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Pinnacle Telecom Group plc focuses on the business market across the UK
Driven by leveraging organic opportunites as well as through targeted
acquisitions, we provide a wide range of converged managed solutions including
Managed Support Services, Unified Communications and Collaboration,
Communications and Mobility, Software as a Service (SaaS) and Infrastructure
services.

Pinnacle's strategy is predicated on cross-selling the five elements of our
converged managed services offering The objective is to cross-sell all of the
group’s services into our existing customer base, which strengthens our
customer's reliance on the company, increases our profit per customer and
dramatically decreases the likelihood of our customer’s switching to a competitor.
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Pinnacle Telecom Group Plc Company Number 05259846

HIGHLIGHTS

Financial benchmarks
o  110% increase in gperating profit (2) to £165,299 (2010 £78,647)

e 67% increase in positive EBITDA (1) to £249,880 (2010 £149,379)

»  18% increase In gross profit to £2,464,529 (2010 £2,089,457) a nse of £375,072
+  60% decrease in the loss for the year (3), falling to £98,305 (2010 £246,072)

»  29% ncrease in tumover of 1,913,546 to £8,522,079 (2010 £6,608,533)

s 740% combined turnover growth since 2007

+  84% of tumover now relates to recurnng and contracted revenues
Acquisitions

«  Acquired the Business and Assets of an IP CCTV business, delivenng combined resilient and "always on" 3G and IP
connectivity, for high-profile CCTV mondonng to companies such as Sotheby’s, Unipart and Hilton Hotels

e Acquired the Business and Assets of MacLellan IT Limited, a well estabhished profitable IT company for 186,046,491
shares at a premium af 58% per share, equivalent to £669,767 MacLellan are delivering increased IT consultancy and
support revenues in Scotland

Balance sheet highlights
s Positive cash at the year-end of £452,431 (2010 £697,189)

e  Maiden positive operating cash flows from operating actvities of £25,752 compared to negative £154,377 n 2010

e Added £647,791 of intangible assets, following on from the addition of £205,567 in 2010, which helps strengthen the
group's IT asset base

¢  52% increase In group net assets to £1,813,140 (2010 £1,319,743), an increase of £493,397
BBC high-profile contracts

We continue to supply the BBC with voice and data services for high-profile and prestigious events, which included the Royal
Wedding dunng 2011 We also have confirmed orders in place for London Olympics 2012 as we support the BBC as the host
broadcaster to the world’s media

Strategy

Our strategy of cross-selling the five elements of our converged managed services offering 1s now delivenng positive results The
objective is to cross-sell all the group's services into our existing customer base, which strengthens our customer's reliance on the
company, increases our profit per customer and dramatically decreases the likelihood of our customer's switching to a competitor

Notes
1 EBITDA 15 defined as Eamings before interest, taxaton, depreciation, amortisation of iInlangtbles, exceptional acquistbon costs, share of results of
associates and the embedded fair value adjustment in the convertible loan
2 Operahng profit 1s measured before amorbsaton of intangibles, exceptonal acquisibon costs, share of results of associates and the embedded farr
value adjustment in the convertble lpan
3 Loss forthe year 15 measured after all costs, including the costs of discontinued operations relating to previous years
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CHAIRMAN'’S STATEMENT

“The Group has acquired additional core skills and
continued to innovative. We are proud of the solutions we
offer and of the progress we have made.”

Bill Allan, Chairman

This 1s my second year as Chairman of your company, and | am pleased to announce rapid growth and focused determination in the
pursuit of our geals We set objectives in 2010 to build a value added solutions based business of substance through the leverage of
organic opportunites and targeted acquisiions Since the beginning of that year your company has grown revenues by over 266%
and broadened ts appeal to a larger segment of the UK telecommunications market More importantly, the transformation of
Pinnacle from traditional telephony into a provider of IP and bespoke services has been successful and winning new business

This year the Group acquired MacLellan I'T Limited and Multlayer Limited to complement our existing product set and skilis This
actvity was closely followed in October 2011 by the acquisitions of Online Computer Developments Limited and RMS Managed ICT
Secunty Limited We expect these acquisitions alone to add revenues of about £5 mullion dunng 2012

Although growth by acquisiion consumes management time and focus, our organic growth and ability to nnovate has not been
neglected This financial year we were proud to participate in some high profile and prestigious events where we provided voice and
data solutions for the General Election, the Papal Visit to the UK, and the Royal Wedding These events reinforce our ability to
operate under pressure and to high levels of quality customer service

The Group continues to carefully manage its balance sheet and cash resources Our maiden operating profit from last year more
than doubled to £165,299, and positive net cashflow from operating activities was achieved for the firsttme These were notable
achievements

Our focus for this year is to integrate the acquisitions and build on our core strengths We now have a product set that gives us
additonal profile in the market, with additional skills to enhance and develop our services for the years ahead | have been greatly
impressed by Alan Bonner and his team for their hard work and dedication This has been a fough year for the UK - but a tough year
in which your company became more strongly positioned to compete and grow its business m the UK telecommunication market |
look forward with optimism to the year ahead

Further detail and comment on the results for the full year are contained in the Chief Executive’s Review

Bill Allan
CHAIRMAN
20 February 2012
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CHIEF EXECUTIVE'S REVIEW

2011 has been another very successful year.”

“Our strategy is working”

Alan Bonner, Chief Executive Officer

introduction
| am dehghted to report that our strategy 1s working and 2011 has been another very successful year

Over the last few years, we have seen a convergence of technologies from the IT, data, telecoms and mobile industnes, and In
2010, through the leverage of organic opportunities and targeted acquisitions, we set about transferming Pinnacie Telecom Group
Plc from a well respected telecommunications service provider, into a converged managed services provider Convergence in our
space 1s where a combination of multiple technolegies comes together in a new form, to create secure, next generation IP based
solutions Where previously separate IT, telecoms, connectivty, mobile, and data services have been merged into a single
multi-media scluton, we have seen that customers have been able to deliver increased productivity at a much lower cost, which
enables them to differenbate themseives from their competitors in their chosen market The delivery of a single mulh-media solution
allows us to deliver converged managed services for our customers, specifically tailored to therr business needs across their whole
organisation

We are convinced that Pinnacle will continue to differentiate itself through the delivery of our converged managed senvices strategy
and by cross-seling solutions to our customers In our view, it 1s not acceptable to promote a single product alone, today's
customers demand value for money and search out supphers who can deliver flexible solutions Customers are busy and know
what they want — namely a supplier who can understand their needs, will evaluate the technology, design, implement and manage a
solution that delivers against their objectives

Strategy

Qur strategy Is predicated on cross-selling the five elements of our converged managed services offenng (as detailed below), and is
now delivenng positive results The objective 15 to cross-sell all of the group’s serices into our existing customer base, which
strengthens our customer’s reliance on the company, increases our profit per customer and dramatically decreases the ikelthood of
our customer’s switching to a competitor

Converged managed services offering

1) Managed Support Services

2} Ursfied Communications and Collaboration

3) Communications and Mobility '
4) Software as a Service (SaaS)

5) Infrastructure services
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Pinnacle Telecom Group Plc Company Number 05259845

CHIEF EXECUTIVE'S REVIEW (CONTINUED)
1) Managed Support Services

Managed Support Sevices focuses on IT support and consists of five revenue streams, 1) installation and deployment, 2) deskiop
support, 3) server support, 4) network support and 5} break/fix

We reahsed that in order o roll out our converged managed senvices strategy; we needed to increase our IT capabilty across the
group To this end, we successfully acquired MacLellan IT m August 2011 and followed that with the acquisibion of Online Computer
Developments in October 2011, these two acquisiions have been integrated into our previous IT business of Explore IT Ltd

With these recent acquisitions, we have set about increasing our overall IT revenues from the group's customers, and in line with
our objectives to move our revenues from being almost exclusively generated from traditional telephony, inte revenues generated
from a converged managed service offening, 2011 certainly signals a shift n the atlocation of business resources to this objective
At 30 September 2011, we have seen a quantum shift in the cost of group resources dedicated to our IT offerings, ncreasing from
£639,855n 2010 to £1,542,881 in September 2011 and further demonstrates our commitment in this regard We hope that in 2012,
revenues from Managed Support Services will be much closer to the combined revenues from Mobile and Telecoms

