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I am pleased to report that RM plc achieved good results for the year ended 30th
September 1997 against a background of challenging marker conditions. Turnover
increased 11% to £110.2 million (1996: £99.0 miilion} and profit before tax was
up 18% 1o £8.0 million {1996: £6.8 million). Fully diluted carnings per share
increased 23% at 30.8p (1996: 25.1p).

The development of RM’s software and services business model continued
successfully during the year. Turnover in these business areas grew by 37%

year-on-year compared with 2 2% growth in the Group's hardware acrivicies.

Gross margins were 26.6% (1996: 26.1%) with the favourable impact of the
increase in the software elements of the Group’s business more than offserting a
decline in PC margins. Operating costs increased by 13% to £22.0 million (1996: £19.5 million}) reflecting
increased expenditure on software development and sales and markering. Operating profit was up 14% to
£7.3 million (1996: £6.4 million) and the operating profit margin increased to 6.6% from 6.4%.

The Group remains strongly cash generative. The year-end cash balance was £10.8 million

(1996: £13.5 million) after making an initial £6.1 million investment in learning software.

I reported ar the interim stage thar uncertainty about future budgers had led many schools to carry budgets
forward to their next fiscal year. Actual school budgets for the Government year 1997/98 are smaller than
expected and are causing some customers to defer expenditure. Noncthcless; the Group has continued to
gain new customers and reinforced its position as the leading supplier of IT software, services and systems

to UK education establishments.

Sales to primary schools grew by 18% and the Group achieved the number one position (measured
in market share by value) in this sector for the first time. RM also extended its marker leadership in

secondary schools where it has been the number one supplier for a number of years.
The Group’s newer activities made excellent progress.

RM Learning Systems, the Group’s learning software division, increased turnover by 117% to £4.5 million
{1996: £2.1 million} and contributed to profits for the first time. As well as being the exclusive UK
distributor of CCC's SuccessMaker™, the Group now supplies learning software for the post-16 marker
from Invest Learning Corporation (a sister company of CCC), and is also developing its own products.
The Group’s relationship with CCC and Invest Learning Corporation was strengthened through a £10
million investment (of which £6.1 million was paid in the year) in a strategic alliance agreement. This
agreement gives RM the abilicy to manufacture the products in the UK under licence on a royalry basis,

and allows addirional flexibility in adapting them for local marker requirements.
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In 1997 RM reached the

nymber one position in the

The Group’s Internet businesses have developed rapidly as a resulc of che increasing importance of

on-line communicacions to education. Turnover in this area grew 110% tw £1.4 million.

RM’s [nternet connections service - [nternet For Learning (IFL) - remains the premier Interner service for
education and achieved break-even in the year. More than 4,000 establishmencs use /FL giving Internec
access to in excess of 400,000 students. A major growth area for [FL is connecting school and college
necworks co the Internet, Network Internet connection is a pre-requisite for the Government’s proposed
National Grid for Learning, and RM already provides this service to 300 establishments. (We estimate

thac RM supplies in excess of 70% of schools that have nerwork connections.)

Investment continued in high quality educational Internet content
with the launch of Living Library and the continuing development

of Eduweb, RM’s recently relaunched Internet site for schools. Living
Library is an innovative content and information navigation service that
allows students to access a range of information resources - including
encyclopedias and newspapers as well as web sites - using a curriculum

and age keyed search engine.

Over the year the Board has been strengthened in preparation for che
next phase of RM’s growth.

1 am pleased o announce thac Richard Girling, Managing Director of
Research Machines, the Group's operating sﬁbsidiary, will assume the
role of Group Chief Execurive with effect from 24th November 1997.
Richard was appointed 10 the Board of RM ple in June 1996, having
been a Director of Research Machines since 1987, He has been
appointed in succession to Mike Fischer who becomes President of

RM plc and 2 Non-executive Director. Mike will retain a key role

primary school market for advising the Board on strategy and will continue his work with

& the first time

Government and other key influencers.

Tim Pearson was appointed to the Board on 3rd November 1997 as Group Director - Software and 1,800 secondary @
Integrated Systems. Following the appointment of Mark Burrell as a Non-executive Director in February “hod;j::a R:nm
ir [T partner

1997 in succession to Mike Harrison, Colin Maltby, Chief Investment Officer of Equitas, joined the
Group as a Non-executive Director in September 1997. Colin replaces Mike Smich who will retire at
the AGM. I would like to record the Board’s thanks to Mike Smith who, as a Director of RM

since 1984, has made an enormous contribution to the Group's progress.

A final dividend of 7.2p will be proposed ar the AGM, making a total
for the year of 9.5p, an increase of 19% (1996: final 6.2p, toral
8.0p). The final dividend will be payable on the 3rd February
1998 to shareholders on the register on 5th December 1997.
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RM retained its number @

one pesition in colleges
and strengthened its
number two pasition

in universities

The new Government has been very supportive
of increasing the use of IT and
communications services in
education, The most significant
policy proposal is the
National Grid for Learning
and the Government has
commirced £100 million
of public funding to build
it. RM welcomes this
development with
enthusiasm. In order to take
advantage of this funding, and
to counter any increase in
competirive activicy, the Board has
approved additional expenditure on product

development and sales and marketing.

As is usual at the time when this annual report is made, it is wo early to give an indication of the
outcome for the current year. However, it is already clear that the pronounced seasonal pattern of the
Group’s business, with the majority of profits earned in the second half, will be even more marked

than usual.

The addirional public funding will not be available until the second half of RM’s financial year, whilst
RM’s additional expenditure on product development and sales and marketing will impact the first half.
In addition, the nature of this funding is such that some customers will choose to defer expendirture
whilst they revise their IT plans. The combination of these factors will result in significantly lower first
half profits than last year. Nonetheless, recent developments herald the largest increase in market size RM
has ever experienced, and the Board is confident thar the Group is well placed to benefit over the full

year and in future years.

Finally, as has always been the case, RM's performance is the result of having excellent people working
for ic. In 1997 they have had to work particularly hard, in the face of limited education expenditure,

to produce a good result for shareholders. I would like to record the Board’s gratitude to chem all. It is
the quality of the team at RM that will allow us to rake advantage of the opportunities that lie ahead, to

the benefir of customers and shareholders alike.

John Leighfield
21st November 1997
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The Educational Market

1997 was RM’s 20ch year in the educarional IT market. It was another
successful year for the company and one in which we reinforced our position

as the leading supplier of IT to UK education establishments.

We moved, for the first cime, to the pesition of number one supplier in the
primary schools marker, mainaained our number one position in the secondary
schools and colleges markets and strengthened our number two position in the
universities sector. We made major investments in learning sofcware and Internet

content and we continued the expansion of our services business.

This is an exeremely importan: cime for che educational IT macket with che
Government pledging significant additional funding for schools’ informarion technology and
communications needs. A range of major initiatives will cause significanc changes to the education
market. These include 2 drive to improve basic standards in literacy and numeracy through IT,

the allocation of ottery money for IT teacher training, and the commitment to developing and
financing a National Grid for Learning,

The activities we have undertaken in 1997 have positioned RM well to take advantage of the high

level of commitment the new Government has given to IT in education.

RM’s Markets

All of RM's main markets were characterised by tight budgets and

"~ uncertainty over funding, with many customers waiting to see what
impact the new Government would have on education. Despite
this uncercainty, RM increased turnover in primary and
secondary schools and universities and maintained its
strong overall market leadership.

Primary Schools Sector
RM’s primary school revenues grew by 18%, giving
RM an estimated 45% of the UK primary school
market by value. In a year of political uncersainty,
and low growth in the marker in general, RM’s
primary school business remained strong and the
RM Window Box™ continues to be the product of

choice for a growing number of schools.

RM Windew Box brings
leaming io life in primary
® dassrooms across the country RM ple Report & Accounts 1997 5§

Richard Girling
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IT is transforming the

way students learn in

® schools ond colleges

RM now has 128 Window Box Partners. The Window Box Partnership programme provides RM with a
strategic refationship with focal education authorities and training centres who, in turn, provide locally
based training and support for the RM Window Box. These partnerships will be significant in light of the
central role LEAs will play in bidding for the new Standards Fund money and building the National
Grid for Learning.

RM held 2 successful round of seminars for primary schools during the Spring and Summer terms.

The semninars in Wales, to accompany the launch of the Welsh Window Box, were attended by over 30%
of Welsh Schools. These seminars held in English and Welsh, buiit on the success of the Welsh Office
{(WOMPI), contract won in 1996, and strengthened RM’s market share in an area where there has been

2 strong tradition of buying non-PC producrs for education.

Secondary Schools Sector

In RM’s largest marker sector, secondary schools, the Group grew its revenues by 17%. This was
despite the sector facing tight budgets, which led to low growth in overall IT expenditure. RM’s
revenues from learning software and services grew markedly, enabling RM to increase its market share

to an estimarted 55%.

Over 1,800 secondary schools use RM networks and almost half
these are now using RM Connect, RM’s network solution based on
Microsofr® Windows® NT Server. Continuarion of RM’s targered
sales and marketing campaigns recruited 250 more schools to those

who regard RM as cheir main curriculum IT supplier.

