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Directors’ Report

The directors present their report and the audited financial statements for the year enced
30 September 2003,

Principal activities

The Group’s principal activiies during the year continued to be the development, distribution
and support of business management software and related products and services for
maedium-sized and smallar businesses.

Review of business

The Group achieved a profit on ordinary activities befors taxation of £151,637,000 on a
tumover of £560,345,000. A review of operations of the Group during the year and an
indication of future prospects are contained in the Chairman's and Chief Executive’s Review
on pages 2 to 5.

Results and dividends
Tha trading resutts for the year, dividends paid and proposed, and the amount transtested to
reserves are set out on page 34.

The Board proposes a final dividend of 1.095p per share (2002: 1.343p per share} taking
the proposed full year dividend to 1.650p per share (2002: 1.500p per share}.

Research and development

During the year, the Group invested £57,578,000 in research and development (2002;
£57,825,000). This has resutted in a number of new products and features as referred to in
the Chaimman's and Chief Executive's Review on pages 2 1o &.

Charitable contributions
During the year, the Group made ¢haritable contributions totaling £120,000. No political
donations were made in the year.

Directors and their interests

A list of directors, their interests in the ordinary share capital of the Cormpany and details of
their options over the ordinary share capitat of the Cormpany are given in the Remuneration
Report on pages 28 to 33. No director had a material irterest in any significant contract,
other than a service contract, with the Company or any of its subsidiaries at any time during
the year.
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Creditor payment policy

Given the international nature of its operations, the Group doss not operats a standard code
in respect of payments to suppliers. Subsidiary operating companies are responsible for
agreeing the terms and conditions under which business transactions with their suppfiers
are conducted, including the tenms of paymant. It is the Group's palicy that payments to
suppliers are madea promptly in accordance with these terms. Creditor days for the Group
have been calcutated at 40 days (2002: 41 days).

Substantial shareholdings

At 22 December 2003, the Company had heen notified, in accordance with sections 198
to 208 of the Comparies Act 1985, of tha following interests in the ordinary share capital of
the Comparny:;

Deautsche Bank AG 10.82%
M & G Investment Management Limited 3.89%
The Capital Group Companies Inc. 3.62%
Logeat & Gereral Investrment Management Limited 3.00%

Corporate Social Responsibility

The Group conducts its business with appropriate regard to the rights and interests of
shareholders, smployees and other stakehotders. The Board recognises the significance of
social, environmental and ethical issues to the business of the Group. It receives reports at
each Board mesting of relevant developments in these areas and of the policies adopted by
the Group to meet those concems. Tha Risk Committee, discussed at page 25 below,
considers and identifies any risks to the business of the Group from these areas and reports
on such risks o the Board.

The Group is committed to monitoring its corporate social responsibility policies in key
areas, including environmental impact. Reports are received on a quarterly basis from the
operating companies on key indicators, such as mix of the workforce by gender, ethnic
origin and disability and the level of waste product recycied. Whilst specific targets in these
areas have not yet been set, as monitoring develops the Board will, in conjunction with the
oparating companies, consider the satting of specific targets.

Wrilst the Board considers that matertal risks to the Group from social, environmental and
ethical issuss are limited, given the nature of the business of the Group, it recognises the
reputational risks that may arise from a failure to meet relevant concems and, therefore,
undertakes that policies are adopted in the key areas of employment, community and
environmental matters to ensuwre that any such risk is limited. Examples cf policies in these
areas are given below.
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Directors’ Report — continued

Employment

Tha Group continues 1o give full and fair consideration 1o applications for employment made
by disabled persons, having regard to their respective aptitudes and abilities. The policy
includas, whera practicable, the continued employment of those who may become disabled
during their empioyment and the provision of training and career development and
promoticn, where appropriate.

The Group recruits, employs ard promotes employess purely on the basis of their
qualifications and suitability for the work 10 be performed. The Group is committed to
providing & safe and heafthy working environment, to establishing “heaith at work’ schemes
and to applying employmeryt practices which are sensitive to the needs of employees. The
Group is committed to the training and devetopment of its workforce.

The Group communicates openly with its employees by way of employee forums, corporate
intranet facifities and satisfaction surveys and many employees are stakeholders in the
business through participation in share option schemes. Because consulting and listening fo
our employees forms a key part of the craation of the Group's equal opportunities strategy,
the Group has undertaken an extensive culture survey with the support of extarnal
consultants to understand better the views of its employees and the cuiture of the
organisation.

Community

The Group is an irtegral and committed part of the communities in which it is bassd and
is committed to developing that relationship. Close relationships with those communities
have been fostered through participation in community initiatives and donations to
Community Foundations.

in the UK, during the year, the Group has worked with a number of charities and
organisations including the Tyne and Wear Community Foundation and the Newcastle
Employment Bond {a scheme working with the local community to get the long-term
unemployed back into work). The Group alse runs an annual international soccer festival for
young people,

Cutside the UK, our businesses have also participated in a variety of community activities
and made donaticns 10 local charities. PC equiprment which is no longer needed by the
Group is donated to charities and schools.

The Group promotes small business through numerous award schemes and free education
and awareness seminars. During the year, our businesses won numerous awards for the
quality of thair customer senvice. Fromoting the use of the internet in business has been an
area of emphasis, particularly its use in the electronic filing of a range of mandatory
government subsmissions. The Group's awareness of the importance of prompt payment to
small business is demonsirated by its payment terms with customers and suppliers.

Environment

Although the Group’s operations have minimal ervironrmental impact, it is committed to
ensuring that its operations have as little impact as is consistent with its business needs.
The Group works to promote environmental care, to increase its understanding of
environmental issues, and to spread envirchmental bast practice throughout its business. ts
waste materials are recycled, whers possible, and waste paper is minimised by promoting
paperless processes and downloadable software products. The Group has introduced
policies te reduce the number of car users.,

In the UK, the Group has developed a new environmental and waste management policy.
Detaited plans for the impiementation of these policies are being adopted during the
2003/04 financial year. As part of this policy it has undertaken a full snvironmental
assessment of the impact on the local ecosystem of the new UK facility at Newcastle
Great Park.

Qutside the UK, similar environmental and waste management practices are followed.,

Our UK business has produced its first Corporate Citizenship report for the year 2002/2003.
This wili be made available at its website at www.sage.co.uk during the currert year.
Our other businesses have committed to develop similar reports during 2003/04.
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Annual General Meeting

Notice of the sixteenth Annual General Meeting of The Sage Group pk: o be held on 4
March 2004 is set out on page 62. A form of proxy is enclosed for members whe wish to
use one. It should be retumed 30 as to be with the Company's registrars no later than
11.00am on Tuesday 2 March 2004. Shareholders with internet access may tegister their
voting instructions for the forthcoming Annual General Meeting via the internet. They may
register their vote electronically by going 1o www.sharevote.co.uk, They will be required to
key in the three security numbers printed on the form of proxy to access the voting site.

Ag wall a5 tho ordinary business of the mesting, resolutions will also be proposed to enable the
directors to continue to use their existing power to allot unissued shares in the capital of the
Company up to an aggregate nominat amount of £4,263,861 (representing cne third of the
norminal value of the Company’s issued share capital) and to allot equity secirities for cash up
to an aggregate nominal amount of £638,579 {representing 5% of the issued ordinary share
capital of the Company). The directors do not have any present intention of exercising these
authotities other than in connection with the Group’s smployee share schemes.

Resolution 8 set out in the Notice of Meeting is to approve the Remuneration Repor on
pages 28 to 33. The Directors’ Remuneration Report Regulations 2002 (“the Regulations”)
raquire that a report, prepared in accordance with the Regulations, is put to a vate of
sharsholders at the Annual General Meeting.

In accordance with the Company's Adicles of Association Mr M E W Jackson, Mr P A
Walker, Mr PP S Hamison and Mr P L Stobart will be retiring at the Annual General Meeting,
and, being sligible, will offer themselves for re-election.

Mr P A Walker, Mr P S Harrison and Mr P L Stobart have senvice contracts with the
Company terminable on 12 months notice. Mr M E W Jackson has a contract for services
with the Company for a fixed period of 2 years terminable by either the Company or

Mr M E W Jackson within that two vear period by 12 manths or 1 months notice respectively.

Auditors

The auditors, PricewaterhousaCeoopers LLP, have indicated their wilingness 1o continug
in office, and a resolution that they be re-appointed will be proposed at the Annual
Geanera Mesting.

By Crder of the Board

\WM

M J Robinson
Secretary
22 December 2003
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Corporate Governance Statement

The Company and the Group are committed to high standards of corporate governance.
The Board is accountable to the Company's shareholders for good corporate governance.
This statement describes how the relavant principles of corporate govemance are applied
by the Cempany. Throughout the year the Company has been in compliance with the
provisions set out in the Combined Code for Corperate Governance appended 1o the
Listing Rules of the UK Listing Authority, unlass otherwise indicatad.

The Workings of the Board and its Committees

The Board

The Board cumently comprises the non-executive Chalrman, the Chief Executive, four other
exacutive directors, three independent non-executive directors and another non-exscutive
director. The roles of the Chainman and the Chief Executive are quite distinct from one
another and are clearly defined in written terms of reference for each rele adopted by the
Board. The directors’ biographies appear on page 16, Thesa demonstrate that the directors
have a range of experience and am of sufficient calibre to bring independent judgement on
issues of strategy, performance, resources and standards of conduct, which is vital to the
success of the Group. All directors are subject to re-election at least every three years.

Tha Board is rasponsible to shamsholders for the proper management of the Group, Where it
Is considered appropriate, training is made available to directors. A statement of the
directors’ responsibifities in respect of the accounts is set out on page 27. The Board has
formally adopted a scheclule of matters specifically reserved to it for decision which is
availaibie 1o sharsholders on request 10 the Secratary at the registered office.

All diractors have access to the advice and sernvices of the Secretary, who is respensible to
the Board for ensuring that Board procedures are foliowed and that applicable rules and
regulations aré complied with. The Secretary ensures that the directors take independent
professicnal advice as required. The appoeintment and removal of the Secretary is a matter
for the Board as a whole.

The Board meets formally six times a year, reviewing trading performance, ensuring
adequate funding, setting ard monitoring strategy, examining major acquisition opportunities
and reviewing regutar reports to shareholders. In the year under review all directors attendad
all of these Board meetings other than one non-executive who was unable to attend one
meeting. The non-executive directors have a particular responsibifity to ensure that the
srategies proposed by the executive dirsctors are fully considered. To enable the Board o
discharge its duties, all directors receive appropriate and timely information, Briefing papers
are distributed by the Secretary 10 all directors in advance cof Board meetings.

The membors of the Board have evaluated the petformance of the Board, its committoes
and individual mermbers at meetings and also through the completion of detailed
questionnaires which are reviewed and considered by the Chaimman. Fuither details are set
out under the heading "Revised Cornbined Code” on page 26.

Committees of the Board deal with certain specific aspects of the Group’s affairs. Untit this
year, the roles of the Remuneration and Nomination Committees were combined in the
Remureration and Succession Committes, However, having considerad the membership of
this Committes, the Beard decided to create separate committess with responsibility for the
argas of remuneration and of succession. The Committess of the Board are, therefore, the
Remuneration Committee, the Audit Committee and the Nomination Committee (details of
all these commitiees are set out delow),

Remuneration Committes

The Group's Remuneration Committes is chaired by My L C N Busy, and #s other members
are the other independent non-executive directors, Professor C J Constable and MrTC W
Ingram. The Committes meets at least twice a year. All members attended all the mestings
in the year under review. The Chisf Executive may, by invitation of the Committee, attend
meetings (gxcept when his own porformrance and remuneration are under review) but is not
a member of the Committee. The Committee is responsible for making recommendations to
the Board, within agreed terms of reference, on the Company's framework of executive
remuneration and its cost. The Committee determines the contract terms, remuneration
and other bengfits for each of the executive directors including share options, performance
related borus schemes, pension rights and compensation payments. Remuneration
consultants advise the Cormmittee. The Board itself determines the remuneration of the
non-axecutive direciors,

Datails of tne Company’s poiicies on directors’ remuneration are given in the Remuneration
Report on pages 28 to 33, together with further details of the Remuneration Committes.

Audit Gommitiee

The Audit Gommittes is chaired by Professer C .J Constable, and its other members are the
other independent non-axecutive directors, Mr L C N Bury and Mr T C W ingram. it mests
at least three times a year. Al members attended all the meetings in the year under review.
The Committee provides a farum for reperting by the Group's internal and external auditors.
The Group Finance Dirsctor may, by invitation of the Committee, aend mestings but is not
a member of the Committes. The Audit Committee is responsible for roviewing half-year and
annual accounts before their subrmissicn to the Board and reviews the effectiveness of
internal controls. The Audit Comenittee advises the Board on the appointment of external
auditors and on their emuneration both for audit and non-audit work and discussas the
nature, scope and results of the audit with the external auditors. The Audit Committes
keeps under review the cost effectivensess and the independence and oblectivity of the
external auditers. in addition, the Audit Committes reviews the appoirtment, remuneration
and utilisation of internal audit service which s currently cutsourced to KPMG.

