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gresham computing plc DIRECTORS

A M Howarth

Non-Executive Chairman

Alan, aged 60, was appointed to the board in August 2003 and was appainted Chairman in May 2004,
following the Annual General Meeting. He has spent over 20 years as a rmanagement consultant
advising major private and public organisations on strategic and operational improvement. Alan was
formeriy Managing Director of Compass Management Consulting Limited and prior {o that a partner
with Ernst & Young. Additional non-executive directorships include the Maclelian Group plc, Highams
Systems Services Group pic and various interests in public bedies and smaller private concerns.

J E Aves

Non-Executive Director and Chairman of Audit and Remuneration Committees

Ted, aged 70 was appointed to the beard in June Z0G1 and is the group’s senior indegendent non-
executive director. He also serves as Chairman of the audit and remuneration commitiees. Ted has
extensive experience in advising grganisations on corporate marketing and strategic direction. He was
previously Chairman of the consulting division of ECM and Vice-Chairman of Benton & Bowies.

A J S Walton-Green

Chief Executive

Andrew, aged 42, joined the group as Chief Executive in April 2000 and has played a key role in the
transformation of the group since that time. Prior to joining the group, Andrew spent 10 vears in
consuiting and senior management positions as a Chartered Accountant: first with Ernst & Young, then
as Director for e~-business activities with Deloitte & Touche.

S W Purchase

Commercial Director

Steve, aged 53, has been a mainstay of the group since he joined Gresham as a Programmer in 1973.
He became Commercial Director in 1982. Steve’s considerabie technical knowledge and pragmatic
approach continue to play a major role in the direction of Gresham’s product and strategic
development.

D Qsman

Operations Director

Dean, aged 43, joined Gresham in lanuary 1998 as Finance Director and Company Secretary. He was
appointed Gperations Oirector in April 2004 in order to work closely with operational management and
strengthen the group’s operational performance. Prior to joining the group, Dean had developed
considerable management, accounting and business experience waorking for 15 yvears as @ Chartered
Accountant with Ernst & Young in the UK and United States.

C M Errington

Finance Director

Chris, aged 40, joined Gresham in February 2004 as Company Secretary. He was appointed Finance
Director in April 2004. Chris brings te the group considerable technical knowledge and management
experience. He has over 13 years of experience as a Chartered Accountant, most recently with BDO
Stoy Hayward and before that with Ernst & Young, where his focus was with fast growth and listed
companies in the technology sector.




CHAIRMAN'S STATEMENT

I am pieased to present my report on the group’s activities
and results for the year ended 31 December 2005, which
are in iine with the period-end wading update that we
lesued on 31 January 2005, In addition, I am also pleased
to report that we have today reached an agreement with
Cable & Wireless concerning the Real Time Nosiro service,
which amends our respective roies and responsibilities
and provides a secure platform for the continued roll-out
of the Cable & Wirgiess Real Time Nostro service with
greater potential for Gresham.

Update on CWRTN and amendment
to agreement with Cable & Wireless
The CWRTN service gathered momenturm in 2005 as global
banks increasingly address the use of real time information
in their businesses. Since our update to the market in
January I am pleased to report the following progress:

e Two further major banks have agreed to take the
CWRTN Direct service taking the total number of banks
that have agreed to take the CWRTN Direct service to
4, 3 of which are top 20 banks. Several major banks
are currently evaluating the CWRTN Direct service;

® The CWRTN Direct service was enhanced by Gresham
in March 2006 to allow data delivery using the
preferred SWIFTNet method in the first half of 2006.
This is important since banks can now utilise their
existing SWIFT infrastructure to participate in the
CWRTN Direct service;

e A further maior bank has subscribed to the CWRTN
Browser service, taking the total number to 4,
including 2 of the worlds top 10 banks. There are
currently in excess of 10 banks Irialling the CWRTN
Browser service; and

¢ We have added 2 further major banks as -agreed
Providers, increasing the total number of banks that
have agreed to provide data from 18 to 20, including
7 of the top 20 banks in the world and all of the top 4
(Bank of America, Citibank, RSBC and JP Morgan).
Importantly, the majority of these banks are now live
as providers of data to the service with their data
available to subscribing banks. Discussions continue
with a large number of potential providers of data to
the service.

Gresham and Cable & Wireless today announce a revision
to their operating responsibilities in the delivery of the
coflaborative CWRTN  service. Under the new
arrangement, effective immediately, Gresham will assume
primary responsibility for the sales, marketing, integration

and application software management of this globai
banking industry initiative, Cable & Wireless will continue
to support the roll out of this soiution giobally and in
particular will be responsible for the secure hosting and
managed infrastructure, which are fundamental to the
integrity and delivery of the setrvice, Thesg new
arrengements strongly afign both parties’ operating
responsibiiities with their core strengths and are aimed at
gpsuting that our customers are served in the most
sppropriate manner.

Under the agreement both parties will continue to share
net subscription revenues generated by CWRTN with the
shares amended to reflect ongoing operating
responsibilities. Gresham will henceforth receive a
significant majority of revenues arising from the service.
Cable & Wiraless wilt be providing the ongoing hosting and
infrastructure services for CWRTN as well as making &
substantial up-front cash payment to Gresham and an
ongoing contribution to the costs of taking CWRTN
to market.

Summary of financia!l performance
Results are in line with our period-end trading update
issued 31 January 2006. Revenues increased to £14.0m
from £12.4m in 2004 and the loss before tax increased
slightly to £1.2m (2004: £1.1m loss before tax). Year end
cash was £2.0m and our cash position improved further in
January follewing & significant customer receipt and will
increase significantly in the first haif of 2006 following
today's agreement with Cabie & Wireless.

Enterprise Solutions

Overall, the results achieved by our Enterprise Soiutions
business were disappointing and were adversely affected
by contract delays and the absence of significant licence
revenues. However, trading and opportunities improved in
the second half of 2005 and this trend has continued in
2006. We continue to see growth from 2 strong customer
pipeline in our Integrated Client Money Solution working
alongside a major bank as wel as increased activity from
our Solutions business generaliy.

We continue to invest in developing our petent pending
payables financing solution, Gresham Payables Financing
Solution {"GPFS"}, and remain in contractial discussions
with a number of parties regarding taking GPFS to market
in 2006, with a model of building a sound base of
recurring revenues over time,

Cur staff placement business grew strongly during the

year, with revenues increasing by 66% over 2004 in an
ever challenging market, The growth arcse from the
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provision of temporary staff, with higher margin
permanent staff revenues remaining at low levels in line
with market conditions.

Enterprise Software

Revenue in our Enterprise Software division continued te
be underpinned by a stromg support and maintenance
revenue base and grew 10% in the year

Cur US storage business performed strongly in 2005 and
contributed significantly to the overall revenue growth of
the Enterprise Software division. We have continued to
invest in our new Storage Consolidation Platform ("SCPY),
which we will be bringing to market in 2006 largely
through OEM channels. The SCP product suite has been
engineered to address the full breadth of the secondary
storage back-up and archive market thus satisfying the
key demands of end customers for this solution. The
exceptional functionality and flexibility of our platform will
prove particularly usefu! to library vendors but also has
wide market applicability for enterprise storage customers
and wider than that to all concerned in the Storage Area
Network (SAN) arena. SCP provides & significant
opportunity to widen and solidify our global customer
base and generate strong growth in the Enterprise
Software division.

The overzil growth in Enterprise Software was achieved
despite a particularly poor performance from our French
back-up business. Actions have been taken in the first half
of 2006 to significantly reduce our ongoing exposure in
that particular market.

Future Qutlook

The agreement announced today with Cable & Wireless is
extremely positive for the future of Gresham. The
demands for real time access to banks” trading
information have if anything increased since the CWRTN
venture was launched and we fee! that we are now
reaching an inflexion point in the life of the service, This
has been evidenced by = doubling in the number of
subs¢ribars and providers in the last 12 months. That we
continue to be supported by Cable & Wireless and now
have the opportunity to derive a grester share of the
revenue from the service is positive news for us and our
shareholders.

Going forward, we have the platform in place to commit
significant resource o 2 strong market focused sales and
rmarketing effort to accelerate revenues in 2006 and
beyond. This will mean a greater investment than
previously anticipated over the next two years as we put
more resources into building the revenues, however, the

2

gdditional revenue share and long term potential of
CWRTN make this a warthy area for investment,

CWRTN secives a problem for banks looking to deal with
increasing regulatory pressures around international
payments and this factor will encourage teke up of
the service. We are already beginning to see interest
from banking regulators in the application of the
CWRTN service.

In the early part of 2006, we secured a major contract
providing Enterprise Solutions in Malaysia building on our
strong customer credentials in that region. We see further
growth in this region 2nd in March 2006 we opened an
office in Kuala Lummpur, Malaysia, to service our majer
customers in that area.

in addition we will bring new solutions to market in
2006, including cur exciting new Storage Consolidation
Piatform {(“SCP") technoliogy, which we consider to have
significant potential,

We are currently taking steps to strengthen our sales and
marketing resources, both in response 1o today’s CWRTN
announcement and also to improve our sales approach s
market generally.

During 2005, we ook actions to reduce our recurring
indirect cost base to allow investment in expanding our
customer and market facing activities. We expect the
impact of these moves to be seen in 2006.

Taking into account all these factors, we anticipate
improved trading in 2006 together with & continued rofl-
out of CWRTN,

gl D

Alan Howarth
Chairman
26 April 2006 [ 4
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DIRECTORS' REPORT

The direciors present their report and the group financial statements for the year ended 31 December 2005,

International Financial Reporting Standards (IFRS)

These group firencial statements have been prepared in accordance with International Financiali Reporting Standards
("IFRS™). A regulatory statement was issued in September 2005 containing a full recongiliation of the results previcusly
presented under UK GAAP to IFRS together with further information explaining the changes in respact of the group.
Information concerning the differences arising from this change can be found in note 30,

Results and dividends

The group loss for the year, after taxation, amounted to £1,101,000 [2004: loss £762,000). The directors do not
recommend a final ordinary dividend, which leaves the loss of £1,101,000 to be deducted from reserves. No dividends
were recommended or paid in the prior year

Principal activities
The group’s principal activities during the year continued to be the provision of Enterprise Solutions and Software
Solutipns.

Review of the business and future developments
A review of the group’s business during the year and fulure developments is contained in the Chairrman’s Statement
ofn pages 3 to 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 available
opportunities to maintain and improve its competitive position. The group has continued to Invest in product research
and development during the yean

Directors and their interests
The directors at 31 December 2005 and their interests in the share capital of the company (all beneficially haid), at dates
shown, other than with respect to options to acquire shares {which are disclosed in the Directors’ Remuneration Report)
were as follows:

QOrdinary share of 5 pence each

31 December 1 January

2005 2005

1 E Aves 14,000 10,000
C M Errington - —
A M Howarth 3,200 -
D Osman 100,528 56,342
S W Purchase 4,047,139 4,034,291
A 1S Walton-Graen 540,695 493,147

There have been no further changes in the directors’ interests shown above from 31 December 2005 to 26 April 2006,

Having reached the age of 70, J £ Aves i3 required to seek reappointment at each Annual Genaral Meeting and, being
eligible, offers himself for re-election. J £ Aves has an unexpired term of appointment of one year. S W Purchase retires
by rotation at the Annual General Meeting and, being eligibie, offers himself for re-election. S W Purchase has a service
agreement dated 1 August 2000, which is terminable by 12 months’ rofling notice from either side,
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Directors’ Professional Indemnity Insurance
During the vear, and up to the date of approval of the financial statements, the company had in piace third party
indemnity provision for the benefit of ali directors of the company.

Substantial shareholdings
As 2t 26 April 2006 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:

Nurnber Percentage held

Gartmore Investment Management pic 7,566,252 15.1%
10 Hambro Capital Managernent Limited 4,912,500 9.8%
The Valentina Discretionary Trust 3,880,451 7.7%
M A Green 3,273,290 6.5%
The Northwestern Mutual Life Insurance Company 1,999,680 4.0%
Herald Investment Trust pic 1,875,000 3.7%
Aberdeen Asset Managers Limited 1,629,358 3.2%
Strathclyde Pension Fund * 1,601,707 3.2%
UBS AG 1,575,673 3.1%

* Disclosed interest is also included withiin the holding of Gartmore Investment Management pic.

No other person, other than the directors, has reported a helding of 3% or more of the issued ordinary share capital,

Supplier payment policy

The company has due regard to the payment terms of its suppliers and, whilst not following a specific code, generaily
settles al)l undisputed accounts at the due date for payment. At 31 December 2005 the group’s creditor days were 42
{2004: 45).

Disabled employees

The group gives full consideration to appiications for employment from disabled persons where the candidate’s particutar
aptitudes and abilities are consistent with adequately rmeeting the requirements of the job. Opportunities are available
to all employees for training, career development and promotion.

Where existing employees become disabled, it is the groups policy to provide continuing employment wherever
practicabte in the same or an alternative position and to provide appropriate training to achieve this aim.

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
segks, wherever pessible, to reduce its environmental impact through focus on areas that it can control such as energy
saving, recycling and appropriate disposal of oid computer equipment and mobiie phones.

Financlal risk management

The group finances its activities with a combination of finance leases and cash, as disclosed in note 21, Other financial
assets and liabilitles, such as trade receivables and trade payables, arise directly from the group’s operating activities.
Where considered appropriate, the group also enters into forward currency contracts to manage the currency risks
arising from the group’s operations. The group does not frade in financial instruments.

Foreign currency risk
The group has invested in operations outside the United Kingdom and alse buys and selis goods and services
denominated in currencies other than sterling. As a result the value of the group’s non-sterling revenues, purchases,

2




DIRECTORS' REPORT

financial assets and liabilities and cash flows can be affected significantly by movements in exchange rates in general
and in US Doilar, Euro, Canadian Dollan, Malaysian Ringgit and Australian Doliar rates In particuiar.

The group’s transactional currency exposures arise from sales or purchases by an aperating unit in currencies ather than
its functiona! currency. Where considered appropriate, the foreign currency risk arising on contracted future receipts in
foreign currencies is mitigated using standard farward rate contracts taken out with the group’s bankers. These
contracts provide protection against currency deprecistion whilst also allowing the group to share in sorme of the upside
of significant currency eppreciations.

AL 31 Decernber 2005, the group had teken out a financial instrument with its bankers to sell US$200,000 of foreign
currency arising on sales for which firm commitments existed at the balance sheet date. This financial instrument was
settled in January 2006.

Interast rate risks

The group has cash depasits and no bank borrowings. The group dees not currently employ financial instruments to
hedge the risk of variation in the bank base rates, as the majority of the group's funds are in the form of major currency,
variable rate short term depaosits.

Liguidity risk
The group seeks o ensure that it has sufficient long term funding and, as appropriate, committed bank facilities in place

to meet the requirements of the group. Excess cash is invested with banks on a short term basis with no penalty for
early repayment.

Credit risk

The principal credit risks arise from non-payment by customers and through investment of surplus cash. Individual
exposures are maonitored with customers to ensure that the group's exposure to bad debts is not significant. Terms for
deferral of significant payments are granted only to customers who demonstrate an appropriate payment history and
financial standing. Surplus cash deposits are made with banks that have a sufficiently high credit rating.

Share capital

Resolutions will be proposed at the Annual General Meeting to renew the authorities given to the directors to aliot and
grant rights over the un-issued share capital up te @ maximum neminal amount of £837,830 representing cne-third of
the issued osdinary shars capital and to allot and grant rights over shares for cash up to a maximum sominal amount
of £125,674, representing 5% of the issued ordinary share capital, without first making a pro rata offer to all existing
shareholders,

Going concern

After making enquirias, the directors have a reasonable expectation that the group has adeguate resources to continue
in operational existence for the foreseeable future. For this reason, they continue to adopt the geing concern basis in
preparing the financial statements.