2) Unified communications & collaboration

Unified communications and collaboration consists of six revenue streams, 1) hosted voice (VolP), 2) conferencing services,
3) call centre applicatians, 4) mbound call services, 5) mability solutions, 6) calt recording solutions

In order to deploy our unified communicabons offering, we acquired Solwise Telephony and Stpswitch in January 2010

Through successful delivery of our unified commumications and collaboration solutions, we earn trust from our customers, which in
turn leads to new opportunities for us to supply additional services or bid for new contracts It is through this cycle that we eam our
status as a Trusted Adwisor to our customers We have seen the results of this approach by bulding solutions for some high profile
and prestigious events, including voice and data solutions for the UK General Election and Papal Visit in 2010 and of course the
Royal Wedding in 2011

3) Connectivity and mobility

Pinnacle's hernitage 1s in connectivity and mobility, which consists of seven revenue streams 1) Broadband services, 2) MPLS,
3) Ethemet, 4) SIP Trunks, 5) Voice munutes, 6) Fixed line rental, 7) Mobile services

Whilst on the face of it there seems little to measure between competing offenngs in a crowded market, in the area of connectivity
and mobihty, we challenge the bigger players through our value proposition and have increased revenues whiist maintaining
margins For us to deliver solutions In this way, we need excephonal people and robust vendor relationships We also need a deep
understanding and control of the underlying technolegies that come together to make the connectivity sclution Our preference is te
own the solution from end-to-end, but where we do have to partner, we make sure that we select only the best vendors, those who
can support us to deliver a seamless service to the customer

4) Software as a Service (Saas)

Saa8 1s the new world of cloud computing, it allows us to leverage our data centre assets and deliver recumng revenue, which s
denved from monthfy subscnptions by custemers having access o software applications that are hosted in the cloud and residing in
our data centres There are eight revenue streams to our Saas offening, 1) Secunty, 2) Digital content, 3) Vertical markets, 4) CRM,
5) Business process, 6) Supply chain, 7) Busmess inteligence, 8} Business productity suites

Buoyed by lower start-up and maintenance costs compared to on-premises application deployments, as well as the ability to
distnbute and share applications and documents through the cloud, businesses appette for SaaS applications 1s increasing and wall
become a large percentage of the group’s tumover over tme, particularty in the hosted desktop and CRM space
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CHIEF EXECUTIVE'S REVIEW (CONTINUED)
5) Infrastructure Services

Infrastructure services are another opportunity for us to leverage our data centre assets Consisting of the following four revenue
streams, 1) Colocation and hosting, 2) Platforms as a service (PaaS}, 3) Infrastructure as a Service (1aaS), 4, Data secunty - data
backup, disaster recovery, business continuity

A good example of leveraging our data centre assets Is the acquisition of an [P CCTV business we made in Julty 2011 The UK
CCTV market was an area that we felt we needed to break into because we see it as essenbally an ISP busmess, this allows us to
host the required IP CCTV hardware in our data centres at no extra cost to the company

Most businesses demand round the clock CCTV survelllance from extemal monitoning companies and it was these monitoring
companies that we sought to target as we entered this new service area However, the key differentator for us was service
resiience By offering a reliable IP connection with fatlsafe technology to 2G and 3G as a backup, we have developed a unique and
innovafive solution, combining IP and 2G/3G data into a single solution with seamless automatic fallover We now deliver a
completely outsourced remote secunty and surveillance service, sending threat alerts back to the control centre With this offering,
we now supply Sotheby's, Unipart and Hilton Hotels to name hut a few and look to develop these services further dunng the coming
months and years

Each of the five key elements in our converged managed services offenng above make use of the skills and expertise we have
developed in each of the three underlying indusiry disciplines of Mobile, IT and telecommunications seriaces You will find a
breakdown of the performance n each discipline in Note 4 to the accounts

Cur strategy of cross-seling our customers the five elements of our converged managed seraces, differentiates us from our
compettors who in the main only sell products We sell solutons, a mutually agreed-upon answer to a customers’ problem with
measurable, often transformational improvements

Growth

By effectively executng our strategy, we managed to follow up on the success of last year and more than doubled the maiden
operating profit we achieved in 2010 (before amortisation and exceptional costs), delivering £165,299 for the year to 2011 (2010
£78,647) There is often a balance for a growing company like curs, between profit preservation and investment in growth, but | am
satsfied that we have achieved a good mix and believe we have given ourselves a solid base on which to grow m 2012

In 2011 we achieved revenue growth of 29% cver the previous year, delivening £8,522,079 of sales for the penod With 84% of
tumnover now coming from monthly recurnng contracts, this stable and recumng revenue base allows us to grow the business in
other more opportunistic and one-off areas, such a govemment contracts, education, health and the financial and professional

service sectors Of course, we always look to supplement one-off sales with new and ongoing contracts for suppornt, maintenance ~

and professional services, however, as we execute our plan to cross-sell converged managed senvices for our customers, | would
expect to see the volume of recumng revenues grow overall, but | also expect to see the percentage of non-recurnng revenues
Increase in 2012

2011 has also been another very successful year from our telecommunications revenues, which grew by a further 33% over 2010
levels to just under £7m Much of this increase in turnover was as a result of further developing our parinership with the BBC, other
world broadcasters, media and event companies

2011 year saw our revenues from mobile sales fall 15% on 2010 levels, down to £565,460 from £663,551 10 2010 Thesefiects the
overall reduction seen in the commercial terms being offered to business partners from the mobile networks, plus a general fall In
mobre hardware refresh rates from our customers Mobile network prowiders have also moved away from connection bonuses,
onto a longer-term revenue share model, which realigns our sales efforts and rewards high retention rates

Gross margin from revenues fell from 30 4% in 2010, to 28 9% in 2011, in the main, this was due to lower margins from inbound
non-geographic numbers, which followed a reduction in call rates to 0845 and 0870 numbers Overall though, with the introduction
of tugher margin professional service revenues towards the later part of 2011 and continuing inte 2012, we expect to be able to
maintain regular margins in excess of 30% on an ongoing basis
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CHIEF EXECUTIVE'S REVIEW (CONTINUED)

tn 2011, due e an increase in headcount as a result of recent acquisiticns, we saw a 14% increase n Administration Expenses of
£288,420 over 2010 As business customers increasingly adopt converged technologies, combirung telephony and IT into a single
managed solution, we recognise the importance of increasing our intellectual capital as an orgamisation Our sales effort stretches
across the UK and we increasingly need technical staff to support our customer solutions across the country We have seen that the
SME market prefers to outsource IT and technical development of ther business systems to specialist managed service providers
such as Pmnacle and it 1s this space that we seek to develop further

1t 1s a testimony to the staff within Pinnacle that since September 2009, we have achieved 266% increase 1n revenues with only a
52% increase in Admimistrabion Expenses over the same perod

We still stnve to achieve our first overall posibve profit before tax, but the amorbsation of acquired inlangible assets as a result of
growing partly through acquisiion, creates a challenge in that respect Nonetheless, we remain convinced that a strategy of
acquinng compiementary products, people and innovation into the group at the nght pnce delivers enhanced sharehoider value

Customer Retention

We strive for excellence in our service delivery whilst constantly looking to improve the way we do business, this approach enables
us to Increase the value in our service offenng, and in this way, we successfully punch above our weight and win business from
much larger competitors However, we never underesimate the importance of excellent customer account management, and
retention 15 a key area of focus within a service sector ike ours We regularly monitor the retention of customers on a monthly basis
For a business like ours, where we always lock to cross-sell multiple product solutions to our customers, this 1s an important
measure of our success and chent surveys give us valuable insight into our customer expenence

Each year as part of the audit, we are required to look in detail at the performance of acquired customers who have come into the
group This year and for the second year running, as a result of buying additional preducts and services from other group
companies, we have seen that customer bases acquired in 2009 and 2010 have actually increased their overall revenue with the
group This most recent customer retentton review prompted us to amend our intangible asset amortisation policy for acquired
customer bases post September 2008, as the Directors felt that writing the value of these customer bases down to the profit and
loss account over a penod of five years was too aggressive, given the actual positive retention rates seen We have therefore,
chosen to amortise the remaiming value of customer bases and ntellectual property acquired since September 2008 over the
maximum allowed of ten years This change reduced the amortisation charge in the penod by £82,702