The Company's auditors, PricewaterhouseCoopers LLP, also perform non-audit services for
tha Group (principally tax advice and due diligence in rolation to acouisitions} over and
above the extornal audit. The Audit Committee keeps this issue under review and is
confident that the objectivity and independencs of the auditors is not impaired in any way by
reason of this further wark.
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To this end the Committee has put in controls to ensure that the independence of tha
axternal audit process is not compromised and that in the provision of nen-audit senices,
the objectivity and independence of the external auditors is safeguarded. These controls are:

Monitoring of indepandence and effectiveniess of the audit process — the scope, fee,
performance and independence of the external auditor is considered annually by the Audit
Committes, together with an evaiuation of whether the external audit should be tenderad,
In addition, audit partners are rotated every five years, and a formal statement of
independence frorn the external auditors is received each year.

Provision of non-audit services — executive management has the discretion o obtain
taxation services from tha external awditors without prior reference to the Audit Committee
subject to regularly appraising the Audit Committes of the armount and nature of such fees.
Other non-audit services may be undertaken by the external auditors subject to all projects
expected to cost in excess of an amount sat by the Audit Committee, being approved in
advance sither by the Chairman of the Audit Committes or by the full Audit Committes
depending on the expected cost of the project.

Nomination Coramittee

The Nomination Committes is chaired by the Chairman of the Board, Mr M E W Jackson
and congists of the Chairman and the three indepandent non-exscutive directors, MrLC N
Bury, Professor C J Constable and Mr T C W Ingram. The Nomination Committes mests on
an ad hoc basis as required. As the role of the Nominations Cemmittee was until recently
combined in the Remuneration Committes no meetings of a separate Nominations
Committee took place in the year under review.

Tha Nemination Committes is responsible for a number of matters relating to the
composition of the Board and its committess inciuding proposing candidates for
appointment to the Board, having regard 10 its balance and structure. Recrultment
consultants are used 1o assist in the process.

Relations with shareholders

Communication with sharsholders is given high priorty. The Chalrman's and Chief
Executive's Review on pagés 2 to § includes a detailed review of the business and future
developments. A full Annual Report and Accounts s sent to sharsholders. The Company
also has a website fwww.sage.com) which contains up to date information on Group
activities ard published firancial results. There is regular diatogue with individual institutional
shareholders, as well as presentations to analysts after the Company’s announcement of the
year-end and half-year results.

The Board uses the Annual Ganeral Meeting to communicate with private and institutional
investors and welcomes their participation. Details of resolutions to be proposed at the
Annual General Meeting on 4 March 2004 can be found in the Notice of Meeting on page 62.

Internal control

The Board is responsible for the operation and effectiveness of the Group’s system of
internal controls. There is an ongoing process for identifying, evaluating and managing the
significant risks Taced by the Group. This process has been In place for the year under
review and up 1o the date of appreval of this report. 1t is regularly reviewed by the Board and
complias fully with the Tumbull guidance.

The internal control systems are designed to meet the Group's particular needs and the
risks to which it is exposed, and by their nature can only provide reasonable but not
absoilde assurance against misstatement or loss.

The effectiveness of this process has been reviewed by the Audit Committee, which reports
its fingings to the Board, The procasses used by the Audit Committoe to review the
effectiveness of the system of internal controt include discussions with management on
significart risk areas identified and the review of plans for, and results from, internat and
external audits.

The Audiit Committes reports to the Board the results of its raview of the risk assessment
process, The Board then draws its collective conclusion as to the effectiveness of the
system of internal controk

The key procedures, which the directors have established with a view to providing offective
irternal control, are as follows:

Indication of business risks

The procasses to identify and manage the key risks to the success of the Group are an
integral part of the internal control environment, Such processes, which are reviewed and
improved as necessary, include strategic planning, the appointment of senior ranagers, the
regular monitoring of performance, and control over cepital expenditure and acouisitions.

The Company has formed a Risk Committee consisting of the Chief Executive, Group
Finance Director, members of the Group finance team, the Secretary and representatives
of the Group operating companies, A representative of KPMG, the internal auditors, may
attend mestings of the Committee by request. The Committes reviews all business gctivities
1o identify the nature and extent of the significant risks facing the Group, undertakes risk
review audits and considers the scope and resuits of audits undertaken by KPMG. It
identifies significant intarnal control failings and waaknasses and agrees remedial action

on such matters. The Risk Committee reports to the Board. Through the work of the

Audit and Risk Committees, the Board is provided with a balanced assessment of the
significant risks associated with the Group’s cperations and the effectiveness of the system
of internal controls.




Corporate Governance Statement - continued

Quality and integrity of personnel

The integrity and competence of personnel is ensured through high recruitrnent standards
and subsequent training courses. High quality personns! are seen as an essential part of the
control environment.

Management structure

The Board has overall responsibility for the Group. Each axecutive director has been given
responsibility for specific aspects of the Group's affairs. A clearly defined organisational
structure exists within which individual responsibilities are identified and can be menitored.

The management of the Group as a whole is delagated fo the Chief Executive and the
exgcutive directors. The conduct of Sage's individual businesses is delegated 1o the lecal
executive management teams. These teamns are accountable for the conduct and
performance of their businesses within the agreed business strategy. They have full authority
to act subject to the reserved powers and sanctioning limits laid down by the Board and to
Group palicies and guidelines.

Intemnal audit

The Group utilises internal audit resource supplied by KPMG to review compiliance with
procedures and assess the integrity of the control enviranment. Internal audit acts as a
service to the businessas by assisting with the continuous improvament of controls and
proceduras. Actions are agread in reapanse to its recommendations and these are followed
up fo ensure that satisfactory control is maintained,

Budgetary process

A comprehensive budgeting system is in place, with annuat budgets for all cperating
subsidiaries being approved by respective subsidiary boards and subsequently considered
and, i approepriate, approved by the Board. Managemant information systems provide the
directors with relevant and timely information required to monitor financial performance.

Investment appraisal (including acquisitions)

Budgetary approval and dafined authorisation levels regulate capital expenditure. As part of
tha budgstary process the Board considers proposals for research and development
programmes. Acquisition activity is subject 1o interngl guidelines govening investment
appraisal criteria, financial targets, negotiation, execution and post-acquisition managemant.

Statement by the directors on compliance with the provisions of the
Combined Code

The Company has besn in full compliance with the provisions set out in Section 1 of the
Combinad Cada throughout the year with the exception of the provision A.2.1 reguiring the
identification of a senior independent non-execttive director {which the Beard did not
pelieve was necessary given that there is a non-executive Chairman) and A.1,2 being the
oxistence of a formal schedule of matters specifically reserved for the Board, Mr L G M Bury
has now beon identified as the senicr independent director and will be avaitable, through the
Secretary, to discuss any issues with shareholders, as appropriate. A schedule of matters
reserved 10 the Beard was adopted by the Board on 28 Novernber 2002,

Revised Combined Code
The Board noted with interest the intreduction in July 2003 of the Revised Combined
Code (the “Revised Code") derived from a review of the role and effectiveness of non-
axacutive directors by Derek Higas and a review of Audit Committess by a group led by
Sir Robert Smith.

The Revised Code applies for roporting years beginning on or after 1 Novernber 2003

and, therefore, will apply for the first time to the Company for the financial year commencing
1 Qctober 2004. However, the Company is committed to the appiication of the principles
sat out in the Revised Code and the adoption of the appropriate provisions of the Revised
Code, or, where the Board considers that these provisions are inappropriate, to providing a
clear explanation of why it doss not comply.

The current posttion in relation to the adeption of the relevant provisions of the Revised
Code is as follows:

* Provision A,1.2 of the Revised Code requires the Company to iderttify a senior
independent director. The Board has appointed Mr L G N Bury to this role.

« The Chairman of the Board will hold meetings with the non-executive directors without the
axecitive directors present as required by provision A.1.3 of the Revised Code. These
meetings have been included in the agenda for the current financial year. In addition, the
non-executive directors will meet without the Chairman present to appraise the Chairman's
performance and on other occasions as deemed appropriate. These mestings have been
included in the agenda for the current financial year.

The Board has adopted terms of reference clearty identifying the division of responsibilities
between the Chairman and Chief Executive, The terms are available to shareholders on
requast to the Secretary.

-

Although the current Board complies with the main principle of the Revisad Code in that it
inckides a balance of executive and non-executive directors so that no individual or small
group of individuals can dominate the Board's decision taking, it recogrises that under
provision A.3.2 of the Revised Codle it is recommended that at least half the Board,
excluding the Chainman, should comprise non-executive directors determined by the
Board 1o be independent. To that end, the Chiaf Executive and Chairman {as Chairman of
the Nominatior Committes) have commenced a sirategy to identify and appoint suitable
independent non-executive directors. External advisors have been appointed te identify
suitable candidates with the intention of achieving the appointment of not jess tharn two
naw indapandent non-gxacutive directors by the end of the curent financiat year and 1o
advise on further appointments thereafter.




» The Board conducted a review cf its own performancs at a series of meetings during the
year ended 30 September 2003. It has now adcpted a formal review procedure requiring
the compiletion of detailed questionnaires by each individual member of the Board on the
performance of the Board as a whole, its Committess and his individual performance.
These guestionnaires will be raviewed by the Chairman and by the Board as a whote. A
discussion and evaluation of Board performance will also take place at the Strategy
Conference attended each year by the Board.

* The Terms of Reference of the Remuneration Committes, Nomination Cornmittee and
Awdit Commities are available on request from the Secretary at the registered office of the
Company &$ required by the Revised Code.

* Under the Revised Code the Chairman should ensure that the views of the shareholders
are communicated to the Board as a whole and he should discuss governance and
strategy with major shareholders. In addition, non-executive directors should be offered
the opportunity to attend meetings with major shareholders and should expect to attend
them if requested by major shareholders. The Chairman ensures that shareholder
communication and responsas are discussed at each mesting of the Board and that all
shareholders have access fo the non-executive directors, through request to the Chairman
or the Secretary.

» Tha Revised Code provides (D.1.1} that the senior independent director should attend
sufficient meetings with a range of major shareholders to listen to their views in order to
help develop a balanced understanding of issues of major shareholders. In his rcle as
senior independent non-executive director, Mr L G N Bury will be available to shareholders
to discuss issues of concern by request to hirn or the Secretary.

Going concern
The following statement hag been included in accordance with the Listing Rules:

Based on nommal business planning and control procedures, the directors have a reasonable
axpeactation that tha Company and the Group have adequate resources 6 continue in
operational existence for the foreseeable future. For this reason, the directors continue to
adopt the going concern basis in preparing the accounts,

Statement of directors’ responsibilities

Company law requires the directors to prepare financial statements for each financial year
that give a trus and fair view of the state of affairs of the Company and the Group and of the
profit or loss of the Group for that period.

In preparing those financial statements the directors are required to:
* Selact suitable accounting policies and then apply them consistontly.
* Make judgements and estimates that are reasonable and prudent.

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

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

The direciors are responsibte for keeping proper accounting records that disciose with
reasonable accuracy at any time the financial position of the Company and the Group and
to enable them fo ensure that the financial staterments comply with the Companies Act
1985. They are also responsible for safeguarding the assets of the Company and the
Group and hence for taking reasonable steps for the prevention and datection of fraud
and other imegularities.

By Qrder of the Board

MM‘\'

M J Robinson

Secratary
22 December 2003
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Remuneration Report

This report sets out the remuneration pelicy and remuneration details of the executive and
non-executive directors of the Company for the year ended 30 September 2003, as
datermined by the Remuneration Committee of the Board of Directors {“the Remuneration
Committee”) and approved by the Board, The report has been prepared in accordance with
the Cirectors Remuneration Report Regulations 2002 which intreduced new statutory
requirements for the disclosure of directors’ remuneration in respect of pericds ending on or
after 31 December 2002. The report also mests the requirement of the Listing Rules of the
UK Listing Authority and the relevant provisions of the Companies Act 1985 (as amendad}.

1. THE REMUNERATION COMMITTEE

1.1 Composition of the Remuneration Committee

The Remuneration Committes consists solely of indspendent non-executive directors.
The Committee works within detailed terms of reference, copies of which are available on
request from the Secretary. Its role inciudes the malking of ecomimendations o the Board
on policy for executives’ remuneration, defining the remuneration packages of executive
directors and appraving the Board's Remuneration Report. The current mambers of the
Remuneration Committee, who have been all the members of the Committee: throughout
the year, are Mr I C N Bury (Chairman), Professor C J Constable and Mr T C W Ingram.