Auditors

A resolution to re-appoint Ernst & Young LLP as the company’s auditor will be put to the forthcoming Annual
General Meeting,

By order of the board

CM reii=

€ M Errington
Company Secretary
26 April 2006
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gresham computing plc CORPORATE GOVERNANCE STATEMENT

Statement by the Directors on compliance with the Combined Code

The hoard endorses the ideals and the ethos behind the Combined Code on Corporate Governance {the “Code”) issued
in Juty 2003. This statement describes how the company applies the principles of the Code and the company's
compiiance with the specific provisions of the Code.

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

e Ad.l Code provision requires the formation of & nomination committee fo jead and oversee the application of Code
principles a5 they relate to board and senior management appointmeants. The company does not have a nemination
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 ali directors is important given the size
of the company and such input does not disrupt the normal operaitions of the board. The need for a nomination
committee is howeyer kept upder review taking into account changes in the company's size, complexity and
circumstances.

The board

The company is headed by a board of directors, coliectively responsibie for the success of the company. The board
currently comprises an independent non-executive chairman {A M Howarth), a senior independent non-executive
director (I E Aves)}, the chief executive {A ] § Walton-Green} and three further executive directors (C M Errington,
D Osman and & W Purchase).

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

The non-executive directors constructively ¢hailenge and assist in the development of strategy. Thay scrutinise the
performance of management in meeting agreed geals and objectives and monitor the reporting of performance.

The board normally meets once a manth to review matters such as financial performance, current trading, key business
initiatives and risks, strateqy, budget and business plans. Presentations are made to the board on regular occasions by
the executive directors and operational management.

The board has a schedule of matiers specifically reserved to it for decision. This scheduje inciudes, among other
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 published reports; appointment of
advisors; the establishment of the company’s systems of internal control and risk managemeant and the appointment of

key senior executives. The board has delegated some of its responsibiiities to an executive operational 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 board normally meets ence a month and has a range of responsibiiities,
which inciude:

reviewing operational performance and taking actions to enhance or improve performance;
implementing agreed strategies ang board decisions;
monitoring the performance of employees and assigning appropriate resources;

recommending actions to the board on matters reserved for the board as a3 whole.

Operational board papers and minutes of meetings are circulated to the full board.
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Attendance at meetings
The following table summarises the attendance of board members at board and committee meetings during the year:

Operational Audit Remuneration

Board Board Committee Committee

Number of meetings heid 11 10 3 p
Number of meetings attended:

J E Aves 11 - 3 2

C M Errington® 19 9 3 —

A M Howarth 11 — 3 2

D Gsman 10 9 - -

S W Purchase i1 10 - -

A ] S Walton-Green® 11 10 2 2

' in attendance at Audit and Remuneration Committees by invitation

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

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

® executive management led by the chief executive, A 7 S Walton-Green, has been delegatad responsibility by the
board for the day-to-day management of the company within the conirol and authority framework set up by the
hoard. The levels of authority for management are periodically reviewed by the board and are documented, The chief
executive is assisted in managing the business by the other executive diractors through an operational board.

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

Board balance and independence

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

As a smaller company, Code provision A3.2 requires the company tc have at least twa independent non-executive directors.
The board considers that 7 E Aves and A M Howarth are independent, and the reasons for this decision are set out below.

The board has reviewed the independence of 1 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 option scheme, are not members of the company’s pension scheme, have no cose family ties with
the company's advisers, directors or senior employess, hold no cross directorships linking them with other directors, 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 appropriate without compromising independence.

] E Aves receives a director’s fee for his duties as a director and additionally 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 monitoring of the company’s interaction with customers at a senior refationship (eve!. The marketing
role is one of an independent sounding board for the executive team on marketing strategy and custormer relationships.
His terms of appointment alse provide for the payment of further fixed sums per additional day spent on company
business where authorised in advance by the board. No such additiona! payments were made in the year. The board
therefore considers J E Aves o be independent.
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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 wherg
authorised in advance by the board. Notwithstanding his role as the company's non-executive chairman the board hag
cencluded, based on careful consideration of factors including his overzll character and approach, that A M 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
circumstances and factors likely to compromise independence.

Appointment to the board

Appointments to the board are made on merit and against objective criteria. Care is teken to ensure that appointees
have enough time to devote to the job, especiaily in the case of chairmanships, The board keeps under review, and
takes appropriate action, to ensure orderly succession for appointrments to the board and to senior management, so as
to maintaln an appropriate balance of skills and experience within the company and on the board.

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 appointmenis. The company does net have &
nemination committee.

The beard considers the other significant commitments of non-executive directors prior 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 appoiniment of non-executive directors are available for inspection by any person at the
company’s registered office during normal business hours and at the AGM (for 15 minutes prior to the meeting and
during the meeting}.

The board a5 a whole keeps under review the need for a third independent non-executive director.

Information and professional development

The board is supptied in & timely manner with information in a form and of a quality appropriate to enabie 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 thea chairman ensures that directors continually update their skills
and knowiedge and famiffarity with the company required to undertake their role both on the board and on board
committees. The compeany provides the necessary resources for developing and updating its directors’ knowledge and
capahilities.

Under the direction of the chairman, the company secretary's responsibilities include ensuring good information flows
within the board and its commitiees and between senior management and non-executive directors, as wel! as facllitating
induction and assisting with professional development as reguired. The company secretary is responsible for advising
the board, through the chairman, on all governiance matters and for ensuring that board procedures are comptlied with
and applicable rules and regulations followed. The board considers that, given the size of the company and resources
available, the current dual role of the company secretary, who is giso an executive director, is gcceptable subject to the
following safeguards. The efféectiveness of this arrangement is monitored and reviewed annually to ensure that the
independence of the company secretary as regards corporate gavernance responsibilities is not compromised. The
appointment and removal of the company secretary is @ matter for the board as a whole,

The directors have access to independent professional advice at the sompany's expense where they judge it necessary to
discharge their responsibiiities as directors. Committees are also provided with sufficient resources to underiake their duties.

During the year, directors attended various seminars and conferences held by industry and professiona! 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 evaluation

The board has undertaken a formal review encompassing the performance of the board as a wholg, its commitiess and
each director. In petrforming these reviews, criteria that are taken into account include the ability of the director to; take
the parspective of creating shareholdar vaiue; to contribute to the development of strategy and identification of risks;
to provide clarity of direction te management; to be & 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 managemant.

The seniar non-executive director, } B Aves, is responsible for, and has undertaken, the perfoermance evaiuation of the
chairman, taking info account the views of the executive directors and the criteria above.

Re-elaction

All directors are submitted 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 eppropriste action.

All directors are subject to election by shareholders at the first annual 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 to the removal of a director.

The chairman has formaily reviewed the performance of 1 E Aves, who is seeking re-alection as # non-executive director,
and satisfied himself that his performance continues 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 reporis and other price-sensitive public reporis and reports to requlators as well as to
information required to be presented by statutory reguirements.

Internal control
The board is respensible for maintaining a sound systemn of internal contro! to safeguard shareholders’ investment and
the company's assets. The directors acknowiedge their ultimate responsibility for ensuring that the group has in place

a systern of controls, financiatl and otherwisg, that is appropriate to the business environment in which it operates and
the risks to which it is exposed.

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

The company’s system of internal conirols is designed to manage rather than eliminate the risk of failure to achieve
business objectives and can only provide reasonable but not absolute assurance against material misstatement or loss.
Action has been taken by tbe board to enhance financial and other controls during the year. In addition, steps are
continuing to be taken to further embed internal control and risk management processes inte the operations of the
business and to deal with areas of improvement which came to managernent’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 piace throughout the year and remains in place up to the date of the approval of the financial staterments, The process
is regulerly reviewed by the board and accords with the Intemat Control Guidance for Directors on the Combined Code
produced by the Turnbull working party.
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The processes used by the board to review the effectiveness of the system of internal centrol include:

review of management reports and reports from the operational board;

discussions with managemeant on risk areas identified by management and the board;
review and update of the group’s policy and procedurss;

review of external audit plans;

review of significant issues arising from the external audit;

results of site visits carried out by members of the board; and

annual review of the control environment and procedures.

Control environment

The group operates within a2 controi framework developed and strengthened over 2 number of years and communicated
as appropriate by a series of written procedures. These lay down accounting policies and financial cantrol procedures,
in agdition to controis of a more operational nature, The Key procedures that the directors have established with a view
to providing internal contro) are as follows:

the establishment of the crganisation structure and the deiegated responsibiiities of operational managemenit;
the definition of authorisation limits, including matters reserved for the board; '

the establishment of detailed operational budgets for each financial year;

reporting and monitoring performance against budgets and rolling forecasts;

the security of physical property and of computer information: and

detailed financial due-diligence on all acquisitions.

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

The board has established an audit comrmittee currently consisting of two indepandent non-executive directors, 1 £ Aves
(Chairman) and A M Howarth, The board has satisfied itself that A M Howarth has recent and relevant financial
axperience. Notwithstanding his role as the company’s non-executive chairman the board has concluded, based on
careful consideration of factors inciuding his everail ¢character and approach, that A M Howarth is independent for the
purposes of the Code provision C3.1 regarding his membership of the audit committee.

The committee has written terms of reference setting out its main rofes and responsibitities which were reviewed and
updated during the yesr. These terms of reference gre available from the company secretary on reguest.

The work of the committee in discharging its responsibifities includes:

&« monitoring the integrity of the financial statements of the company, and any formal announcements relating to the
company's financial performance, and reviewing financial reporting judgments contained in them;

e reviewing the company's internal financial controls and raviewing the company’s internal control amd risk
management systems;

# reviewing the company's whistle-blowing arrangements;

& reviewing the need for a separate interna! audit function;

s making recommendations o the board, for it to put to shareholders for their approval in general meeting, in reiation
to the appointment, re-appointment and removal of the externat auditor and to approve the remuneration and terms
of engagement of the external auditor;

& reviewing and monitoring the extemal auditer’s independence and cbjectivity and the effectivenass of the audit
process, taking into consideration relevant professional and regulatory requirements;

o 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

& fto report to the board, identifying any matters of which it considers that action or improvement is needed and
making recommendations as to the steps to be taken.

The cammittee has met with senior management and the externa! auditors to review financial reporting at both the half
and fuil year, including discussions as to the scops, materiality, timing and findings of the annual audit. The committes
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has also met with the auditors and management to discuss the adoption of International Financial Reporting Standards
and reviewed the impact of adeption on the financial staternents.

The committee seeks to maintain auditor objectivity and independence by reviewing and controliing the manner in which
non-audit services are awarded to the auditor on at least an anpnual basis, The company has a rigorous policy designed
to ensure that the auditors’ independence is not compromised by their undertaking inappropriate non-audit work. All
significant non-audit work, and any work of a non-compliance consultancy nature, commissionad from the external
zuditers requires audit committee approval.

The committee formally reviews the independence of the external auditors on an annuat basis and has undertaken its
annual review of the nature and amount of non-audit work undertaken by the external auditors and satisfied itseif that
there is no effect on their independence. The non-audit services provided in the year, as set out in the notes to the
financial staternents, refated to combiiance services, which the committee considers is appropriate in the circumstances.
Mo consuftancy services of a non-compliance nature were purchased from the externat auditors during the year

During the year, the committee considerad the need for 2 separate internal audit function and concluded that,
based on the size of the group, a separate internal audit function is not nacessary at this stage, but has instituted
a cyclical review of compliance with internat control procedures. The need for an internal audit function is reviewed at
feast annually.

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

Relations with shareholders

Dialogue with institutional sharehoiders

The board as @ whole is responsibie for ensuring that a dialegue is maintained with sharehclders based on the mutual
understanding of ebjectives.

The chief executive and finance director, and on occasion the chiairman and senior non-executive director, meet with
major sharehoiders on a regular basls, including presentations after the company’s preliminary announcement of the
yaar end results and at the half year. Non-executives are offered the opportunity to attend meetings with major
shareholders and attend where requested.

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

1 E Aves, the senior independent non-executive director, is available to shareholders if they have concerns where contact
through the normat 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,

Al members of the board attended the company's last AGM and the chairman aims fo ensure that all members of the
board will be available at the forthcoming AGM.

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

Details of resolutions 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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gresham computing plc DIRECTORS' REMUNERATION REPORT

Introduction

This report has been prepared in accordance with the Directors’ Remuneration Report Regulations 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 hoard has applied the Principles of Good Governance relating fo directors”
remuneration. As reguired by the Regulations, a reselution to approve the report will be propesed at the Annual General
Meeting of the company at which the financial statements are to be approved.

The regulations reguire the independent auditors to report to the Companys members on 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 Campanies Act 1985 (as amended by the reguiation). This report has therefore been divided into
separate sections for audited and unaudited information.

Unaudited information

Remuneration Committee

The board has established a remuneration committee currently consisting of two independent non-executive directors,
] £ Aves (chairman) and A M Howarth. Notwithstanding his role as the company’s non-executive chairman the board
has concluded, based on careful consideration of factors including his averall character and approach, that A M Howarth
is independent for the purposes of the Code provision B2.1 regarding his membaership of the remuneration committee.

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.

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 benefits 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 formn of company cars (or cash altemative), medica! insurance and holiday
entitiernent in line with normal industry practice.

Basic salary

An executive director's basic salary is set by the committee to refiect the director’s experience, responsibility and market
conditions. The basic salary is reviewed annually and on ¢hanges of an individual's position or responsibility level. In
deciding appropriate levels the cornmittee takes account of the remuneration paid by other comparable companies of a
simiiar size and in similar market sectors,

Annual bonus payments

The committee establishes the objectives which must be met for each financial vear if a cash bonus is to be paid. The
committee believes that any incentlve compensation awarded shoufd be tied to the interests of the company’s
sharehoiders and that the principal measure of those interests is the profitability of the group. The annual bonus pian
generslly allows for incentive payments of up to 100% of basic satary dependent on the achievement of profitability targets
set at the beginning of the year. No such bonus payments were made for the year ended 31 December 2005 or 2004.
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Share options

Directors are eligible to participate in the company’s executive share option schemes. The commitiee is responsible for
supervising the executive share pplion schemes and the grant of options under its terms. Qptions may only 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:

& Options granted prior to 18 August 1598: growth in the group's reported earnings per share in excess of the retait
price index over & three year period.

& Options granted after 18 August 1998: growth in the group's reported earnings per share in excess of the increase
in the retail price index plus five per cent per annum on average over a three year period, Un-approved executive
share options granted after 1B August 1998 may aiso be subject to additiona! individual performance criteria
designed to reward performance and enhance shareholder return

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.

From 30 luly 2004, all new options granted under these executive schemes are only exercisable based on the
performance in the first relevant three year period from a fixed point; roiling re-testing is not aliowed. For options
granted befare this date, ralling re~-testing is stili permitted in accordance with the terms on which they were issued.

Vesting continues to be measured based on UK GAAP earnings per share for executive options granted prior to the
adoption of IFRS.

Directors are also entitled to participate in the group’s Savings Related Option schems where options are granted to all
eligible empioyees at a discount of 20% to the average mid-market price three days before invitations to join the
scheme are issued,

Service agreements

A 15 Walton-Green, S W Purchase and D Osman have service agreements dated 1 August 2000, which are terminable
by 12 months’ rolling notice from either side, C M Errington has a service agreement dated 1 August 2004, which is
terminable by 12 months’ rolling notice from either side. Compensation for loss of office is considered on & case by case
basis and in agrordance with any service agreement requirements.

Non-executive directors

The level of non-executive directors” remuneration is determined by the exgcutive directors after considering the fee
levels in comparable businesses. A basic fee is set for normal duties and supplementary fees are paid for any additional
duties at fixed day rates. MNon-executive directors are appointed for an initial period of two years following their
appointment at an AGM and thereafter by agreement. A M Howarth has & letter of appointment dated 11 August 2003
and this is due for renewal before 27 May 2006. 1 £ Avas has a letter of appointment dated 26 April 2006 and this is
due for renewal annually. Non-executive directors are not eligible for pensians, incentives or any similar payments other
than narma! out of pocket expenses incurred on behalf of the busingss. Compensation for loss of office is not payable
to non-executive directors.
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Performance graph

The graph below shows the total shareheldar return for each of the last five finangiai yegars in terms of the change in
value {with dividends reinvested) of an initial investment of £100 on 31 October 2000 in a hoiding of the company’s
shares against the corresponding total shareholder retumn in 2 hypothetical hoiding of shares in the FTSE TechMark
All-Sheare index.