RM's seminar programme in March 1997, enidled ‘Extending

IT Across the Curriculunt, attracted more than 2,000 delegates,
comprising mainly head teachers and schools’ other senior managers.
The seminars have become an integral part of the school calendar for
many head teachers and provide what may be the largest forum for

debate and training on IT for schools’ senior managers in the UK.

Further & Higher Education Secters

Revenues from the further education {colleges) marker declined,
reflecting the funding cutbacks that have affected this sector,
Despite this, RM continues to be the leading supplier of PCs and

related products.

Further growth within this sccror will be driven by providing 2 more consultative, services-led approach
and RM made good progress in developing this aspece of its business. The Group incroduced RM
Consulting and RM Nerwaorked Services to defiver a management consultancy service. Services revenues

in further «ducation increased by 30% from the previous year.

In the higher education (universities) market, the Group strengthened its position as the number two

supplier to the market and increased marker share,
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Working with
Sainsbury’s allows
RM to reach

new customers

"ONE $TOF
SHOPPING Sainsbury’s

_ FQRIY

e In February, RM joined the 'Sainsbury’s Equipment for Schools’ promotion, which gave

J;'_@‘_’_/l}: Sainsbury’s customers the chance to save vouchers redeemable against a range of schools’

— equipment. RM was chosen as the sole supplier of the IT equipment for the programme
RN\ and supplied goods to more than 4,000 schools.

iom in the sch fl d ional . ich Sainsb RM is developing @
Inclusion in the scheme gave RM profile and promotional opportunities with Sainsburys world leading

wide customer base and also opened up a new channel for che RM message with schools who had learning softwars

not previously used RM’s products,

Producis
Software and Integrated Systems

In January 1997 RM launched RM Windsw Bax G which provides all the
elements needed to deliver IT across the primary curriculum. This, the sixch
generation integrated solution for the primary classroom, continues to set the
standard for primary [T solutions and won the Gold Award for Primary
Products at BETT ‘97, the UK’s major educational technology exhibition.
Following on from the launch of RM Window Box 6, RM released 2 notebook

version of the produce as well as an Interner version.

RM Connect 2.2, RM's fourth generation school-wide multimedia local area nerwork product, was
developed and released during the year. With management tools developed by RM and an advanced
multimedia server, which allows delivery of sound, video and animation to networked PCs, RM Connect
gives schools and colleges the latest nerwork rechnology in a secure environment. RM Connect is

pre-configured for intranet use and is supplied Interner-ready.

Also launched during the year was RM Lagon for RISC OS, an add-on to RM Connect that enables
schools to support all their legacy systems on 2 RM Conneer necwork,

Internet

Revenue for RM’s Interner businesses increased by 110% o £1.4m. Internet For Learning (IFL) was the
UK’s first education specific Internet service provider and has, o date, connecred over 4,000 schools to

the Internet giving access to the service to 400,000 schoolchildren.

It is clear that nerworked Internet access will be the way in

which most education establishments take full advantage of

communications technology in the curriculum. RM has seen

rapid growth in this area and, with the National Grid for
Learning and announcements on low cast cable and BT ISDN
line rates, the Group expects furcher rapid growth. RM has now
supplied 300 establishmencs with nerworked Interner access via

IFL (compared to 60 a year ago) and an estimared 70% of

schools with nerworked access use RM’s service.

RM's Eduweb site
sets tha standard for
educational Internst

sarvices @
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1T helps school menagers
manage better

RM sees significant potential in Internet content services
in the medium to long term. In 1997 RM launched Living
Library, a premium education specific service. Content is provided
by a range of selected educational publishers including Oxford University
Press, Corbis Picture Library and World Book as well as archive material from the Independent and
Mirror newspapers. Schools can purchase the Living Library service independently of their choice of
Internet Service Provider. RM is also supplying a range of education content to the home market

through a partnership with Virgin Net.

RM Learning Systems

RM Learning Systems, which has exclusive UK rights to the CCC integrated learning system (ILS},
SuccessMaker, increased its turnover by 117% to £4.6m. The division, set up in 1994, has doubled its
size each year and now employs 40 people. 2,000 teachers have been trained on the product and 57,000
pupils regularly use it in nearly 800 sites across 137 LEAs. One in eight UK secondary schools now use
SuccessMaker including one in five Technology Colleges.

Evaluation studies have continued to report significant learning gains from the use of ILS. The
Technology Colleges Trust recently published a report on ILS demonstrating, for che first time in UK
research, significant learning gains in literacy. The Government has pledged to improve numeracy and

literacy in schools, and supports the concept of achieving this through investment in IT.

In August this year, RM strengthened its relationship with CCC and Invest Learning Corporation
through 2 £10m investment securing long term diseribution rights for SuccessMaker and Destinations
(an adult learning system). The ten year agreement provides for the producrs’ supply and support,

a high priority in the educacional IT marker, and gives RM greater flexibilicy in product development
and marketing. In particutar RM has the ability to develop enhancements for the UK market and to

creare its own complementary products.

As a result of this agreement RM Learning Systems now provides

a portfolio of learning sofrware products and work has already

RM supplies @ started on RM’s own developments.
integrated leamning
; systems ta ohe in
sight UK RM PC
secondory schools

As the trend for adopting the PC standard as
the main platform in education continues,
more and more educational
establishments are buying RM PCs. In
1997 the number of PCs shipped
increased by 18% to approximately
70,000. However, this was offset
by a decline in the average unit
price, resulring in an increase

of only 4% in PC revenues.
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RM products continue to win accolades and awards in industry surveys of standards of hardware
reliability and service. In PC Magazines annual ‘Service and Reliability Survey’, RM came top in the
caregories for ‘most reliable desktops’ and ‘satisfaction with repairs’. RM Services works

. with customers across
RM Services ® the whole IT lifecycle

Along with software, value added services are at the core of RM's business model. RM Services has
experienced another exceptional year and has improved significantly on last year's excellenc performance.

Revenues in RM Services grew by 47% to £15.9 million. b

With the increasing importance placed on IT in education, establishments are looking for a single point
of contact for the total management of their IT needs. Driven by the demand for technology such as i
networked Internet access, and the Government’s push for 2 Narional Grid for Learning, educadon is .
increasingly looking to purchase network services. The Group forecasts a growing market for both

existing and new types of services, and RM is well placed to meet this need.

RM Services’ portfolio includes consultancy, infrastrucrure, installations, training, telephone support,
and on-site maintenance. During the year, RM Services made 17,500 site visits, received 160,000

- suppore calls, delivered aver 2,500 training sessions, laid 1,000 miles of cable and installed over 50,000
cable oudets. In addition, over 1,800 secondary schools took out or renewed RM InSITE support
contracts. In customer satisfaction surveys 92% of RM Services customers say they would recommend

RM Services to their colleagues.

RM Management Solutions

Key Solutions RM has now been fully integrated into the core business as the RM Management
Solutions Divison. The Key Solutions brand has been retained, and Key Solusions software is now in
use in over 60 LEAs. Key Solutions software provides educational management, assessment, finance and

administration software on both the PC and Macintosh platforms.

With the development of LEA-wide ieranets, and a focus on assessment and reporting, the demand

for education management products is sec to grow.

RM Management Solutions has successfully exported products to Mala, USA, Russia and Dubai

amongst other countries.

RM ple Repore & Accounss 1997 G




Mike Greig
@ Finance Director

Cash Flow

The format of the consolidated cash flow statement has been amended to comply

with FRS 1 (Revised) and comparative figures have been restated accordingly.

“The net cash inflow from operating activities during the year was £9.6m.
Operating profit represented £7.3m of this and depreciation a further £2.5m.

Working Capital movements resulted in a cash outflow of £0.2m.

Interest income and share issues on exercise of options contributed a further inflow
of £1.0m. Ourflows included taxation of £2.1m, dividends of £1.5m and capital
expenditure of £9.7m, of which £6.1m related to learning software and is described

below.

Overall ¢ash and short term invescments reduced by £2.7m 1o £10.8m.

Dividends
Dividends paid and proposed total 9.5p, an increase of 19% for the year. At this level the dividend is

covered 3.2 times by fully diluted earnings per share. The total dividends for the year will amount
to £1.7m.

Tax and Treasury

The tax rate for the year was 30%, down from 33% a year earlier, reflecting the reducrion

in the corporation tax race to 31% in the July budger.

Ner interest receivable was £764,000. Cash balances are held predeminantdy in Sterling with

a defined list of institutions approved by the Board.

The seasonal nature of the Group’s business results in minimum cash balances during the year

being significantly less than at the year end. Minimum cash balances during 1997 were £2.0m

RM helps millions
compared to 2 minimum of £4m during the previous year. of pupils get the
benefit from T #

Learning Systems Investment

£9.2m of the investment RM agreed 10 make during the year in learning software has been included in

Intangible Fixed Assets. In addition to £6.1m paid during the year, this includes a £2.5m payment duc in
December 1997 and a £0.6m payment due in December 1998. These latter two elements are included in
Creditors. A further £0.7m is due in instalments against delivery of cereain new products. The fixed assec

is being written off on a straighe line basis over the 10 year life of the conrract.