1.2 Advisers to the Remuneration Commitiee

in order to be aware of market trends in remuneration and cumrent best practics, the
Barmuneration Cormmittee considers market data and research into remuneration policies in
comparable businesses. In addition, the Remuneration Committee has received advice from
Watson Wyatt, an international firn of remuneration consultants, appointed after
consultation with the Board. Watson Wyatt are entirely independent of the Board and
provide no servicas to the Group other than advice on executive remuneration to

the Remuneration Committee. Ms K Geary (Human Resources Director, Sage UK} and

Mr M .J Robinson (Secretary) have provided advice or services 1o the Remuneration
Committee that materially assisted it in its considaration ¢f matters relating to directors’
romuneration for the financial year and Mr P A Walker and Mr M J Robinsen have, following
the invitation of the Committee, attendecd certain of its mestings. However, they were not
prasent &t any mesting when any mattor considering thelr own remuneration was disoussad,
nor did they advise in any way in relatioh to thelr remuneration.

2. REMUNERATION POLICY

2.1 Policy on Remuneration

The Remuneration Cammittas, in setting remuneration policy, recognisas the nead to be
competitive in an intermational market. The Committee’s policy is to set remuneration levels
which ensure that the executive directors are fairly and responsibly rewarded in return for
high levels of performance. Remuneration strategy is designed to suppert key business
strategies and create a strong, performance-atientated environment. At the same tima, the
strategy must attract, motivate and retain talent. Accordingly, executive directors receive
competitive base salaries cornparable with companies of a similar size and international
scope and have the opportunity to eam total remuneration in the upper quartite fevel for
outstanding performance. In setting remunagration levels for the axecutive directors, the
Committee takes account of the remuneration policy and practice applicable to other Group

amployees. The compenents of remunsration for executive directors comprise base salary (a
fixed sum payable monthly which is reviswed annually in October), benefits {including car
allowance and non-contributory heaith insurance), an annual bonus, share ¢ptions and
pension contributions. The components of remuneration other than base salary are not
pensionable but are assessable to tax where the legislation so provides. Further details are
given in respect of the year under review at paragraph 5.1 below.

The Remuneration Committes consiclers that a successful remuneration policy rmust
ensure that performance-related elernents comprise a significant part of the remuneration
package. The policy adopted by the Commities ensures that a significant proportion of
the remunsration of executives is aligned with corporate performance, generating a strong
alignment of interest with shareholders. Performance-related elements for 2003 comprise
share opticns and annual bonus. As stated abave, through the combination of basa
salaries at competitive levels with performance-related elements ensuring that cutstanding
performance is rewarded by remuneration in the upper quarlile, this alignment of interests
is achieved.

Int relation to the non-executive directors other than the Chairman, a basic foa is offerad
which is considered in accordance with market practice and which is sufficient to ensure
that incividuals of the appropriate experience, expertise and skilt are attracted to the Group.
To this basic fee are added additional fees for membership of the Board Committees and a
further fes for Chairmanship of these committeas, The fees as at the date of this
Remuneration Report are a basic fee of £25,000 plus a fee of £4,000 for membership of
each of the Remuneration and Audit Committee and £5,000 for chairing such Committess.

2.2 Policy on Share Options

The Sage Group 1999 Executive Share Optien Scheme ("Exacutive Share Option Scherme”)
was adopted by the Company in 1999. Other than the all amploves plans referred to below,
the Executive Share Option Scheme is the only share scheme under which options are
currently granted by the Company. Under the Executive Share Option Scheme, option
grants are made to senior executives and managers across the Group, as well as to other
staff with high potential or to recognise significant achievement. The annual grant is normally
mads after the declaration of the annual results.

Cptions under the Executive Share Option Scheme are granted at market value at the time
of grant. Under the rules of the Executive Share Gplion Scheme, ne option may be granted
te an executive if the market valus of the shares granted under that option, when
aggregated with the market value of all shares granted under the Scheme and under any
cther Execustive Share Option Scheme in the last ten years, would excesd eight times his or
her remuneration at the date of grant. Options wil generally onfy be granted over shares up
to the value of 100% of base salary each yaar (not including bonus} except in exceptional
circumstances such as a promotion or recruitmeant. Cptions will not be granted in any year
to a valug greater than 300% of salary and in the event that options are granted to a valus
greater than 100% of salary, the Remuneration Committee will impose additional
performance criteria to those options, &3 appropriate, to ensure the conditions are moto
stretching than those which relate to grants equa! to salary.
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Details of grants of options to directors of the Company are set out in paragraph 5.2 below.
As referred to above, except in exceptional circumstances, options will only be granted up
to a value of base salary. The grant to Mr R Varni in the financial year under review was
greater in value than his then salary, as this was the first grant to him since he became a
director of the Company. Mr F L Stobart and Mr G S Berruyer sach received a grant in
excess of salary reflecting the changes In and development of their roles in the Group and
tha fact that no grant had been mada in the previous year. Mr P S Harrison also received a
grant in excess of salary, no grant having been made to him in the previous year. In these
axceptional circumstances, and having regard to the amount of the grant (less than the
value of salary and borws), to Messrs Vemi, Stobart, Berruyer and Harrison, the same
parformance conditions were applied to the whole of the grants. Cptions granted to
directors of the Company in the grant period following the prefiminary anncuncement on 2
December 2003 of the results of the Group for the year ended 30 September 2003 will be
awarded up to the value of base salary.

Options granted to all diractors of the Company and its operating subsidiaries threughout
the Group under the Executive Share Option Scheme will normally be exercisable only if the
percentage increase in the Company's eamings per share (“EPS"} has exceeded the
percentage increase in the Retall Prices Index by at least 3% each year in the three year
perticd since grant i.e. by a total of 99%. If that target is not met at the end of the three year
period, then those options will only be exercisable if EPS growth exceads RPI by 12% over
the four year period following the date of grant but, thereafter, no further retesting of the
perfommance criteria will be undortaken. The Remuneration Committes belioves that the EPS
growth target for share options is appropriately demanding and will keep the target under
review to ansure that it continues to be stratching. The Remuneration Committee considers
that EPS growth is an appropriate performance measure, as it requires exacutives to
produce sustained improverment in the underlying financial performance of the Group.
Wherever used In this Remuneration Report, EPS refers to earnings per share before
amortisation or impaiment of goodwill, exceptional items and amounts written off
investments. Options granted before 23 February 2000 under share option schemes of the
Company other than the Executive Share Option Scheme were not subject to performance
conditions as was cormmonly the case at that fime.

In addition te the Execitive Share Option Scheme, certain directors also paticipate in the
Sage Group ple Savings Related Share Option Scheme (“the SAYE Schame”). There are no
performance ctiteria on the grartt or exeicise of options under the SAYE Scheme because
thig is an all employea plan where performance targets are not commenly imposed.

Mr G S Barruyer currently holds units granted under the Sage Plan d’Epargne d'Entreprise
("PEE"}, which is an alt employee plan designed to enable French employees 1o acquire
shares in the Company at a discounted price under terms comparable to those offered to
UK employess under the SAYE Scheme. Authority for the PEE as an appendix to the SAYE
SBchame was given by sharsholders in 1996. Like the SAYE Schems, there are no
performance criterfa impesed on the grant or exercise of options under the PEE because
this is an all employee plan where performance targets are not imposed.

2.3 Policy on Benus for Directors

The cash bonus in the case of executive directors and alf ermployees is dasigned to reward
outstanding performance. No payment of bonus will be made if the relevant operating
company or Group performance falls below 80% of target (being the budget agreed by the
Group Board) even if all other criteria for a bonus payment are met, The criteria for the award
of the bonus are based on earnings per share (as to 25% of bonus), Group profit (as to 50%
of bonus) and delivery of the strategic plan {as to 25% of bonus) as determined by the
Remuneration Cornmittea, In addition to the achisverment of Group profit, the borus payable
to those execitive directors of divisions of the Group will also reflect the performance of the
division for which they have particular responsibility. Whilst bonus has historically been
generally at a level of between 30% and 75% of salary for directors of the Company, the
Rernuneration Committée has determined a limit in all cases of 100% of base salary. Only in
quite exceptional circumstances would a benus of an amount in excess of 70% of base
salary be achieved. Bonuses payabla in respect of performance which is in accordance with
targets set by the Cormmittee will range between 30% and 70% of base salary. Payment of
he onus is made once final reconciistion of the year-end accounts is made.

2.4 Policy on Pensions

All the executive directors’ pension arrangements are of the defined contribution type,

The Sage Executive Pension Scheme Is the mair pension fund for Sage executives in

the UK it is a defined contribution plan where the standard contribution rate is 15% of base
salary by the relevant company subject, where appropriate, to Infand Revenue limits.

2.5 Directors’ contracts and termination payments

In relation to contracts with executive directors, the Company aims to set notice ar contract
periods at one year. If it is necessary to offor ionger notice or contract periods to new
directors recruited from outside the Group, it is the Company's policy to raduce these as
soon as contractually possible after the initial period 1o a notice period of one year,

The Remuneration Cornmities secks to ensura that any senvice contract of an executive
director is tarminable on not more than 12 months’ notice. In the event that such a contract
is to be terminated, the Board may stage any payments made to that executive over that
notice period. The contracts of Mr P S Harrison, Mr P L Stobart, Mr P A Walker and

Mr R Verni contain provisions aliowing the Company to temminate the contract but make
payments in lisu of notice at the same time as salary would have been paid throughout the
12 month notice period. As a result payrments may cease if the executive takes employmaent
elsewhere during that 12 menth period. The contract for Mr G S Berruyer contains no such
provision, as is usual in an employment contract subject to French law.

Non-executive directors ara subject to election by shareholders at the first Annual General Meoating
following their appointment and thereafter require re-election at least once every three years. Their
appointments may be terminatad without compensation in the event of them not being re-elected
by sharehioklers or otherwise in accordarice with the Compary’s Artickss of Assodiation, The
appointment of the non-executives is for a fixed term of two years during which period the
appointment may be terminated by the Board on notice, ranging from 6 to 12 months. Other than
in the case of Mr T C W ingram, aach of the non-executive diractors has entered into a contract
for senvices on this basis, further details of which are set out in paragraph 3 below. p2e




Remuneration Report - continued

Executiva directors are permitted, where appropriate and with Board approval, to take non-
axecutive diractorships with other organisations in order to broaden their knowledge and
axperience in other markets and countries. Mr P A Walker is currently & non-executive
director of MyTravel plc and Diageo plc and Mr P L Stobart is a non-executive director of
Planit pic and Capital & Regional plc. Feses received in their capacity as directors of these
companies are ratained by each of them reflecting the personal responsibility they underiake
in these roles.

3. DIRECTORS’ CONTRACTS AND COMPENSATION
All executive directors have service contracts which expire when the executive attains the

4. PERFOCRMANCE GRAFH

Total Shareholder Retum {(“TSR") against FTSE 100

Tne following graph shows, for the last five financial years of the Company, the total
shareholder return on a holding of shares in the Company as against the average total
shareholder return of the companies comprising the FTSE 100.
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age of 60 or may be terminated by the Company earlisr for breach by the executive or
otherwise by the Company by giving 12 months' notice. There are no pre-determined
special provisions for directors with regard to compensation in the svent of loss of office.
Details of the contract of service or contract for services of each parson who has served as
a director of the Company at any time during the relevant financial year are set out below:
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The FTSE 100 Index is, in the opinion of the directers, the most appropriate index against which the total
shareholder return of the Company should be measured because of the comparable size of the
companies which comprise that index.