As our strategy of cross-selling the five elements of our converged managed services proposition takes hold, it 1s becoming more
and more comman for customers to take service from many areas of our offening within three years of joining us This 1s testmony
to our account management and customer service efforts Cross-selling increases our profit per customer and dramatically
decreases the likehhood of cur customer's switching to a compettor, thereby improving our customer retention

Acquisitions

Ithas been a successful year on the acquision front, the range of products and services that we now have in our partfolio allows us
to offer converged managed solutions, covenng all areas of design, implementation, training and ongoing management We have a
track record of successfully integrating acquisiions inte the greup and these additions further ingreased the group’s intellectuat
capital and technical service offering We are fortunate to have assembled such a great team of skilled and motivated indmviduals

The acquisition of an IP CCTV business in July 2011 allowed us to break into the CCTV market In 2010, the value of the CCTV
market 1s believed to have increased by an estimated 3% to £1 2bn We see [P CCTV as essentially an ISP business, this allows us
to host the required 1P CCTV hardware in our data centres at no extra cost to the company
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CHIEF EXECUTIVE’S REVIEW (CONTINUED)

The acquisitions of MacLellan IT Limited and Online Computer Developments Limited in August 2011 and October 2011
respectively, were important milestones 1t 1s one thing to develop and sell innovative technical solubions to our customers, but the
implementation and post-sales support of these solutions 1S arguably the most important value added service These acquisitions
brought us a solid base of technical staff with a wide range of desktop, server and wirtualisation expenence All our research shows
that these are the areas where customers will ncrease spend over the next five years Equally important, these acquisibions give us
a strong foothold in the IT services market in Scotiand, expanding our reach across Glasgow, Edinburgh and Fife, from our offices
in Paisley, Glasgow and Dunfermhine This puts us in the nght place, werking hand n hand with our customers te deliver new
technologies into therr business as they grow and granting us trusted adwisor status with all of our customers

This move to develop IT revenues by your Company does not mean that we have forsaken our traditional telephony background
We are experts in connectivity and voice solubons It 1s this expenence ganed over many years, which when coupled with our IT
expertise, puts us i first place to cross-selt converged managed solutions to the UK business communty There is no sign that
revenues in the telephony sector will disappear, although ultmately, over the next ten years, we do see mosl companies moving
from traditional voice, to voice over IP solutions For us, traditional telephony 1s the cash generative elder in our portfolio of services
and gives us the free cash flow to nvest in new and emerging solution based revenues

On the 9th Qctober 2011, we successfully completed the acquisihon of RMS Managed ICT Secunty Lirmted (*RMS™), which was
recently voted McAfee Partner of the Year and can boast a customer base of some of the most prestigious and well-respected
organisations in the world These larger corparate customers trust and rely on RMS to deliver and manage their secunty solutions
and lock down therr networks from attack We are truly delighted to have secured this acguisitton, RMS has a very different
customer profile to the rest of the group companies and we see this as an opportunity to deveiop high-end cross-selling
opportunities of the enlarged customer portfolio into this sector

Whilst a large percentage of the RMS revenues come from recurmng secunty software solutions, our value-add in this growing
market 1s professional senaces We differentiate m this area through our experise from pre-sale design, through to regular
health-checks, audits, stress testing, ongaing training and service management We invest a lot of business resources to ensure
sure that our engineers are fully accredited and trained in afl current and developing technologies, and our relabonship with our
Vendor partners 1s key in this respect

Whilst | expect to grow revenues organically, we will continue to seek out well-priced and timely acquisthons in synergistic markets
to help underpin our organic growth efforts

High-Profile Contracts

This year saw us deliver connectivity solutions to over 170 media events across the UK, supporting broadcasts to countnes all over
the world None were more memeorable than the voice and data broadcasting solutions we supplied for the Royal Wedding in April
2011 This event captured the hearts of the naton and enthralled the rest of the werld in a display of true British ceremony Itwas a
major contract win for us and whilst it was extremely high-profile, it came with no margin for error For the BBC, CNN (USA), Seven
Network (Austraa) and Global Telewision Network (Canada), we supplied services opposite Buckingham Palace at Canada Gate,
the Mall and Horse Guards Road, along Whitehall and Downing Street and opposite Westminster Abbey, | am extremely proud of
the solution that we delivered at this histone event | am delighted to report that the solutons we deployed were delivered without a
ghtch

This year also saw us move into data and connectmty market for UK sporting events with the development of a new relationship
with IMG Media (“IMG") IMG 1s the world's largest ndependent producer and distnbutor of sports programming For IMG 1n 2011
we delivered for voice and data networks for The Women's Golf Open at Camnouste, the Dunhill Links Championship at Carnouste,
St Andrews and Kingshams, and the Johnme Walker Classic Championship held at Gleneagles

We expect to continue to win contracts of this nature and were defighted to announce {post year-end) our involvement mn the
London 2012 Olympic and Paralympic Games
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CHIEF EXECUTIVE’S REVIEW (CONTINUED)
Summary

In summary, 2011 has been another very successful year

We have progressed with our strategy to build a converged managed services business of scale, by cross-selling our customers the
five elements of our converged managed senvices propositon and we are now starting to see posibive results comung through

In the year ended 30 September 2011, we increased our operating profit by 110%, EBITDA by 67%, gross profit by 18% and
tumover by 29% We have now delivered 740% growth in turncver since 2007 and at the same time enhanced shareholder value

In July we acquired the Business and Assets of an IP CCTV business delivening combined restient and "always on” IP and 3G
connectivity, for hugh-profiie IP CCTV monitening We now supply companies such as Sotheby's, Unipart and Hilion Hotels In
August we acquired the Business and Assets of MacLellan IT Limited, a well established profitable IT company for 186,046,491
shares at a premium of 58% per share, equivalent to £669,767 MacLellan are delivenng increased IT consultancy and support
revenues in Scotland

We continue to supply the BBC with voice and data services for high-profile and prestigious events, delivering solutions to over 170
media events m 2011, which included the Royal Wedding We also have confirmed orders in place for the London 2012 Olympic
and Paralympic Games, supporting the BBC as the host broadcaster to the world's media

As a small company surrounded by industry giants, we continually punch above our weight and | would like to take this opportunity
to thank each and everyone who contributed to the result in 2011 We can be extremely proud of the solutions that have been
deployed and the service we deliver to our customers

Importantly however, whilst the penod to 30th September 2011 has been a very successful year, we have made significant
progress post year-end Our strategy Is working and | ook forward to further updating you of our progress as the year uniolds

Alan J Bonner
CHIEF EXECUTIVE OFFICER
20 February 2012
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CORPORATE GOVERNANCE

As the company 1s Listed on AIM it 15 not required to comply with the provisions of the UK Corporate Govemance Code, which 1s
mandatory for companies with a pnmary hsting on the main market of the London Stock Exchange This code, among other things,
sets out standards of good practice in relation tc board leadership and effectiveness, remuneration, accountability and relatons
with shareholders

Although the company 1s not required to comply with the provisions of the Code, the beard 1s committed to ensunng that proper
standards of corporate govemance operate and has established govemance procedures and policies that are considered
appropnate to the nature and size of the Group

Your board considers that at this stage n the Group's development, the expense of full compliance with the UK Corporate
Governance Code 1s not appropriate

Directors and the board

The board directs the Group’s actvites in an effective manner through regular monthly board meetings and monitors performance
through tmely and relevant reporting procedures Where it deems it necessary the board requests reports on specific areas outwith
the nomal reporting regime  Alf directors have access to advice from the company secretary and independent professionals at the
Group's expense Training 1s available for new and other directors as necessary

The board at present compnses one executive and two non-executive directors The size of the board 1s considered to be
appropnate to the current size and character of the Group The non-executive directors are independent of management and any
business or other relationships which could interfere with the exercise of their independent judgment The roles of chairman and
chief executive are separate appointments and it 1s board policy that this will continue

The board has established two committees, the audit committee and the remuneratron committee Membership of both the audit
committee and the remuneration committee 1s exclusively non-executive A nominahons committee wilt be established should it be
required Bill Allan 1s chairman of the remuneration committee and John Anderson of the audit committee