Share Price

The mid market share price at the close of business on 30th September 1997 was £8.325 capiralising
the Group at £150m. During the year the mid market share price ranged berween £5.825 and £8.825.

10 RM plc Report & Acconnss 1997
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In 1997 RM celebrated 20 years of supplying products and services to the
highly specialised educational IT market. Throughout this time we have
innovated, we have continually developed our products and services and,
crucially, we have worked closely with the education communicy. Today we
supply more IT products and services to the education establishments chan

any other company in the UK.

RM has grown up with the educational IT market and has become the IT

partner of choice for thousands of schools, colleges and universities.

History
RM was founded in 1973 by Mike O'Regan and myself to supply ¢lectronic

equipment for the research and educational markets.

We developed our first microcomputer - the RML 380Z - in 1977. These systems were supplied to
pioneering local educarion authorities and began 2 partnership of supplying and developing products

to meet the needs of the changing curriculum,

Since 1987 all RM computers have been IBM PC compatible, and all our new produces are designed
with the very latest IT developments in mind.

Update
Over the last decade the educational IT marker adopred the industry standard PC as a de facto standard.

RM was instrumental in this by bringing to education the best industry standard products and then

enhancing them for the special rigors of education. This philosophy has resulted in products like the
RM Window Box and RM Connect.

The Future

There is universal acknowledgement thar IT

is one of the key factors in the future of the
education system of this country. The
Government’s commitment in this area, which
started in opposition with Dennis Stevenson's
Independent Inquiry into ICT in UK Schools,
means that [T in education is entering a new

phase.

1T is already
transforming tha lives
@ of school children

RM plc Repurt & Avcornss 997 1

Miksa Fischar
Founder and
President @
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EDUCATIONAL [T

IT encouroges
porinership

and co-operative
working

The Stevenson Commission concluded that IT
is fundamentally important to teaching and
learning; that there is an urgent need for teacher
development; and thar a long-term approach is
needed rather thar short term hardware funding
initiatives. RM endorses these findings and is
prepared for more development, innovation and
change to bring about the vision set out by

Stevenson and his colleagues.

How did we get here?

FLIVING
IBRARY SEARCHRESULIS)

Living Library - .
a world of
information,

easily oconssible

HE i

Ssag 1140 1 o7 |1 bkt

There is no doubt that RM is a leader, or rather the leader, in its field. Independent surveys show that

we have the most reliable products and that we have clear marker leadership in terms of value of sales.

RM products conrinue to win awards and accolades for being the best products for the job they were

designed for.

RM is dedicared to the educational IT markert. It is our core business. We understand education because

we listen and because we have been listening for 20 years. We develop produces with our customers not

just for our customers, we ask, we listen and we react accordingly.

RM is flexible, if the market demands change then we will change. In the 1980s, when the marker was

moving towards the industry standard PC platform, we changed accordingly.

12 RM ple Reporr & Acconnss 1997

We work in partnership with education. We are pioneers

in many pilot and experimental programmes. We have

for the classroom.

been involved in exploring the Internet in schools
through the DfEE Superhighways projecr.
We have pioneered the introduction and
evaluation of integtated learning systems.
And we work with leading partners like
Microsoft and Intel 1o ensure that we -
bring to education leading edge, world

standard products enhanced and suitable

The relationship berween RM and its

customers is interdependent. Seminar

and partnership days, training, support
and consultancy services are designed to

keep RM and its customers informed.




RM customers use [
video-canferencing i
technolegy for %
foreign language i:

{

P

leaming !

Understanding the demands of education and finding practical solutions that work in the classroom,
the lecture theatre and the study is what RIM does best. I is whar has got us where we are roday,

and where we intend to focus our efforts in the future.

New developments

I have always maincained that RM is both an education business and a software and services business 3

and I have looked to these directions for our future growth. |
We have made significant investments in the future of our software businesses including Internet
content and learning software because it is these areas where IT will have a transforming impact

on education.

Education at home

RM's leoming @

The market for educational IT products for home use is enormous. In order to address this untapped softwars brings '
demand, RM has puc in place a strategic alliance with Virgin Net. RM supplies on-line educational homa and school
together

content o Virgin Net customers.

We are also developing products that will be well suited

to growing links berween home and schools, creating a learning

communiry.
. ‘éﬁ\lel_ Thri Saarch ubed 08 rebsscen baned beio
Looking forward b eiroacx ]
i o R . ) i i o Thesmrn Searth th & of & |
In partnership with innovative educationalists RM is already | RN E—— ]
o . . . [y et W) ;
revolutionising teaching and learning. The next twenty years will see et
. pomiiing Saarch AL nien T SoIoming MUt Y
. e ™ Er
developments that are hard to imagine from where we are now - and RM Quuu L ] [ RrterBuk Ecrvos e facen
e + Thw Oukord Jorver
will be ac the heart of them. Above all we will be helping our education T R vt i i
form learni . hnol = -nh:nmro:rmsﬂm.
partners transform learning using rechnology. A [ PeeparmEe
‘ * Sttt e re T e, T L
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DIRECTORS

and Advisers

RM ple Bourd of Direcrors in RM? Sales Response Cenere - Mike Fitcher, Richard Girling, John Netherton, Mike O'Regan, Colin Maliby, Mike Greig, Jekn Leighfield. Mark Burrell.

John Leighfield
NON EXECUTIVE CHAIRMAN

Jobvy Lrighfield tage 59) was appointed
nen-executive Chairman on st

i eaoher 1990, having josned RM as

o won-execitive Iivector i November
P98 M wwas the Executive Chairman
of AT faed unsid 3kds Aprif 1993,
He 1w nan-executive Direcear of
mumiher af ather arganisations
snefurdeng Hermanghusn Midihives
Huskding Soasers, sf which e is
Chaseman He wan Precdent of the
Campiring Sevraies and Saftware
Avarcaarsan i 1995, e bow
mawher of the Cosesredd of Wirwnek
nvrnety and se Charrman of the
Aedvesony Board and & viarsng profisor
of Warrsend Busptee Nebanf L ran
Teeudent ab e Brassds Compreter

S peny e [IEy

Tim Pearson

L TWARD AND INTEGRATED
DLl DIRECTOR

Jan Pegewms agr 370w apposited
Lo e Hovaesd oa Sed Noverpier fO0
Parag een repanuide far Sofiuare
s Detemvared Sotenm e 199G

He pomed RAL argsgrs fom: { nnerany
te PR T dond i helif g varien of
pastton s KA wttu are aned serine

FRINITY
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Richard Girling
CHIEF EXECUTIVE

Richard Girling (age 46) swat
appointed Managing Director of
Research Machines in July 1997 and
Group Chref Executive in November
1997, He was appainted to she Board
in func 1996 as Product Division
Director, having been responsible for
the PC Division since 1992 and
Technical Director from 1988 1o
1992, Prior ta joining RM in 1980
Jre warked ar Thern Constmer

Elecernmics and Marcoui Instriments

Mark Burrell
NON-EXECUTIVE DIRECTOR

Mark Burrel! tuge 604 was appotitted
ro the Haurel s o mutteexecurire
Fharespor o 2060l March 1997

Elntrd Abey 3997 D weats v executiee
Disectue amd Developiment Disector
af Pearson pli and a viensevecntive

I harector of Luszard fragher. - o,
Tontted. He i the noneexecutive
Chasrrian of Beyal Doulton phe

el vl WSE Hulding.
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Michael Fischer
NON-EXECUTIVE PRESIDENT

Michael Fischer (age 47) was Chief
Executive from 1973, when he
co-founded rhe busimess with Michael
O'Regan, unsil November 1997.

He it a nomsexecutive Direevor of
Madge NV a nerworking products
company guoted on NASDAQ Since
1990 he has been part-time Divecror
of Letchworth Community Education
Trust Lid., a leading non-governmenzal
education project.

€olin Maltby
NON-EXECUTIVE DIRECTOR

Colin Malthy tage 461 was appornted
to the Board .45 4 son-execrittve
Dizector on 30tk Sepremiber 1997,
He is Cluef bivessment Officer of
Eqeitas atid 1 (el Fxecutrve o
Ricimeorr Bensor brvesiment
Maragernens andd @ Otzecenr of tie
Alevvors Bemon Group from 1989
i 993 e i aho i mentber of the
Invesiment Managenent Lommutiee
of the Church of England’ Ceneral
Binerdd of Finame and of the Frmonve
Comeernertaee af the Fardeng Agenay

for Shueods

Michael Greig
FINANCE DIRECTOR

Michael Greig (age 41) joined RM
and was appointed & Director in
Orcrober 1989, He is the Finance
Director and Company Sceretary.
He wat previouly Finance Direcror
at Case Group ple for three years,

Michael O'Regan
NON-EXECUTIVE DIRECTOR

Michiel O Regan tage 50)

co-founded the Company in 1973
and hay bepnn @ non-rxecurive Dietcror
sinee 1992 He ir @ nansexecurive
Direcrar of Oxford Technology Ventore
Capisal Triar ple and a sumiber of
other compunies, In additivn, he is
Jarnr Divector of the Hinmidton Muiln
and Reading Projects und u trintee of
PEED an Oxpord besed sobvecationl

profect ehar he formed s $ 99,

John Netherton
CUSTOMERS ANC MARKETS
DIRECTOR

John Netherron (age 47) was
appoined to the Board in June 1996
a1 Seles and Markering Director
having been responsible for sales and
marketing since joining RM in fune
1986, He had previousdy worked at
Barclays Bank und Ofivensi and as
Sales Divectar of Philips Business
Syszems Led.