Name of director Date of contract Linexpired term of contract on Motice period under contract Other benefits in the contract
30 September 2003 relevant to termination payment
Executive directors
G S Berruyer 28 November 2002 12 months 12 months Nane
P S Hairison 1 April 2000 Age 80 or 12 months 12 months None
P L Stobart 26 September 2003 Age 60 or 12 months 12 maonths None
R Verni 8 July 2003 12 months 12 months Nons
P A Walker 26 September 2003 Age 60 or 12 months 12 months None
AW G Wylie* 3 Cetober 1994 None 12 morths None
Non-executive directors
L C N Bury 26 September 2003 2 years & menths from Compary anc/or
1 month from individual None
C J Constable 26 September 2003 2 years 6 months from Company and/or
1 month from individual None
K C Howe 26 September 2003 2 yoars 6 months from Company and/or
1 month from individua! Naone
T C W Ingram 12 March 2002 6 months Fixed 2 years from 18 March 2002 Ngne
M E W Jackson 26 September 2003 2 years 12 months from Company and/or
1 month from individual Nona

* Mr AW G Wylie retired as a dirsctor on 31 May 2003. The cortract referred to above with Mr A W G Wylie was terminated by mutual agreement on that date.
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5. DIRECTORS' REMUNERATION

5.1 Directors’ emoluments and compensation

The totat sataries, fees and benefits paid to or receivable by each person who served

as a director at any time during the year eppear below. These include all payments for
services as a director of the Company, its subsidiaries or octherwise in connection with the
managerment of the Group and any other directorship he holds because of the
Company’s nomination,

Bonefits 2003 2002
Salary in 2003 2002 Pongion Ponsion
andfoes  Bonus Kinds Total Total  contributions8  eontritutions
000 000 000 ‘000 000 000 000
Executive directors

G 8 Berruyer €369 €185 €3 €562 €497 - -
P S Harrison £190 £95 £14 £299 £223 £29 go2
P L Stobart £283 £142 ey £442 £407 742 £41
R Verni? $460  $270 - $720 $103 $5 85
P A Waiker £420 £252 £21 2693 £639 £63 £60
AWGWylie2d €189 - £46 £235 £418 £28 £41

Hon-executive directors
L C N Bury £35 - - £35 £35 - -
C J Constable £37 - - £37 £39 - -
K C Howe £20 - - £20 £20 - -
TGS W ingram# g2y - - e27 £15 - -
ME W Jackson £128 £15 £1 £144 £138 £19 £18

Notes:

1 Appointed 23 July 2002
2 Retired 31 May 2003.

3 Included in benefits in kind in respect of Mr A W G Wlio is £25.000 (2002: Cnil) payable upon his retirement
being non-cash benefits comprising a motor vehicle.

4 Appointed 15 March 2002,

5 Benefits In kind include the provision of a company car, car alowancs, fusd and nsurance.

§ Refirement benefts were accruing to six directors (2002; six). Al pension contributions accrued andaer
money purchase schermes.

+ No payments for compensation for loes of offios or atherwise relating to termination of office or empleyment were made
during the year.

= Totel directors’ emnoluments were £2,762 000 (2002: £2.5314,000}.
* Inciuding gains on share options, the total emaluments ¢f the highest paid director were £4,780,322 (2002: £1,138,048).

5.2 Directors’ Share Options

Details of eptions hetd by directors cther than under savings related share option schemes
are given below. The executive directors are responsible for administering the share option
schames in accordance with rules approved by shareholders in general mesting.

Under the provisions of the Executive Share Cpticn Schemes, which comprise Tha Sage
Group {No. 2) Executive Share Cpticn Scheme and The Sage Group 1999 Executive Share
Cptiors Scheme, directors, managers and employees who are judged to have made a
significard contribution to the Group’s development to date and are considerad 1o be likely
to continue to provide an exceptional and continuing contribution to the realisation of
strategic goals in the future, are granted share options in the Company. Opticns are now
only granted under the ruies of The Sage Group 1999 Executive Share Cption Scheme,
which state that no more than 7.5 per cent of the issued ordinary share capital in the
Comparny may be made available for issue under any discretionary share schemse in any

10 year pericd.
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Remuneration Report — continued

The outstanding share options {other than under the SAYE Scheme referred to below) granted
to each director of the Company under the Execitive Share Option Schemes are as follows:

Shares under
option at
Shares under Granted Exercised Lapsed 30 September 2003
Exercise option at during during during {or retirement
price per 1 October 2002 the year the year the year if earlier)
share number number number number number Date exercisable
G 5 Berruyer 81.10p 850,000 - (200,000} - 650,000 17 Dacember 2000 - 17 Dacember 2007
136.00p 350,000 - - - 350,000 16 Dacember 2001 — 18 Dacember 2008
329.75p 121,304 - - - 121,304 17 January 2004 - 17 January 2011
134.00p -~ 223,880 - - 223,880 31 December 2005 - 31 Dacember 2012
P 8 Harrison 81.10p 150,000 - - - 150,000 17 December 2000 - 17 Dacember 2007
136.00p 60,000 - - - 60,000 16 December 2001 — 16 December 2008
721.00p 30.000 - - - 30,000 23 February 2003 ~ 22 February 2010
320.75p 85,595 - - - 85,595 17 January 2004 — 17 January 2011
134.00p - 186,567 - - 186,567 31 December 2005 — 31 December 2012
MEW Jackson  136.00p 300,000 - - - 300,000 16 December 2001 - 18 December 2008
P L Stobart 81.16p 400,000 - - - 400,000 17 December 200G — 17 December 2007
136.08p 210,000 - - - 210,000 16 December 2001 — 16 December 2008
329.75p 121,304 - - - 121,304 17 January 2004 — 17 Jaruary 2011
134.00p - 223,880 - - 223,880 31 December 2005 - 31 December 2012
R Verni 204.50p 150,000 - - - 150,000 7 June 2002 - 7 June 2009
329.75p 121,304 - - - 121,304 17 January 2004 ~ 17 January 2011
228.50p 89,031 - - - 89,031 2 January 2005 - 2 January 2012
134.00p - 208,507 - - 208,507 31 December 2005 — 31 December 2012
P A Walker 9.96p 2,500,000 - {2,500,000 - - 18 December 1996 — 16 Decernber 2003
33.90p 1,660,000 - - - 1,560,000 15 January 1999 - 15 January 2006
136.00p 440,000 - - - 440,000 16 December 2001 - 16 Dacamber 2008
329.75p 151,630 - - - 151,630 17 January 2004 - 17 January 2011
134.00p - 313,432 - - 313,432 31 December 2005 — 31 December 2012
AW G Wylie 136.00p 350,000 - - - 350,000 18 December 2001 — 16 Dacember 2008
329.75p 121,304 - - (121,304} - 17 January 2004 — 17 January 2011
8,141,472 1,246,266 {2,700,000) (121,304) 6,566,434

Notes:

1 No options were varied during the year.

2 The performance criteria on which the exercise of share options exercisable only on or after 23 February 2003 are conditional are indicated in paragraph 2.2 above. In respect of any share options exercisable prior
to that date no performance conditions apply.

3 For each option exercised in the year, the market price of the exercised shares at the date of exerclse was as follows: i) For those exercised by Mr G 8 Berruyer (13 May 2003: 146.31p); ii) For thase exercised by
Mr P A Walker (11 June 2003: 173.48p).

4 Fhe market price of a share of the Company a1 30 September 2003 was 164.25p and the lowest and highest markel price during the year of each such share was 101.25p and 190.25p respectively.

5 Total gains on the exercisa of share options wera £4,217,920 (2062: £692,324), including £4,217,920 (2002: £690,460) on executive share options.

6 In accordance with the rules of The Sage Group (No. 2) Executive Share Option Scheme the approprate Committee of the Board exercised its discretion to allow Mr A W G Wylie to exercise his
outstanding options referred to above within one year of his retirernent on 31 May 2003. p32




In relation to the SAYE Scheme, the outstanding options granted to each director of the
Company are as follows:

5.3 Interests in shares
The interests of the directors in the shares of the Company wera:

Shares under Shares under Ordinary shares Crdinary shares
option at  Granted Cancelled option at 30 At 30 September 2003 At 30 Septermber 2002
1 October during during  September G S Berruyer - -
Exercise price 2002 the year tha year 2003 L C N Bury 400,000 600,000
per share number number number number G J Constable 30.000 20 000
P $ Harrison 180.40p 1) 5,266 - (5,266) - . * :
P S Harmison - 13,710
12000 19 ——— - 84} I i H 275.000 575,000
M E W Jackson £4.80p 1) 30,090 - - 30,090 To Wolwe 10'000 10'000
naram X A
P L Stobart 180.40p 166} 5,266 - (5,268) - g
112.00p 1%0) _ 8,437 - 8,437 M E W Jackson 340,000 369,250
P A Walker 180.40p 1) 5,268 - - 5,266 P L Stobart 15,040 15,040
45,888 16,874  (30,532) 52,230 R Verni - -
- P A Walker 8,504,650 8,504,650
Notes:
1 These options are or were exercisable between the following dates: 9,574,690 10,117,850
Notes:

{a) 1 March 2005 - 31 August 2005

(b} 1 Fabruary 2005 - 31 July 2005

(€) 1 March 2006 — 31 August 2006

2 Total gains on the exercise of savings related share options were Enil (2002: £1,864).

3 The market price of a share of the Company at 30 Septernber 2003 was 164.25p and the lowest and
highest market price during the year of each such share was 101.25p and 190.25p respectively.

No other directors have been granted share options in the shares in the Company or other Group

entities. None of the terms and conditicns of the share optiens was varied during the year.

1 The above interests in the ordinary share capital of the Company are beneficial.
2 There have baen no changes in the directors” holdings In the share capital of the Company
between 30 September 2003 and 22 December 2003,

Under the PEE Mr G S Berruyer holds units in a French mutual fund which holds shares in
the Company. The units must be held for no less than § years. On 7 October 2002 units
held by Mr G S Bermuyer were equivalent to 1,973 ordinary shares at a price of €1.722
per share. Further units equivalent to 6,352 ordinary shares were acquired on both 29
September 2003 and 15 December 2003 at prices of €2.505 and €2.605 respectively.

5.4 Directors’ Pengions

All of the directors’ pension arrangements are of the defined contribution type. The
contributions paid or payable by the Company for the financlal year or which were paid this
year for ancther inancial year arg disclosed in the table at 5.9 above.

5.5 Significant awards to past directors
No significant awards were made to any person who was not a director at the time the
award was made but who was previously a director.

5.6 Payments made to third parties

No other payments {including non cash benefits) were made to third parties in respect of the
services of a person who served as a director of tha Company at any time during the
financial year.

Approved by the Board of Directors and signed on its behalf:

L C N Bury
Chairman of the Remuneration Committes
22 Dacember 2003 pa3
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Consolidated Profit and Loss Account
For the year ended 30 September 2003

Continuing Continging
operations operations
2003 2002
Note £'000 £000
Turnover 2 560,345 551,731
Cost of sales (51,571) (54,840)
Gross profit 508,774 496,891
Salling and administrative expenses (352,867) (359,211)
Operating profit 23 155,907 137,680
Interest receivable 1,393 1,519
Interast payable and similar charges 4 6,263) (10,045)
Profit on ordinary activities before taxation 151,037 129,154
Taxation on profit on ordinary activities 6(a) (46,821) (40,038)
Profit on ordinary activities after taxation 104,216 89,118
Equity minotity intarest 24 (65) 41
Profit for the financial year 104,151 89,075
Equity dividends 8 {21,093} {16,143)
Retained profit for the financial year 17(b) 83,058 69,932
Earnings per share (pence} - basic 22 8.16p 6.99p
Eamings per share [pence) - diluted 22 B8.14p 6.56p
Pividend per share (pence) 8 1.65p 1.50p

Thera is no material difference between profits and losses as reported above and historical cost profits and losses in either the current or comparative year.
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Consolidated Balance Sheet

As at 30 September 2003
2003 2002
Mote £'000 £'000
Fixed assets
Intangible assets 9 900,684 830,908
Tangible assets 10 99,243 54,541
899,927 885,449
Current assets
Stocks 12 2,667 2,306
Dahtors 13 110,247 108,219
Deferrad tax asset 16(a} 16,559 28,306
Cash at bank and in hand 234} 87,234 58,795
226,707 197,626
Creditors: amounts faling due within one year 14 {185,308) (177,010}
Net current assets 41,401 20,616
Total assets less current lhabilities 1,041,328 906,085
Creditors: amounts falling due after more than one year 15 {170,871} (157,194)
Deferred income (154,566} (127,019)
Equity minority interest 24 (144) (121}
5,747 621,731
Capital and reserves
Called up equity share capital 172y 12,792 12,755
Share pramium account 17(E) 443,137 441,859
Merger reserve 17(by 61,111 gt,111
Profit and loss account 1700} 198,707 106,006
Equity shareholders’ funds 715,747 621,731
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Company Balance Sheet

As at 30 Septernber 2003
2003 2002
Note £'000 £'000
Fixed assets
Investments iB 672,913 429,870
Current assets
Debtors 13 462,764 570,204
Cash at bank and in hand 9,478 278
472,242 570,570
Creditors: amounts falling due within one year i4 (227,281) 147,954)
Net current assets 244,961 422,616
Total assets less current liabilities 917,874 852,486
Creditors: amounts falling due after more than one year 15 {170,366} {152,807}
747,508 899,979
Capital and reserves
Called up equity share cepital 17(a) 12,792 12,755
Share premiurn account 17(b) 443,137 441,859
Merger rogerve 17{b) 61,111 61,111
Profit and foss account 17k} 230,468 184,264
Equity sharehoiders’ funds 747,508 699,979

The fnanclal statements on pages 34 to 60 were approved by the Board of Directors on 22 December 2003 and are signed on their behalf by:

P A Walker, (/._& Q/\)_/ .
Director

P 8 Harison
Director
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Consolidated Cash Flow Statement
For the year ended 30 September 2003

2003 2002
Note £000 £'000
Net cash inflow from operating activities 23 183,829 145,178
Returns on investments and servicing of finance
Interest received 1,393 1,520
Interest paid {5,479) 9,454)
lssue cost of lpang 23(c) {225) (180)
interest element of finance lease rental payments - 3)
Net cash cutfiow from returmns on investments and servicing of finance {4,311) 8.117)
Taxation
Corporation tax paid {27,416) (22,645)
Capital expenditure
Payments to acquire tangible fixed assets {40,808) (19,130
Recsipts from saies of tangible fixed asssts 242 468
Net cash outflow from capital expenditure (40,566) (18,662)
Acquisitions and disposals
Purchase of subsidiary undertakings:
Net cash congiceration — cumment year acquisitions 18(c} {66,209 (25,185)
- pricr year acquisitions (7,223) (19,292)
Net cash outflow from acquisitions and disposals (73,432 47,477
Equity dividends paid (24,217) (5,595)
Cash inflow before financing and management of liquid resources 13,887 42,682
Management of liquid resources
Raduction/(increase) in short torm deposits 23(e) 13 {1,367)
Financing
Shares issued 23(c) 1,161 2,604
Movement ik loan funding 23(c) 23,476 {29,104}
Repayment of capital element of finance leases 23(c) 21) {57)
Net cash inflow/{outfiow} from financing 24,618 (26,557}
tncrease in cash in the year 23(b) 38,634 14,758
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Consolidated Statement of Total Recognised Gains and Losses
For the year ended 30 September 2003

2003 2002
Note £000 £000
Profit for the financial year 104,151 89,075
Translation of foreign currency net investments and related borowings 17(b} 8,791 12,233
Total recognised gains and losses relating to the year 113,942 101,308
Reconciliation of Maovements in Equity Shareholders’ Funds
For the year ended 30 September 2003
2003 2002
Noie £000 £000
Profit for the financial vear 104,151 89,075
Dividends ] {21,093} (19,143}
Retained profit for the financial year 17(b) 83,058 69,032
Translation of foreign currency net investments and related bormowings 17(b) 9,73 12,233
Shares issued 1,167 2,620
Net increase in equity sharehclders’ funds 94,016 84,785
Opening equity sharsholders’ funds 621,71 536,946
715,747 621,731

Closing equity shareholders” funds




Notes to the Accounts
For the year ended 30 September 2003

1 Accounting policies

a Basis of accounting

These financial statements have been prepared under the historical cost convention and in
accordance with the Companies Act 1985 and applicable accounting standards in the
United Kingdom. The true and fair override provisions of the Companies Act 1985 have
been invoked as detailed in note () below. A surmary of the more important Group
accounting policies is set out below.

b Basis of consolidation

The financial statements of the Group comprise the financial statements of the Company
an} its subsidiaries preparad to 30 September 2003, Subsidiaries acquired during the year
are included in the Group financial staternents using the acquisition method of accounting.
Accordingly, the Group profit and foss account and staterment of cash flows inciude the
resutts and cash flows from the effective date of acquisition. No profit and loss account is
prasented for The Sage Group plo as permitted by Section 230 of the Companies Act 1986,

¢ Goodwill

Goodwill reprasents the excess of he fair value attributed to investments in businesses or
subsidiary undertakings over the fair value of the underlying net assets at the date of their
acquisition. In accordance with FRS 10, for acquisitions made on or after 1 October 1998,
goodwil has been capitalised as an intangble asset. Goodwil arising on acquisitions prior
to that date was eliminated against reserves in accordance with the accounting standard
then in force. If a subsidiary or business is subsequently sold or closed, any goodwill arising
on consolidation that was eliminated against reserves or that has not been amortised
theough the profit and loss account is taken into account in determining the profit or logs
on sale or ciosure.

The directors hava conelucied that thay should evaluate the life of goodwill on 2 case by
case basis, amortising gocdwill in instances where a fixed life is considered appropriate.
Goodwill which is not amortised, is subject to an annual impaiment review. Goodwill
capitalised on businesses acquired since 1 October 1998 has all been assessed as having
an indafinite life. This is becauss the main intangible assets that the Group has acquired are
custormner bases, channels of distribution and brands. However none of thess intangible
assets quaiify as a separable net asset under FRS 10, therefora they have not been
accounted for saparately.

Based on past experience, the directors consider that, taken together, these assets
enhance in value over time. This results from better customer and channel management and
trand development, which improvas retums on acquired businesses,

The carrying value of this goodwill will continue to be reviewed annually for impaimment and
adjusted to the recoverable amount if required. In order 1o give a tnse and fair view the
financial statements depart from the specific requirements ot the company fegistation to
amortise goodwill aver a finite period. The directors consider this 1o be necessary for the
reasons given above. Because of the indefinite life of these intangible assets, it is not
possible to quantify the impact of this departure.

impairment review — The nead for any goodwill impairrent write-down is assessed by
comparison of the camrying value of the asset against the higher of net realisable value or
value in use. The value in use is determined from estimated discounted future cash fiows.

The discount rate used in performing the impairment review is the Group’s weighted average
cogt of capital which is currently 8%.

d Revenue recognition

Turnover represents amounts inveiced to third parties after deducting credit notes,
allowances, trading discounts and sales tax. The Group derives ravanue from scftwarg
licences, pastcontract customer support (PCS) and other products and services. PCS
includes telephone support and maintenance updates, Other products and services ingiude
the sale of business forms and training.

Software licences — The Group recognises the revenus aliocable to softwarg licances and
spacified upgrades upon shipment of the software product or upgrade, when there are no
significant vendor obligations remaining. when the fes is fixed and determinable and when
collactability is considered probabls. Whera appropriate the Group provides a raserve for
estimated returns under the standard acceptance terms at the time the revenue is recorded.

Posteontract customer support - Revenue allocable to PCS is recognised on a straight-ling
basis over the term of the PCS. Revenue not recognised i the profit and loss account
under this poiicy is classified as deferred income in the balance sheet.

CGither products and services — Revenue affocabie to other products and services is
recognised as the products are shipped, or services are provided.

e Tangible fixed assets

Tangible fixed assets are stated at cost less accumulated depreciation. Depreciation on
tangible fixed assets is provided for as follows:

Freehold buildings - 50 years

Long leasshold land and buildings — over peroc of lease

Flant and equipment ~ 15%~33.3% per annum on reducing balance

Fixtures and fittings — 15% per annurm on reducing balance

Motor vehicles — 25% per annum on reducing balance

f Development costs and other intangible assets
Al costs associated with the rassarch and development of software are written
off as iIncumed.
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Notes to the Accounts — continued

1 Accounting policies — continued
g Stocks
Stocks are stated at the iower of cost and net realisable value.

h Leasing

Wherg assets are acquired by finance leasing arrangemesnts which give rights approximating
to ownership the amount representing the purchase price of such assets is included in
tangible fixed assets and the refated obligations are included as creditors. The interest
slemants of the rental obligations are charged in the profit and loss account over the period
of tha lease and represent a constant propertion of the balance of capital repayments
outstanding. Al other leases are classified as cperating leases and the annuat rentals are
charged to the profit and 1085 account as incurred.

i Foreign cumrency translation

Foreign currency assets and liabilities are translated into sterling at rates of exchange ruling
at the year-end. Trading results are translated at the average rate prevaiing during the
refavant period. Differences arising on the -transiation of the net invesiments and the
results for the year are taken directly to reserves together with differences on foreign
currency borrowings te the extent that they are used to finance or provide a hedge against
Group equity investrnents in foreign enterprises. All other exchange differences are dealt with
in the profit and loss account.

j Deferred tax

Doferred tex is accounted for under FRS 19, which requires a form of full provision for
accounting for deferred tax, called the incremental liabiity approach. Deferred tax is
provided on timing differences where the Company has an cbligation to pay more tax in the
future as a result of those timing differences. Deferred tax assets are only racognised if it is
considerad more likely than not that there will be suitable profits from which the future
raversal of the undertying timing differences can be deducted.

As permitted by FRS 19, the Greup has adopted a policy of not discounting defermed tax
assets and fiabilities.

k Pension schernes
The Group oparates monay purchase pensich schemes for certain of its employees. The
contributions arg charged to the profit and ioss account as incurred.

| Investments
Fixad assat investrments are stated at cost less provision for any diminution in value.
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2 Segment information

The directers consider there to be only one class of business being the development, distribution and suppert of business management software and related products and

sarvices for madium-sized and smalker businesses. Thersfore, only geographical sagment information is given below. The geographical analysis of turnover by destination is as follows:

2003 2002

£000 £'000

United Kingdom 151,148 141,693
Mainland Eurcps 151,085 140,242
Unitedd States of America 246,482 258,929
Rest ot World 11,630 10,867
560,345 551,731

The geographical analysis of turnover, operating profit and net assets/(liabilities) by origin is as follows:

2003 2003

2003 Gperating Net assets/
Turnovsr protht {llablifties)

£'000 £'000 £:000

United Kingdom 161,123 64,575 371,237
Mainland Eurcpe 134,687 29,631 96,973
United States of America 264,535 61,701 407,285
560,345 155,907 875,495
Unaltocated net liabilities 1 - - {159,748}
560,345 155,907 718,747

2002 2002

2002 Cperating Net assets/
Turnover profit {liabilities)

£'000 L£'000 £000

United Kingdom 155,986 51,625 364,578
Mainland Europe 118,831 28,613 80,150
United States of America 276,914 57,442 348,348
551,731 137,680 793,076
Unallocated net liabilities ! - - (171,345)
551,731 137,680 621,731

Notes:
1 Unallocated net liabilities comprise net debt, taxation, dividends, deferred constderation and eqguity minority interast.




Notes to the Accounts - continued

3 Operating profit
Operating profit is stated after charging:

2003 2002

Note £'000 £000
Staif costs {including directors’ emaeluments):
— Wages and salaries 183,013 185,987
— Social security costs 29,710 27,433
- Other pension costs 6,323 5,985
Research and development expenditure {including staff costs) 57,979 57,825
Depreciation cf tangible fixed assets:
- Qwned 10 11,787 14,597
— Leased - 17
Loss on sale of tangible fixed assets 23(a) 667 412
Cperating lease rentals:
- Plant and machinery 2,517 2,615
— Land and buitdings 14,917 12,737
Auditors’ remuneration 539 518

Auditors' remuneration shown above includes £80,000 {(2002: £21,000) in respect of the Company. Fees paid to PricewaterhouseCoopers LLP for non-audit services in the UK were
£674,000 (2002: £430,000). These fees were attributabile to taxation services and compliance woik. Additional fees paid to PricewaterhouseCoopers worldwide (excluding the UK for non-
audit services were £610,000 {2002: £685,000), Of thesa fees £331,000 was attribiutable to due diligence work and the remainder 1o tax services.

The oparating profit in the prior year is stated after the impact of the one-off £6m expense associated with the sponsorship of "The Sage Gateshead”.

Further cletails on directors’ emoluments can be found in the Remuneration Report on pages 28 to 33.

4 Interest payable and similar charges

2003 2002
€000 £'000
Interest on borowings 5,642 9,337
Amortisation of issue costs on loans 621 705
Financa lsase charges - 3
6,263 10,045
5 Employees

The average monthly number of persons employed by the Group during the year was:
2003 2002
number nurmber
United Kingdom 1,509 1.610
Mainland Europe 1,643 1,637
United States of Amaetica 2,653 2,390
5,805 5,637
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6 Taxation on profit on ordinary activities

& Analysis of charge in the period
2003 2002
Note £7000 £'000
Curent tax
UK corporation tax before doubla taxation relief 24,961 26,652
Double taxation relief {3,825) (3,198}
UK corporation tax on profits of the period 21,136 23,454
Adjustrments in respect of previous periods {2,264) (3,388}
UK current tax 18,872 20,066
Cwverseas current tax on profits of the period 14,430 7,965
Adjustments in respect of previous periods (2,635) 1,037
Overseas current tax 11,795 9,902
Total current tax 30,6687 29,968
Deferred tax
Origination and reversal of timing differences 16,154 12,505
Adjustments in respect of previous pericds - (2,435
Total dieferred tax 18(c} 16,154 10,070
46,821 40,038
b Factors affecting tax charge for the period
The following table reconciles the tax charge based upon applying UK cormperation ta rates 1o the reported profit before taxation to the actual current tax charge disclosed above.
2003 2002
£'000 £000
Profit on ordinary activities before taxation 151,087 129,154
Profit on ordinary activities multiplied by the standard rate of corporation tax in the UK of 30% (2002: 30%) 45,311 38,746
Effects of:
Expenses not deductible for tax purposes 2,193 1,444
Capital allowancas {more than)/less than depreciation (352) 181
Utilisation of tax losses (13,418} {12,686)
Tax amortisation of goodwill 2,032) -
Adjustments to tax charge in respect of previous pericds {4,899) (1,451)
Higher tax rates on overseas eamings 3,864 3,734
Current tax charge for the period 30,667 29,968
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Notes to the Accounts — continued

6 Taxation on profit on ordinary activities - continued

¢ Faoctors that may affect future tax charges

There are tax losses which have not been recognised for deferred tax purposes. If sufficient suitable profits arise in the future, then these lesses could be utilised and hence reduce the
future tax charge.