The FTSE TechMark Ali-Share was selected as it represents 2 broad equity market index in which the company is &
constituent member.

Audited information
Directors’ emoluments

Performance 2005 2004
Basic salary/ Benefits related Total Total
fees in kind bonus emoluments emoluments
£ £ £ £ £
Executive

C M Erringtan 55,000 443 — §5,443 64,454
O Osman? 131,500 3,591 — 135,091 132,627
S W Purchase® 129,000 3,591 - 132,591 132,094
A ) S Wajton-Green 181,500 3,891 — 185,091 164,010

Non-executive
J E Aves® 28,800 - — 28,800 25,200
A M Howarth 28,500 - - 28,500 24,000
594,300 11,2156 — 605,516 542,385

* comparative is from appointment 19 April 2004

at the optien of the director, waived £10,250 of basic salary 2005 and continued to waive £12,000 per annum untif
31 March 2006

* at the option of the director, walved £22,500 of basic salary 2005 and continues to waive £30,000 per annum

¢ £17,550 of which was paid to ] E Aves Associates (2004; £25,200)

Benefits in kind comprise private medical insurance and car allowarce,
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Directors’ pension entitlements
Four directers were members of defined contribution schemes. Contributions paid by the company in respect of the
directors were as follows:

2005 2004

£ £

C M Errington* 4,750 2,687
D Osman 16,437 15,000
S W Purchase 15,750 15,800
A J S Walton-Green 20,528 18,750
57,465 51,437

! comperative is from date of appaintment 1% April 2004

Directors” share options
Details of options for directors who served during the year are as follows:

Options at Granted/ Exercised  Options at
1January {cancelled) 31 December Date of Exarcise Date first Expiry Market price
2005 in the year 2005 grant price  exercisable date at exercisé
C M Errington - - - -
D Osman 81,081 - — 81,081 21.01.98 37p 22.01.01 21.01.08 -
43,919 f - - 43,919 17.62.99 142p 18.02.02 17.02.09 -
80,000 © - - 8G,000 25.07.00 3sp 26.07.03  25.07.10 -
44,186 * — (44,186) ~ 24.05.02 21.5p 01.07.05 31.12,05 11Gp
245,186 (44,186} 205,000
5 W Purchase 12,548 * - {12,548} — 24.05.02 21.5p 01.07.05 21.01.06 110p
A ]S Walton- 557,897 © - - 557,897 25.07.00 36p 26.07.03 25.07.10
Green 250,000 © - - 250,000 17.07.01 25p 18.07.01 17.07.05
12,548 * — {12,548) - 24.05.02 21.,5p 01.07.05 31.12.0% 71.5p
820,445 - {12,548} 807,897

¢ denotes options granted under Executive share option schemes

5 denoctes options granted undet Savings Related Option Scheme {SAYE)
denotes options granted by S ] Green over shares beneficially held by him {no performance conditions)

denotes options over which the executive has agreed to pay any employer’s national insurance arising from the
exercise of the options.

The desing market price of the company’s shares o 31 December 2005 was 81 pence. During the year, the closing

price per ordinary share ranged from 68 pence to 340 pence,

Gzins made on the exercise of director share options are disclosed in note 7(b).

Approval

This report was appraved by the board of directors and is signed on fts behalf by:

J E Aves
26 April 2006

X
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gresham computing plc STATEMENT OF DIRECTORS' RESPONSIBILITIES

Statement of directors’ responsibilities in respect of the financial statements
The directors are responsible for preparing the Annual Report and the financial statements in accordance with applicable United
Kingdom faw and those International Financial Reperting Standards as adopted by the European Union.

The directors are required to prepare financial statements for each financial year which present fairly the financial position of the group
and the financial performance and cash flows of the group for that period. In preparing those financial statements, the directors are
required tg:

e sceiect sultable accounting policies and then apply them consistently;

& present information, including accounting policies, in a manner that provides raievant, reliable, comparable and understandable
information; and

& provide additional disciosures when compliance with the specific requirements in [FRSs is insufficient to enabie users to understand
the impact of particutar transactions, other events and conditions on the entity’s financial pasition and financial performance; and

& state thet the group has complied with IFRSs, subject fo any material departures distlosed and explained in the financial
statements.

The directars are responsible for keeping proper accounting records which disclose with reasonabie accuracy at any time the financial |
position of the group and enable them to ensure that the financial staterments comply with the Companies Act 1585 and Article 4 of
the IAS Reguiation, They are also responsible for safeguarding the assets of the group and hence for taking reasonable steps for the
prevention and detection of fraud and other iregutarities.
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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS OF
GRESHAM COMPUTING plc

We have audited the group financial statements of Gresham Computing plc for the year ended 31 December 2005 which comprise the
Group Income Statement, the Group Balance Sheet, the Group Cash Flow Statement, the Group Statement of Recagnised Income

and Expense and the related notes 1 to 30. These group financial statements have been prepared under the atcounting policies set
out therein.

We have reported separately on the parent company financial statements af Gresham Computing pic for the year ended 31 December
2005 and on the information in the Directors’ Remuneration Report that is described as having been audited.

This report is made solely to the company’s members, as a body, in accordance with Section 235 of the Companies Act 1985, Our
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 ne 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 work, for this report, or for the opinicns we
have formed.

Respective responsibilities of directors and auditors
The directors are raspensible for preparing the Annual Report and the group financial statements in accerdance with applicable United

Kingdom law and International Financial Reporting Standards (IFRSs) as adopted by the European Union as set out in the Statement
of Directors' Responsibilities.

Our responsibiiity is to audit the group financial statements in accordance with relevant legai and regulatory requirements and
International Standards on Auditing (UK and Ireland).

We report to you our opinicn as £o whether the group financial stetements give 2 true and fair view and whether the group financial
statements have been properly prepared in accordance with the Companies Act 1885 and Article 4 of the IAS Regulafion. We alsc
report to you if, in our opinion, the Directors’ Report is not consistent with the group financial statements, if we have not received alt
the information and explanations we require for our audit, or if information specified by law regarding director’s remuneration and
other transactions is not disclosed.

We review whether the Corporate Governance Staternent reflects the company’s cornpliance with the nine provisions of the 2003 FRC
Combined Code specified for our review by the Listing Rules of the Financiz! Services Authority, and we report if it does not. We are
not required to consider whether the board's statements on internal controt caver all risks and controls, or form an opinion on the
effectiveness of the group’s corporate govemance procedures or its risk and controt procedures.

We read other information contained in the Annual Report and consider whether it is consistent with the audited aroup
financia! statements. The other information comprises only the Directors’ Report, the Chairman's Staternent, the Corporate
Gavernance Statement and the Directors’ Remuneration Report. We consider the impiications for our report if we become aware of

any apparent misstatements or material incensistencies with the group financial statements. Our respansibilities do not extend to any
ather information.

Basis of audit opinion

we conducted our audit in accordance with International Standards on Auditing {UK and Ireland) issued by the Auditing Practices
Board. An audit includes examination, on a test basis, of evidence relevant to the amounts and disciosures in the group financial
statements. It also includes an assessment of the significant estimates and judgments made by the directors in the preparation of

the group financial statements, and of whether the accounting policies are appropriate to the group’s circumstances, consistently
applied and adeguately disciosed.

we planned and performed our audit so as to obtain all the information and expianations which we considered necessary in order to
provide us with sufficient evidence to give reasonable assurante that the group financial statements are free from material
misstatement, whether caused by fraud or other frregularity or ertor. In forming our opinion we also evaluated the overall adequacy
of the presentation of information in the group financial statements.

Opinion
In our opinion the group financial statements:

¢ give a true and fair view, in accordance with IFRSs as adopted by the European Union, of the state of the group’s affairs as at
31 December 2005 and of its loss for the year then ended; and

® have been properly prepared inn accordance with the Companies Atk 1985 and Article 4 of the IAS Regulation

Cowk & oy LL#

Ernst & Young LLP :

Registered Audit y

s G T Ty U

26 April 2006

|3




- T R—S—.S

gresham computing plc GROUP INCOME STATEMENT

FORTHE YEAR ENDED 31 DECEMBER 2005

31 December 31 Dacember
2003 2004
Notes £'000 £°000
Revenue 3.4 13,982 12,398
Cost of goods sold {7,205} (5,796)
Grass profit 6,777 6,802
Administrative expenses {8,133} {7,857}
Trading loss 5 {1,356) {1,265)
Finance revenue 3,8 124 217
Finance costs 8 {14) {19}
~ Loss before tax (1,246} (1,067)
Taxation 9 145 303
Attributabie to eguity holders of parent 24 {1,101) {762)
Loss per share (fotal and continuing}
Basic loss per share — pence _ 10 (2.20) (1.54) '
Diluted lpss per share — pence 10 (2.20) (1.54}
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GROUP STATEMENT OF RECOGNISED INCOME AND EXPENSE

FOR THE YEAR ENDED 37 DECEMBER 2005

2005 2004

£°000 £'000

Exchange difference on translation of foreign operations — (25)
Nat expense recognised directly in equity - {29)
Attributable loss for the period {1,101) {762}
Total recognised income and expense for the period {1,101) (791)
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GROUP BALANCE SHEET

AT 31 DECEMBER 2005

31 December 31 December

2005 2004
Notes £°000 £000
Assets
Non-current assets
Property, plant and equiprment 12 1,271 1,400
Intangible assets 13 1,879 1,245
3,150 2,645
Current assets
Trade and other receivables 16 8,175 6,791
Income fax receivable i6 252 449
Other financial assets i5 40 400
Cash and cash equivalents 17 01,973 3,016
10,440 10,656
Total assets 13,590 13,301
Equity and liabitities
Equity attributabie to eguity holders of the parent
Called up equity share capital 22 2,513 2,479
Share premium account 24 10,009 5,713
Other reserves 24 1,039 1,639
fForeign currency transiation reserve 24 {(29) (29)
Retained earnings 24 {5,873) {4,914)
24 7,559 8,288
Non-current lighilitias
Financial liabifities 19 21 40
Deferred income 18 680 268
Current Fabilities
Financial liabitities 19 43 61
income tax payabie 18 108 20
Trade and other payabies 18 5,178 4.624.
Total labilities 6,031 5,013
Total equity and iiabilities 13,590 13,301

On behalf of the board

CM i

C Errington
26 Aprit 2006

Woe 2.

A Walton-Green
25 Aptil 2006
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GROUP STATEMENT OF CASH FLOW

FOR THE YEAR ENDED 31 DECEMBER 2005

2065 2004
Notes £'000 £°000
Cashflows from operating activities
Trading foss (1,356) (1,265}
Depreciation and amortisation 3 586 389
Share based payment expense 23 42 29
Increase in trade and otber receivables {1,424) {1,318)
Increase in trade and other payables 876 238
Cash outflow from operaticns {1,176) (1,927
Net income taxes received/(paid) 431 {40)
Net cash outflow from operating activities (745} (1,967}
Czsh flows from investing activities
interest received 8 84 199
Repayment of convertible bonds 15 400 389
Purchase of property, plant and eguipment {155} (234)
Disposal of property, plant and equipment 4 -
Payments to acquire intangible fixed pssets 13,25 (709) (278)
Net cash (used in}/generated from investing activities (376} 76
Cash flows from financing activities
Proceeds from issue of ordinary share capital 22 140 a1
Share issue costs 24 {10) (2)
Interest paid 8 {14} {19
Decrease in obligations under finance leases 25 {65) {77}
Net cash generated/(used in) by financing activities 51 {7
Net decrease in cash and cash eguivalents 25 (1,070) {1,898)
Cash and cash equivalents at beginning of peried 25 3,016 4,923
Exchange adjustments 25 27 {9y
Cash and cash equivalents at end of period 25 1,973 3,016
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gresham computing plc NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2005

1. Authorisation of financial statements and statement of compliance with IFRSs
The group financial statements of Gresham Computing plc (the ‘group’) for the year ended 31 December 2005 were authorised
for issue by the board of the dirsctors on 26 April 2006 and the balance sheets were signed on the board’s behalf by A1 §
Waiton-Green and C M Errington. Gresham Computing pic is a pubdic iimited company incorporated and domiciled in England &
Wales. The company’s erdinary -shares are traded on the London Stock Exchange.

The group’s financial statements have been prepared in accordance with International Financia! Reporting Standards as adepted
by the EU as they apply to the financial statements of the group for the vear ended 31 December 2005 applied in accordance
with the provisions of the Companies Act 1985. The principal accounting policies adopted by the group are set out below,

2, Accounting palicies
Basis of preparation
This is the first yvear in which the group has prepared its finencial statements under IFRSs and the comparatives have been
restated from UK Generally Accepted Accounting Practice {UK GAAP) to comply with IFRSs. The group issued a public statement
in September 2005 incorporzting its preliminary IFRS financial statements for 2004 and reconciliations o IFRSs fram the previously
published UK GAAP financial statements. Tha impact of this transition on the financial statements is presented in note 3G.

The group financial statements are presented in £ Sterling and all values are rounded to the nearest thousand pounds {£'000)
except when otherwise indicated.

Basis of consolidation

The group financiai statements consolidate the financial statements of Gresham Computing pic and the entities it controls {its
subsidiaries) drawn up to 31 December each year,

Subsidiaries are consolidated from the date of their acquisition, being the date on which the group obtains contral, and continue
to be consofidated unti{ the date that such coniral ceases. Control comprises the power to govern the financial and operating
poiicies of the investee st as to obtain benefit from its activities and is achieved through direct or indirect ownership of voting
rights; currently exercisable or convertible potential voting rights; or by way of contractual agreement. The financial staternents
of subsidiaries are prepared for the same reporting year as the parent company, using consistent accounting policies. All inter-
company balances and transactions, including untealised profits arlsing from them, are eliminated.

Use of estimates

The preparation of financial statements requires management to make estimates and assumptions. These impact the reported
amounts of assets and llabllities and the reported amount of revenues and expenses during the reporting period.

Forefgn currency transiation
The presentational and functional currency of Gresham Computing plc is £ Sterling. Balance shegt items of overseas companies

are translated into £ Sterling at the year-end rates of exchange. Income statement items and the cash flows of overseas
subsidiary undertzkings are transiated at the average rates for tha year

Goodwili and fair value adjustments arising on the acquisition of a foreign entity are treated ss assets and liabiiities of the foreign
entity and translated at the closing rate.

Transactions in foreign currencies are initially recorded In the functional currency by applying the spot exchange rate ruling at
the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are retransiated at the functionai
currency rate of exchange ruling at the balance sheet date.

The following are recorded as movaments in the currency translation reserves: exchange differences on the translation at closing
rates of exchange of overseas opening net assets and the differences arising between the translation of profits at average and
closing exchange rates. On the dispasat of a foreign subsidiary, the deferred cumulative amount recognised in equity, within the
currengy transiation reserve, relating to that particular subsidiary is recognised in the income statement.
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NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2005

Accounting policies {continued)

Goodwilf

Goondwill recognised prior to the date of transition to IFRS on 1 January 2004 is stated at net book value as at this date. Goodwill
recognisad subsequent to 1 January 2004, representing the excess of purchase consideration over net fair value of identifiable
assets, ifabilities and contingent labilities scquired, is capitalised. After initial recognition, goodwiil is stated at cost less any
accumulated impairment losses, with the carrying value being reviewed for impairment, at least annually and whenaver events
or changes in circumstances indicate that the carrying value may be impaired.

For the nurpose of impairment testing, goodwill is allocated to the related cash-generating units menitored by mahagement, at
businass segment level or statuiory company Jevel as the case may be. Where the recoverable armount of the cash-generating
unit is less than its carrying amount, including goodwill, an impairment loss is recognised in the income statement. Any
impairment of goodwill charged to the income statement cannot be raversed by subseguent accounting pelicies.