A separate report on directors’ remuneration 1S set out on pages 11 to 13, this 1s to be approved by the shareholders at the annual
general meetng

Under the company's articles of associabon, the nearest number o one third of the board shalt retire each year by rotaton

Accountability and audit

The board considers that the annual report presents a balanced and understandable assessment of the Group’s performance and
prospects The audit committee has wniten terms of reference setting out its authonty and duties and has meetings, at which the
executive director also has the nght to attend, at least once a year with the external auditors The audit committee reviews the:
independence and objectvity of the external auditors The commiitee reviews the nature and amount of the non-audit work
undertaken by the auditors to satisfy itself that there 1s no effect on ther independence The committee 1s satisfied that Grant
Thomnton UK LLP are independent

Risk management
The board has established a nsk register which i1s formally reviewed dunng each calendar year

Going concern

On the basis of a rewiew of cash balances, banking faciiies and the ability to call on certain shareholders to subscrbe to additional
loan notes, together with a review of forecasts and sensibsed cash flows, the Directors have a reasonable expectation that the
Group has adequate resources to continue in operational existence for at least the next 12 months from the date of signing the
financial statements The Directors recognise that the Group must mantain monthly profitability for the business to cover its cost
base and remain within its finance facilities
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CORPORATE GOVERNANCE (CONTINUED)

Internal financial control

The Group has established policies covering the key areas of internal finaneial control and the appropriate procedures, controls,
authonty levels and reporting requirements which must be applied throughout the Group The key procedures that have been
established n respect of intemal financial centrol are as follows

« Financial reporting there 151n place a comprehensive system of financial reporting based on the annual budget which the
board approves The results for the Group as a whole and each business segment are reported monthly, along with an
analysis of key vanances Year-end forecasts are updated on a regufar basis

s Invesiment appraisal applications for capital expenditure are made m a prescnbed format which places emphasis cn the
commercial and strategic as well as the financial justification All significant projects require specific board approval

No system can provide absolute assurance against material misstatement or loss but the Group's systems are designed to provide
reasonable assurance as to the reliability of financial mformation, ensunng proper control over Income and expenditure, assets and
lhabiihes

Relations with shargholders
The company values the views of Its shareholders and recognises their interest in the Group's strategy and performance, board
membership and quality of management

The annual general meeting 1s used to communicate with all shareholder and investor groups, and they are encouraged to
participate  The chairmen of the audit and remuneration committees are available to answer questions Separate resolutions are
proposed on each issue so that they can be given proper consideration and there are resoluttons to receive the annual report and
accounts and the report on directors' remuneration The company counts all proxy votes and will indicate the level of proxies lodged
on each resolution, after it has been deatt with by a show of hands

The company uses Its website, www pinnacletelecomgroup co uk, as a means of providing information to shareholders and other
related partes The company’s annual report and accounts, intenm reports and other relevant announcements are maintained on
the website

Attendance at Board and Committee Meetings
The followang table summanses the number of board and committee meetings held dunng the year and the attendance record of
indvidual directors

Board Audit Remuneration
Aftended Elgible Altended Elgible Attended  Elgible to
to attend to attend attend
W Allan 11 11 1 1 1 1
J C Anderson 11 11 1 1 1 1
A Bonner 11 11 - - - -
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Pinnacle Telecom Group Plc Company Number 05259846

REPORT OF THE BOARD TO THE MEMBERS ON DIRECTORS' REMUNERATION

The remuneration committee has given consideration to the UK Corporate Govemance Code 1ssued by the Financial Reporting
Council in framing #s remuneration policy As the company 1s listed on AIM, it 15 not required to comply with the prowvisions of
Section 412 of the Companies Act 2006 The following disclosures are voluntary as 1s resolution 2 to approve this report at the
annual general meeting

Remuneration committee

The remuneration committee determines, on behalf of the board, the Group's policy for executive remuneration and the indwidual
remuneraton packages for the execubve director In seting the Group's remuneraton policy, the remuneration committes
considers a number of factors, including the following

» salanes and benefits available to executive directors of comparable companies,
+ the need to aftract and retain executives of an appropnate calibre, and
« the continued commitment of executives to the Group’s success through appropnate incentive schemes

The committee meets at least once a year
Remuneration of executive director
The remuneration package of the only executive director compnses the following elements
+ Base salary
The remuneration committee sets the base salary to reflect responsibiliies and the skill, knowledge and experience of the
individual The executive director does not receve a director’s fee
e Bonus scheme
The executive director 15 eligible to receive a bonus on top of his basic salary dependent on individual and Group
performance at the discretion of the remuneration committee Performance conditions are set to ensure they are relevant
and siretching

e Carallowance
The executive director (s entified to a car allowance

o Pensions
There are no pension provisions for the executive director

¢  Share options
The execubive director 1S entitted to participate in share option schemes

»  (Otherbenefits
The executive director receives private medical nsurance

The executive director 1s engaged under a service contract which requires a notice penod of 12 months
Remuneration of non-executive directors

The fees paid fo the nonexecutive directors are determined by the board They are not entitled to recewe any bonus or other
benefits Non-executive directors’ letters of appointment are on a 3 month rolling basis
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Pinnacle Telecom Group Plc Company Number 05259846

REPORT OF THE BOARD TO THE MEMBERS ON DIRECTORS’ REMUNERATION (CONTINUED)
Directors' remuneration

Details of indvidual directors' emoluments for the year (excluding employers national insurance contnbutions) are as follows

Saaryand  Bonus pad or Pension Other 2011 2010
fees paid or recevable contnbutions benefits total total
recevable
£ £ £ £ £ £
Non- Executive
W Allan 31,904 - - - 31,904 18,000
J G Anderson 10,000 - - - 10,000 10,000
Executive
A Bonner 85,800 11,000 - 8,895 105,695 143,169
Totals 127,704 11,000 - §,895 147,599 171,169

Notes Included in “Other benefits” in the table of Directors’ remuneration above, are the costs of share options issued In
accerdance with IFRS 2 Share Based Payments to the Directors as follows

2011 2010
£ £

Name of Director
A J Bonner 7,512 7,512
Total 7512 7.512

Directors’ interests in shares

The interests of the Directors’ in the ordinary shares of the Company at 30 September 2011 together with their interests
at 1 October 2010 were as follows

2011 2010
£ £

Name of Director
W Allan 5,714,286 5,714,286
A J Bonner 189,076,972 187,076,972
J C Anderson 1,428,571 1,428,571

Directors’ interests 1n loan notes
The interests of the Directors n the loan notes of the Company, referred {o In note 16, at 30 September 2011 together with ther
interests at 1 October 2010 were as follows

2011 2010
£ £

Name of Director
A J Bonner 25,000 25,000
J C Anderson - 5,000
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Pinnacle Telecom Group Plc Company Number 056259846

REPORT OF THE BOARD TO THE MEMBERS ON DIRECTORS’ REMUNERATION {(CONTINUED)
Directors’ interests in share options

The interests of the current Directors in options over the ordinary shares of the Company at 30 September 2011 together with therr
interests at 1 October 2010 (or date of appointment if [ater) were as follows

1 October Granted Lapsed 30 September Exercise Prce Date when Expiry date

2010 2011 Exercisable -
A J Bonner 54,545 455 - - 54,545,455 01375p 01-Jul-10 01-Jul-18
A J Bonner 15,000,000 - - 15,000,000 0 3000p 09-Jut-11 09-Jul-19

Two Directors of the Company's subsidianes have been granted options over the shares of the Company as follows

1 October Granted Lapsed 30 September Exercise Prce Date when Expiry date

2010 2011 Exerasable
D Giddens 8,333,333 - - 8,333,333 0 3000p 09-Juk-11 09-Jul-19
B McMillan 2,000,000 - - 2,000,000 0 3000p 09-Jul-11 09-Jul-19

All options granted are dependent on increasing shareholder value above 25% of the mid-market share price at the tme the options
were granted When these ophions were ssued, the Remuneration Commitlee regarded absolute shareholder return as a vald
performance cntena relating to all ophions granted, based on the fact that the Group was not trading profitably and s share pnce
had fallen matenally The Remuneration Committee do, howeve[. regard adjusted EBITDA as the key performance measurement
and future options, if any, will take due regard of this measurement