Similarty, there are potential tax credits which have nct been recognised due to the uncertainty over their availability. If these credits become available, then this would also reduce the future
tax charge.

A discussion of the Group's tax charge can be found in the Financial Beview on pages 18 fo 20.

7 Parent company financial statements
The amaunt of profit for the firancial year before dividends within the accounts of the parent company is £67,458,000 [2002; £38,736,000). Thera is no materia) differance batween the
profits and losses as reportad above and historical cost profits and losses, and there are ne other gains or losses in the year.

8 Equity dividends
2003 2002
£'000 £000
Interim paid 0.555p per share {2002: 0.157p) 7,086 2,02
Final proposed 1.095p per share (2002 1.343p) 14,007 1713
Total 1.650p {2002; 1.500p) 21,083 19,143
9 intangible fixed assets - goodwill
Group
£1000
Cost and net book value
At 1 Qctober 2002 830,808
Acquisition of subsidiary undertakings 69,776
At 30 September 2008 800,684

Details of the accounting policy on goodwill can ba found on page 39, and a discussion of the policy is in the Financial Review on pages 18 to 20. Based on this accounting pelicy ng
amortisation has been provided to date.
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10 Tangible fixed assets

Freehold land and Assets [n the course Long leasehold land Plant and Fixtures and Motor
bulldings of construction and buikdings aquipment fittings vehicles Total
£'000 £:000 £7000 £'000 £000 £'000 £'000
Cost
At 1 October 2002 13,315 8,095 1,072 68,837 18,407 2,445 112,171
Additions - 35,668 - 5,502 1,135 417 42,842
Disposals - - - (6,283} 657} 756) {7.696)
Acquisitions of subsidiary undertakings 10,613 - - 13,338 2,112 83 26,146
Exchange movernents - - - (16} 383 43 410
At 30 September 2003 23,928 43,793 1472 81,468 21,380 2,232 173,873
Depreciation
At 1 October 2002 322 - 408 46,278 9.620 1,102 57,630
Charge for the yaar 130 - 158 ©,160 1,988 352 1,787
Disposals - - - (5,888) 443) (4586) 6,787}
Acquisitions of subsidiary undertakings 979 - - 9,888 1,308 56 12,231
Exchanga moverments - - - (309 56 22 (231)
At 30 September 2003 1,431 - 564 59,129 12,430 1,076 74,630
Net book value
At 30 September 2003 22,497 43,793 508 22,339 8,950 1,156 99,243
At 30 September 2002 12,993 8,005 664 22,559 8,887 1,343 54,541
included in the fixad assets above are assets purchased undar financa leases, the cost, accumulated depraciation and net book values of which are as falicws:
Plant and
eguipment
and total
£'000
Cost
At 30 September 2003 -
At 30 Septermber 2002 2,153
Depreciation
At 30 September 2003 -
At 30 September 2002 2147
Net book value
At 30 September 2003 -
At 30 September 2007 5
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Notes to the Accounts - continued

11 Investments
Equity interests in subsidiary undertakings are as follows:

Company
£'000

Cost
At 1 October 2002 430,166
Additions 243,043
At 30 September 2003 673,209
Provision for diminution in value
At 1 October 2002 and 30 September 2003 (296}
Net book value
At 30 September 2003 672,913
At 30 Septermber 2002 429,870

Tha additions in the year represent increased investments in existing subsidiary undertakings.

Principal frading subsidiary undertakings, included in the Group accounts at 30 September 2003, are shown below. Al of these subsidiary undertakings are wholly owned and are engaged

in the davelopment, distribution and support of business management software and selated products and services for medium-sized and smaller businesses,

Company

Country of incorporation and operation

Sage {UK) Limited

Best Software of California, Inc.'
Peachires Softwars, Inc.!

Best Software, Inc.!

Interact Commerce Corporation!'
Timberling Software Corporation’

Cigl SA'

Sage France SA'

Sage KHK Software GmbM & Co KG'!
Softine Ltd firading as Sesam)

England
us
us
us
us
Us

France
France
Gerrnany
Switzerland

Notes:
1 Shares held by subsidiary undsrtakings.

2 All investments are i ordinary share capital, with the exception of Sage KHK Software GmbH & Co KG, which is a partnership in which two subsidiary undertakings are eduity pariners.

3 All companies operate in their country of ingorporation.
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12 Stocks
2003 2002
£'000 £'0co
Materials 756 672
Finished goods 1,911 1,634
2,667 2,306
13 Debtors
Group Company
2003 2002 2003 2002
£'000 £'000 £'000 £000
Trade debtors 94,379 93,298 - -
Amourits owed by Group undertakings - - 462,418 570,294
Other debtars 6,305 5,400 346 -
Prepayments 9,563 9,302 - -
Taxation recoverable - 219 - -
110,247 108,219 462,764 670,294
Cther deblors faling dus in more than one year after the balance sheet date were £2,044,000 (2002: £2,374.000).
14 Creditors: amounts faling due within one year
Group Company
2003 2002 2003 2002
£000 £000 £'000 £7000
Current portion of loans {note 15{a) 37,173 39,076 36,846 38,833
Currgnt portion of finance isase obligations - 21 - -
Trade creditors 46,601 42,853 - -
Amounts owed to Group undertakings - - 175,756 90,634
Corporation tax 38,665 35,396 118 771
Cther creditors, taxes and social security cosfs 15,213 13,933 - -
Accruals 20,966 19,074 554 585
Defarred considaration on acquisitions and cost of share options assumed 12,681 9.726 - -
Pronosed dividend 14,007 17,131 14,007 17,131
185,306 177,010 227,281 147,954

Included in the figures above is £61,888,000 (2002 £48,651,000) relating to taxation (including Corporation tax) and social security.
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Notes to the Accounts — continued

15 Creditors: amounts falling duse after mora than one vear

Group Company
2003 2002 2003 2002
£000 £'000 £'000 £:000
Loans 170,671 162,507 170,366 152,507
Deferrad consideration on acguisitions 200 4,687 - -
170,811 157,194 170,366 152,807
a Loans
Group Company
2003 2002 2003 2002
Amounts falling due £'000 £°000 £°000 £:000
In ane year or less 37,173 39,076 36,846 38,833
In mora than ane year but not more than two years 44,861 39,002 44,556 39,002
in more than two years but not more than five years 125,810 113,505 1253510 113,505
207,844 191,683 207,212 191,340
Less: included in creditors falling due within one year {note 14) (37,173) (39,076) (36,846) (38,833)
170,671 152,507 170,366 162,507

Included in loans above and in note 14 is £186,634,000 (2002: £192,657,000) of unsecured ivans (beiore unamoriised issue costs) taken out in connection with acquisitions.

Of this sum, £14,449,000 (2002: £22,886.000) relates to Senior Notes, which were issued to the US private placement market. These notes are repayable in equal annuyal instalments from

2003 o 2005 and cany a fixed irftarast coupot of B.77% per annum.

£172,185,000 (2002: £169,771,000) is drawn down under mutti-currency credit facilities. The Group has two facilities, refetred o as Facility A and Facilty B, providing total funds of

$450,000,000 {2002: $500,000.000).

¢ Facility A is a $200,000,000 (2002: $250,000,000) tern lcan with a fixed repayment profile through to 27 March 2008,
* Facility B provides $250,000,000 (2002: $250,000,000) on a revolving basis through to 27 March 2006,

At 30 Septarmber 2003 £120,409,000 was drawn down undar Facility A and £51,776,000 drawn down under Facility 8 (2002: £158,932,000 and £10,839,000 raspectivaly}.

In addition to this, during the yvear a £60,000,000 facility was raised to fund the constructicn of the new UK facility. At 30 September 2003 £21,500,00C was drawn under this facility.

In the tabie above, loans are stated net of unamoertised issug costs of £922,000 {2002: £1,317,000). The Company has incurred total issue costs of £3,480,000 (2002: £3,255,000} in
respact of thesa faciilies. These costs are afiocated to the profit and loss account over the term of the Tacility at a constant rate on the carrying amount.
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16 Provisions for liabilities and charges
a Deferrad tax liahility/(asset) provided in the accounts comprises:

Group Company
2003 2002 2003 2002
2'000 €000 £'000 £'000
Accelerated capital allowances 590 806 - -~
Tax losses {17,002} {21,342 - -
Other shiort tenm timing differences (147) (7,870} - -
{16,558} {28,3086) - -

Tha other short term timing differences include a deferred tax liability of £2,351,000 {2002: £3419,000) in respect of 1ax amortisation of goodwill.

Of the above deferred tax asset, £10,485,000 will only be available to be utiised after more than 12 months.

b Deferred 1ax liability/{asset) not provided in the accounts comprises:

Group Company
2003 2002 2003 2002
£'000 £'000 £'000 £000
Chargeable gains subject to rollover relief 780 780 - -
Tax losses {5,493) {7.077) - -
Other short term timing differences (6,467) - - -
(11,180} {6,297) - -

The unprovided deferrad tax relates mainly to tax fosses. This potential asset has not been recognised as it is more likely than not that the losses will not be wtilised in the foreseeabls future.

¢ Analysis of movement in the period:

Group Company

Note £:000 £'060

Deferred tax asset at 1 October 2002 (28,306) -
Exchange movements 1.476 -
Acquisitions of subsidiary undertakings (5,883} ~
Deferred tax charge in profit and loss account 6(a) 16,154 -
Deferred tax asset at 30 September 2003 {16,559} -

Deferred tax has been caiculated at 30% [2002: 30%) in respect of UK companies (being the prevailing UK corporation tax rates at 30 September 2003 and 2002) and at the respective
prevailing rates for the overseas subsidiaries.
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Notes to the Accounts - continued

17 Capital and reserves
a Ordinary share capital

Group and Gompany

2002
2000

Allotted called up and fully paid 1,279,158,360 ordinasry shares at 1 each (2002: 1,275,648,103)

12,755

The autharised share capital of the Company at 30 September 2003 was £18,600,000 (30 September 2002: £18,600,000) cormptising 1,860,000,000 ordinary shares of 1p

each (30 Septembar 2002: 1,860,000,000).

The following shara options were outstanding under executive share option schemes at 30 September 2003:

Date option granted Option price per share Date exercisable Number of shares
15 January 1998 33.90p 15 January 1899 — 15 January 2006 1,560,000
10 Febwuary 1997 £3.90p 10 February 2000 — 10 February 2007 150,000
17 Decembaer 1997 81.10p 17 Dacember 2000 - 17 Decerber 2007 1,903,300
20 January 1998 98.70p 20 January 2001 - 20 January 2008 150,000
20 April 1998 46.87p - 104.10p 8 August 1999 - Z March 2009 1,250,078
15 May 1998 140.00p 15 May 2001 — 15 May 2008 1,914,800
16 December 1998 136.00p 16 Dacember 2007 — 16 December 2008 4,487,350
7 Jupe 1999 204.50p 7 Jung 2002 ~ 7 June 2009 1,929,000
11 February 2000 63.54p - §16.50p 11 Fabruary 2000 - 6 January 2010 231,880
23 February 2000 721.00p 23 February 2003 - 23 February 2010 31,250
24 Mgy 2000 542 .50p 24 May 2003 - 24 May 2010 27,940
10 January 2001 301.00p 10 Jangary 2004 - 10 January 2011 4,379,388
17 January 2001 329.75p 17 January 2004 ~ 17 January 2011 702,441
16 May 2001 264.00p 16 May 2004 — 16 May 2011 4,923,112
2 January 2002 228.50p 2 January 2005 - 2 January 2012 7,738,714
31 Decernber 2002 134.00p 31 December 2005 — 31 Dacember 2012 8,464,312
12 May 2003 147.00p 12 May 2006 — 12 May 2013 4,018,403
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Under the executive share option schemes 3,311,917 1p ordinary shares were issued during the year for proceads of £963,504. These were exercised at a range of prices from 9.96p to
140.0p (average price of 23.09p).