Michael Smith
NOM-EXECUTIVE DIRECTOR

Alichiel Semith page +4) furs dreen ot
nenenecitive Divector since 1984
He is Chairan and (hief Execntiee
of €A Capital Parenens Limeied

He is ubo a nen-execuiive Dircctor of
o mrileet af CupaNe prchelding
Viiwtton pli awnicd SLE ple. He will vestge
Front the Bourd afier e AGM an
28eh farery 1998
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DIRECTOR’S REPORT

The Dircctors present their report on the affairs of the Company {RM ple) and its principal subsidiary undertakings {rogsther the
Group, or RM) and the consolidated financial statements and auditors” reports for the year ended 30th September 1997.

1. Principal Activities and Business Review

The principal activities of the Group are the supply of IT solutions to educational markets, based upon PC technology and
incorporating necworking, software and scrvices. A review of the Group’s activities and its prospects for the forthcoming year are
contained in the Chairman's Scatement and Chief Executive’s Review.

2. Results and Dividends

The Group’s profit for the year, after taxation, was £5,598,000 (1996: £4,560,000), The Directors recommend the payment of a final
dividend of 7.2p bringing the total dividend far the year 10 9.3p per share. “The final dividend is payable on 3rd February 1998

to sharcholders on the register on Sth December 1997.

3. Research and Development

The Group underrzkes 2 programme of research and development to enhance the performance of existing product areas, to develop new
products refated to existing markets, and o enhance access to potential new markets. Al rescarch and development costs are written off
in the year in which they are incurred.

4. Directors and Their Interests
The Directors of the Company at 30th September 1997 who served during the year, together with their interests in the share capital
of the Company, were as follows:

Ordinary Shares of 10p each

30/09/97 01/10/96*
M.D. Fischer 2,344,438 2,544,333
R.A.G. Girling 27,818 57,713
M.D. Greig 34,995 54,890
M.W. Burrell 6,300 Nil
J.2. Leighficld 25,401 25,401
C.C. Maltby Nil Nil
J.R. Netherton 203,858 403,753
M.R.H.J. O'Regan 1,149,301 1,349,301
M.D.C. Smith 2,100 2,100

* Or at the subsequent date of appointment if later.

M.G. Harrison resigned from the Board of Dircctors on 20rh February 1997, M.W. Burrel and C.C. Maltby were appointed to the Board
of Directors au 26th March 1997 and 30th September 1997 respectively. TR. Pearson was appointed 1o the Board of Directors on 3rd
November 1997.

Details of Directors’ share aptions are set out in the Report of the Remuneration Committee on pages 18 10 20,

In addition to the interests listed above, M.D. Fischer and M.RH,J. O'Regan have a non-bencficial interest as trustees of the RML Staff
Share Scheme in 68,456 (1996; 111,612} shares.

No Director of the Company was materially interested in any contract of significance involving the Company or any of its subsidiary
undertakings.

The Audit Commitsee comprises: MR H.J. O'Regan (Chairman), M. W, Burrell, .. Leighfield, C.C. Maltby and M.D.C Smith.
The Remuneration Committee comprises: LB Leighfield (Chairman), MW, Burrell, C.C. Maltby and M.D.C. Smith, The Nominations
Committee comprises: J.P. Leighfield (Chairman), M.W, Burrell, M.D. Fischer, C.C. Maltby, M.RH J. O'Regan and M.D.C Smith.

5. Annuval General Meeting

The Annual General Meeting of the Company will take place ar 2.00pm on 28th January 1998 at 135 Milton Park, Abingdon, Oxon
OX14 4SE. In addition to the routine business of the meeting there is one special resolucion whereby it is proposed that, in accordance
with Scction 80 of the Companies Act 1985, the Directors be granted authority to issue shares in the capital of the Company up to 2
nominal amount of £603,846 (33.5% of the issued share capital at 215t November 1997). The Directors have no present incention of
allotsing further ordinary shares other than in connection with employee share schemes. The resolution also proposes thar, pursuant to
Scetion 89 of the Companies Act, the Directors be authorised to alloc those shases for cash, other than pro rara to existing sharcholders,
up ro an ageregate amount of £90,576 (5.0% of the issued share capital as at 21st November 1997). The authorities being sought expire
on the date of the next Annual General Meeting or, if carlier, 28¢h Aprit 1999,
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DIRECTOR’S REPORT

Continued

6. Substantial Shareholdings

On 17¢h November 1997 the following were registered as being interested in 3% or more of the Company's ordinary share capital:

Number Percentage

of Shares Held

M.D. Fischer 2,334,438 12.96%
Standard Life ple 1,800,417 9.99%
3i Group ple 1,231,187 6.84%
M.R.H.]. O'Regan 1,149,301 6.38%
Fidelity International Led 1,066,800 5.92%
Scottish Equirable plc 623,331 3.46%

7. Charitable and Political Donations
During the year the Group made various charitable donations totalling £107,000 (1996: £97,000). A fucther £4,000 was given ro
locally based community support projects (1996: £17,000).

8. Employees

RM is an equal opportuniies employer. Applications for employmenc are always fully considered irrespective of gender, ethnic origin,
race, religion, sexual orientation or disability. In the event of members of staff becoming disabled every effort is made to ensure that
their employment continues and that appropriate training is arranged. It is RM's policy that the training, carcer development and
prometion of disabled employees should, so far as is possible, be identical wo that of other employees.

RM operates a communications policy which aims to integrate saff into the business and to educate and inform them, encouraging a
sense of involvemene and keenness to contribuce. Technical and personal skills development courses, sourced internally and externally,
arc available to staff ac all levels. Direcrors and managers receive training in RM’s key managemear methods. Additienally, seff-instructed
learning through teaching manuals and computer programs provides an important clement in the technical training of suppore staff.
Considerable value is placed on involving staff and keeping them informed on marers affecting them as employees and on the
peformance of the Company as a whole, This is achieved through formal and informal meetings and the dissemination of wrircen
communications directly or via noticeboards.

9. Environment

RM recognises the importance of ensuring thar its business practices have the minimum possible impact on the environment, Parzicular
actention is paid to such areas as the minimisation of waste, the use of renewable resources and the reduction in the use of energy.

The Company’s manufxcturing processes do not introduce any polluting emissions into the aemosphere or water sources. Office waste
such as paper and toner cartridges are recycled. The Company has already registered, and is committed to meeting its obligations,
under the Government's new packaging waste regulations, The Producer Responsibility (Packaging Waste) Regulations 1998.

The Company is a member of the Oxford Business Environmental Group which provides information on national and regional
developments. '

The Company’s products incorporate energy saving measures,
p P TP T8y g

10. Creditors Payment Policy

The Group agrees terms and condicions for its business rransacrions with suppliers. Paymenc s then made to these terms, subject tw
them being mec by the supplier. Payment runs are made on a weekly basis and, wherever possible, are made using che Bankers’
Automated Clearing Service (*BACS”). Trade creditor days of the Group for the year ended 30th Sepeember 1997 were 38 days based
on the ratio of group crade creditors ar the year end to the amounes invoiced during the year by trade creditors,

11. Avditors

The Directors will place a resolution before the Annual General Meeting to re-appoine Arthur Andersen 2s auditors for the ensuing year.

|

By Orde: oard
M.D. Greig
Secretary, 215t November 1997
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REPORT OF THE REMUNERATION COMMITTEE

1. The Remuneration Committee

“The Committec members are J.2. Leighfield {Chairman), M.W. Burrell, C.C. Maltby and M.D.C. Smith, all of whom are independent,
non-executive Directors of the Company. Executive Directors may be invited to arend Committee meetings, but will not be present
during any discussion of their own pay arrangements.

2. Policy on Executive Directors’ Remuneration

The next stage of the Company's development will require it to compete further with companies which operate on 2 global scale. To

do so successfully will be heavily dependent on retaining and building a ream of individuals whose technology secror specialist <kills are
scarce and in great demand within the intemational marketplace. The executive remuneration package as determined by the Committee
is intended to attract and retain high quality executives and motivace them to achieve a high level of Company performance in line with
the best interests of shareholders, while not being excessive. In framing the policy the Committee has access to internal and external
advice. The Company has complied with Section A and has given full consideration to Section B of the best practice provisions annexed
to the Stock Exchange listing rules.