Of the total options granted to Directors, 71,545,455 options over the Ordinary Shares in the Company have been granted under
the terms of the Company's approved EMI share option scheme and options over 8,333,333 Ordinary Shares in the Company have
been granted under the terms of the Company’s unapproved share option scheme

No other Directors have been granted share options n the shares of the Company or other Group compamies The mid-market price

of the Company's shares at the end of the financial period was 0 347p and the range of pnces durng the penod was between
0475p and 0 30p

By order of the Board

| Bill Allan
: Charman, Remunerahon Committee
20 February 2012
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Pinnacle Telecom Group Plc Company Number 05259846

DIRECTORS' REPORT
for the year ended 30 September 2011

COMPANY NUMBER' 05259846

The Drrectors present their report on the affairs of the Group, together with the financial statements and audttors’ report for the year
ended 30 September 2011

Principal activity
The pnncipal activity of the Group 1s the proviston of telecommunications and IT solutions to businesses within the United Kingdom

Business review

The business review contained within the Chairman’s Statement on page 2 and the Chief Executive’s review on pages 3 to 8,
together with the key performance indicators and pnncipal nsks and uncertainties disclosed below have been provided by the
directors in accordance with the Companies Act 2006

The Company has disclosed the main trends and factors likely to affect the future development, perfiormance and posihon of the
business

Key performance indicator reviaw
The major key performance indicators that the Directors monitor are turnover, EBITDA, gross margin, total Group overheads, cash
and capital expenditure

s  Tumover increased by £1 9m on 2010 levels, increasing contracted recumng revenues to 84% dunng the year
+  Adusted EBITDA, which excludes exceptional tems, was up £100,501 in the year, an increase of 67% over 2010
=  Gross margin increased by £375,072 on the previous year, representing 28 9% of revenues

»  Total administration casts increased by only 14% or £288,420 dunng the year, despite supporting revenue growth of 29%
over the same period

« Cash at the year-end amounted to £452,431, following investment of £143,274 1n capital assets and development and
£55,606 repayment of prior financing achwties, including interest

»  The Group delivered its maiden net pesitive cash flow from operating activities to support the investment program

Pnincipal nsks and uncertainties

Section 417(3) of the Companies Act 2006 provides that the business review must contain a descniption of the pnncipal nsks and
uncertainties The board has established a formal process to identify nsks and uncertainties through the producton and
mamtenance of a nsk register There are a number of pnncipal nsks and uncertainties which have been identified as a result of this
process which could have a matenal impact on the Group’s future performance At all hmes, the board seeks to miigate these nisks
and uncertainties These are not afl the nsks which the beard has idenbified but those prncipal nsks and uncertainties that the
Directors currently consider to be the most matenal In addition to these nisks Note 23 contains details of financial nsks

+  Working capital
Risk The Group's cash rescurces are finde and its borrowing facilibes are himited Although the Group has achieved
monthly profitability (before the amorbsation of ntangibles), there 1s no guarantee that it will remain in profit The directors
recogrise thal the Group must remain profitable for the business to cover its cost base and remain within its finance
resources

Mitigation The board seeks to mibigate this nsk by carefutly managing the costs and cash resources of the Group Cash s
micro managed on a day to day basis by the senior management team
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Pinnacle Telecom Group Plc Company Number 05259846

DIRECTORS' REPORT (CONTINUED)

People

Risk As in many businesses, the ability to hire and retain good people i1s fundamental to the success of the business
Given the current economic cimate, such individuals may be less willng to move to a small business than might
otherwise be the case in times of prospenty This includes quality sales personnel

Miigation The board uses its contacts and significant expenence in the recrutment and selection of employees
Acquisitons also bnng people and talent which we can utilse The board and semior management regularly review
employee salanes and benefits in line with those offered for commensurate rofes in the market to aid retention

Reputational damage

Risk The Group provides an essential service to an extensive client base many of whom rely on the provision of that
service in order to run ther businesses Any diminution in the level of service could have senous consequences for
customer acquisiion and retention

Mitigation Qur high level of recurring revenue and our fow level of customer attntion are evidence of our ability to provide
the level of service required and maintain our reputation in the market Scluttons that are high profile or with critical
deadlines are handled by senior management as part of a project delivery team, headed by a Director

Key suppliers
Risk The Group 1s dependent on certamn key suppliers for the continued operation of its business The most significant of
which are those for electnicity, bandwidih, servers and the delivery of calls and access from licensed operators,
paricularly BT

Mitgabon In all cases these supphes are obtained from reputable organisatons chosen after a thorough selection
process In the case of BT, we rely on the regulatory framework provided by the regulator, OFCOM The Group actively
seeks to marntain good relationships with its chosen suppliers The Group also seeks to mantain either several sources
of supply or alternative sources of supply

Bad debts

Risk The customer base 1s mainly made up of SME customers, who are cne of the groups feeling the effects of the
economic downturn Although we have not yet expenenced any matenal Iift in bad debt, that does not mean to say that
there will not be an increase in 2012 as companies continue to reahgn their cost base We are particularly exposed to a
dealer or reseller running nto difficuities as suppliers would require to be paid wrrespective of the status of the dealer or
reseller

Mitigation A majonty of customers are signed on direct debit which allows us very quickly to know when a customer
defaults, and so take appropnate acton Those that are not on direct debit are also carefully monitored and the Group
takes appropnate action to recover older debt including engaging with a debt collection agency to recover delinquent
debt

Competition

Risk We pnde ourselves in being competiive coupled with having the ability to deliver a solubons based service that
enhances the customer's business Although the economic outiook has marginally strengthened since 2010, a
detenorating chimate might cause buying decisions to move more in the direction of a price based sale compared to a
value based sale Although we have not expenenced this, we may do so in the future

Mibgaton We deliver a complete communications solution to the customer which, in many cases, 1s cheaper than legacy
products Qur disconnect rate 1S modest Due to the nature of VoIP technology, competition exists from the traditional
telecom reseller market as well as from IT services businesses However, the Group considers this as an opportunity as
well as a competitive threat, as most of these businesses do not have thewr own propnetary [P platiorm To mitigate
downward pressure on pnce, the Group sets out to buy services at the highest point in the value chain and will source
supply direct from whoelesale network prowiders, where it cannot cwn the infrastructure from end to end

Page 15




Pinnacle Telecom Group Plc Company Number 05259846

DIRECTORS' REPORT (CONTINUED)

«  Technology
Risk Aswe move towards an IP solubon for our customers’ needs, there 1s an increasing technology nsk, particularly with
the reliability and speed of broadband, which is of fundamental importance to the customer sclution The develapment of
IP 15 moving very quickly, and certain technologtes which exist today may well be obsolete quicker than expected in the
future This would have a negative impact on the Group who would be exposed to higher costs, not necessanly
recoverable from the client

Mitgaton The VolP platform developed by Sipswitch gives the Group ownership of a propnetary solution Solwise is able
to undertake technology development to its own account and does not rely on third parties for its VolP sofution

+ Financing
Risk The Group relies on credit from suppliers on reasonable commercial terms The main creditors tend to be significant
companies The Group does not, at this time, rely on the banking market and 1s therefore somewhat shielded from the
dfficultes associated with overdraft and other loan faciites From dime to ime, the Group has taken out leasing for plant
and vehicles and will continue to do so when required The Group owns no property

Mitigation The Group continues to carefully monitor its cash rescurces, and its forward plans are regularly updated
Should the board believe that additional capital is required, 1t would move quickly to achieve this

The above 1s not an exhaustive ist, and i should not be taken as such, but it does cover the pancipal areas of nsk and uncertainties
which the board continues to focus on

Results and dividends
The Group's loss on ordinary activities after taxation was £190,293 (2010 £270,739) The audited financial statements of the Group
are set out on pages 21 to 50 The Directors do not propose a dvidend for the year ended 30 September 2011 (2010 £Mil)

Directors and their interests
The present membership of the Board 1s as follows

Willlam Allan, Non-Executive Chairman
Alan J Bonner, Chief Executive Officer
John C Anderson, Non-Executive Director

In accordance with the Company's articles of association, Willam Allan will offer himself for re-election at the forthcoring Annual
General Meeting Details of Directors’ interests in the Company’s shares dunng the year, including changes to the make up of the
Board dunng the year, are set out in the report of the Board to the members on Directors’ remuneration on pages 11to 13