The carrying amount of goodwill allocated to & ¢cash-generating unit is taken into account when determining the gain or loss on
disposat of tha unit, or of an operation within it. Goodwill arising on acquisitions prior to 1 November 1998 remains set off directly
against reserves even if the related investment becomes impaired or the business is dispesed of.

IFRS 3 ‘Business Combinations’ has not been refrospectively apolied to combinations before the date of fransition to IFRS.

Intangibie assets

Purchased intangibles, intluding purchased patents, know-how, trademarks, licences and distribution rights are capitalised at
cost and ameortised on a straight line basis over their estimated useful lives. The amortisation of those intangibles acquired as
part of a business combination is presented within administrative expenses. The estimated usefu! life of intangible assets ranges
between 3 and 10 years depending on their nature,

The group considers that the regulatory, technical and market uncertainties inherent in the development of new products and
technofogias means that internal deveiopment costs shouid not be capitatised as intangible fixed assets until commercial viability
of a project is demonstrable and appropriate resource is in place to launch the product. Research and devefopment expenditure
prior to this point in time is expensed as incurred. An intangible asset arising from deavelopment (or from the development phase
of an intamal project} is racognised if, and only if, the following can be demenstrated:

+ the technical feasibility of completing the intangibie asset so that it will be available far use or sale;

+ the intention to complete the intangible asset and use or sell it;

+ the ability to use or sell the intangible asset; )

+« how the intangibie asset will genarate probable future economic banefits;

« the availability of adequate technical, financial and other resources to complete the development and to use or seli the
intangibie asset; and

» the ability to measure reflably the expenditure attributabie to the intangible asset during its development.

Amortisation charges in respect of intangibie assets are included in administrative expenses.

Property, plant and equipment

Property, plant and equipment is stated at cost less depreciation and provision for impairment where appropriate. Freehaid land
is nat depreciated. Freehald buildings are depreciated down to their residual value an a straight-line basis at 2% per annum,
Fixtures and fittings are depreciated on a straight-fine basis over the term of the underlying lease. Plant and equipment is
deprecigted on a straight-line basis over lives ranging between 1 and 10 years to write down the assets to their residuzl value
based on current prices for an asset of the age the plant and equipment is expected to be at the end of its useful life, Residual
values and useful lives are reviewed on an annual basis.
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gresham computing plc NOTES TO THE FINANCIAL STATEMENTS

AT 37 DECEMBER 2003

2. Accounting policies (continued)

Impairment of assets

The group assesses at each raporting date whether there is an indication that an asset may be impaired. If any such indication
exists, or when annua! impsairment testing for an asset is required, the group makes an estimate of the asset’s recoverable
amount, An asset’s recoverable amount is the higher of an asset's or cash-generating unit's fair value less costs to sell and is
value in use and is determined for an individual asset, unless the asset does not generate cash inflows that are largely independent
of those from other assets or groups of assets. Where the carrying amount of an asset excesds its recoverable amount, the asset
is considerad impaired and is written down to its recoverable ampount. In assessing value in use, the estimated future cash flows
are giscounted to their present value using 2 pre-tax discount rate that reflects current market assessments of the time value of
money and the risks specific to the asset. Impairment logses of continuing operations are recognised in the incorne statement in
those expense categories consistent with the function of the impaired asset,

An assessment is made at each reporting date as to whether there is any indication that previously recognised impairment losses
may no longer exist or may have decreased. If such indication exists, the recoverable amount is estimated. A previously
recognised impairment loss is reversed only if there has been z change In the estimates used to determine the asgset's
recoverable amount since the last impairment loss was recognised. If that is the case the carrying amount of the asset is
increased to its recoverabie amount. That increased amount cannot exceed the carrying amount that would have been
determined, net of depreciation, had no impairment loss been recognised for the asset in prior years. Such reversal is recognised
in profit or loss. After such a reversal the depreciation charge is adjusted in future periods to allocate the asset’s revised carrying
amount, jess any residual value, on a systematic basis over its remaining usefut life,

Financial assets

Financial assets in the scope of IAS 39 are classified as financial assets at fair value through profit or loss; loans and receivables;
held-to-maturity investments; or as available-for-sale financial assets, as appropriate. The group determines the classification
of its financial assets at initial recognition and re-evaluates this designation at each financial year-end. When financiai assets
are recognised initially, they are measured at fair value, being the transaction price plus, in the case of financial assets not at
fair vaiue through profit or (oss, directly atiribuiable transaction costs.

financial assets at fair value through profit or loss

Financiai assets classified as held for trading and other assets designated as such on inception are included in this category.
Financial assets are classified as held for trading if they are acquired for sale in the short term. Derivatives are also classified
as heid for trading unless they are designated as hedging instruments, Assets are carried in the balance sheet at fair value with
gaing or losses on financial agsets at fair value through profit or loss recognised in the incorme statement.

Loans and receivables

Loans and recelvables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active
market, do not qualify as treding essets and have not been designated as either fair value through profit and Joss or available
for sale. Such assets are carried at amortised cost using the effectiva interest method if the time value of money is significant.

Gains and losses are recognised in income when the lpans and receivables are derecagnised or impaired, as well as through the
amortisation process,

Impairment of financial assets
The group assesses at each balance sheet date whether a financial assat or group of financial assets is impaired.

Assefs carried at amortised cost

If there is objective evidence that an impairment loss on loans and receivables carried at amortised cost has been incurred, the
amount of the less is measured as the difference between the asset’s carrying amount and the present value of estimated future
cash flows (exciuding future credit iosses that have not been incurred) discounted at the financial asset’s original effective
interest rate (i.e. the effective interest rate computad at initial recognition), The carrying amount of the asset is reduced, with
the amount of the loss recognised in administration costs.

If, in @ subsequent period, the amount of the impairment loss decreases and the decrease can be reiated objectively to an event
occurring after the impairment was recognised, the previously recognised impairment foss is reversed. Any subsesquent reversal
of an impairment {oss is recognised in the income statement, to the extent that the carrying value of the asset does not exceed
its amortised cost at the reversal date.
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NOTES TO THE FINANCIAL STATEMENTS

AT 371 DECEMBER 2005

2. Accounting policies (continued)
Trade and other receivables
Trade receivables, which generaily have 30-60 day terms, are recognised ang carmried at the lower of their original invoiced value
and recoverable amount. Where the time value of money Is material, recelvables are carried at amortised cost. Provision is made
when there i5 obijective evidence that the group will not be able to recover balances in full. Balances are written off when the
probability of recovery is assessed as belng remote.

Cash and cash equivalents

Cash and cash equivalents in the balance sheet comprise cash at bank and in hand and short-term deposits with an original
maturity of three months or less.

For the purpose of the consolidated cash flow statement, cash and cash equivalents consist of cash and cash equivalants as
defined above.

Income taxes

Current tax assets and liabilities are measured at the amount expected to be recovered from or paid to the taxation authorities,
based on tax retes and laws that are enacted or substantively enacted by the bzlance sheet date.

Daferred income tax is recognised on ail temporary differences arising betwaen the tax bases of assets and lisbilities and their
carrying amounts in the financial statements, with the following exceptions:

o where the temporary differance arises from the initial recognition of goodwill or of an asset or liability in a transaction that is
not a business combination that at the time of the transaction affects nefther accounting nor taxable profit or loss;

® in respect of taxable temporary differences associated with investments in subsidiaries, where the timing of the reversal of
the temporary differences can be controlled and it is probable that the temporary differences will not reverse in the
foreseeable future; and

o deferred income tax assets are recognised only to the extent that it is probabie that taxable profit wili be avaiiable against
which the deductible temporary differences, carried forward tax credits or fax losses can be utilised:

Deferred income tax assets and liabilities are measured on an undiscounted basis at the tax rates that are expected tc apply
when the related asset is realised or liability is settled, based on tax rates and laws ¢nacted or substantively enacted at the
balance sheet date.

Income tax is charged or credited directly to equity If it relates to items that are credited or charged to equity. Otherwise income
tax is recognised in the income statement.

Derivative financial instruments

The group uses derivative financial instruments such as forward currency contracts to hedge its risks asseciated with foreign
curcency. From 1 January 2004, such derivative financial instruments are initially recognised at fair value on the date on which
a derivative contract is entered inte and are subsequently remeasured st fair value. Derivatives are carried as assets when the
fair value is positive and as liabilities when the fair valua is negative. The fair value of forward currency contracts is calculated
by reference to current forward exchange rates for contracts with similar maturity profifes.

Pensions and other post-retirement benefits

The group operates defined contribution pension schemes and contributions are recognised in the income statement in the
peariod in which they become payable,

Leases - Lessee

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and .rewards of
ownership to the group. All ather jeases are classified as operating leases.

Assets held under finance ieases are capitalised as property, plant or equipment and depreciated accordingly. The capita! element
of future lease payments is inciuded in borrowings and interest is charged to the income statement on an effective interest basis
over the term of the lease,
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gresham computing plc

NOTES TO THE FINANCIAL STATEMENTS

AT 37 DECEMBER 2005

Accounting policies (continued)

Rentals payable under operating leases are charged to income on a straight line basis over the ferm of the relevant lease, Lease
incentives are recognised on a straight tine basis over the leass term,

Revenue recognition

Revenue comprises sales of products and services to third parties at amounts invoiced net of trade discounts and rebates,
excluding sales taxes, when the significant risks and rewards of ownership of the products and services have passed to the buvyer
and can be reliably measured and reasonably assured of recoverbitity.

Revenue on software licences is recogrised when all of the following criteriz are met:

@& Persuasive evidence of an arrangement exists, such as a signed contract or purchase order;

e Delivery has occurred and no future elements to be delivered are essential to the functionatity of the delivered element;
® The fee is fixed or determinable; and
& Collectibility {s probable, .

Revenue from the provision of professional services, such as implementation, training and consultancy, is recognised as the
services are performed.

Revenue from subscription services and maintenance is recognised rateably over the pericd of the contract,

Larger contracts for the delivery of splutions with multiple elaments, typically Involving licence, profassional services and
maintenance, are unbundled and revenue is recognised based on the accounting policy applicable to each constituent part.

Revenue Is recognised on long-term contracts as that proportion of the tota! contract value which costs incurred to date bear to
total expected costs for that contract. Profit is recognised on long-term contracts, if the final outcome can be assessed with
reasonable certainty, by inctuding in the income statement revenue and related costs as contract activity progresses.

Interest income is recognised as interest accrues using the effective rate of Interest mathod.

Rental incorme arising from sub-letting premises held under operating feases is accounted for on a straight-line basis over the
jease term.

Leng-term contracts
Cumulative costs incurred net of amounts trensferred to cost of goods sold, less provision for contingencies and anticipated

future losses on contracts, are Included as contract costs. The contrack ¢osts are racognised as costs in the income statement
in line with the recognition of income from the associated contracts.

The recoversbility of costs and carrying value of the related assets, as disclosed in note 16, involves a significant degree of
estimation, predominantly i respect of estimating the timing and amount of future income arising on longer term contracts.
Changes to these estimates could have 2 material impact on the carrying amounts of such assets n future financial periods.

Share-based payments

The group operates executive and employee share schemes. for all grants of share options, the fair valiue as at the date of grant
Is caiculated using an option pricing moede! and the corresponding expense is recognised pvar the vesting period. The cumulative
expense recognised at each reporting date reflects the extent to which the vesting period has expired and the number of awards
that, in the opinion of the directors, will be vested. The expense is recognised as a staff cost and the associated cradit entry is

. made against equity.

Fair value is determined by management using the Black Scholes pricing mode!. Where an equify-settied award is cancelied, it
is treated as If it had vested on the date of cancellation, and any cost not yet recognised in the income staternent for the award
is expensed immediately. Any compensatioh paid up to the fair value of the award at the cancellation or settlement date is
deducted from equity, with any excess over falr value being treated as an expense in the income statement.
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NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2005

Accounting policies (continued)

The group has taken advantage of the transitiona! provisions of IFRS 2 in respect of equity setiled awards so as to apply IFRS 2
anly to those equity settled awards granted after 7 November 2002 that had not vested before 1 January 2005,

New standards and interpretations not applied

During the year, the IASB and IFRIC have issued the following stendards and interpretations with an effective date after the date
of these financial statements:

International Accounting Standards (IAS / IFRSs) Effective date
JFRS 7 Financial Instruments: Disclosures 1 January 2007
A5 1 Amendment — Prasentation of Financial Statements: Capital Disclosures 1 January 2007
1AS 39 Fair Value Option 1 January 2006
1AS 39 Cash Flow Hedge Accounting 1 January 2006
IAS 3% Armendment to IAS 39 and IFRS 4 ~ Financlal Guarantee Contracts 1 January 2006
International Financial Reporting Interpretations Committee (IFRIC)

1FRIC 4 Detarmining whether an arrangement contains z lease 1 January 2006
IFRIC 8 Scope of IFRS 2 1 May 2006

The Directors do not anticipate that the adoption of these standards and interpretations will have a material impact on the
group’s finzncial statements in the peried of initia!l application.

Upon adoption of IFRS 7, the group will have to disclose additional information about its financial instruments, thair significance
and the nature and extent of risks that they give rise to, More specifically the group will need to disclose the fair value of its
financial instruments and its risk exposure in greater detail. There will be no effect on reported income or net assets,

Revenue ‘
Revenue disciased in the incame statement is analysad as follows:
2005 2004
£'000 £'000
Sales of goods and services 13,982 12,398
Finance revenue 124 217
14,106 12,615

Segment information :

The primary segment reporting format is determined to be business segments as the group’s risks and rates of return are
affected predominantly by differences in the products and services provided. Secondary segment information is reported
geographically, The operating businesses are organised and managed separately according to the nature of the products and

services provided, with each segment representing a strategic business unit that offers different products and serves different
markets.

The solutions segment is a supplier of solutions predominantly to the finance and banking markets. The software segment is
a supplier of software products and related services.

Transfer prices between business segments are set on an arm’s fength basis in @ manner similar to transactions with third

parties. Segment revenug, segment expense and segment result mc]ude transfers betwsen business segments Those transfers

are eliminated in consolidation.

The group's geographical segments are based on the [ocation of the group’s assets. Sales to external customers disciosed in
geographical segments are based on the geographical jocation of its customars.
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gresham computing plc

NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2003

4, Segment information (continued)
Primary reporting format - Business segments
The following tables present revenue and profit/foss and certain asset and liabiiity information regarding the group’s business

segments for the vears ended 31 December 2005 and 2004, ail of which are cantinuing,

Revenue Year ended 31 Decermber 2003 Year ended 31 Decamber 2004
Inter- Sales to Inter- Sales to
Segrnent segment external Segment segment external
revenue revenue  customers revenue revenue ravenue
£'000 £'000 £'000 £'000 £000 £900
Soluticns 3,777 (1} 3,776 4,350 — 4,350
Specialist contract staff 3,908 {16) 3,802 2,359 {(11) 2,348
Enterprise Solutions 7,685 (17) 7,668 6,709 (11) 6,698
Enterprise Software 6,314 — 6,314 5,704 (4) 5,700
13,999 (17) 13,582 12,413 (15) 12,388

Result by segment

Year ended 31 Decamber 2005

Year ended 31 December 2004

Enterprise  Enterprise Enterprise  Enterprise

Solutions Software Total Solutions Software Total

£'D00 £000 £'000 £0DD £'00D £'000
Segment result (1,880) 1,726 (258) {1,705) 1,283 (412}
Unaliocated expenses {1,102} {853}
Trading loss {1,3586) (1,265)

Net finance revenue 110 198
Loss bafore income tax {1,246) {31,067)

Income tax credit 145 305
Net loss for year {1,101} (762)

Year ended 31 Dacember 2003

Year ended 31 Dacemnber 2004

Enterprise Enterprise Enterprise Enterprise
Solutions Software Total Solutions Software Total
£°000 £000 £000 £°000 £000 £°000

Segment assets 5,976 4,243 18,109 5,750 2,840 B, 590
Unallocated assets 3,351 4,611
Total assels 13,590 13,301
Segment liabilities (4,214) {1,367) {5,581) (3,B61) (601} (4,262)
Unaliocated liabitities {450) (751)
Total liabiiities (6,031) {5,013)
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NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2008

Segment information (continued)

Other segiment information Year ended 31 December 2005 Year ended 31 December 2004
Enterprise Enterprise Enterprise Enterprise
Solufions Software Total Salutions Saoftware Total
£000 £000 £'000 £'000 £'000 £000
Capital expenditure:
Tangible assets 51 9% 147 a7 197 294
Intangible assets 431 478 509 - 278 278
482 574 1,056 57 475 572
Depreciation 143 137 280 205 133 338
amortisation 42 45 91 — 51 51
Impairment osses 115 100 215 — — -

Unallocated assets and liabilities comprise certain property, plant and equipment, cash, convertible bonds, holiday pay, finance .
leases and taxation.