In addition, options were granted under the terms of The Sage Group pic 1996 Savings Related Share Option Scheme approved by members on 7 February 1996 as follows:

Date option granted Option price per share Date exercisabie Number of shares
20 September 1996 34.60p 1 November 2003 - 30 Apil 2004 201,710
9 January 1998 64.80p 1 February 2005 - 31 July 2005 115,020
8 January 1999 114.80p 1 February 2004 — 31 July 2004 152,840
8 January 1999 114.80p 1 February 2006 — 31 July 2006 20,120
3 March 2000 499.00p 1 March 2005 — 31 August 2005 5,138
1 March 2000 499.00p 1 March 2007 - 31 August 2007 2,576
1 March 2001 240.00p 1 March 2004 - 31 August 2004 252,948
1 March 2001 240.00p 1 March 2006 — 31 August 2006 36,417
1 March 2001 240.00p 1 March 2008 — 31 August 2008 2,143
1 March 2002 180.40p 1 March 2005 - 31 August 2005 230,069
1 March 2002 180.40p 1 March 2007 - 31 August 2007 47 511
1 March 2002 180.40p 1 March 2009 - 31 August 2009 12,751
1 March 2003 112.00p 1 March 2006 - 31 August 2006 1,136,843
1 March 2003 112.00p 1 March 2008 — 31 August 2008 201,314
1 March 2003 112,00p 1 March 2010 - 31 August 2010 24,404

Under the above schems, 298,340 11 erdinary shares were issusd during the vear for proceeds of £344.761,

In 2001 the Company established a qualifying employee share ownership trust {"Quest”} in connection with its exisling savings related share aption scheme, which is open to all UK
employees. Of the 298,340 shares issued during the year, 229,250 were subscribed for by The Sage Group Quest Company Limited at a market value of £286,306, These shares were
allocated to ermployees, in satisfaction of options exercised under The Sage Group plc 1996 Savings Related Share Option Scheme. The Company provided £147,752 to the Quest for this
purposa. The Company has transferved the cost of this gontribution directly to the profit and loss account reserve.

The market price of the shares of the Company at 30 September 2003 was 164.25p and the highest and lowsst prices during the year ware 190.25p and 101.25p respectivaly.
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Notes to the Accounts — continued

17 Capital and reserves - continued

b Reserves
Share Profit
premium Merger and logs
account reserve account
Group £000 £'000 £000
At 1 Qetober 2002 441,859 61,111 106,006
Shares issued 1,130 - -
Amounts deducted in respect of shares issued to the Quest 148 - (148}
Retained profit for the year - - 83,058
Exchange movements - - 9,791
443,137 61,111 198,707

At 30 September 2003

Currency translation adjustments in the Group profit and loss account include gains of £8,116,000 (2002: gains £13,661,000) relating to foreign currency borrowings used to finance

overseas investrmeants.

The cumnulative amount of goodwill eliminated against reserves amounts to £272,082.000 at 30 September 2003 (2002: £272,082,000).

Share Profit
pramium Mergar and [oss
account Tesenve acgount
Company £000 €000 £000
At 1 QOctober 2002 441 859 61,111 184,254
Shares issued 1,130 ~ -
Amounts deducted in respect of shares issued to the Quast 148 - (148}
Retained profit for the year - - 48,362

443,157 61,111 238,468

At 30 September 2003
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18 Acquisitions
a Timberline Software Corporation

On 19 September 2003 the Group complated the acquisition of Timberline Software Corporation (“Timberline™) for a consideration of £63.7m (inclusive of £1.4m related costs). Total
goodwill ansing on the acguisition is £57,8m. The fair values of net assets acquired are based on provisional assessments pending fina! determination of cerlain assels and fiabilities.

The assets and liabities of Timberline at fair value were:

Fair value adjustments

Alignment
Book ot accounting Fair value
value policiss ! Other? to Group
£000 £°000 £°000 2'000
Intangible fixed assets 5,711 B,711) - -
Tangible fixad assets 13,246 (30} - 13,218
Stocks 20 - - 20
Debtors 3,346 - 2.228 5574
Cash 7.759 - - 7.759
Creditors faliing due within one year (3,004} - - (3.024)
Creditors falling due in mors than one year (226) - - (226)
Deferred income {11,552} - - {11,552
15,350 (5,741) 2,228 11,837
Cash consideration including costs (note 18(c)) 59,601
Deferred consideration 4,053
Total consideration 63,654
Goodwil arising 51,817
Notes:

1 Afgnment of acceunting policies includes the write off of capitalised software development costs and alignment of the tangible fixed assets capitalisation policy.

2 Cther adjustrents include the recognition of a defarrad lax asset,
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Notes to the Accounts — continued

18 Acquisitions - continued

Prior to acquisition the last Rl set of financial staterments of Timberling was prepared for the year ended 31 Decermber 2002 and showed a profit of US $1,757,000 after taxation and
amortisaticn of capitalised software development costs.

The pre-acquisition rasults for Timbaine for the period from 1 January 2003 to 19 September 2003 prepared under Timberiine’s accounting policies and principlas prévailing prior to
acquisiton wers as follows:

us $'000
Turnaver 44,255
Operating loss (2,039
Net interest recsivable 145
Loss before taxation (1,894)
Tax beneiit 3,195
Profit after taxation 1,301

Other than the profit for the period, there ware no other gains or losses.

b Other acquisitions made in the year
The following acquisitions, each for the entire share capital of the relevant company, were made during the year:

i G Technology Limited was acquired on 2 Decamber 2002 for a cash considération of £1.4m (including costs). The fair value of assets acquired was £0.2m resulting in goodwill of £1.2m.

2 Concept Group was acquired on 7 January 2003 for a cash consideration of £5.2m (including costs), and a deferred elemeant of £0.3m. The fair valus of assets acquired was (£0.2m)
resutting in goodwidll of £5.7m.

3 KTS Group Inc. was acquired on 26 February 2003 for a cash consideration of £3.2m {including costs), The fair value of assets acquired was (£0.5m) resulting in goodwill of £3.7m.

4 Primus Software AG was acquired on 11 March 2003 for a cash consideration of £3.0m (including costs). The fair value of assets acquired was (£0.6mj resufting in goodwill of £3.6m.

5 Promis Software Limited was acguired on 20 March 2003 for a cash consideration of £0.2m finclucing costs). The fair value of assets acquired was (£0.1m) resulting in goodwiit of £0.3m.

6 Winware AG was acquired on 10 April 2003 for a cash consideration of £1.7m {including costs). The fair value of assets acquired was £0.1m resulting in goodwill of £1.6m.

7 ATW Computer Services Limited was acquived on 4 September 2003 for a cash consideration of £1.8m {including costs). The fair value of assets acquired was £0.4m tesulting in
goodwilk of £1.4m.
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The assets and liabilities in respect of these acquisitions at fair value based on provisional assessments pending final determination of certain assets and liabiities) were:
Fair vaiue adjustments

Alignment

Book of accounting Fair value

value policies 1 Other 2 to Group

£'000 £000 £'000 £'000
Intangible fixed assets 231 231) - -
Tangible fixed assets 699 - - 699
Stocks 121 - - 121
Debtors 4,920 (119) 2,918 7,719
Cash 2113 - - 2,113
Craditors fafling due within one year (6,4589) €]} - (8,498)
Deferred income 2.870) (5) - (2,875}

{3,27a) (364} 2,918 (721}

Cash consigeration including costs {note 18{c) 16,480
Deferred consideration 273
Total consideration 16,753
Gootwil arising 17,474
Notes:
1 Alignment of accounting policies includes the write off of intangible assets and alignment of bad debt and deferred income calculations.
2 Cther adjustments include the recognition of a deferred tax asset.
¢ Analysis of net outflow of cash in respect of acquisitions
Cash consigeration: £000
Timberine Software Corporation {note 15(a)) 59,601
Cither acquisitions {note 18(bj) 16,480
Cash acquired {9,872)

66,209

d Other
During the year ended 30 September 2003 adjustments ware made in respect of goadwill on prior year acquisitions of £485,000, due to acditional acquisition payments of £837,000,
increasa to defesred consideration of £359,000 and increase in net assets of £711,000 following the re-appraisal of the fair value of assets and liabiities.
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Notes to the Accounts - continued

19 Operating lease commitments
The Group's annual commitment under non-cancellabls operating leases comprises:

2003 2002

Plant and Land and Plant and Land and

equipment buildings equipment buildings

Operating leases which expire: £'000 £°000 £000 £'000
Within one year 670 1,950 676 3,154
in one to two years 492 330 450 1,231
In two to five years 132 8,170 466 7,035
In mare than five years - 5,860 1 3,460
1,294 16,310 1,623 14,880

The Company has no aperating lease commitrents (2002: none).

20 Capital commitments and contingent liabilities

‘The Group had a contracted capital comenitment for £28,000,000 at the end of the financial year, relating 1o the new UK office facilitiss (2002: £55,000,000). The Company did not have
any capital commitments (2002: none}. The Group and Company had no contingent lishilities at 30 September 2003 (2002: none}.

21 Pension commitments

The Group operates pension plans throughout the world. These plans are devised in accerdance with local conditions and practices in the country concernad. All pansion plans are meney

purchase pension schemes.

22 Eamings per share

Tne calcuiation of basic earnings per ordinary share is based on sarnings of £104,151,000 [2002: £88,075,000) being profit for the year, and on 1,276,680,520 (2002: 1,274,526,435)

ordinary sharas, being the weighted average number of ordinary shares in issug during the year

The diluted samings per share is basad on profit for the year of £104,151,000 (2002 £89,075,000] and on 1,280,031,692 (2002: 1,280,280,378] ordinary shares, calculated as follows:

2003 2002

thousands thousands

Basic weighted average number of ordinary shares 1,276,691 1,274,526
Diltiva share options 3,31 5,754
1,280,032 1,280,280

Adjusted weighted average number of ordinary shares
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23 Consolidated cash flow statement
a Reconciliation of operating profit to net ¢ash inflow from operating activities

2003 2002
£'000 £°000
QOperating profit 155,907 137,680
Depreciation 11,787 14,714
Loss on sale of tangible fixed assets 667 412
Exchange movements 2,067 {3,098}
{Increase)/decrease in stocks {93) 197
Decrease/(increase) in debtors 8,008 (15,679)
Decrease in creditors 7112 (2.882)
Increase in pravision for deferred income 12,598 13,634
Net cash inflow from operating activities 183,829 145,178
b Analysis of changes in net cash
£000
At 1 October 2002 57,512
Net cash movement 38,634
At 30 September 2003 96,146

The net cash balance at 30 September 2003 is disclosed in the balance sheet as cash at bank and in hand of £97,234,000 (2002: £58,795,000), of which £1,088,000 {2002: £1,283,000}
is hald on short tarm deposit.

c Analysis of changes in financing during the year

Share capital Obligations

{including share under

premium and finance

merger reservej Loans leases

£'000 £'000 £'000

At 1 Cctaber 2002 515,725 191,583 21
Acquisiions - 506 -
Gain on options exercised relating to consideration for prior year acquisitions 6 - -
MNon-cash movements 148 6520 -
Exchange movements - {8,116} -
Issue cost of loans - {225) -
Net cash flow from financing 1,161 23,476 21)
At 30 September 2003 517,040 207,544 -
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Notes to the Accounts - continued

23 Consolidated cash flow statement - continued
d Reconciliation of net cash flow to movement in net debt (inclusive of finance leases)

2000

Incroase in cash in the year 38,634
Reduction in short term deposits {131}
Issue cost of loans 225
Cash inflow from increase in leans and finance leases (23,455)
Change in net debt resulfing from cash flows 15,273
Loans acquired with subsidiaries {506}
Non-cash movements [620)
Exchange movements 8,052
Mavernent in net debt in tha year 22,199
Net debt at 1 October 2002 (132,809)
Net debt at 30 September 2003 {110,610)

e Analysis of change in net debt {inclusive of finance Jeases)

Arl At 30

October Exchange September

2002 Cash flow Acquisitions Other movements 2003

£'000 £'000 £'000 £'000 £'000 £'000

Net cash at bank and in hand 57,512 38,634 - - - 96,146
Short term deposits 1,283 (131) - - 64) 1,088
Loans due within one year {39.076) 39,204 {280) (37,327 306 {37,173)
Finance leases due within one year 21 21 - - - -
Loans due after more than one year {152,507} {62,455} (226) 36,707 7.810 {170,671}
Total {132,809) 15,273 {506) (620) 8,052 (310,610}

Short term deposits ars inciuded within cash at bank and in hand in tha balance sheet. In the cash fiow column above, ioan movarments are stated not of issue costs.

1 Summary of effects of acquisitions on cash flow

A summary of the net cash outflow in réspect of acquisitions is given in note 18(c). The acquisitions made during the year did not have a material effect on any of the other

cash flow headings.