Acquisitions

Dunng the year the Company acquired the business assets of Multlayer Limited, a prowider of resiient {P-CCTV solutions and
MacLellan IT Limited, a hughly regarded IT Managed Services prowider covenng East Scottand Post year end, the Group also
acquired Online Computer Development Limited, an IT Managed Services prowvider focused on West Scotland and IT Secunty
experts RMS Managed ICT Security Limited

Substantial shareheldings
At 18 February 2012 the following interests in three per cent or more of the 1ssued ordinary share capital had been notified to the
Company

Number of ordinary shares Percentage held
D Giddens 190,273,709 810
A J Bonner 189,076,972 905
Huntingtower Limited 184,046,491 890
P Goodland 178,273,709 853
S Dronfield 84,136,855 403
S Patel (1) 74,556,571 357

1 Includes the inferests of s wife, N Patel

Page 16
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DIRECTORS’ REPORT (CONTINUED)

Share capital
The share capital dunng the year and the number of ordinary shares reserved for 1ssue are shown in Note 17 to the consolidated
financial statements

Post balance sheet events

On & October 2011, the Company acquired the entire 1ssued share capital of Online Computer Developments Limited, an T
services company based in Scotland Also on 10 October 2011, the Company also acquired Stoke on Trent based IT secunty
experls, RMS Managed ICT Secunty Full details can be found in Note 24

Employee involvement

All companies within the Group use an Infranet system as a source of information on the Group and developments within the
Group, ncluding updates on the Group’s strategy and details of new products and services provided by the Group Information
about all products and services s also available on the websites of the operating companies

Employment of disabled persons

Full and farr consideration 1$ given to applications for employment made by disabled persons having regard to their particular
aphtudes and abilites Appropnate training is arranged for disabled persons, including retraining for alternative work of employees
who become disabled, to promote their career development within the organisation

Suppher payment policy and practice

The Company and its subsidianes agree the terms of payment when negotiating the terms and conditions for their transactions with
their supphers Payment 1s made in compliance with those terms, subject to the terms and conditions of the relevant transaction
having been met by the supplier Trade creditor days of the Group at 30 September 2011, calculated in accordance with the
requirements of the Companies Act 2008, were 47 days {2010 53 days) Trade creditor days of the Parent Company at 30
September 2011, were 36 days (2010 81 days) This represents the ratio, expressed in days, between amounts invoiced to the
Company and its subsidianes in the year by their suppliers and the amounts due, at the year-end, {o frade creditors faling due for
payment within one year

Financial nsk management and cbjectives
Details of financial nsk management and objectives are contaned in Note 23 to the consolidated financial statements

Financial instruments

The Group's financial mstruments compnse cash and hquid resources and finance leases together with vanous items such as trade
debtors and trade creditors that arise directly from s cperattons The main purpose of these financial instruments 1s to provide
finance for the Group's operations The main nsk to the Group 1s interest rate nisk ansing from floating rate interest rates

The Group's borrowings at 30 September 2011 compnise finance leases totalling £23,857 (2010 £49,653) The interest rates on the
finance leases are fixed for the term of the lease at between 7 5% and 12%

On 30 September 2009, Pinnacle created £250,000 unsecured convertible loan notes in units of £5,000 On 30 September 2010,
notes for a nominal value of £125,000 were 1ssued at par The loan notes are not transferable and may be redeemed (in whole or in
part) by Pinnacle, at its sole discretion, at any time The loan notes become repayable on demand in the event of a specified default
by Pinnacle

On & October 2011, Pinnacle created a further £500,000 unsecured convertible loan notes in units of £2,000 The loan notes are
not {ransferable and may be redeemed (in whole or in part) by Pinnacle, at its sole discretion, at any tme The loan notes will
become repayable on demand in the event of a specified default by Pinnacle

All loan notes are convertible into ordinary shares by Pinnacle at any time after the second anniversary following issue, or
altemmatively by the holders of the loan notes at any time following the penod of thirty days after the second anniversary of the loan
notes The interest accrues on a day to day basis and is payable monthly in arears

The directors consider the value of the loan notes to be £138,529 taking into consideration the principal sum of £120,000 and the

far value of the early prepayment aption, should the loan be converted into shares, less the present value of the interest payable in
arrears as governed by IAS32 Addiional information on financial instruments 1s included in Note 16
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DIRECTORS' REPORT (CONTINUED)

Research and Development

As part of the acquisitions of Sipswitch Limited in 2010 and MacLeilan IT Limited in 2011, the Group acquired a number of
propnetary software applications The Group 1s committed to the conbinued research and development of advanced technicat
apphcations that enhance the services and solutions avallable to customers, where they demonstrate potential to generate future
profitable revenue streams

Political and ¢hantable donations
The Group did not make any chantable or pahibical donations in exther the current or the previous year

Environmental policy
The Group acknowledges the importance of environmental matters and where possible uses environmentally-frnendly policies in all
its offices such as recycling and energy-efficient practices

Awareness of relevant audit information
So far as each of the directors, at the time the report 1s approved, 1s aware

+ thereis no relevant audit nformation of which the auditors are unaware, and
« the directors have taken all the steps they ought fo have taken to make themselves aware of any relevant audit
information and to establish that the auditors are aware of that information

Website disclaimer

The mamtenance and integnty of the Pinnacle Telecom Group plc website 1s the responsibilty of the directors The work camed out
by the auditor does not involve consideration of these matters and, accordingly, the auditors accept no responsibility for any
changes that may have occurred to the financial statements since they were initially presented on the website

Legisiation in the United Kingdom governing the preparation and dissemination of the financial statements may differ from
legislation m the other junsdictions

Annual General Meeting
Notice of the Annual General Meeting 1s set out on pages 59 to 62 Information relating to certain of the resolutions 15 given or
referred to in the notes forming part of the notice

Auditors
Grant Thornton UK LLP offers themselves for reappointment as auditors in accordance with section 489 of the Companies Act 2006
and a resolution will be proposed at the forthcoming Annual General Meeting

By order of the Board

QQ.L» § )vec\zi&ﬁ
WJIM Secretanes Limited (A-O )

Company Secretary
20 February 2012
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STATEMENT OF DIRECTORS' RESPONSIBILITIES

The directors are responsible for prepanng the Annual Report of the Group and the Parent Company Financial Statements in
accordance with applicable faw and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that law the Directors have
prepared the Group Financial Statements in accordance with Intemational Financial Reporting Standards {IFRSs) as adopted by
the European Union and the Parent Company Financial Statements in accordance with United Kingdom Generally Accepted
Accounting Practice {United Kingdom Accounting Standards and applicable laws) Under company law the directers must not
approve the financial statementis unless they are sabsfied that they give a true 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 penod In preparing those financial statements, the Directors are
required to

» select suitable accounting policies and then apply them consistently,
e make Judgements and accounting estimates that are reasonable and prudent,

e for Group financial statements, state whether applicable IFRSs have been followed subject to any matenal departures
disclosed and explained in the financial statements;,

s for Parent Company financial statements, state whether applicable UK Accounting Standards have been followed,
subject to any matenal departures disclosed and explained in the financial statements, and

e prepare the financial statements on the going concern basis unless 1t 1s inappropnate to presume that the Group will
continue In business

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the company’s
transactions and disclose, with reasonable accuracy at any time, the financial position of the Company and to enable them fo
ensure that the financial statements comply with the Companies Act 2006 They are also responsible for safeguarding the assets of
the Group and hence for taking reasonable steps for the prevention and detection of fraud and other imegulanties
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Pinnacle Telecom Group Plc

Company Number 05259846

INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF PINNACLE TELECOM GROUP PLC

We have audited the Group financial statements of Pinnacle
Telecom Group ple for the year ended 30 September 2011
which compnse the consolidated mcome statement,
consolidated statement of comprehensve income,
consolidated statement of financial position, consoclidated
statement of changes in equity, consolidated statement of
cash flows and the related notes  The financial reporting
framework that has been applied in theirr preparation 1s
apphcable law and International Financial Reporting
Standards (IFRSs) as adopted by the European Union