Secondary reporting format ~ Geagraphical segments _
Thie following tables present revenue, expenditure and certain asset information regarding the group’s geographical segments
for the years ended 31 December 2005 and 2004.

Revenue by destination 2005 2004
£000 £'000
|
Europe, Middie Best and Africa 9,910 8,632 '
North America 2,571 1,595
Asiz Pacific 31,502 2,171
13,982 12,398
Other geographical information Year ended 31 December 2005
Location of assats North Asia
EMEA America Pacific Total
£'000 £000 £000 £000
Segment assets 7,574 1,007 1,841 10,422
Unallocated assets 3,168
Total assets 13,590
Capital expenditure:
Tangibie assets 92 50 - 5 147
Intangible assats 352 479 78 309
444 529 83 1,056
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gresham computing plc NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2005

Segment information (continued)

Other geagraphic information Year ended 31 December 2004
Location of assets North Asia
EMEA America Pacific Total
£'000 £'000 £000 £000
Segment assets 7,180 575 1,458 9,213
Unallocated assets 4,088
Total assets 13,301
Capital expenditure:
Tangible assets 222 35 37 294
Intangible assets 278 —_ - 278
500 35 37 572

Unaljocated assets and liabilities comprise certain property, plant and eguipment, cash, convertible bonds, holiday pay, financa
leases and taxation.

Trading loss
Trading loss is revenue jess cost of goods sold and administrative expenses. This Is stated after charging/(crediting):

2005 2004

£'000 E£'D00

Research and development expenditure written off 800 1,471
Depreciaticn of property, plant and equiprment 280 338
Amertisation of intangible assets 91 51
Impairment of intangible assets 215 -
Total amortisation and depreciation expense 5B6 389
Foreign exchange gains (82) 75
Operating lease payrments 661 726
Sub lease rentals receivable (225} {225}

Auditors’ remuneration
New requirements for the disciosure of remuneration pald by the group to its auditors were introduced in the Companies {Audit,

Investigations and Community Enterprise) Act 2004 and regulations specifying thase requirements were issued in 2005, and are
mandatory for accounting periods beginning on or after 1 October 2005.

Notwithstanding this, the group has elected to give disclosures that comply with these requiremants, in particular regarding fees
other than for the audit of the financial statements, as weli as disclosing the totai of non-audit fees for the company and Its UK
sybsidiary undertakings, In accordance with the extant legisiation. '

2005 2004
£'000 £°000

Audit of the financial staternents
Audit services UK 49 46
‘_Audit Services gverseas 28 31
R ST e —— - T,

Other fees to auditors

Taxation compiiance services UK iz 21
IFRS transition review UK 17 2
Taxation compliance overseas 18 Z
47 25

b 2




NOTES TO THE FINANCIAL STATEMENTS

AT 37 DECEMBER 2005

Staff costs and directors’ emoluments
a) Staff costs

2005 2004

£'000 £'000

Wages and salaries 7,032 5,376
Sorial security costs S43 B&1
Other pension costs 307 288
8,282 7,525

Inctuded in wages and salaries is a total expense of share-based payments of £42,000 (2004: £29,000) &l! of which arises from
transactions accounted for as equity-settied share-based payment transactions.

The average monthly number of employees during the year was:

Average

2005 2004
Number Number
Management 22 23
Administration 23 23
Technicai 100 95
145 145

b) Directors’ emoluments
2005 2004
£000 £000
Directors’ emoluments &06 542
Birectors’ pension contributions ) 57 51
663 553
Aggregate gains made by direcéors on the exercize of share optigns: 2065 2004
£000 £000
A1 S walton-Green?® 6 1i4
D Osman® 39 273
S Purchase’ 11 —
56 387
Number of directors accruing benefits under & defined contribution scheme 4 4

* Notional gain calculated as the difference between the option exercise price and the market price at the date of exercise
2 I 2005, no shares were sold on exarcise of thase optians
* In 2004, only shares sufficient to satisfy the tax liability arising were scld on exercise
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gresham computing plc NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2005

8. Finance costs/revenue

Finance Costs 2005 2004
£°000 £°040
Finance charges payable under finance leasgs i1 14
ther bank charaes 3 3
Total finance costs 14 19
Finance revenue
Bank interest receivable 84 151
SQS warrants 40 -
Convertible bond interast receivable - &6
Total finance revanue 124 217
9, Taxation

a) Tax on loss on ordinary activities
Tex (credited)/charged in the income statemeant

2005 2004

£000 £°000
Current income tax:
UK Carporation tax {100} -
Foreign withoiding tax 89 —
Current income tax (credit)/charge (33) -
Amounts over provided in previpus years {134) (305}
Total current income tax {145) {305)
Deferred tax
Origination and reversal of temporary differences - -
Tax losses — _—
Total defarred tax — —
Tex credit in the income statement {145) (305)
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NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2005

9, Taxation (continued) .
b} Recanciliation of the total tax charge
The tax credit in the income statement for the year is lower than the standard rate of corporztion tax in the UK of 30%
(2004: 30%). The differences are reconciled below:

2005 2004
£000 £7000
Accounting loss before tax {1,246} (1,867}
At UK standard rate of corporation tax of 30% (2004: 30%) (374) (320)
Expenses not deductible for tax purposes 99 33
Tax relief on share based payments {168) {262}
Increase in losses carried forwards 788 951
Surrender of lasses for RED tax credit (128) -
Adjustment in respect of R&D tax credit fess surrrender 25 -
Utllisation of losses {113) -
Movement on temporary differences {61} {63)
Movement on accelerated capital allowances (180) {48}
Withoiding tax written off 89 -
Cther 7 (2}
Surrender of lasses for R&D tax credit prior year {167) [381)
Adjustment in respect of RRD tax credit loss surrrender prior year 33 76
Adjustments in respect of prior paricds —_ {285}
Total tax credit reported in the income statement (145) {305)

¢) Unrecognised tax losses
The group has tax josses that are available indefinitely for offset against future taxable profits of the companies in which the
loszas arose as analysed in [2) below. Deferred tax assats have not been recognised in respect of these losses as they may not

be used to offset taxable profits elsewhers in the group and they have arisen in subsidiaries that have been loss-making for
some time.

d) Temporary differences associated with group investments
At 31 December 2005, there was no recognised deferred tax liability (2004: nil) for taxes that would be payable on the un-remited

sarnings of certain of the group’s subslidiaries, as the group has determinad that undistributed profits of its subsidiaries will not
be distributed in the foreseeable future.

The temporary differences associated with investrents in subsidiaries for which deferred tax llability has not been recognised
aggregate to £nil (2004 £nil}.

e) Deferred tax
Recognised defarred tax
Thare is no deferred tax included in efther the group balance sheet or group income statement (2004: £nil).

Unrecognised potential deferred tax assets
The deferred tax not recognised in the group balance sheet is 25 follows:

2005 2004

£°000 £000

- .--Depreciation.in advance of capital allowances ) _ 190 370
Share-based payments temporary differences T T g - - - gs7
Dther temporary differences 145 206

Tax \psses 3,127 2,646
Unrecognised deferred tax asser 3,561 4,179
Gross tax losses unrecognised 10,423 8,820
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NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2003

10, Loss per ordinary share

Basic loss per share amounts are calculated by dividing ret loss or profit for the year atiributable to ordinary equity holders of
the parent by the weighted average number of ordinary shares sutstanding during the yean

Diluted ioss par share amounts are calculated by dividing the net foss or profit attributable to ordinary equity holders of the
parent by the weighted average number of ordinary shares outstanding during the year plus the weighted average number of
ordinary shares that would be issued on the conversion of all the dilutive potential ordinary shares into ordinary shares.

The following reflects the foss and share data used in the basic and diluted loss per share computations:

2005 2004

£000 £000

Net loss attributable to equity holders of the parent {1,101} {762)
2005 2004

number number

Basic weightad average number of shares
DHlutive potential ordinary shares:
Employae share options

49,945,603 45,407,419

Diluted weighted avarage number of shares

45,495,603 45,407,419

The employee share options are not dilutive becauss they would reduce the loss per share in both vears.

There have bean no other Yransactions involving ordinary shares or potential ordinary shares batwesn the reporting date and

the date of compietion of these financial statements.

11. Dividends paid and proposed

No dividends were daclared or paid during the year and no dividends are proposed for approva!l 2t the AGM (2004: none).

12. Propetty, plant and equipment

31 December 2005

»

Land and Fixtures Plant and

buildings and fittings  equipment Total
£'000 £'000 £'000 £'000

Cost:
At 1 January 2005 1,298 644 3,511 5,453
Additions - - 147 147
Dispasals - — {9} (o)
Exchange adjustment - 7 91 98
At 31 December 2005 1,298 651 3,740 5,689
Depreciation:
At 1 January 2005 {402} {554} {3,057} {4,053}
Charge for year -~ {17) (263} {280}
Disposals -— — 4 4
Exchange adjustment — {(7) {82) (89}
AL 31 Decamber 2005 {402} (618) (3,358) (4,418)
Net carrying amount: e L
At 31 December 2005 896 33 342 1,271
At 1 January 2005 896 50 454 1,400

M s




NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2005

12. Property, plant and equipment (continued)
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31 December 2004 Land and Fixtures Plant and

buitdings and fittings  equipment Total

£7000 £000 £'000 £000

Cost:
At 1 lanuary 2004 1,208 648 3,257 5,203
Additions - 5 28% 284
Disposals - - - -
Exchange adjustrnent - (9} (35) {44}
At 31 December 2004 1,298 544 3,511 5,452
Lrepreciation:
At 1 January 2004 {402) (573) (2,774) (3,750}
Charge for year - (23) {315) {338)
Disposals - - - —_
Exchange adjustment - 3 32 35
At 31 December 2004 (402) (594) {3,057) {4,053)
Net carrying amount:
At 31 December 2004 895 50 454 1,400
At 1 Januery 2004 896 74 483 1,453

Assets held under finance leases

The carrying value of plant and equipment held under finance leases and hire purchase contracts at 31 December 2005 was
£59,000 {2004: £101,000). Additions during the year include £23,000 (2004: £61,000) of plant and equipment held under

finance leases and hire purchase.

Intangible assets

31 December 2005 Developrnent Software Patents and

costs development licences Goodwifi Total

£°000 £000 £'000 £000 £000
Cost:
At 1 January 2005 - - 949 1,018 1,965
Additions 627 78 - - 705
Arcquisitions - - 204 - 204
Disposals - - — - -
Exchange sdjustment — — (8) 36 28
At 31 December 2005 ' 627 78 1,145 1,052 2,902
Depreciation:
At 1 January 2005 - - {720} - {720)
Charge for year - {7} {84) - (81}
Impairment charge — - {215} - {215}
Disposals —_ - - - -
Exchange adjustment — - 3 - 3

. AL 31 December 2005 — (7} {1,016} - (1,023}

Net carrying amount: o o ) ' o '
At 31 Decamber 2005 627 71 129 1,052 1,879
At 1 January 2005 - — 229 1,016 1,245
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gresham computing plc NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2005

13. Intangible assets (continued)

31 December 2004 Developmeant Software Patents and
costs development licences Goodwill Total
£000 £'000 £'000 £'000 £000
Cost:
At 1 January 2004 — — 562 1,043 1,712
Additiens - - 278 — 278
Disposals - - - — -
Exchange adjustment - - 2 (27) (25}
At 31 December 2004 - - 949 1,016 1,965
Depreciation:
At 1 January 2004 — - (669) - (669)
Charge for year — - {51) — (51)
Impairment charge - - - — -
Disposals - ~ — - -
Exchange adjustment — e - - -
At 31 December 2004 - ~ {720} - {720)
Net carrying amount:
At 31 December 2004 - - 229 1,016 1,245
At 1 January 2004 . - - - 1,343 1,043

Development costs

Development costs are internally generated and are capitalised at cost. These intangible assets have been assessed as having
a finite life and are amortised on a straight line basis over their useful lives. These assets are tested for impairment where &n
indicator of impairment arises and annually prior to them being made available for use.

Scftware development costs

Software developmant costs are internally generated software assets for use in the group and are capitalised at cost. These
intangible assets have been assessed as having a finite life and are amortised under the straight line method over a period of
S years. These agsets are tested for impairment where an indicator of impairment arises.

Patents and licences

Patents and licences are the third party costs incurred in seeking and obtaining protection for certain of the group's products
and services, These intangible assets have been assessed as having a finite life and are being amortised evenly over their useful
economic life, to a maximum of 10 years. Patents have a remaining life of 9 years and licences a remaining life of 3 to 4 vears.

Acquisition
On 17 February 2005, the group lssued 63,492 new ordinary shares of 5 pence eack with a value of £200,000 pursuant to the
acquisition of the trade and intellectual property of IM Computing Limited, a 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 hew
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 achievement of certzin financia! tergets in respect of the business fransferred within a 5 year peripd from
acquisition. Costs of £4,000 have been included in the purchase price, The inteliectua! property acquirad is being amortised over
a period of 5 years on a straight line basis. No further payments have been made in respect of this acquisition to the date of
these financial statements and ao contingent consideration has heen recognised because in the opinion of the directors there is
' Unceftainty oveér whether any such additional payments will be-made based on cyrrent trading.
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Impairment
The total impairment charge of £215,000 made in the year {2004: £nil} comprised:

e £100,000 in respect of @ write-down of intangible software licences to their value in use in Gresham SA, a subsidiary that
forms part of the Software segment, This write down reflects & reduction in the trading prospects for this entity taking into
account growth rates of less than 5% and a cost of capital of approximately 7%; and

e £115,000 in respect of a write-down of intangible intellectual property, as noted in thea ‘Acquisition’ paragraph abeove, to its
value in use in the Real Time Secure Communications cash genarating unit that forms part of the Solutions segment. This
write down reflects a reduction in the value in uge of certain elements of the inteliectual property arising from a change in
the customer requiremnents being targeted and takes into account 2 cost of capital of approximately ?%.

Goodwill

Goodwill was purchased as part of a business combination. As from 1 January 2004, the datg of transition to IFRS, goodwill was
no longer amortised but is now subject to annual impairment testing.

Impairment of goodwill and intangibles

Goodwil}

Goodwill acquired thraugh business combinations has been allocated to two individual cash-generating units, the loweast level at
which goodwill is monitorad for internal managemant purposes, for impairmeant testing as follows:

Australizn Solutions cash~generating unit

‘The recoverable amount of the Australian Soiutions unit has been determined based on & value in use calculation. To calculate
this, cash flow projections are based on financial budgets approved by the board and take account of & 5 year period, The
discount rate applied to cash flow projections is 7% (2004: 7%) and cash flows beyond the S year period are extrapolated using
a 5% growth rate {2004: 5% that is a prudent approximation to the long term average growth rate for the Solutions market.

Australian Sortware cash-generating unit

The recoverable amount of thie Australian Software unit has been determined based on a valua in use calculation. To calculate
this, cash flow projections are based on finandial budgets approved by the board and take account of & 5 year period. The
discount rate applied to cash flow projections is 7% [2004: 7%) and cash flows beyond the 5 year period are extrapoiated using
2 5% growth rate (2004; 5% ) that is @ prudent approximation to the long term average growth rate for the Software rmarket.