24 Equity minority interest

The equity minonty interest represents a holding of 43% of the ordinary shares in Sage Software Middle East FZ — LLC, and a 25% holding of the ordinary shares in SPRINT7 Sar.
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25 Financial instruments
An explanation of the Group’s cbiectives, policies and strategies for the role of financial instruments in creating arkd changing the risks of the Group in its activiies can be found in the

Financial Review on pages 18 to 20.

The disclosures below take advantage of the exemption not to include short term debitors and creditors {except for the currency disclosures).

a Interest rate profite
Financia! liabilities

The interest rate profile of the Group’s financial liabilities at 30 September 2003 was:

Fixed rate interest financial liahilities

Financial liabilities on which no interest is paid

Floating rate feighted avarage Weighted average period Weighted average period

Total financlal liabilities Principal interest rate for which rate is fixed Principal to maturity

£'000 £000 £'000 % Years £000 Years

Sterling 21,613 21,313 - ~ - 300 1
US Dollar 198,330 171,475 14,876 6.7 2.0 11,979 1
Eure 809 - 180 6.0 1.5 329 1
Swiss Franc 273 - - ~ - 273 1
Total 220,725 152,788 15,056 6.7 2.0 12,881 1

The interest rate profile of the Group's financial liabilities at 30 September 2002 was:

Fixed rate intersst financiaf fiabilities

Financial [iabilities on which no interest is paid

Floating rate Weighted average Weighted average period Weighted average pericd

Total financlal liabllities Principal interest rate for which rate Is fixed Principal 10 maturity

£7000 £000 £'000 % Years £'000 Years

Sterling 321 - 21 10.0 1 300 1
US Dollar 205,386 188,507 22,833 6.8 3 74,048 1
Euro 243 - 243 8.0 1 - -
Swiss Franc a7 - - - - 67 1
Totai 206,017 168,507 23,097 6.8 3 14,413 1

The floating rate financial ligbilities comprise:
* Sterling denominated bank berrowings that bear interast at a rate of 0.66% abovs LIBOR.
¢ LS Dellar (2002: US Dollar) denominated bank borrowings that bear interest at a rate of 0.55% (2002: 0.55%) above LIBOR (2002: LIBOR).

The financial liabilities on which no interest is paid comprise deferred consideration payable within ore year of £12,681,000 (2002: £9,726,000) and in one to two years of £200,000 {(2002;
£4,687,000). )

Financial assets

The Group has cash deposits of £97,234,000 (2002: £58,795,000) of which £44,145,000 (2002: £36,212,000) is held in US Dollars, £34,444,000 (2002: £15,669,000) is in Furos, and
£3,407,000 (2002; £2,291,000) in other currencies, with the balance being Sterling cash deposits. Al deposits obtain interest at variable rates.

Of the debtors due in more than oné year, on which no interast is paid, £250,000 is denominated in Steriing (2002 £654,000}, £1,457,000 is in Euros {2002: £1,277,000)
and £337,000 is in US Dollars (2002: £443,000). p&a




Notes to the Accounts - continued

25 Financial instruments - continued

b Currency exposure

The Group's other currency exposures comprise only those exposures that give rise 10 net currency gains and losses to be recognised in the profit and loss account. Such exposures reflect
the monetary assets and liabilitiss of the Group that are not denominated in the operating (or “functional”) currency of the cperating unit invalved. At 30 September 2003 and 30 September
2002, these exposures are immaterial to the Group.

¢ Maturity of borrowing facilities
The maturity profile of the Group’s undrawn commitments was as follows:
Undrawn Undrawn
2003 2002
£'000 £7000
in more than two years but not more than five years 137,236 148,093
d Fair value of financial assets and liabilities
Set out below is a comparison by calegory of book values and fair vailes of the Group's financial assets and fiabilities:
Baok value Falr value Book value Fair value
2003 2003 2002 2002
Primary tinancial instruments held or issued to finance the Group's operations: £'000 £'000 £'600 £'000
Cash and short term deposits 97,234 97,234 58,795 58,795
Other debters faling due in mora than one year 2,044 2,044 2,374 2,374
Borrowings repayable within one year @773 (37,669) (39,097} (39,814)
Deferred consideration payable within one year {12,681} (12,681} {9,726) 9,726)
Borrowings repayabla in maore than one ysar (170,671} {170,923} (152,507) {153,302}
Deferred consideration payable in more than one year (200) {260) (4,687) {4,687)

Fair valses shown above hiave been cajculated by discounting cash fliows at provaifing interest rates.

26 Post balance sheet events
On 24 October 2003 the Compary announced that it had acquired Grupo SB, S.A., a leading provider of entry-level accounting software in Spain, for an enterprise value of £49.1m, to be
paid in cash. SP had net cash of £6.6m upon acquisition, giving an equity value of £55.7m for the transaction.

On 14 Novermnber 2003 the Company completed the acquisition of the business and assets of Softline Limited (“Softline™); a company listed on the JSE Securitins Exchangs South Africa.
Tha acquisition was for an equity value of £66.0m, to be financed using the Company’s existing debt facilitios. Softline had net cash of £11.1m as at 31 March 2003, giving an enterprise
value of £54.9m. Softline is a leading provider of business management software in South Africa and Australia.
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Independent Auditors’ Report

Preswi-0USEQ0PERS @

Independent auditors’ report to the members of The Sage Group pic

We have audited the financial statements which comprise the Consolidated Profit and Loss
Account, the Consolidated Balance Sheet, the Consolidated Cash Flow Staterment, the
Consolidated Statement of Total Recognised Gains and Losses, the Recongiliation of
Movements in Equity Sharsholders’ Funds, the Company Balance Sheet and the relaled
notes. We have aiso audited the disclosures required by Part 3 of Schadule 7A 1o the
Gompanies Act 1985 contained in the Remuneration Repaort {“the auditable pat™).

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the annual report and the financial statements in
gocordanica with applicatile United Kingdom law and accounting standards are set out in
the staterment of directors’ responsibilities. The directors are also rasponsible for preparing
tha Remuneration Report.

Our responsibility is to audit the financial statements and the auditable part of the
Remuneration Report in accordance with relevant legat and regulatory requirements and
United Kingdom Auditing Standards issued by the Auditing Practices Board., This report,
including the opinion, has been prepared for and only for the Company's members as a
body in accordance with Section 235 of the Companies Act 1985 and for no other purpose.
Wa do net, in giving this opinion, accept or assume responsibility for any other purpose or
to any other person to whom this report is shown or into whose hands it may come save
where expressly agreed by our prior consant in writing.

Wea report 1o you our opinion as 1o whaether the financial statemenis give a true and falr view
and whether the financial staternents and the auditable part of the Remuneration Report
have been propery prepared in accordance with the Companies Act 1985. We also report
to you if, in our opinian, the directors’ repert is not consistent with the financial statements, if
the Company has not kept proper accounting records, if we have not received all the
information and explanations we require for our audit, or if information specified by law
ragarding directors’ rormuneration and transactions is not disclosed,

Wo road the other information contained in the annual report and consider the implications
for our report if wa become aware of any apparent misstatements or material
inconsistencies with the Snancial statements. The other information comprises only the
Directors’ Report, the unaudited part of the Remuneration Beport, the Chairman'’s and Chief
Executive’s Review, the Financial Review and the Corporate Governance Statement.

We review whether the Corporate Governance Staterment reflects the Company's
compliance with the seven provisions of the Combined Code specified for our review by the
Listing Rules of the Financial Services Authority, and we report if it doas not. Wa are not
required to consider whether the Board's staternants on internal control cover alt risks and
contrals, or to form an opinion on the effectivenass of the Company's or Group’s corporate
governance procedures or its risk and contrel precedures.

Basis of audit opinion

We condusted our audit in accordance with auditing standards issued by the Audting
Practices Board. An audit includes examination, on a test hasis, of evidence relevant to the
amounts and disclosures in the financial statements and the auditable part of the
Remuneration Report. It aise includes an assessment of the significant estimates and
judgements made by the directors in the preparation of the financial statements, and of
whasther the accounting policies are appropriate to the Company’s circumstances,
consistently applied and adequately disclosed.

We planned and porfermed our audit s as to obtain all the information and explanations
which we considered necessary in order 1o provide us with sufficient evidence to give
reasonable assurance that the financial staterments and the auditable part of the
Ramuneration Report are free from material misstatement, whether caused by fraud or other
irregularity or enor. In forming cur opinion we also evallated the cverall adequacy of the
orasentation of information in the financial statements.

Opinion

In our opinion:

» the financial statements give a true and fair view of the state of affairs of the Company and
the Group at 30 September 2003 and of the profit and cash fiows of the Group for the
year then endad;

» the financial statements have been properly prepared in accordance with the Companies
Act 1985; and

» those parts of the Remunsration Report required by Part 3 of Schadule 7A to the
Companies Act 1985 have been properly prepared it accordance with the Companies

Act 1985,
L

frarilo oo

PricewaterhouseCoopers LLP
Chartsred Accountants and Registered Auditors
Newgaste upon Tyne

22 December 2003
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Notice of Meeting

Notice is hareby given that the sixteenth Annual General Mecting of The Sage Group pic wil

be held at Sage Houss, Benton Park Road, Newcastle upon Tyne, NE7 7LZ at 11.00am on

Thursday 4 March 2004 for the foliowing purposes:

Ordinaty Business

To consider and, if thought fit, to adopt the following resalutions which will be proposed as

crdinary resclutions:

1 To receive and consider the audited accounts for the year ended 30 September 2003
togather with the reperts of the directors and the auditors.

2 To declare a finai dividend recommended by the directors of 1.085 pence per ordinary
share for tha year ended 30 September 2003 to be paid on 12 March 2004 to members
whose names appear on the register on 13 February 2004.

3 To re-elact Mr M E W Jackson as a director.
4 To re-slect Mr P A Walker as a director.

5 To re-glect Mr P S Harrison as a director.

6 To re-etect Mr P L Stobart as a director.

7 To re-appeint Messrs PricewaterhouseCoopers LLP as Auditors to the Company and to
authorise the directors to determine their remuneration,

8 That the Remuneration Report forwarded 1o shareholders with this Notice of Annual
General Meeting be approved,

Special Business

As special business, o consider and, if thought fit, fo pass the following resoilaions, of

which rasolution number 9 will be proposed as an ordinary resolution and resolution numger

10 will be proposed as a special resalution:

9 That:

a) subjact to and in accordance with Article 8 of the Company's Articles of Association, the
directors be authorised to allot relovant secunities up 1o a maximum nominal amount of
£4,263,861;

b} all previous authorities under section 80 of the Companies Act 1985 shall cease to have
effect; and

¢) this authority shall expire at the conclusion of the next Annual General Mesting of the
Company.

10 That, subject to and in accordance with Article 7 of the Company’s Articles of Association,

the directors be given power to allot equity securities for cash and that, for the purposes of
paragraph 1(b) of Article 7, the nominal amount 1o which this power Is limited is £639,579.

By Order of the Board

M J Robinson
Secretary

Registored office:
Sage House

Benton Park Road
Nawcastle upon Tyne
NE7 71.Z

12 January 2004

Notes:

A member entitied to attend and vote may appoint one ar more proxies to attend and vote instead of
hirm. A proxy need not also be 2 member.

(il To be valid, a Form of Proxy and any power of attornay or other authority (f any) under which it is
signed {or a duly certified copy theseof) must be lodged with the Company's Registrars, Lioyds TSB
Registrars, The Causeway, Worthing, West Sussex, BN98 6UU, ur received via the sharevote website,
no later than 14.00am on Tuesday 2 March 2004, The completion end return of a Form of Proxy will
not prevent a member who wishes to do so from aftending and veting in person,

(i) Copies of the service contracts and terms of appointment of the directors are available for ingpection
at Sage House, Benton Park Road, Newcastie upon Tyne, NE7 7LZ during normal business hours on
any weekday (weckends and public holidays excepted).

{v) The Gompany, pursuant to Regulation 41 of the Uncertiicated Securities Regulations 2001, spacifies
that only those members registered In the register of members of the Company as at 6.00pm on 2
March 2004 or, in the event that this meating is adjourned, in the register of members 48 hours
batore the time of any adjourned meeting shall be entited to attend o vote at the meeting in respect
of the number of shares registered in their name at that time, Changes to enlries in the register of
members after 6.00pm on 2 March 2004 or, in the event that this meeting is adjourned, in the register
of membars 48 howrs before the time of any adjourned mesting shall be disregarded in determining
the rights of any parson 1o attend or vote at the meeting.

(v) if you return paper and electronic proxy instructions, those received last by the Registrar befare the
latast imo for receipt of proxies will take precedence. You e acvised to read the websile terms and
cenditions of use carstully. Electronic communication faciliies are available to all shareholders and
those who use themn will not be disagvantaged.
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