3. Directors’ Remuneration

The total amount for Directors’ remuneration and other benefits were as follows:

1997 1996

£000 £000

Emoluments 6638 767
Gains on exercise of share options - 321
Money purchase contributions 30 29
698 1,117

Directors’ remuneration in tespect of the Directors of the Company who served during the year ended 30th Seprember 1997
was as follows:

Fees and

other Taxable Annual 1997 1996

Name Remuneration Benefits Bonuses Total Toral
£000 £000 £000 £000 £000

M.D. Fischer 148 10 8 166 229
RA.G. Girling 121 8 6 135 142
M.D. Greig 102 9 6 117 135
M.G. Harrison 7 - - 7 16
J.B Leighfield 41 7 - 48 35
J.R. Netherton 130 14 7 151 185
M.R.H.J. O'Regan 16 - - 16 16
M.D.C. Smith . 16 - - 16 9
M.\, Butrell 9 - - 9 -
C.C. Maltby 3 - - 3 -
593 48 27 668 767

In the case of R.A.G. Girling and J.R. Netherton the 1996 remuneration shown above includes amounts earned prior to their
appointment as Directors of RM plc.

4. Base Salary

The salaries of executive Directors are reviewed znnually on Ist October and are set to reflect the executive’s experience, responsibiliries
and marketabilicy.

5. Annval Bonus

The executive Directors are eligible for annual performance related bonuses under which the level of bonus is determined partly by
achievement of personal objectives and partly by 2 formula measuring acrual Group profic before tax against targets set at the beginning
of cach financial year. The bonuses contain an element for above plan profit performance and are capped at 57.5% of base salary for the
Chief Executive and 37.5% of base salary for cach of the other executive Directors,
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6. Benefits in Kind

Benefits in kind are in respect of company cars and medical insurance.

7. Pensions
The foliowing Direcrors had acetued entitlements under defined benefit schemes as follows:

Increase in acerued Transfer value  Accrued pension  Accrued pension

pension excluding inflation of increase 30/09/96 30/09/97

£000 £000 £000 £000

RA.G, Girling 7 60 14 22
J.R. Netherton 4 29 16 21
11 89 30 43

contributions,

Members of the scheme have the option to pay Additional Voluntary Contributions; neither any conrributions nor the resulting benefis
are included in the above rable.,

Two Directors are members of money purchase schemes, Contributions paid by the Company in respeet of such Directors were as
follows:

1997 1996

£000 £000

M.D. Fischer 18 17
M.D. Greig 12 12
30 29

8. Directors’ Long-term Incentive Schemes
Other chan the arrangements relating to share options derailed below, the Company does not operate any long-term incentive schemes,

9. Policy on Gruanting of Share Options

The Commirres believes thar che grant of share options to executive Dicectors 2nd key employees is vital in attracting, retaining and

retain and motivace key staff, Accordingly an Extracrdinary General Meceting of the Company in January 1997 passed a resolution
amending the scheme rules to permit an additional granc of options (“Super Options™). The cxercise of Super Oprions is conditional
upon the achievement of petformance crireria considerably more demanding than those for standard aprions. The Committee believes
the use of Super Options is most appropriare for senior executives and intends that where a grant of options is being made to a Direcror
o more than one quarter will be seandard options,

RM ple Repors & Accounts 1997 19




REPORT OF THE REMUNERATION COMMITT

Continued

10. Directors’ Share Cplions

Number of options over ordinary shases Marker
of 10p each in RM plc priceat  Dare from
At Granted  Exercised At Exercise date of which
01/10/96 in year in year 30/09/97 price exercise  exercisable dare
M.D. Fischer 15,000 Nil Nil 15,000 £4.01 - 20N298 2001 408
R.AG. Giring 25,000 Nit Nil 25,000 £1.30 - LTH93 gy
42,143 Nit Nil 42,143 £1.51 - 1300797 1 30riug
30,000 Nil Nil 30,000 £4.01 - 20012198 212
il 42,000 Nil 42,000 £6.10 - I3 1M um
Nil 42,000 Nil 42,000 £7.375 - 17/02000 17y
M.D. Greig 42,143 Nil Nil 42,143 £1.51 - L3077 v
15,000 Nil Nil 15,000 £4.01 - 2012198 20itymy
Nil 15,000* Nil 15,000 £7.375 - 17002/00 172
j.R. Netherton 25,000 Nil Nil 25,000 £1.30 - 121193 1211110
42,143 Nil Nil 42,143 £1.51 - 130797 1 MGtIoE
15,000 Nil Nil 15,000 £4.01 - 20112098 02008
Nil 25,002~ Wil 25,002 £7.375 - 17/02/00  rdio?

* Super Oprions.

There have been no changes in the Directors’ interests in the shares of the Company during the period 1st Ocrober 1997 1o 2txt

November 1997. No options held by Directors lapsed during the year.

The marker price of the ordinary shares ar 30th September 1997 was £8.325 and the range during the year was £5.825 to 14,525,

11. Service Condracts .
The executive Directors’ service contracts are erminable on the giving of one years notice. The Commitcee considers this appropias

given the nature of the Company’s business and the skills and expertise of the execurives concerned.

¥ 2. Remuneration Policy of Nen-Executive Diractors
The remuneration for non-executive Directors is derermined by the executive Directors of the Board based on external profesna
advice and compariters. Non-execusive Directors have fixed rerm conzracss, but are not ligible for pension scheme membershup d

do nor participate in the Company’s share schemes.

J.P. Leighfield
Chairman of the Remuneration Commitree, 215t November 1997
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CORPORATE GOVERNANCE

Directors’ Responsihilities

Company law requires the Directors to prepare financial statements for each financial year which give a crue and fair view of the state of

affairs of the Group and the Company and of the profit or loss of the Group for that period. In preparing chose financial seacements, the
Direcrors are required to:

+ select suitable accounting policies and then apply chem consistently;
* make judgements and estimares thar are reasonable and prudent;

* stase whether applicable accounting standards have been followed, subject 1o any macerial departures disclosed and
explained in the financial statements; and

prepare the financial scatements on the going concern basis unless it is inappropriate to presume that the Group will continue in
business.

The Directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any time the financial

position of the Group and the Company and to enable them ro ensure that the financial staterments comply with the Companies Act

1985. They aze also responsible for safeguarding the assets of the Group and the Company and hence for taking rezsonable steps for
the prevention and detection of fraud and other irregulariries.

Directors’ Statement on Corporate Governance
R complies in full with the Cadbury Code of Best Practice and endorses the principles on which the Code is based.

The Board consises of four exceutive and six non-executive Directors all of whom have fixed term conraces of employment not
exceeding one year. There are thres Board Committess, namely Audir, Remuneration and Nominations, of which the Audic and
Remuneration Committees comprise solely of non-sxecutive Directors.

The Audit Commitree’s function is to review the financial information contained in the Annual and Incerim Reports and to provide
an opportunity for che non-executive Directors to make independent judgemenss and contributions chus furthering the efectiveness
of RMs internal financial concrols. The Audit Commirtee comprises the Company’s non-cxecurive Directors and meets at least twice
a year. The Company’s external auditors and the Finance Director normally attend these meetings.

The Remuneration Committes sets the remuneration of RM's executive Directors and senior management. It also considers grants and
performance condicions under the RM Share Option Schemes and reviews RM’s employment strategy generally.

The Nominations Committee recommends to the Board candidates for appoinement as Directors.

After making enquices and taking into account the Group’s cash resources, the Directors have a reasonable expectation that the Group

has adequate resources to continue in operational existence for the foreseeable furure. For this reason, they continue to adopr the going
concern basis in preparing accounts.

The Board of Directors has overall responsibility for che Group's system of internal Rnancial concrol. Such 2 system can provide only
reasonable and not absolute assurance of the reliability of financial information and the safeguarding of assers,

The Directors have reviewed the cffectiveness of the systems of internal financial concrol. The key features of the internal financial
control system that operated throughout the accounting period are summarised belows

The Board meers cight times a year and has formally adopred 4 schedule of marress which are required to be brought o it for

decision, thus ensuring that it maintains full and effective contral over appropriate strategic, financial, operational and compliance
issues.

The Board has put in place an organisational scrucrure with clearly defined lines of responsibility and delegation of authbrity to
executive management, Individuals ace formally made aware of their level of authority and their budgetary responsibility which allow
the identification and monitoring of financial performance,

The Board of the operating company work within strict terms of reference and any mawers outside those rerms or the agreed business
plan are referred to the full Board for decision,

Exezutive managers are required to produce a business plan for approval prior to the beginning of each financial year and decailed
financial forecasts are formally compiled quarterly and reviewed by the Board. Management accounts are produced cach month and
results measured against plan and previous year to identify any significant variations.

The Board conrinues to review the major risks to the business, These are assessed and responsibility allocared 0 minimise them and
ongoing review is incorporated into the business planning pracess.

The Group’s weasury function operates within a defined policy designed o contro che Group’s cash and to minimise its exposure to
foreign exchange risk.

= The Group appoints experienced and professional staff of the necessary calibre to fulfil their alloteed respansibilities,
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REPORT OF THE AUDITORS

Report by the Avuditors to RM plc on Corporate Governance MaHers
In: addition to our audit of the financial statements, we have reviewed the Directors” scatements on page 21 concerning the Company’s
compliance with the paragraphs of the Cadbury Code of Best Practice specified for our review by the London Stock Exchange and thej;
adoption of the going concern basis in preparing the financial statements. The objective of our review is 1o draw attention to non-
compliance with Listing Rules 12.43(j) and 12.43(v}.