Carrying amount of goodwill
Solutions Software

Unit Unit Total
£000 £000 £'000
Carrying amount of goodwill 822 430 1,052

Key assumptions used in the value jn use calculations

Key assumptions are made by managemant based on past experience taking into account external sources of information around
gross margins, growth rates and discount rates for similar businesses.

The calculation of value in use for both the Australian Solutions and the Australian Software units is most sensitive to
assumptions arpund:

- "Gross margliis, which are based on average values achieved in the three years preceding the start of the budget period;

Growth rates, which are based on internally estimated growth rates for the market and the business offerings; and
Discount rate, which is based on the pre tax weighted average cost of capital of the cash generating units.

Sensitivity to changes In assumptions

There are ne reasonably possible changes in the kay assumptions which could cause the carrying value of the units to exceed
its racoverable amount,
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16.

Impairment of goodwill and intangibles (continued)

Development costs

Development ¢osts have 2 net book value of £627,000 (2004: Enil) and are allocated to individual cash-generating units, being
the lowest level at which these intangible asseis are monitored for internal management purpeses, for impairmant testing en
an annual basis prior to being made available for use or soener where an indicator of impairment exists, The majority of the
development costs relate {0 @ cash generating unit in the Enterprise Soiutions segment with the balance relsting to 2 cash
generating unit in the Enterprise Software segment.

The recoverable amount of development costs allocated to cash-generating units has been determined based on a value in use
assessment and the cashfiows generated. In determining the recoversble amount the most recent budgets approved by the
board have been used as a2 basis for estimating future cash flows.

Key essumptions used in the vaiue in use calculations

where the development costs refate to products or solutions that will be sold in 2n exlsting known market past experience is
used as 8 guide io the Jevel of sales achievable, growth refes and associated margins. Where the development costs relate to
products or solutions that will be sold into & new or emerging market past experience with similar products or solutions is
combined with relevant information from externa! market sources, such as competitor pricing and discussions with potential
custamers, in arriving at the level of sales achievable, growth ratas and associated margins, The recoverabie amount of
development casts has been considered over only & 5 year period taking into account the relatively fast moving nature of the
markets in which the products and solutions will be deployed. Grawth rates in excass of 10% are considered achievable once
the product or solution is established in a market, over a 5 vear period, but pricr to this growth rates wiit be higher because the
starting point is a zero base of sales. Discount rates of 7% based on the pre tax weighted average cost of capital of the cash
generating units are expected to apply in respect of future cash flows.

The calculation of value in use for both units is most sensitive to assumptions around the timing and quantum of sales arising
from the intangible when mads avaiiable for use and therefore the recoverabie amount is highly sensitive to ievels of future
saies falling below expectations and budgats.

Sensitivity to changes in assumptions

There are ne reasonably possible changes in the key assumptions which could cause the carrying valug of the units to exceed
its recoverable amount. '

Other financial assets

2005 2004
£000 £000
Financial assets — ¢urrent

Convertible bends {see note 21) - 408
S0S warrants (see note 21) 40 —
40 400

Trade and other receivables
2005 2004
£'000 £'000
Trade receivables 4,064 2,433
- Contract costs ’ 3,178 3,154
Prepayments 3and accrugd Theofie "=~ 7" T .t = e - o 933 . 1,204
8,175 6,791
Income tax receivable : 252 449

"

Certain contract costs may niot be recoverable within one year even though they are presented as current assets in the balance sheet,
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AT 31 DECEMBER 2005

17. Cash and cash equivalents

2005 2004
£:000 £°000
Cash at bank and in hand 1,873 3,016

Cash at bank sarns interest at floating rates based on daily bank deposit rates. Short-term deposits are made for varying periods
of between one day and three months depending on the immediate cesh requirements of the group and earn interest at the
raspective short-term deposit rates, with no penalty for early withdrawal. There is no difference between the bosk value and fair

“value of cash and cash equivalents.

18. Trade and other payables

2005 2004
£'000 £°000
Current
Trade payables 564 677
Other payables 1,871 1,932
Deferred income 2,343 2,015
5,178 4,624
Income tax payvable 109 20
2005 2004
£000 £000
Nen-current
Deferred income 680 268
630 268
Trade payables, other payabies and deferrad incoma are non-interest bearing,
19. Financial liabilities
Effective 2005 2004
interest rate Maturity £'000 £'000
Current
Obligations under finance leases B% 2008 38 (33
Foreign currency contracts held for trading 2006 5 -
43 &8l
MNon-currant
Obtligations under finance leases 8% 2006-20086 23 40
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20. Obligations under leases and hire purchase contracts
Obligations under finance [eases and hire purchase contracts
The group has finance leases in respect of computer equipment, included in plant and machinery. Future minimum lease
payments under finance leases together with present value of the net minimum Jease payments are as follows:

20035 2004
£'000 £'000
Future minimum paymenis due;
Wot later than one year 41 66
After one year but not maore than five years 24 43
65 111
Less finance charges aliocated to future periods {6) {10}
Present value of minimum lease payments 59 101
The present value of minirnum iease payments is analysed as follows:
Not later than one year 38 61
After one year but not more than five years 21 40
59 101

Dbligations under operating lease agreements
The group has entered into cornmercial iezses on cartain properties and items of machinery, These leases typically have an average
duration of betwesn 3 and 10 years at inception. There are no restrictions placed upon the lessee by entering into these Jeases.

Future minimum rentals pavable under non-cancellable operating leases are as follows:

Land and Land and
buildings Other buiidings Other
2005 2005 2004 2004
£000 £000 £'000 £'000
Not fater than one year 549 28 636 17
After ane but not mare than five years 615 8 1,227 10
1,164 36 1,863 27

A group company has sublet space in certain leasehold properties and the future minimum sublease payments expected to be
received under non-canceliable sublease agresments a5 at 31 December 2005 is as follows:

tand and . Land and
bulldings builldings

2005 2004

£°000 £000

Not later than one year 225 225
After one but not more than five years 226 451
451 676
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AT 31 DECEMBER 2005

21, Financial instruments

An explanation of the group's financia! instrument risk management obijectives, policies and strategies are set out in the
discussion of treasury policies on pages 6 to 7 in the Directors’ Report.

Interest rate risk profile of financial assets and liabilities
The interest rate profile of the financial assets and liabilities of the group s at 31 December is as follows:

2005 2004

Within Within

1 year 1-2 years Total 1 year 1-2 years Total

£000 £'000 £'000 £000 £000 £000
Fixed rate
Convertible bonds - — - 400 - 400
Obligations under finance lease contracts (38) (21) (59) {61) [am) {101)
Floating rate
Cash 1,973 - 1,973 3,016 — 3,016

Interest on financial instruments classified as fixed rate is fixed until the maturity of the instrument, Interest on financial
instruments ctassified as floating rate is re-priced at intervals of less than one year. The other financial instruments of the group
that are not inciuded in the above tables are non-interest bearing and are therefore not subject to interest rate risk.

Credit risk

There are no significant concentrations of credit risk within the group. The maximum credit risk exposure relating to financial
assets is represented by cariying value as at the balance sheet date,

Fair values of financial assets and financial liabilities

Set out below is 2 comparison by category of carrying amounts and fair values of all of the group’s financial instruments that
are carried in the financial statements.

Book value Fair value
2005 2004 2003 2004
£'000 £000 £'000 £000
Financial assets
Cash 1,873 3,016 1,973 3,016
Convertible bonds — 400 - 400
5Q5 wamants 40 — 40 -
Financial liabilities
Interest-bearing loans and borrowings:
Finance lease obligations (59) (101} {59) {101}
Forward currency contracts held for trading (5} — (5) —

Convertible bonds and SQ5 warranis

The convertible bonds were issued by Software Quality Systems AG (“"SQS") in prior years along with 15,556 warrants over SQS
ordinary shares exercisable at a price of €18.16 at any time in the period to 31 July 2008. The convertible bonds and warrants
are recorded at cost in 2004 because, in the absence of a public market for the instruments, an accurate fair vatue could not be
determined. The convertlble bonds earned fixed interest at 7% per annurn. The warrants were issued- without payment of
~eonsideration and are therefore recorded at nil.cost in 2004....—

During 2005, SQS obtained a listing on the UK Alternative Investment Market and the convertible bonds were repaid in full. As
2 result of the listing, the 15,555 warrants heid over SQS shares were cancelled and 52,800 new warrants were fssued for no

consideration. The new warrants (*SQS warrants”) have an exercise price of £1.90 and are exercisable at any time in the period
to 31 July 2008.
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22.

24

Financial instruments (continued)

The fair value of the $QS warrants has been calculated as at the vear end date using & Black Scholes model. The foilowing table
lists the inputs to the modeal:

Risk free interest rate 4%
Expectad share price volatiiity 60%
Expected life of warrants (years) 2.5

The expected life of the warrants has been estimated and is not necesserily indicative of the period to exercise. The expected
volatility is an estimate of the underlying volatility of similar equity instruments taking into account the nature of business
conducted, which may also not necessarily be the actual outcome. No other features of the conversion rights were incorporated
into the measurement of fair value.

Finance lease obligations

The fair value of finance lease obligations is not materially different o the book value due to the relatively low value involved
and short periods of lease.

Forward currency contracts held for trading

The fair value of this financial instrumeant has been calculated by reference to forward exchange rates for contracts of a similar
maturity profile at the vear end.

Foreign currency risk

At 31 December 2005, the group held one forward exchange contract (2004: nil) to mitigate the foreign currency risk of 2
contractad sales receipt of US Dollars due In January 2006, The loss on this instrument at 31 December 2005 has been
recognised in the income statement. The terms of the forward contracts were as follows:

Fair value Asset/(Liability)
Forward contracts to hedoe contracted sales receipts Maturity Exchange rate £'600

Sell US$200,000 31 Jan 2006 £/US% 1.78 (5)

Borrowing facilities
The balance of undrawn committed borrowing facilities available to the group for future operating activities and {o settle capital
commitments in respect of which zil conditions precedent had been meat at 31 December 2065 was £nil {2004: £nil).

Authorised and issued share capital

Authorised share capital 20035 2004
Number Number
‘000 £009 '000 £'000
Ordinary shares of 5 pence each 65,000 3,250 65,000 3,250
Preferance shares of 20 pence each 2,750 550 2,750 550
67,750 3,800 67,750 3,800
Ordinary shares issued and fully paid Nominal Consideration
valye received
Number £°000 £000
At 1 January 2004 49,285,080 2,464 -
-Issued for cash on exercise of share options . ) 305,708 15 91
At 1 January 2005 . 49,590,788 3479 -
Issued in respect of IPR purchase by subsidiary (note 13) 63492 3 200
Issued for cash on exercise of share options 615,529 31 140
AL 31 December 2005 50,269,809 2,513

There are no preference shares in issue (2004: none).
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23.

Share-based payments

The grent of al! options is made by the Remuneration Committee and such grants involve eguity settlement. In granting
executive share options the Remuneration Committee has regard to both the participant's.ieve! 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 i the group’s earnings per share Increase by more than the retail price index over a three year period. All executive
share options granted after 18 August 1598 are granted under the Gresham Computing 1998 Executive Share Option Scharme.
Approved options under this scheme are only exercisable if, on average, over a three year period the group's eamings per share
increase by five per cent per annum above the retail price index. Any un-approved options granted under this scheme may also
be subject to additional individuai performance criteria.

Options are capable of exercise after three years and within ten years of the date of grent.

From 30 July 2004, ak new options granted undar these executive schemes are only exercisable based on the performance in
the first relevant three year petied from a fixed point; rolling re-testing is not alltowed. For options granted before this date,
rolling re~testing is still permitted ih accordance with the terms on which they were issued,

Vesting continues to be measured based on UK GAAP =arnings per share for executive options aranted prior to the adoption of IFRS.
Ab 31 December 2005, 16 particpants held options under these schemes (2004: 15).

All Empioyee Savings Related Share Option Schemes

The group also operated a Savings Related Option Scheme {Save As You Earn - SAYE) for eligibie employees, Under the SAYE
scheme, eligible employees may enter into an Inland Revenue approved savings contract with @ building society for three years,
wheraby 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 ¢ent.

At 31 December 2005 there were no participants in the SAYE scheme (2004: 28).

Qutstanding options to subscribe for ordinary shares of 5p at 31 December 2005, including those noted in the Directors’
Remuneration Report are as follows:

2005 2003 2004 EUQ4
Note Number WAEP Number WAEP
Executive Share Option Scheme
Outstanding at 1 January 1 1,017,897 56 1,302,897 45
Granied during the vear 109,996 117 20,000 323
Exercised 2 {150,000) 27 {255,000) 3
Forfeitad {20,000} 78 (50,008 A5
Quistanding at 31 December - 1 957,893 &5 1,017,897 56
Exercisable at 31 December 772,857 42 772,897 42
Weighted average remaining contractual life (years) 5.09 5.83
SAYE Scheme
_Outstanding at 1 January b1 485,529 22 520,364 22
“Grented during Be yeRF T T ot o === =
Exercised 2 (465,529} 22 (50,708) 23
Farfeited - - (4,127} 22
Ouistanding at 31 December 1 — _ 465,529 22
Exercisable at 31 December - - - -
Weighted average remaining centractual life {years) 0.00 1.00

WAEP; Weighted Average Exercise Price (Pence per share)
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gresham computing plc
} AT 31 DECEMBER 2005

23. Share-based payments (continued)

All share options were granted with an exercise price equal to the share price at the date of grant and therefore the weightad
gverage share price for option grants is the same as the weighted average exercise price ("WAEP",

Note 1: Included within this number of options are options over 772,897 (2004: 942,897) shares (Executive Share Option
Scheme} and oplions over nil (2004: 465,529) shares (SAYE Scheme) that have not been recoanised In accordance with IFRS
2 as the options were granted on or before 7 November 2002. These options have not been subsequently modified and tharefore
do not need to be accounted for in accordance with IFRS 2.

Note 2: The weightad average share price at the dete of exerclse for the options exercised is: Executive share option schemes
128 pence {2004; 316 pence) and SAYE schemes 111 pence (2004: 365 pence).

Outstanding options to subscribe for ordinary shares of Sp at 31 December 2005, including those noted in the Directors’

Remunearation Report showing the range of exercise prices and dstes are as follows:

Cash

Number Exercise receivable
of share Date of price Date first Expiry if exercised
opticns grant £ exercisable Date £

Executive Share Option Schemes

81,081 21 jan 1598 0.370 22 Jan 2001 21 Jan 2008 30,000
43,919 17 Feb 1999 1420 18 Feb 2002 17 Feb 20063 62,365
10,000 g Feb 2000 0.460 10 Feb 2043 g Feb 2010 4,600
637,897 25 Jui 2000 0.360 28 lul 2003 27 Jul 2010 229,643
15,000 22 Apr 2003 0.700 23 Apr 2006 22 Apr 2013 10,500
40,000 28 May 2003 2.695 28 May 2006 28 May 2013 107,800
20,000 28 May 2004 3.225 29 May 2007 28 May 2014 64,500
95,996 22 Jum 2005 1.200 23 Jun 2008 22 lun 2015 119,995
10,000 30 Sept 2005 0.860 01 Oct 2008 30 Sept 2015 8,600
957,853 638,003

Outstanding options to subscribe for ordinary shares of 5p at 31 December 2004, including those noted in the Directors’
Remuneration Report showing the range of exercise prices and dates ara as follows:

Cash
Number Exercisa recajvable
of share Data of price Date first Expiry  if exercised
options grant £ exercisable Date £
Executive Share Option Schemes
81,081 21 Jan 1998 0.3700 22 Jan 2001 21 Jan 2008 30,000
43,913 17 Feb 1999  1.4200 18 Feb 2002 17 Feb 2009 62,365
10,000 9 Feb 2000  0.4600 10 Feb 2003 9 Feb 2010 4,600
637,897 25 Jul 2000  0.3600 28 Jul 2003 27 Jul 2010 226,643
150,000 26 Apr 2002 0.2675 27 Apr 2005 26 Apr 2012 40,125
20,000 20 Sep 2002 0.7775 21 Sep 2005 20 Sep 2012 15,550
15,000 22 Apr 2003 0.7000 23 Apr 2006 22 Apr 2013 16,500
40,000 28 May 2003 2.6950 29 May 2006 28 May 2013 107,800
o - e 30,000 -——28-May-2004 - 3.2250.___._29 May 2007 Z8 May 2014 64,500
1,017,857 565,083
SAYE schemes 465,329 24 May 2002 0.2150 1 July 2005 31 Dec 2005 100,089
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23. Share-based payments (continued)

24

»

The weighted average fair vaiue of eptions grantad during the year was 65 pence (2004: 190 pence).