This report 1s made solely to the company's members, as a
body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Qur audit work has been undertaken
so that we might state to the company's members those
matters we are required to state to them n an auditor's
report and for no other purpose To the fullest extent
permitted by law, we do not accept or assume responsibility
to anyone other than the company and the company's
members as a body, for our audit work, for this repor, or for
the opinions we have formed

Respective responsibilities of directors and auditor

As explained more fully in the Directors’ Responsibilities
Statement set out on page 19, the directors are responsible
for the preparation of the Group financial statements and for
being satsfied that they give a true and far view Our
responsibiiity 15 to audit and express an opinion on the
Group financial statements in accordance with applicable
law and Intemational Standards on Auditng (UK and
Ireland) Those standards require us to comply with the
Audsting Practices Board's (APB's) Ethical Standards for
Auditors

Scope of the audit of the financial statements

A description of the scope of an audit of finanaial staternents
1s provided on the APB's website at

www fre org uk/apbiscopelprivate cfm

Opinion on financial statements
In our opinion the Group financial statements

s« gve a true and farr view of the state of the Group's
affars as at 30 September 2011 and of its loss for the
year then ended,

. have been properly prepared in accordance with
IFRSs as adopted by the European Union, and

» have been prepared n accordance with the
requirements of the Companies Act 2006
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Opinion on other matter prescnbed by the Companies
Act 2006

In our opinion the information given in the Directors' Report
for the financial year for which the Group financal
statements are prepared 15 consistent with the Group
financial statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following

Under the Companies Act 2006 we are required to repart to
you If, in our opinion

. certain  disclosures of directors’ remuneration
specified by law are not made, or

e we have not receved all the nformation and
explanations we require for our audit

Other matter

We have reported separately on the parent company
financial statements of Pinnacle Telecom Group ple for the
year ended 30 September 2011

(o AL

Andrew Howie

Senior Statutory Auditor

for and on behalf of Grant Thornton UK LLP
Statutory Auditor, Chartered Accountants

1 - 4 Atholl Crescent,

Edinburgh

EH3 BLQ

20 February 2012




Pinnacle Telecom Group Plc Company Number 05259846

CONSOLIDATED INCOME STATEMENT
for the year ended 30 September 2011

Year ended Year ended
2011 2010
Note £ £
Revenue - 4 8,522,079 6,608,533
Cost of sales (6,057,550} (4,519,076)
Gross profit 2,464 529 2,089,457
Administrative expenses (2,299,230) (2,010,810
Operating profit before amortisation of intangibles and
exceptional costs 165,299 78,647
Share of profit/(loss) from assaciate 10 8,684 (1,830)
Exceptional costs relatng to acquisibon 3 (23,031} (18,216)
Embedded farr value adjustment in convertible loan 16 (10,062} (8,467)
Amorhisation of intangibles (239,195) (296,206)
QOperating loss 5 (98,305} {246,072)
Interest receivable 349 3
Interest payable (19,360} (22,495)
Finance costs 8 (19,011} (22,492)
Loss before tax (117,316) (268,564)
Taxation 18 {997) 18,904
Loss for the penod from continuing operations 19 (118,313) {249,660)
Discontinued operations
Loss for the penod from discontinued operations {71,980) (21,079
Loss for the year (190,293) (270,739)
Loss per share
- basic and fully diluted - continuing 8 {00)p (001)p
- basic and fully diluted - discontinued 8 0 00p 0 00p
- hasic and fully diluted - total 8 (0 01)p {0 0)p
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CONSOLIDATED INCOME STATEMENT (CONTINUED)
for the year ended 30 September 2011

Year ended Year ended
Eamings before Interest, Taxation, Depreciation 201 2010
and Amortisation (EBITDA)
£ £
Operating loss (98,305) (246,072)
Add back amorsation 239,195 296,206
Add back depreciation 108,890 99,244
EBITDA for the year 249,880 149,379
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
for the year ended 30 September 2011
Year ended Year ended
201 2010
£ £
Loss for the year from total operations (190,293} (270,739)
Total comprehensive negative imcome for the year (190,293) (270,739)
Aftrbutable to equity holders of the parent (190,293} (270,739)
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Pinnacle Telecom Group Ple

Company Number (05259846

CONSOLIDATED STATEMENT OF FINANCIAL POSITION
as at 30 September 2011

2011 2010

Note £ £
Non-current assets
Intangible assets 9 1,267,813 T 889,217
Investments in Associated Companies 10 176,559 167,875
Research and Development Asset 1 220,544 195,834
Property, plant and equipment 11 166,989 136,244
Total non-current assets 1,831,905 1,359,170
Current assets
Inventories 13 97,661 73,190
Trade and other receivables 14 1,576,303 1,220,871
Cash and cash equivalents 15 452,431 697,189
Total current assets 2,126,395 1,991,250
Total assets 3,958,300 3,350,420
Liabilities
Short term borrowings (9,976) (27,115)
Trade and other payables (1,092,069} (968,006)
Other taxes and social secunty costs (170,162} (176,814)
Accruals and other payables (844,071) (649,614}
Total current habilibes 16 {2,116,278) (1,821,549)
Non-current iabiibies
Long term borrowings 16 (28,882) {209,128)
Total habilities (2,145,160} {2,030,677)
Net assets 1,813,140 1,319,743
Equity
Share capital 5,667,056 5,481,009
Share prermum account 4,044,052 3,560,331
Merger reserve 283,357 283,357
Other reserve 38,948 25,026
Far value adjustment (1,084,130) {1,064,130)
Profit and loss reserve {7,156,143) (6,965,850)
Total equity 17 1,813,140 1,319,743

These financtat statements were approved and authonsed for 1ssue by the Board of Directors cn 20 February 2012

Signe: ehalf of the Board of Directors by

A J Bonner

Chief Executive Officer

The accompanying accountng pehcies and notes form an integral part of these financial statements

COMPANY NUMBER 05259846
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Pinnacle Telecom Group Plc

Company Number 05259846

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

for the year ended 30 September 2011

Share Share Merger Other Far Retained

capital premium Reserve  reserve value earnings Total
At 1 October 2009 5,316,488 3,238,902 114,392 11,104 (1,064,130) (6,695,111} 921,645
Loss and total comprehensive - - - - - (270,739}  (270,739)
loss for the penod and expense
for the pencd
Transactions with owners
Share Issue 164,521 - - - - 164,521
Share based payments - - - 13,922 - - 13,922
Premium on Share Issue - 321,429 168,965 - - - 490,394
Total Transactions with owners 164,521 321,429 168,965 13,922 - 668,837
Total movements 164,521 321,429 168,965 13,922 - (270,739) 398,098
Equity at 30 September 2010 5,481,009 3,560,331 283,357 25,026 (1,064,130) (6,965850) 1,319,743
At 1 October 2010 5,481,009 3,560,331 283,357 25026 (1,064,130) (6,965,850) 1,319,743
Loss and total comprehensive - - - - - {190,293)  {190,293)
loss for the penod and expense
for the perod
Transactions with owners
Share Issue 186,047 - - - - 186,047
Share based payments - - - 13,922 - 13,922
Premium on Share |ssue . 483,721 - - - 483,721
Total Transactions with owners 186,047 483,721 - 13,922 - 683,690
Total movements 186,047 483,721 - 13,822 - {190,293) 493,397
Equity at 30 September 2011 5,667,056 4,044,052 283,357 38,948 (1,084,130) (7,156,143) 1,813,140

Note

* Represents the difference between tha far value of the custorner base meastred using IFRS2 and the actual consideration pard for the assels of the business

The accompanying accounting policies and notes form an integral part of these financial statements
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Pinnacle Telecom Group Pic