Wi carried out our review in accordance with guidance issued by the Auditing Practices Board, That guidance does not require us 1o
perform the additional work necessary to, and we do nor, express any opinion on the effectiveness of cither the Companys system of
internal financial control or its corporate governance procedures nor on the ability of the Company and Group to continue in

operational existence.

Opinion

With respect to the Directors’ statements on internal financial controls and going concern on page 21, in our opirion the Directors have
provided the disclosures required by the Listing Rules referred to above and such statement are not inconsistent with the information of
which we are aware from our audit work on the financial statements,

Based on enquiry of cerin Directors and officers of the Company and examination of relevant documents, in our opinion the
Directors’ statement on page 21 appropriately reflects the Company’s eompliance with the other aspects of the Code specified for
our review by Listing Rule 12.43(j).

ARTHUR ANDERSEN w 4.,\&,,1!_‘

Chartered Accountants
Abbots House, Abbey Strect, Reading RG1 3BD.
21st November 1997

To the Shareholders of RM plc

We have audited the financial statements on pages 23 to 37 which have been prepared under the historical cost convention and the
accounting policies set out on pages 27 and 28. We have also examined the disclosures relating to the emoluments and sharc options
of the Directors which form part of the reporr 10 the sharcholders by the Remuneration Commirzee on pages 18 to 20.

Respective responsibilities of Directors and auditors
As described on page 21 the Company's Direcrors are responsibie for the prepacation of the financial statemens and it is our
responsibility to form an independent opinion, based on our audit, on those statements and to report our opinion to you.

Basis of opinion

We conducted our audit in accordance with Auditing Standards issucd by the Auditing Practices Board. An audit includes examinatian,
on a test basis, of evidence relevant ro the amounts and disclosures in the financial starements. It also includes an assessment of the
sighificant estimates and judgements made by the Dircctors in the preparation of the financial statements and of whether the accounting
policies are appropriate to the circumstances of the Company and the Group, consistently applied and adequarely disclosed.

We planined and performed our audir so as to obrain all the information and explanations which we considered necessary in order to
provide us with sufficient evidence to give reasonable assurance that the financial statements are free from material misstatement,
whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presenration
of information in the financial statements.

Opinion
In our opinion the financial seatements give 2 true and fair view of the state of affairs of the Company and of the Group at
30th Seprember 1997, and of the Group's profit and cash flows for the year then ended, and have been properly prepared in accordance

with the Companies Act 1985, ' ? Z [ ;
ARTHUR ANDERSEN
Chartered Accountants and Registered Auditors

Abbots House, Abbey Streer, Reading RG 3BD.
21st Novemnber 1997
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CONSOLIDATED PROFIT AND LoOsg ACCOUNT

For the year ended 301 September 1997

1997 1996
Noee £000 £000
Turnover 2 110,170 99,032
Cost of sales (80,862) (73,174)
Gross Profis 29,308 25,858
Operating expenses
- Selling & disuribution (11,893) (10,150)
- Research & development (4,473) {4,030)
- Administration {5,688) (5,326)
(22,054) {19,506)
Operating Profi: 3 7,254 6352
Ner interest receivable 5 764 454
Profit on Ordinary Activities before Taxation 8,018 6,806
Tax on profit on ordinary activities & (2,420) (2,246)
Profit on Crdinary Activities After Taxation 5,598 4,560
Dividends paid and proposed 7 (1,707) (1,423)
Retained Profit for the Year 17 3,891 3,137
Earnings per ordinary share - Bagje 8 3l4dp 25.8p
- Fully diluted 8 30.8p 25.1p

Al operations of the Group continued throughout both periods and no operations were acquired or discontinued

There were no recognised gains or losses other than the profit for each year,
The accompanying notes are an integral part of these financial statements,
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CONSOLIDATED BALANCE SHEET

As at 30th September 1997

1997

1996
Note £000 £000
Fixed Assets
Intangible fixed assets 9 9,169 .
Tangible fixed assets 10 7,200 6,074
16,369 6,074
Current Assets
Stocks 2 5967 5,636
Debtors i3 27,716 19,092
Investments - short term deposits 7,179 7,000
Cash at bank and in hand 3,588 6.503
44,450 38,231
Creditors
Amounts falling due within one year i4 (33,390) (22,389)
Net Current Assels 11,060 15,842
Total Assets Less Current Liabilities 27,429 21,916
Creditors
Amounts falling due after more than one year 14 (3,439) (1,965)
Provision for Liabilities and Charges 15 - (106)
Net Assets 23,990 19,845
Capital and Reserves
Called-up share capiral 16 1,802 1,779
Share premium account i7 5,179 4,948
Profit and Joss account 7 17,009 13,118
Equity Sharecholders’ Funds 17 23,990 19,845

ese financial statements were approved by the Board of Directors on 21st November 1997.

RA.G. Girling M.D. Gﬁﬁ

DIRECTOR DIRECTOR

The accompanying notes are an integral part of these financial statemenss.
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COMPANY BALANCE SHEET

As at 30th September 1997

1997 1996
Note £000 £000
Fixed Assets
Investment in subsidiary underrakings 11 9,156 11,380
Current Assets
Debrors 13 730 2,181
Cash at bank and in hand 7 15
737 2,196
Creditors
Amounts falling duc within one year 14 (2,704) (2,152)
Net Current (Liabilities)/Assets (1,967) 44
Total Assets Less Current Liabilities 7,189 11,424
Creditors
Amounts falling due after more than one year 14 - (137)
Net Assets 7,189 11,287
Capital and Reserves
Called-up share capiral 18 1,802 1,779
Share premium account 17 5,179 4,948
Profit and loss account 7 208 4,560
Equity Sharehoiders’ Funds 17 7,189 11,287

@ [inancial statemenss were approved by the Board of Directors on 215t November 1997,

A G— boies
RA.G. Girding M.D. Gr=ig

DIRECTOR DIRECTOR

The accompanying notes are an integral part of these financial seatemenys,
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CONSOLIDATED CASH FLOW STATEMENT

For the year ended 30th September 1997

1997 1996
Note £000 £000
Net Cash Inflow From Operating Activities 18 9,562 8,273
Returns on investments and servicing of finance 19 764 455
Taxarion (2,109) {1,862
Capital expenditure and financial investment 20 (9,704) (2,750}
Equity dividends paid (1,503} (1,105)
Net Cash (Outflow)/Inflow hefore use of
Liquid Resources and Financing (2,990) 3,011
Management of liquid resources 21 (179) (286)
Financing -Issue of shares 22 254 294
- Decrease in debt - (187)
254 107
(Decrease}/Increase in Cash in the Period (2,915) 2,832
RECONCILIATION OF NET CASH FLOwW TO
MOVEMENT IN NET CASH
For the year ended 30th September 1997
1997 1996
Noze £000 £000
{(Decrease)/Increase in Cash in the Period {2,915) 2,832
Cash inflow from increase in funds and decrease in lease financing - 187
Cash inflow from change in liquid resources 179 286
Change in Net Cash Resulting from Cash Flows (2,736) 3,305
Net cash brought forward: 13,503 10,198
Net Cash Carried Forward 23 10,767 13,503

The accompanying notes are an integral part of these financial statemenss.
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1. Statement of Principal Accounting Policies
A summary of the principal Group accouncing policies, all of which have been applied consistently throughout the year and the
preceding year, is set qut below,

(a) Basis of Accounting

The financial statemencs are prepared under the historical cost convention and in accordance with applicable accounting srandards,

(b) Basis of Consolidation

The Group financial statements consolidate the financial statements of R plc and its subsidiary undercakings made up o 30th
September 1997, The results of subsidiaties acquired are included in the Group profic and loss accounc from the effective date of
acquisition. Goodwill arising on consolidation {cepresenting the excess of the fajr value of the consideracion given over che fair value of
the scparable ner assers acquired) is wrirten off againse reserves on consolidacion. [n the Company’s financial stacements the investments
in subsidiary undertakings are staced at cost less any provision for permanent diminusion,

{d) Tangible Fixed Assets

Tangible fixed assets are shown ac cost less accumulaced depreciation.

Depreciation is provided on al] rangible fixed assets at rages calculaced to write off the cost, less estimared residual valye, evenly over each

asset’s expected useful economic life g follows:

Leasehold building improvements 25 years
Plant & equipment 4-10 years
Compurers 24 years
Vehicles 2-4 years

RM's computer wnits used for the Ppurposes of administeation, research and development and customer demonstrations are
capitalised ar cost.

{e) Intangible Fixed Assets

(f} Research and Development
Rescarch and development expenditure is charged to the profit and loss account in the year in which it is incurred.

(g) Stocks

where appropriate.

(h) Taxation
Corporation tax payable is provided on taxable profits ac the current rate.

