for the company
(2003: £240,000 and £nil respectively).

Post-balance sheet events

On 17 February 2005, the company issued 63,492 new ordinary shares of 5 pence gach pursuant to the acquisition of the trade
and intellectual property of IM Compuiing Limited, 2 company specialising in the control of Instant Messaging, The maximum
consideration payable in respect of this acquisition is £500,000, comprising £200,000 being the new shares issued above with a
further, future, payment of up to £300,000 payable in cash or shares, at the option of the Company, according to the achievernent
of certain financial targets in respect of the business transferred within a 5 year period from acquisition.
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NOTICE OF ANNUAL GENERAL MEETING

Notice is hereby given that the Annual General Meeting of Gresham Computing plc will be held at the offices of KBC Peel Hunt Lid,
4th Floor, 111 Old Broad Street, tondon, EC2N 1PH on 1 July 2005 at 13.00 a.m. for the fellowing purposes:

To conduct the following ordinary business:

Ordinary Resolutions

A. To consider and, if thought appropriate, to approve the company’s financial statements and the reporis of the directors and auditors
for the year ended 31 December 2004.

B. To consider andg, if thought appropriate, to approve the directors’ remuneration report for the year ended 31 December 2004,

C. To reappeint Ernst & Young LLP as auditors of the company to hold office until the conclusion of the next general meeting at which
accounts are laid before the company and to authorise the directors to fix their remuneration,

D. To re-clect J E Aves as a director following his retirement by rotation,

And thereafter t¢ conduct the following special business, namely to consider and, if thought fit, to pass the following resolutions:

Special Business

1. Ordinary Resolution. That the directors be and they are hereby autherised, in addition to any authority previously conferred on
them, generally and unconditionally pursuant to section 80(1) of the Companies Act 1985 ("The Act”) to exercise all the powers of
the company to allet relevant securities (as defined in subsection (2} of section 80) up to an aggregate nominal amount of £827,571
during the period commencing on the date of the passing of this resoluticn and ending on the eariier of 1 August 2006 and the ciose
of the next Annua! General Meeting of the company, save that the company may before such expiry make an offer or agreement
which would or might require relevant securities to be allotted after the date of expiry of this authority and the directors may ailot
reievant securities in pursuance of such offer or agreement as if the authority conferred hereby had not expired.

2. Special Resolution. That the directors be and are hereby empowered teo allot pursuant to Section 95 of the Act, equity securities (as
defined in section 94 (2} of the Act) for cash pursuant to the authority conferred by section 80 of the Act as if section 89(1) of the
Act did not apply to any such allotrment provided that such power shall expire at the close of the next Annuai Generai Meeting, or
on 1 August 2006, whichever is the earlier, and shall be limited:

(i} to the allotment of equity securities in connection with any rights issue in favour of, or general offer to, ordinary sharehoiders
or preference shareholders open for acceptance for a period fixed by the directors where the offers of such aliotments are
proportionate at @ record date selected by the directors (as nearly as may be) to the respective numbers of ordinary shares or
preference shares held by them but subject to such exclusions or cther arrangements as the directors may deem necessary or
expedient to deal with any legal or practical probiems arising in any territory or in connection with fractional entitlemants, record
dates or otherwise or in respect of the requirement of any regulatory body or stock exchange;

{ii) to the allotment {otherwise than pursuant to paragraph {i) above) of equity securities {as defined in section 94{2) of the Act)
up to an aggregate nominal value of £124,135,

By order of the board /k\
S~ O‘M A D

C M Errington
Company Secretary
26 April 2005

Registered office:

Sopwith House, Brock Avenue,
Warsash, Southampton S031 SZA
Registered No. 1072032

Notes:

1. Members entitled to attend and vote at the meeting will be those entered on the share register 48 hours prior to the meeting. As permitted by
regulation 41 of the 2001 Regulaticns regarding Notices of Meetings, changes to entries on the share register after that time shail be disregarded in
determining the rights of any person te attend or vete at the meeting.

2. A member entitled to attend and vote at the mesting may appoint one or more proxies to attend and {on a poll) vole instead of him. A proxy need
not be a member of the company.

3. To be valid, the Form of Proxy and the authority (if any) under which it is signed or a certified copy of such authority must be deposited at the
company’s registered office not less than 48 hours before the time fixed for the meeting. A Form of Proxy and a reply paid envelope are enclosed

4. When completing the Proxy Form, please ensure that an 'X'is ingerted in the appropriate box, either 'FOR' ar 'AGAINST' in respact of sach resoclution
shown; otherwise your proxy will vote or abstain as he thinks fit in relation to such resolutions.

5. Copies of the service contracts of the directors and the register of directors’ interests will be available for inspection at the company’s registerad office
during the normal business hours on any weekday {Saturdays and bank holidays excluded) from the date of this notice until the Annual General
Meeting and at the place of the Annual General Mesting for fifteen minutes prior to and during the meeting.

6. Brief personal details of 1 E Aves, who is the director proposed for re-election, ¢an be found on page 2.
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