The fair vajue of equity-settled share options granted is estimated as at the date of grant using a Black Schales model, taking
Imto account the terms and conditions upon which the options were granted. The following table lists the inputs to the modsl
used for the vears ended 31 December:

2005 2004
Risk free interest rate 4% 4%
Expected share price volatility 80% 20%
Expected life of options {years) 3 3

Dividend yieid — —

In all cases, the exercise price at the date of grant is egual to the market pricé gt the date of grant.

The expecied life of the options is based on historica! date and is not necessarily indicative of exercise patterns that may cccur
The expectad volatility reflects the assumption that the historical volatility is indicative of future trends, which may also not
necessarily be the actual outcome. No other features of options granted were incorporated into the measurement of fair value.

The expense recognised in the income stetement for equity settfed share-based payments in respect of employee services
received is as follows:

2005 2004
£000 £°000
Expense recognised in respect of share-basad payments a2 29
Reconciliation of movements in equity
Currency
Share Share Qther  translation Retained
capital premium TEServes reserves earnings Total
£000 £060 £°000 £°000 £000 £000
At 1 Jamuary 2004 2,464 9,639 1,039 — (4,181) 8,961
Exchange differences on translation of forgign operations - - - {29} - (29}
Share based expense recognised in the income statement = e - - 29 29
Issue of shares 15 76 — - - 91
Sharg issue costs - {2) - - - (2)
Attributable loss for the period - - - - (762) (762)
At 31 December 2004 2,479 9,713 1,039 {(29) {4,014) 8,288
Exchange differances on transiation of foreign operations - - — —_ - -
Share based expense recognised in the income statement - —_ - - 42 42
Issue of shares 34 306 — — - 340
Share Issue costs -_ {10} - - -~ {1D)
Attributable loss for the period — - — — (1,101) (1,101)
At 31 December 2005 2,513 15,009 1,03% {29) {5,973} 7,559

TTTSHare eapital T T e e e SRR g

The balance classified as share capital represents the nominal value arlsing from the issue of the Ct)mpanys eqmty share capﬁal
comprising 5 penca ordinary shares.
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24, Reconciliation of movements in equity (continued)

25.

26.

Share premium

The balance classified as share premium represents the premium arising from the issue of the company’s equity share capital,
comprising 5 pence ordinary shares, net of share issue expenses. There are restrictions on the use of the share premium
account. It can only be used for bonus issuas, to provide for the premium payable on raedemption of debentures or to write off

preliminary expanses, or expenses of, or commissions paid on, or discounts allowed on, any issues of shares or debentures of
the company.

Cther reserves

The balance classified as other raserves comprises 3 special reserve (£313,000) and merger reserve {£726,000). The speciat
reserve arose on the cancellation of deferred ordinary shares in June 1952. The merger reserve arose on Issue of shares In
respect of acquisitions and mergers in the pericd 1992 to 1999,

Currency translation resarves

The currency transiatipn reserve js used to record exchange differences arising from the translation of the finangial statemanis
of foreign subsidiaries.

Retained earnings

The cumulative amount of goodwill written off to reserves at 31 December 2005 and 2004 is £7,326,300. Goodwill previously
written off o raserves will remain so written off.

Additional cash flow information
Analysis of group net funds

1 January Cash Exchange Non cash 31 December

2005 flows differences rnovernents 2005

£°00D £000 £'D00 £000 £°000

Cash and cash eguivaients 3,018 (1,070) 27 - 1,873
Finance leases (101) 65 - 23 (59}
2,615 (1,005) 27 {23) 1,914

1 Jaznuary Cash Exchange Non cash 31 Decamber

2004 flows differences movemenis 2004

£°000 £'000 £000 £000 £000

Cash and cash equivalents 4,823 {1,898) {%; - 3,016
Finance leases {117) 77 — (61) {101)
4,806 (1,821) {9y (61) 2,915

The purchase by the group of Intellectual Property Rights, as described in note 13, invelved the issue of shares to the value of
£200,000 with no resulting cash flow movement.

Post balance sheet event

On 26 Aprit 2006, the group agreed with Cable & Wireiess certain emendments to the arrangement between the parties
cancerning the Cable & Wireless Real Time Nostro Service ("CWRTN"}). Further details of these amendments and their imgact
can be found in the Chairman's Statement on pages 3 to 4.

"'In March 2006, @ fiew subsidiary, Fortune Band {M)-Sdn-Bhd, -was.incorporated in. Malaysia_to operate the g:r_qqg_'g"e_:éputra_c;s in

27

-

that region.

Capital commitments

At 31 Decembar 2005, amounts contracted for but not provided in the financial statements for the acguisition of proparty, plant
and equipment amounted to £nil (2004: £nil).

£



NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2005

28. Contingent liabilities

29.

30

~~Share-based Payments-- - - .

In the normal course of business, the parent comaany has issued general guarantees in respect of the contractual obligations
of certain subsidiary undertakings.

Related party transactions

Key management personnel are defined for the purpose of these financial staterments as the main board directors and
information concerning the remurneration of thesg directors can be found in the Remuneration Report. No share based
payments charge arises in respect of any main board director (2004; Enil),

Transition to IFRSs

For all periods up to and inciuding the year ended 31 December 2004 the group prepared financial statements in accordance
with United Kingdom generally accepted accounting practice (UK GAAP). These financial statements, for the year ended 31
December 2005, are the first the group is required to prepare in accordance with International Finzncial Reporting Standards
(IFRSs} as adopted by the European Union (EU),

Accordingly, the group has prepared financial statements which comply with IFRSs applicable for periods beginning on or after
1 January 2005 and the significant accounting poficies meeting those requirements are described in note 2. In preparing these
financial statemeants, the group has started from an opening balsnce sheet as at 1 January 2004, the date of transition to
IFRSs, and made those changes in agcounting polictes and other restatements required by IFRS 1 for the first-time adoption
of IFRSs, This note explains the princpal adjustments made by the group in restating its UK GAAP balance sheat as at
1 January 2004 and its previeusly published UK GAAP financial statements for the yzar ended 31 December 2004, The
adjustrments to IFRSs are classified below under two headings: ‘reclassifications” and ‘remeasurements’,

Exernptions applied
IFRS 1 allows first-time adopters certain exemptions from the generai requirement to apply IFRSs as effective for December
2005 year ends retrospectively. The group has taken the foliowing exemptions:

Cumulative Trensiation Diffaerencas

Transiation differences arise from the consolidation of the resulis of foreign operations at average rate and the balance sheet at
year-and rates of exchange. UK GAAP does not require these translation differencas to be separately identified and accounted
for In subsaquent disposals of foreign operations. Under IFRS the transiation differences arising are separately recarded in
equity. On disposal of & foresigm operation, the cumulztive transiation differences for that foreign operstion are transferred o the
income statement as part of the gain or loss on disposal.

Under IFRS 1, the group is not required to record cumulative translation differences arising prior to the transition date, The
group has utiiised this exemption and all cumulative translation differences are deemed to be zero as at 1 January 2004, All
subsequent disposals will exclude any franslation differences arfsing prior to the date of transition.

Business Combinations

Under IFRS 1, the group may elect not to apply IFRS 3 Business Combinations retrospectivaly to transactions eccurring prior to
the date of transition to IFRS and management has elected to take this exemption. The group has utilised this exemption and
the carrying amaunt af goodwill in the opening IFRS balance sheat is that racarded under UK GAAP at the date of transition. As
from the date of transition, goodwill s not amartised but subject to annual tests for impairment. Goodwill set off against reserves
or amorttised prier to the date of transition ceases to exist under IFRS and is therefore not recycled to the income statement on
any subsequent disposal of the business to which It relates.

IFRS reguires the cost of all share- based payments to be charged agamst pmf ts over their respechve vestmg penods Share
based-payments include executive and employee share option schemes. The actounting cost is the fair value, at the date of
grant, calculated using an option pricing model. Under UK GAAP, the costs of share awards are charged aoainst profits over the
vesting period based on their intrinsic value, if any.

Under IFRS 1, the group is required to restate its comparative years for all grants of equlty instruments made on or after
7 November 2002 that have not vested by 1 January 2005. The group has not applied IFRS 2 to grants made before this date.
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NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2005

30. Transition to IFRSs (continued)

Group reconciliation of equity as at 01 lanuary 2004

Note A Note B
UK GAAP Reclassification Remeasurernent IFRS
Notes £000 £'000 £°000 £'000
Assets
Non-current assats
Property, plant and egquipment Al 1,338 117 - 1,453
Intangible assets 1,643 - - 1,043
Financial asssts AT - 394 — 394
2,379 511 — 2,880
Current assets
Trade and other receivables Al) 6,197 (787} - 5,410
Income tax receivable 104 -— — 104
Other financial assets AlD) - 393 - 393
Cash and cash equivalents 4,923 — - 4,923
11,224 {394) — 10,830
Total Assets 13,603 117 — 13,720
Equity and liabilities
Equity attributabie to equity holders of the parent
Called up equity share capitat 2,464 - - 2,464
Share premium account 9,639 - — 9,639
Other reserves 1,038 - - 1,039
Foreign currency translation reserve - - - -
Retained earnings B(iii), B{iv} (3,835} - (345) (4,181)
9,306 - {345} 8,961
Non-current labilities
Financia! liabitities Alii) - 52 — 52
Deferred income 477 - _— 477
Current liabilities
Financlal ligkilities Alii} - 65 - &5
Income tax payebie 20 - - 20
Trade and other payables B(iil), B(iv} 3,800 — 343 4,145
Total liabilities 4,297 117 345 4,759
Total equity and liabilities 13,603 117 — 13,720
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NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2005

30. Transition to IFRSs (continued)
Group reconciliation of equity as at 31 Decamber 2004

Note A Nate B
UK GAAP Reciassification Remeasurement IFRS
Notes £000 £'000 £000 £000
Assets
MNeon-current assets
Property, plant and equipment A(iD), B{iD 1,241 101 58 1,400
Intangible assets B 1,137 - 108 1,245
2,378 101 186 2,645
Current assets
Trade and other receivebles Aliy 7,181 (400) -~ §,791
Income tax raceivable 248 — - 445
Other financia) assets A1) - 400 -~ 400
Cash and cash eguivalents 3,016 — — 3,018
10,656 — — 10,655
Total Assats 13,034 101 166 13,301
Equity and fiabilities
Eoguity attributable to equity holders of the parent
Called up equity share capitat 2,479 — - 2,479
Share premium account 9,713 - - 9,713
Other reserves 1,039 — - 1,039
Foreign currency transiation reserve - (29} - (29)
Retained earnings B{i), B(k), B{il), B{iv) {4,758) 28 {185} (4,914}
8,473 - (i85} 8,288
Non-current liabilities
Financial liabilities Al - 40 - 40
Deferred income 268 - - 268
Current liabiiities
Financiai liabilities A{il} — 61 — 61
Income tax payable 20 - - 20
Trade and other payables 8(ifi}, B(iv) 4,273 - 351 4,624
Total liakilities 4,561 101 351 5,013
Total equity and liabilities 13,034 101 166 13,301
Group reconciliation of income and expense for the period ended 31 December 2004
Note A Note B
UK GAAP Reclassification Remeasurement IFRS
Noies £'000 £000 £'000 £'000
Revenue 12,398 —_ — 12,398
Cost of goods sold {5,798} - —  {5,798)
Gross profit 8,802 - - -  B,B0O2
T T T Adniinistrative expenses - - A(I-B(),-B(), BN, B(iv), B(v)_ _ _(8,012) . 14 131 (7.867)
Trading loss (1,410 14 131 (1,265)
Finance revenue 217 - - 217
Finance costs Al {5} (14} - (19}
Loss before tax {1,158} - 131 {1,067)
Taxation 305 - - 305
Attributable to equity holders of the parent (893) - 131 {762}
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gresham computing plc NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2005

30. Transition to IFRSs (continued)
Restatement of equity from UK GAAP to IFRS - notes
(A} Reclassification changes
Under IFRS, the following presentational ¢changes are reguired to the income statement and balance sheet: (i) Convertible Bond
Receivabie to show the non-current efements on the face of the balance sheet rather than in & note and (1) Finance Leases
where leases previously treated as operating leases under UK GAAP are now presanted as Finance Leases under IFRS with a
reclassification of costs to finance charges. There is no change to reported income as 8 result of either change.

{B} Measurement changes

{i) Goodwill amortisation reversal

Under UK GAAP, amortisation Is charged to the profit and loss account so as to write off goodwill over its estimated fife. Under
IFRS, goodwill is not amortised but is reviewed for impairment annually. This adjustment adds back goodwill previously chargad
in reported financial statements in reconciling UK GAAP to IFRS.

Ne impairment charge was booked against goadwill at the date of transition as a result of the Impairment review undertaken.

{il} Residual value of property

Under UK GAAP, depreciation Ts charged to the profit and loss account so as to write freehold property down fo its residual vaive,
as at the date capitalised, over its estimated life. Under IFRS, the residual value has been resssessad and, becsuse the residual
value of the freehold property exceeds the recorded net book value at transition, the resulting depreciation charge js nil. This
adjustment adds back depreciation previously charged in reported financial statements in reconcifing UK GAAP to IFRS,

(iii) Lease incentives

Under UK GAAP, rent free periods are amortised gver the period from the date of grant to the next rent review. Under IFRS, rant
free periods are amortised over the period from the date of grant to the end of ths lease. This adjustmant spreads the benefit
of rent free periods over the longer period to the end of the lease compared to that reported under UK GAAP in financial
statements in reconciling UK GAAP to IFRS.

(iv} Holiday pay
Under UK GAAP, provision for holiday pay is a matter of accounting policy and the group palicy was not to provide for holiday

pay. Under IFRS, provision for holiday pay is required. This adjustment refiects the changes in provision for hofiday pay in
reconciiing UK GAAP to TFRS.

(v) Share options

Under UK GAAP, share option costs are not expensed and the costs of share awards are charged against profits over the vesting
period based on their intrinsic value, if any. IFRS reguires the cost of ali share-based payments to be charged against profits
over their respective vesting periods. Share-based payments inciude executive and employee share option schemes. The
accounting cost is the fair value at the date of grant caleulated using an option pricing modei. The expense is recognised as a
gtaff cost and the associated credit entry is made against equity. This adjustment records the relevant charge for share based
payments in reconciling UK GAAP to IFRS.

(C} Restatement of cash flow staternent from UK GAAP to JFRS
The transition from UK GAAP io IFRS has no effect upon the reperted cash flows of the group. The IFRS cash flow statement is
presented in a different forrnat from that required under UK GAAP with cash flows split inte three categories of activities -
operating activities, investing activities and financing activities.
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THE FOLLOWING NOTES STATEMENT OF DIRECTORS' RESPONSIBILITIES
RELATE TO THE COMPANY ONLY

The directors are responsibie for preparing the Annual Report and the financial statements in accordance with applicable United
Kingdom law and United Kingdorm Generalty Accepted Accounting Practice,

Company law requiras the directors to prepare financial statemeants for each financial yeat which give s true and fair view of the state
of affairs of the company and of the profit or loss of the company for that period. In preparing these financial statements, the directors
a2re required to:

@ select suitable accounting policies and then apply them consistently;

& make judgments and astimates that are reasonable and prudent;

& state whether applicable accounting standards have been foliowed, subject to any material departures disclosed and explained In
the financial statements; and

® prepare the financial statements on the going concern basis unless it is inappropriate to presume that the company wili continue
in business,

The directors are responsible for keeping proper accounting records that disclose with reasonabie accuracy at any time the financial
position of the company and enable them to ensure that the financial statements comply with the Companies Act 1985, They are also
responsible for safaguarding the assets of the company and hence for taking reasonabie steps for the prevention and detection of
fraud and other irregularities.