Deferred raxation (which arises from differences in che timing of the recognition of icems, principally depreciation, in the financiaj
statements and by che rax auchorities) is calculared on the liabilicy method. Deferred cax i provided on timing differences which will
probably reverse at the rates of rax likely t0 be in force at the time of reversal,

RM ple Repore & Accounss 1997 7




NOTES ToO THE FINANCIAL STATEMENTS

Continued

(i) Foreign Currency
Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are transtated at che rate of exchange ruling
at the balance sheet date or, where appropriate, at the fate of exchange in a related forward contract, Foreign currency transacrions are
transized at the rate ruling on the date of the transaction or, where appropriate, at the rate in a related forward exchange contract,
Exchange gains and losses are charged or credited 1o the profit and loss account as they occur.

i) Leases
mm held under finance leases are initally reported ar the fair value of the asser, with an equivalent Hability categorised as appropriate
under creditors due within or after one year. The asset is depreciated over the shorter of the lease term and fts useful economic life.
Finance charges are allocared to accounting periods over the period of the lease to produce 2 constant rate of rerurn on the outstanding
balance. Rentals are apportioned between finance charges and reduction of the liability; and allocated to operating expenses as
appropriate.

Rentals under operating leases are charged on a straight-line basis over the lease term.

(k) Pension Cosis

It is the general policy of the Group to provide for and to fund pension liabilities on the advice of external actuaries, by payment to
independent trusts. Independenc acruarial valuations are carricd out every three years, The amount charged to the profit and loss
account (‘the regular pension cost’) is calculated so as to produce a substantially level percentage of current and future pensionable
payroll. Vaciations from the regular pension cost are allocared to the profic and loss account over the average remaining service lives
of current members.

Any differences between amounts charged in the profit and loss account 2nd paid to the pension funds are shown in the balance sheer
a5 a liability or asser.

2. Segment Information

All of the Group's turnover and profit arose from the Group's main activities which are based principally in the United Kingdom.
Export sales of £338,000 (1996: £713,000) included Europe £302,000 (1996: £596,000) and other countries £36,000

(1996: £117,000).

. 3. Operating Profit
The operating profit is stared after charging:

1997 1996

£000 £000

Depreciation - owned assets 2,393 1,822
- assets held under finance leases and hire purchase contraces - 143

Operating leases - land and buildings 892 792
- planr and machinery 457 378

Auditors’ remuneration - andit services 62 59
- other professiona] services 97 67
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NOTES TO THE FINANCIAL STATEMENTS

Continued

4. Staff Costs

Particulars of employee costs {(including Directors) are shown below. 1997 1996
£000 £000
Staff costs comprise:

Wages and salaries 17,637 14,803
Social security costs 1,476 1,228
Other pension costs 988 774
Employee share scheme 138 63
20,239 16,870
The average monthly number of persons employed by the Group 1997 1996
during the year was as follows: Number Number
Employed Employed
Sales and marketing 204 171
Services 256 210
Finance and administration 107 96
Product development 97 85
Distribution and assembly 205 170
Toral 869 732

Directors’ remuneration
Staff costs include the following remuneration in respect of Directars: 1997 1996
£000 £000
Fees 51 41
Remuneration (excluding bonus payments) 507 310
Bonus payments 27 146
Contriburions to money purchase pension scheme 30 29
615 526

Further information in relation to the Directors’ remuneration and share options is given in the report of the Remuneration Committee

on pages 18 1o 20.
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NOTES TO THE FINANCIAL STATEMENTS

Continued

5. Net Interest Receivable

1997 1996
£000 £000
Interest receivable and similar income 787 484
Less: Interest payable
On bank loans and overdrafts:
- Repayable within 5 years other than by instalmenrs (23) (20)
Under finance leases - (10}
764 454
6. Tax Charge on Profit on Ordinary Activities
1997 1996
£000 £000
UK corporation tax charge for the year 2,559 2,162
Deferced tax arising from:
Capital allowances 157 83
Other timing differences : (224) 67
2,492 2,312
Adjustments in respect of previous years:
Corporation fax 103 (66}
Deferred tax (175) -
2,420 2,246
7. Dividends Paid and Proposed
1997 1996
£000 £000
Ordinary shares:
- Interim paid of 2.3p per share (1996: 1.8p) 410 320
- Final proposed of 7.2p per share (1996: 6.2p) 1,297 1,103
1,707 1,423

8. Earnings per Ordinary Share
Basic carnings per ordinary share is based on the Group’s profit for the financial year of £5,598,000 (1996: £4,560,000) and on
17,852,021 (1996: 17,678,158) ordinary shares, being the weighted average number of ordinary shares in issue during the year.

Certain Directors and employees have been granted oprtions to subscribe for ordinary shares at variable prices {see Note 16). During the
year to 30th Seprember 1997 options to subscribe for a weighted average of 968,736 ordinary shares had been granted. The fully diluted
«amings per ordinary share is based on adjusted earnings of £5,789,000 (199G: £4,640,000) on the assumption that the oprions had
been exercised on 1st October 1996 and the proceeds invested in 2.5% consolidaced scock at 2 yicld of 5.35% (less corporarion tax)

and on a weighted average of 18,820,757 (1996: 18,472,962} ordinary shares issued and issuable,
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Continued

9. Intangible Fixed Assets

NOTES To THE FINANCIAL STATEMENTS

The intangible fixed assets acquired in the year represents payments relating to RM's manufacturing and distribution

rights for cercain software products for a period of 10 years,

The movement in the year was as follows:

Group Licence
£000
Cost:
Beginning of year -
Additions 9,220
End of year 9,220
Amortisation:
Beginning of year .
Charged in year 51
End of year 51
Net book value at end of year 9,169
10. Tungible Fixed Assets
The movement in the year was as follows: Short
Leasehold Plant &

Group Total Improvements  Equipment  Computers Vehicles

£000 £000 £000 £000 £000
Cost:
Beginning of year 10,412 1,143 3,358 3,156 2,755
Additions 3,774 1 1,105 1,210 1,458
Disposals (1,571) (96) (405) (418) {652)
End of year 12,615 1,048 4,058 3,948 3,561
Depreciation:
Beginning of year 4,338 290 1,643 1,517 883
Charged in year 2,342 49 579 811 203
Disposals {1,265) (96) (371) {322) (476)
End of year 5,415 243 1,851 2,006 1,315
Net book value at end of year 7,200 805 2,207 1,942 2,246
Ner book value at beginning of year 6,074 853 1,715 1,639 1,867
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NOTES To THE FINANCIAL STATEMENTS

Continued

11. Investment in Subsidiary Undertakings

1997 1996
£000 £000
Investments comprise:
Equity investments in subsidiary undertakings at cost 1,508 2,943
Loans to subsidiary undertakings 7,648 8,437
9,156 11,380
Equity
Investments Loans Total
The movement in the year was as follows: £000 £000 £000
Beginning of year 2,943 8,437 11,380
Provision made in year (1,435) {895) (2,330)
Loans advanced in year {net) - 106 106
Net book value of investments ar year end 1,508 7,648 9,156

The Company’s principal subsidiary undertaking is Research Machines ple which aperates in the United Kingdom and is wholly owned.

The principal activities of Research Machines ple is the supply of software, services and systems to meer the specialist requirements of
the education marker. During the year the principle activity of Key Solutions RM Limited was the provision of education management

and administration sofcware and on the 29th July 1997 the trade and certain assets of this company wete sold to Research Machines ple.

12. Stocks
Group Group Company Company
1997 1996 1997 1996
£000 £000 £000 £000
Components 4,185 3,615 - -
Work in progress 73 159 - -
Finished goods 1,709 1,862 - -
5,967 5,636 - -
13. Dehtors
Group Group Company Company
Due within one year: 1997 1996 1997 1996
£000 £000 £000 £000
Trade debrors 25,121 17,315 - -
Other debrors:
- ACT recoverable 303 330 303 758
- Other 872 47 - -
Prepayments and accrued income 539 768 - -
Proposed dividend - - - 1,423
26,835 18,460 303 2,181
Due after one year:
Trade Debrtors 454 367 - -
ACT recoverable 427 265 427 -
27,716 19,092 730 2,181
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NOTES TO THE FINANCIAL STATEMENTS

Continued

14. Creditors

Group Group Company Company
Due within one yeur: 1997 1996 1997 1996
£000 £000 £000 £000
Trade creditors 9,248 5,864 - -
Amounts owed to subsidiary undertaking - - 839 535
Orther creditors:
- UK corporation tax payable 2,656 2,189 - -
- ACT on dividends 427 342 427 342
- Social Security and PAYE 574 500 - -
- VAT 2,990 2,184 . -
- Other 1,103 762 - -
Proposed dividends 1,297 1,103 1,297 1,103
Accruals and deferred income 15,095 9,445 141 172
33,390 22,389 2,704 2,152
Due after more than one year: 1997 1996 1997 1996
£000 £000 £000 £000
- within 1-2 years - accruals and deferred income 2,621 1,881 - 137
- within 2-5 years - accruals and deferred income 409 84 - -
-over Syears - accruals and deferred income 409 - - -
3,439 1,965 - 137
15. Provision for Liahilities and Charges
Group Group Company Cormpany
1997 1996 1997 1996
£000 £000 £000 £000
Excess of tax allowances over book depreciadion of tangible
fixed assets 61 472 - -
Short term timing differences (61) (99) - R
Other dming differences - {104) - -
ACT recoverable - (163) - -
- 106 - -
The movement on deferred tax comprises:
Beginning of year 106 119 - -
(Credited)/charged to profit and loss - current year (67) 150 - -
- prior year (175) - - -
Transferred co/(from) currenc tax 136 {163) - -
End of year - 106 - -

The Group has a deferred rax asset of £195,000 in relacion to short term timing differences which has not been recognised.
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NOTES TOo THE FINANCIAL STATEMENTS

Continued

16. Share Capital

Authorised:

25,000,000 Ordinary Shares of 10p each (1996: 25,000,000)
Allotted, called up and fully paid:

18,015,380 Ordinary Shares of 10p each (1996: 17,791,094)
During the year the following Ordinary Shares of 10p each

were allotted for cash:

- Issued on exercise of options

RML Staff Share Scheme

1997
£000

2,500

1,802

Number

of Shares

224,286

1996
£000

2,500

1,779
Premium
Arising
£000

231

The RML Seaff Share Scheme is an Inland Revenue approved employee share scheme constiruted under a trust deed. As ac 30th
September 1997 the trustees of the scheme held 68,456 shares (1996: 111,612) on behalf of the employees which had a market value

on that date of £569,896 (1996: £664,000).

The Employee Share Ownership Trust

The Employee Share Ownership Trust owns 2,858 shares of RM ple (1996: 2,858) and has waived rights to the dividend on these
shares. On 30th September 1997 these shares had a marker value of £23,793 {1996: £17,000).

Share Option Schemes

As at 30th Séprember 1997 the following options granted in respect of ordinary shares of 10p each were outstanding:

Share Option Scheme Calendar Year
of Issue

a) Research Machines Limited 1984 1989
1990
1993
1994

b} RM pic 1994 Executive 1995
1996
1997
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Number
of Shares

2,500
50,000
15,000

220,715

288,215

205,500
141,600
319,869

666,969

Period
of Option

10 years
10 years
10 years
10 years

10 years
10 years
10 years

Exercise
Price
per Share

£0.85
£1.30
£0.65
£1.51

£4.01
£6.10
£7.375
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NOTES TO THE FINANCIAL STATEMENTS

Continued

17. Reserves and Reconciliation of Movements in Sharcholders’ Funds
The Company has taken advantage of Section 230 of the Companies Acz 1985 and has not presented its own profit and

foss account.
1997 1996
Share Profic Total Total
Share Premium and Loss Shareholders’  Sharcholders’
Capital Account Account Funds Funds
£000 £000 £000 £000 £000
Group: '
Beginning of the year 1,779 4,943 13,118 19,845 16,414
Retained profit for the year - - 3,891 3,891 3,137
Shares issued during the year 23 231 - 254 294
Deferred considerarion on acquisition - - - - {600)
Goodwill (written off) adjustment - - - - 600
End of the year 1,802 5,179 17,009 23,990 19,845
Company: )
Beginning of the year 1,779 4948 T 4,560 11,287 11,811
(Loss)/profit for the year - - (2,645) (2,645) 1,205
Dividends paid and proposed - - (1,707) (1,707) (1,423) -
Shares issued during the year 23 231 - 254 294
Deferred consideration on acquisition - - - - {600}
End of the year 1,802 5,179 208 7,189 11,287
The toal amount of goodwill written off to reserves is £1,111,000 (1996: £1,111,000).
18. Reconciliation of Operating Profit to Operating Cash Flows
1997 1996
£000 £000
Operarting profic 7,254 6,352
Depreciation charge 2,342 1,965
Amortisation of intangible fixed assets 51 -
Loss/{profit) on sale of fixed assets 131 47
(Increase)/Decrease in stock (331) 1,219
Increase in debrors (8,489) (2,504)
Increase in ereditors 8,604 1,288
Net cash inflow from operating activities 9,562 8,273
19. Returns on Investments and Servicing of Finance
‘ 1997 1996
£000 £000
Interest received 787 484
Interesc paid (23) (19)
Interest element of finance lease rental payments - (10)
Net cash inflow from returns on investments and servicing of finance 764 455

RM ple Reporr & Accounts 1997 35




NOTES To THE FINANCIAL STATEMENTS

Continued

20 Capital Expenditure and Financial Invesiment

1997 1996
£000 £000
Purchase of tangible fixed assets (3,774) (3,139)
Purchase of intangible fixed assers (6,105) -
Sale of plant and equipment 175 389
Net cash outflow from capital expenditure and financial investment (9,704) {2,750)
21 Management of Liquid Resources
1997 1996
£000 £000
Increase in short term deposit (179 (286)
Net cash outflow from management of liquid resources (179) (286)
22 Financing
1997 1996
£000 £000
Issue of ordinary share capital 254 294
254 294
23 Analysis of Net Funds :
Ar 30 Sepr Cash At 30 Sept
1996 Flow 1997
Cash in hand, at bank 6,503 (2,915 3,588
Current asset investments 7,000 179 7,179
13,503 (2,736) 10,767
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OTES To THE FINANCIAL STATEMENTS

Continued

24. Pension Scheme

The Group's principal pension scheme provides benefits based on both final pensionable salary and the value of individual accounts.
The assets of the Scheme are held separately from those of the Group in a trustes administered fund. Conrributions to the Scheme
are charged to the Profit and Loss Account so as to spread the cost of pensions over the emplayces’ working lives with the Group.
The contributions are determined on che advice of 4 qualified accuary on the basis of valuations carried out at least every thres years.

The most recent valuation for accounting purposes was carried out as at Ist June 1995 and used the projected unic method of funding,
The assumptions which have the most significant effect on the results of the valuadions are those relating ro the rate of return on
iavesements and the rates of increase in salaries and pensions. Tt was assumed that investment returns would be 9% p.a.. that salary
increases would average 8% p.a., and chat present and fucure pensions would increase at the rate of 3% p.a. Assets were assumed to be
invested int 2 notional portfolio comprising 62% stocks underlying the FT-SE Actuaries’ All Share Index, 28% stocks underlying the
FT/38P Actuaries World [ndex {excluding UK) and 10% Index Linked Gilts. UX equity dividend growth was assumed ro be 4.5% p.a.
wich overseas equity dividend growzh assumed at 6.5% p.a.

At the time of valuadon the marker value of the $cheme’s assers was £7,837,000 and the actuarial value of chese assets represented 101%
of the benefits that had sccrued to members, after allowing for expected furure increases in salaries. The valuation also showed that the
expected long term cost of the Scheme 10 the Group was 9.0% of Pensionable Salaries which equated to the then current Company
contributions.

The Group also makes payments to defined contribution pension schemes on behalf of certain employees of the Group-
The pension charge for the year is disclosed in Note 4.
included in creditors falling due within one year arc outstanding pension contribucions of £151,000 (1996: £22,000).

25. Contingencies and Commitments

{a) Commitments under operating leases
The Group leases cerrain assets under operating leases, the terms of which ace subject to renegotiacion at various intervals as specified in

the lease ageeements and is committed to the following payments in the coming year:
1997 Land & Buildings Others
£000 £000
Leases expiring within 1 year 9 42
Leases expiring within 2-5 years 41 119
Leases expiring after more chan 5 years 1,029 -
1,079 161
1996 Land & Buildings Others
£000 £000
Leases expiring within 1 year 9 62
Leases expiring within 2-5 years - 144
Leases expiring after more than 5 years 1,026 -
1,035 206
z (b) Capital Commitments
g The Group has the following capital expenditure commitments:
. _E 1997 1996
i £000 £000
i Authorised and Contracted 470 324

SN e,

o
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FIvE YEAR SUMMARY

£008) texeept where ocherwise stared)
Turnover
Operating Profit

Profit on Ordinary
Aclivities Before Taxalion

Profiz Afler Taxalion

Earnings per Share (Fully dilured)

Dividends per Share

Bailance Sheet:

= Lapilal Employed

= Met Cash

= Shareholders’ Funds

Operaling Profi?
as a perceniange of:

- Turnover
- Average Capital Employed

Net Cash us o percentage
of Shareholders’ Funds

* Excludes exceprional income of £232,000.
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30 Sept
1993

66,212

2,929

2,525

1,889

11.3p

2.5p

9,340
3,332

12,672

4.4%
24.2%

26.3%

30 Sept
1994

65,493

3,501

3,537

2,659

14.2p*

4.8p

8,839
5,995

14,834

5.3%
38.5%

40.4%

30 Sepe
1995

80.691

4,586

5,023

3,365

18.8p

6.0p

6,216
10,198

16,414

5.7%
60.9%

62.1%

30 Sept
1996

99,032

6,352

6,806

4,560

25.1p

8.0p

6,342
13,503

19,845

6.4%
101.2%

68.0%

30 Sept
1997

110,170

7,254

8,018

5,598

30.8p

13,223

10,767

23,990

6.6%
74.2%

44.9%
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