The directors’ are rasponsible for the maintenance and integrity of the corporate and financial information included on the company
website. Legisiation in the United Kingdom governing the preparation and dissemination of financial statements may differ fram
legislation in other jurisdictions.

"




gresham computing plc INDEPENDENT AUDITOR'S REPORT TO THE
SHAREHOLDERS OF GRESHAM COMPUTING plc

We have audited the parent company financial statements of Gresham Computing plc for the year ended 321 December 2005 which
comprise the Balance Sheet and the related notes 1 to 14. These parent company financial statements have been prepared under
the aceounting policies set out therein. We have also audited the information in the Directors’ Remuneration Report that is described
as having been audited.

We have reported separately on the group financial statements of Gresham Computing plkc for the year ended
31 becember 2005.

This report is made solely to the company's members, 85 a body, In accordance with Section 235 of the Companies Act 1985, Qur
audit work has been underiaken so that we might state to the company’s members those matiars we are required to stats to them
in an auditors’ report and for no other purpose. To the fuifest extent permitted by law, we do not accept or assume responsibifity to
anyong other than the company and the company's members as @ body, for our audit work, for this report, or for the opinions we
have forrmned.

Respective responsibilities of directors and auditors

The directors are responsible for preparing the Annual Report, the Directors’ Remungration Report ang the parent company financia!
statements in accordance with applicable United Kingdom law and Accounting Stendards (United Kingdom Generally Accepted
Accounting Practice) as set out in the Statement of Directors’ Responsibilities.

Our responsibility is to audit the parent company financial statemants and the part of the Directors’ Remuneration Report to be audited
in accordance with reievant legal and regulatory requirements and Intarnational Standards on Auditing (UK and Ireland}.

We report to you our opinion as to whether the parent company finandal statements give a true and fair view and whether the parent
company financial staternents and the part of the Directors’ Remuneration Report to be audited have been properly prepared in
sccardance with the Companies Act 1985, We also report 10 you if, in our opinion, the Directors’ Report is not consistent with the
parent company financial statements, if the company has not kept proper accounting records, if we have not received ail the
information and expianations we require for our audit, or if information specified by faw regarding directors’ remuneration and other
transactions is not disclosed.

We read other information contained in the Annual Report and consider whether it is consistent with the audited parent company
financial statements. The other information comprises only the Directors’ Report, the unaudited part of the Directors’ Remuneration
Report and the Chairman’s Statemertt, We consider the implications for our report If we become awarz of any apparent misstatements
or materiat inconsistendes with the parent company financial statements. Our responsibilities do not extend to any other information.

Basis of audit opinion

We conducted ouwr audit in accordance with Internationa! Standards on Auditing (UK and Iratand) issued by the Auditing Practices
Board.  An audit inciudes examination, on a test basis, of evidence relevant to the amounts and disclosures in the parent company
financial statements and the part of the Directors’ Remuneration Report to be audited. It also includes an assessmeant of the significant
estimates and judgments made by the directors in the preparation of the parent company financlal statements, and of whether the
accounting policies are approptiate to the company's circumstances, consistently applied and adequately disclosed.

We planned 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 parent company financial statements and the parg of the
Directors’ Rernuneration Report to be audited are free from material misstaternent, whether caused by fraud or other irregularity or
errar. In forming our opinion we also avaluated the overall adequacy of the presentation of information in the parent company financial
statements and the part of the Dire¢iors’ Remuneration Report to be audited.

Oplnien
In our opinion:

e the parent company financial statements give a true and fair viaw, in accordance with United Kingdom Generally Accepted
Accounting Practice, of the state of the company’s affairs as at 31 December 2005; and

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

Emst & Young LLP
Registered auditor
Southampton
26 April 2006
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COMPANY BALANCE SHEET

AT 3% DECEMBER 2005

31 December 31 Decermber
2005 2004
Notes £'000 £'000
Fixed assets
Investments 5 18,904 13,904
18,504 13,004
Current assetls
Debtors & 3,285 7,252
Cash at bank and in hand 1,040 1,937
4,325 9,189
Creditors: amounts falling due within one year 7 127 145
Net current assets 4,198 9,043
Total assets less current jiabilities 23,102 22,947
Capital and resarves
Called up share capital g 2,513 2,475
Share premium account 10 10,609 9,713
Special reserve 10 313 313
Merger raserve 10 6,609 6,609
Profit and loss account i0 3,658 3,833
Shareholders’ funds - equity interests 10 23,162 23,947

On behalf of the board

CMéE )y ﬁ

C Errington A Walton-Green
26 April 2006 7 25 April 2005

=
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gresham computing plc NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2005

1. Accounting policies
Accounting convention
The financial statements are prepared under the historical cost convention as modified for finencial instruments that are
measured at fair value. The financial statements are prepared in accordance with applicable accounting standards in the United
Kingdorm. No profit and loss account is presented for the company as provided by section 230 of the Companies Act 1985. The
company’s result for the year is shown in note 10,

New accounting policies
In these financia! statements, the foliowing new standards have been adopted for the first time:

Standard Topic Impact on finangial staternents
FRS 20 Share based payments None -

FRS 21 Events after the balance sheet date None

FRS 23 The effects of changes in foreign exchange rates None

FRS 25 Financial instruments - preseatation and disclosura None

FRS 26 Financia! instruments - measurament See note (i) below

FRS 28 Comparative amounts None

{i) The impact of FRS 26 is to fair value twe finandal instruments as foliows:

2} warrants pver shares In 5Q% AG have been measured at fair value giving rise to 2 profit of £40,000 in 20035 [20D4: £nil);
and )

b) a foreign exchange contract has bean measured at fair value giving rise io @ loss of £5,000 {2004: £nil).

Investments
Investments are recorded at cost less provision for impairment.

Financial assets

Financial assets at fair value through profit or foss

Financial assets classified as held for trading and other assets designated as such on inception are included in this category.
Financial assets are classified as held for trading if they are acquired for sale in the short term. Derivatives are also classified
as held for trading uniess they are designated as hedging Instruments. Assets are carried in the balance sheet at fair value with
gains or losses on financial assets at fair value through profit or loss recognised in the income statement.

Loans and receivables

Loans and receivables (convertible bonds receivable) are non-derivative financial assets with fixed or determinable paymeants
that are not quoted in an active market, do not qualify as trading assets and have not been designated as efther fair vafue
through profit and loss or avallabia for safe. Such assats arg carried at amortised cost using the effective interest method if the
time value of moneay is significant. Gains and losses are recognised in income when the foans and raceivables are derecognised
or impalred, as well as through the amortisation process,

Taxation

Current tax, including UK carporetion tax and foreign tax, is provided at amounts expected to be pald {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 differencas that have originated but not reversed at the balance shest date
where ransactions or events that rasult In an oblipation to pay more tax in tha future or & right fo pay lass tax In the future
have ocouTed at the balance sheet date. Timing differances are differences between the group’s taxable profits and its results
" “as stated in the-financlal-statements that -arise from. the.indusion. of gains and lpsses in tax pssessments in periods. different

from those in which they are recognised in the finandial statements, A net deferred tax asset is regarded as recoverable and
therefore recognised only when, 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 underiying timing differences cen be deducted.

Deferred tax is measured, on a non-discounted basis, at retes expected to be paid (or recovered) using the tax rates and laws

that have been enacted or substantively enacted by the balance sheet date as they apply in the perlods in which the timing
differences are expected to reverse,
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NOTES TO THE FINANCIAL STATEMENTS

AT 37 DECEMBER 2005

1.

Accounting policies (continued)

Foreign currencies

Transactions denominated in foreign currencies are translated at the exchange rate ruiing on the date of the transaction or at
the contracted rate if the transaction is metched by a ferward exchange contract.

Assets and liabilities denominated in foreign currencies are translated at the exchange rate ruling on the balance sheet date o,
if appropriate, at the forward contract rate. Resulting exchange gains and losses are taken te the profit and loss account.

Financial instruments

The company uses forward foreign currency contracts to reduce exposurg to movements in foreign exchange rates. Suth
instruments are stated at fair value. Gains and losses arising from changes in fair value are taken to the profit and loss account
in the period.

Related party transactions
The company has taken advantage of the exemption under FRS B from disclosing related party transactions with entities that
are part of the Gresham Computing pic group.

Leasing commitments
Rentals paid under operating leases are charged in the profit and foss account an a straight line basis over the iease term.

Auditors” remuneration

New tequirements for the disclosure of remuneration paid by the company to its auditars were introduced in the Campanies
(Audit, Investigations and Community Enterprise} Act 2004 and regulations specifying these requirements were issued in 2003,
and are mandatory for accounting periods beginning on or after 1 Qctober 2005.

Notwithstanding this, the company has elected to give disclosures that comply with these requirements, in particular regarding
fees other than for the audit of the financial statements, as well as disclosing the total of non-audit fees for the company, in
accardance with the extant (egisfation.

2005 2004

£000 £000

Audit of the financial statements Audit services UK 18 17
Other fees to auditors Taxation compiiances services UK 1 1
: IFRS transition review UK 17 —

36 18

Directors’ remuneration
Information concerning directors’ remunaration can be found in the Directors’ remunerstion repart on pages 14 to 17,

Dividends paid and proposed

Ng dividends were dedlared or paid during the year and no dividends are proposed for approval at the AGM (2004: None).
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gresham computing plc

NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2005

7.

Investments
Subsidiaries Subsidiaries
2005 2004
£'000 £'000
Cost:
At 1 January 18,047 17,348
Additions 5,000 699
At 31 December 23,047 18,047
Impairment provisions:
At 1 January (4,143} {4,143}
Impairment charge in year —_ —
At 31 December {4,143} {4,143)
Net book valus:
At 31 December 18,504 13,904

The addition of £5m during the year represents the recapitalisation of two existing subsidiaries by conversion of intercompany

debt to equity.

The company holds equity in the following principa! subsidiary undertakings:

Country of Proportion
Name of undertaking incorporation Holding held Nature of business
Gresham Computer Services Limited  England Ordinary shares  100% Software products and solutions
Gresham Consultancy Services Limited England Ordinary shares  100% Specialist contract steff and placements
Gresham Finangial Systems Limited England Ordinary shares  100% Solutions for finance ang banking
Online Financial Services Inc Caneda Ordinary shares  100% Software products and solutions
Gresham Enterprise Storage Inc USA Ordinary shares 100% Storage software products and selutions
Gresham SA* France Ordinary shares  100% Storage software products and solutions
Redstone Software Inc USA COrdinary shares 92% Software products and solutions
Gresham Computing Pty Limitad Australia Ordinary shares  100% Solutions for finance and banking
Gresham Software Labs Pty Limited*  Australia Ordinary shares 100% Software products and solutions

* 100% held indirectly through an intermediate holding company

CEDODT T

Debtors

2005 2004
£600 £000
Amounts owed by subsidiary undertakings 3,232 6,841
Prepaymants and accrued income 53 11
Convertible bond receivable - 400
3,285 7,252

Creditors: amount falling due within one vear
C 2005 2004

e e s e e - . “£'000

Amounts owed by subsidiary undertakings - 68
Trade creditors 35 3
Other creditors and accruals 86 75
Forward currency contracts 5 —
127 146

b s




NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2005

8. Deferred tax

The company has an unrecognised deferred tax asset at a3 30% tax rate as foliows:

2005 2004
£000 £000
Tax ipsses 65 —
65 -
9. Share capital
Authorised share capital 2005 2004
Number Number
‘000 £000 ‘000 £000
Ordinary shares of 5 pence each 65,000 3,250 65,000 3,250
Preference shares of 20 pence eath 2,750 550 2,750 350
§7,750 3,800 67,750 3,800
Ordinary shares issued and fully paid Nominal Consideration
value received
Nurmber £'000 £900
At 1 January 2004 49,285,080 2,464 -
Issued for cash on exercise of share options 305,708 15 91
At 1 January 2005 . 49,590,788 2,479 -
Issued in respect of IPR purchase by subsidiary 63,492 3 200
Issued for cash on exercise of share options 615,529 31 140
At 31 December 2005 50,269,309 2,513
There are no preference shates in issue (2004: nane).
1D. Reconciliation of shareholders’ funds and movements on reserves
Share Share Special Merger Profit and
capital  premium reserve reserve loss account  Total
£'000 £'00D £000 £000 £'000  £000
At 1 January 2004 2,464 9,639 313 £,608 3,740 23,755
Issue of ordinary shares 15 76 - - - 91
Share issue costs - (2} —_ - - (2}
Retained profit for the year — — — — a3 83
At 31 Decernber 2004 2,479 9,713 313 6,609 3,833 22,947
Issua of ordinary shares 34 306 -— - — 340
Share isste costs _ (10 — - — {10)
Retained loss for the year - - — - {1758) (175)
At 31 December 2005 2,513 10,009 313 6,609 3,658 23,102

. _._Share ¢apital_.

The balance classified as share capital represents the nominal value arising from the isste of the company’s equity share capieal,

comprising 5 pence ordinary shares.

Share premium

The balance clessified as share premmivm represents the premium arising from the issue of the company’s equity share capital,
comprising 5 pence ordinary shares, net of share issue expenses. There are restrictions on the use of the share premium account.
It can only be used for bonus issues, to provide for the premium payable on redemption of debentures or to write off preliminary
expenses, or expenses of, or commissions. paid on, or discounts allowed on, any issues of shares or debentures of the company.

TR




gresham computing plc

NOTES TO THE FINANCIAL STATEMENTS

AT 31 DECEMBER 2005

10. Reconciliation of shareholders’ funds and movements on reserves (continued)

Other reserves

The special reservae arcose on the cancellation of deferred ordinary shares in June 1292, The merger reserve arose on issue of
shares in respect of acquisitions and meirgers Iin the period 1292 ta 1980,

Share options

Outstanding options to subscribe for ardinary shares of Sp at 31 December 2005 showing the range of exercise prices and dates

are as follows:

Cash
Number Exercise receivable
of shara Date of price Date first Expiry if exercised
options grant £000 exercisable data £'000
Executive Share Option Schernes
81,081 21 Jan 1998 0.370 22 lan 2001 21 Jan 2008 30,000
43,919 17 Feb 1899 1.420 18 Feb 2002 17 Fab 2008 62,365
10,000 S Feb 2000 0.460 i0 Feb 2003 9 Feb 2010 4,600
637,897 25 Jui 20G0 0.360 28 1ul 2003 27 Ju! 2010 229,643
15,000 22 Apr 2003 0.700 23 Apr 2008 22 Apr 2013 10,500
40,000 28 May 2003 2.685 29 May 2006 28 may 2013 107,800
20,000 28 May 2004 3.225 25 May 2007 28 May 2014 64,500
96,098 22 Jun 2005 1.200 23 Jun 2008 22 Jun 2015 119,995
10,000 30 Sept 2005 0.860 01 Oct 2008 30 Sept 2015 8,600
957,893 638,003
Further information concerning *Share-based payments’ can be found in note 23 to the group financial statements,
11. Other financial commitments
At 31 December 2005 the company had annuai commitments under non-cancellable operating leases as sat out below:.
Land and tand and
buildings buildings
£°0DQ £'000
Operating leases which expire:
Wwithin one year — -
Within twe to five years 340 340
340 340

12, Capital commitments

At 31 December 2005, company amounts contracted for but not provided in the financial statements for the acquisition of
property, plant and equipment amounted o £nil (2004: £nif).

13. Contingent liabilities

__sup_s_id'gry:_gpﬁdgrtakings.7

In the normal course of business, the company has issued generzl guarantees in respect of the contractual obligations of certain

14, Financial instruments

The company has taken the exemption available in FRS 25 ‘Financial Instruments: Disclosure and Presentation’ from discosing
the parent company financial instruments information, as the consolidated entity has complied with the disclosure requirements
of IAS 32 in note 21 to the group financial statements, :
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