Company Number 05259846

CONSOLIDATED STATEMENT OF CASH FLOWS
for the year ended 30 September 2011

2011 2010
£ £
Cash flows from operating activities
Loss before taxation (117,316) (268,584)
Adstments for
Depreciation 108,990 99,244
Amortisation 239,195 296,206
Share of (profitiloss from associate (8,684) 1,830
Share option charge 13,922 13,822
Farr value adjustment for convertible ioan 10,062 8,467
Interest expense 19,011 22,492
Payment of corporation tax {997) -
Increase In trade and cther receivables {318,467) (216,973)
increase in inventones (24,471) (42,445}
Increasef{decrease) in trade payables, accruals and other 104,507 (68,556)
creditors
Net cash flow from operating actwties 25,752 (154,377)
Cash flows from discontinued activities
Loss of discontinued activiies before taxation (71,980 {21,079)
Cash flows from investing activities
Acquisibion of business assets, net of cash acquired (45,000) {20,525)
Caprtalisabon of Software Development costs (68,000)
Purchase of property, plant and equipment (30,274) (93,377)
Interest receved 349 3
Net cash used in Investing activities (142,925) {113,899)
Cash flows from financing activities
Issue of shares - 450,000
Repayment of convertible loans (5,000) -
Payment of finance lease labilites (31,245) (23,703)
Interest paid (19,360) (22,495)
Net cash from financing activities (565,605) 403,802
Net (decrease)fincrease in cash (244,758) 114,447
Cash and cash equivalents at beginming of penod 697,189 582,742
Cash and cash equivalents at end of penod 452,431 697,189
Cash and cash equivalents compnse
Cash and cash equivalents 452431 697,189
Bank overdraits - -
452431 697,189
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Pinnacle Telecom Group Plc Company Number 05259846

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1 General information

Pinnacle Telecom Group pic 1s a company incorporated in the United Kingdom under the Companies Act 2006 The address of the
registered office 15 given on the inside back cover of this report The nature of the Group's operations and its pnngipal activities are
set out in the Chief Executive’s Review and Directors’ report The financial statements are presented m pounds sterling because
that is the currency of the pnmary economic environment in which each of the Group's subsidianes operates

1.1. Basis of preparation

These consoldated financral statements have been prepared in accordance with Intermational Financial Reporting Standards and
IFRIC interpretations endorsed by the European Umion {EU) and with those parts of the Companies Act 2006 applicable to
companies reporting under IFRS

The financial statements have been prepared under the histoncal cost convention The measurement bases and pnncipal
accounting pelicies of the Group are set out below The pnncipal accounting policies of the Group have remained unchanged from
the previous year

On the basis of a review of cash balances, banking faciliies and the ability to call on certain shareholders to subscribe to additional
loan notes, together with a review of forecasts and sensitised cash flows, the Directors have a reasonable expectation that the
Group has adequate resources to continue In operational existence for at least the next 12 months from the date of signing the
financial statements The Directors recognise that the Group must maintain monthly profitability for the business to cover its cost
base and remain within its finance facilites

The accounting policies that have been applied n the opening balance sheet have also been applied throughout all penods
presented in these financial statements

12 New standards and interpretations of existing standards that are not yet effective and have not been adopted early by
the Group

The International Accounting Standards Board and the Intemational Financial Reporting Interpretations Committee have 1ssued the
following standards and interpretations with an effective date after the date of these financial statements

IFRS § Financial Instruments (effective 1 January 2013)
Prepayments of a Mimmum Funding Requirement

These standards are not yet effective and have not been adopted early by the Group, neither are they expected to have any
matenal impact on the Group's consolidated financial statements

The financial statements for the year ended 30 September 2011 were approved by the Board of Directors on
20 February 2012

2 Pnncipal Accounting Policies

a} Basis of consolidation

The Group financial statements consolidate those of the Company and all of its subsidiary undertakings drawn up to 30 September
2011 Subsidianes are enbdties over which the Group has the power to cantrol the financial and operating policies so as to obtan
benefits from its actvities The Group obtains and exercises control through voting nghts

Unrealised gains on transactions between the Group and its subsidianes are ekminated Unrealised losses are also eiminated
unless the transaction provides ewidence of an impaiment of the asset transferred Amounts reported in the financial statements of
subsidianes have been adjusted where necessary to ensure consistency with the accounting policies adopted by the Group

Acquisiions of subsidianes are dealt with by the purchase method The purchase method involves the recogmition at farr value of all
idenbfiable assets and liabilites, including contingent habilites of the subsidiary, at the acquisiion date, regardless of whether or
not they were recorded n the financial statements of the subsidiary pnor to acquisiion On imibial recognition, the assets and
abilities of the subsidiary are included in the consolidated balance sheet at their fair values, which are also used as the bases for
subsequent measurement in accordance with the Group accounting policies
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Pinnacle Telecom Group Plc Company Number 05259846

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
a) Basis of consolidation (continued)

Goodwill 15 stated after separating out identifiable intangible assets Goodwill represents the excess of acquisition cost over the farr
value of the Group's share of the identfiable net assets of the acquired subsidiary at the date of acquisibon Associates are those
entities over which the Group has significant influence but which are nesther subsidianes nor interests m jont ventures
Investments in associates are recognised ibally at cost and subsequently accounted for using the equity methed  Acquired
investments in associates are also subject to purchase method accounting However, any goodwil] or far value adjustment
attnbutable to the share i the associate 1s included in the amount recognised as ivestment in associates

All subsequent changes to the share of interest in the equity of the associate are recognised in the Group's carmying amount of the
investment  Changes resulting from the profit or loss generated by the associate are reported in "share of profits of associates” in
the consohdated income statement and therefore affect net results of the Group

These changes include subsequent depreciation, amortisation or impatrment of the fair value adjustments of assets and habilites

ltems that have been recagnised direclly in the associate's equity are recognised in the consolidated equity of the Group
However, when the Group's share of losses in an associate equals or exceeds its interest in the associate, including any unsecured
receivables, the Group does not recognise further losses, unless it has incurred obligations or made payments on behalf of the
associate  |f the associate subsequently reports profits, the investor resumes recognising its share of those profits only after its
share of the profits equals the share of losses not recognised

Unrealised gains on fransactions between the Group and its associates are eliminated to the extent of the Group's interest in the
associates Unrealised losses are also eliminated unless the fransacton provides ewidence of an impairment of the asset
transferred Amounts reported in the financial statements of associates have been adjusted where necessary to ensure consistency
with the accounting policies adopted by the Group

b} Goodwill

Goodwill representing the excess of the cost of acquisition over the fair value of the Group's share of the identifiable net assets
acquired 1s capitalised and reviewed annually for impairment Goodwill 1s carmed at cost less accumulated impairment losses Refer
to Pnncipal Accounting Policy () fer a descnption of impairment testing procedures

¢) Revenue and revenue recognition

Revenue compnses the farr value of the consideration received or recewvable for the sale of goods and services in the ordinary
course of the Group’s activiies Revenue 1s shown net of value-added tax, retums, rebates and discounts and after elimmnating
sales within the Group

The Group recognises revenue when the amount of revenue can be reliably measured, it1s probable that future economic benefits
will flow from the transaction and specific cntena have been met for each of the Group's activities as descrnibed below The amount
of revenue 1s not considered to be reliably measurable until all contingencies relating to the sale have been resolved The Group
bases its estimates on prior expenence, taking into consideration the type of customer and the type of transaction

The Group recognises three segments for monitoring and reporting purposes

*  Mobile services
« T
«  Other telecommunications services

Mobile services

Mobile network services {veice and data) pnncipally consist of service and usage charges Service charges are recognised evenly
over the penod to which the service relates Usage charges are recognised i the penod when the service 15 received by the
customer

Where pencd discounts are offered, the discount 1s spread evenly over the contract Commissions recewvable from mobile network

operators for new connections or the resigning of an existing contract are recognised in ine with the fulfilment of the associated
obligation Separate prowision 1s made for any anticipated lablites
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS {CONTINUED)
c¢) Revenue and revenue recognition (continued)

T

Revenue attnbutable to the maintenance and support of systems 1s invaiced in accordance with the contract and recognised on a
straight-ine basis over the support perod Deferred income anses where services are invoiced in advance of performance The
amount 1s released to the income statement in subsequent penods with reference to the stage of completion of the transaction at
the balance sheet date

Other telecommunications services

Fixed line network services (voice and data) prncipally censist of service and usage charges Service charges are recognised
evenly over the penod to which the service relates Usage charges are recogrused in the pened when the service 1s recaived by the
customer Where penod discounts are offered, the discount 1s spread evenly over the contract

The Group sells and installs telephony systems Revenue from the sale and installation of hardware and asscciated licences Is
recognised in the income statement when the significant nsks and rewards of ownership have passed to the buyer, usually on
installabon External costs assoctated with the mstallation are recorded as work-in-progress untl the revenue has been recognised
Revenue in respect of licences 1s only recognised where there are no ongoing obligations Where ongoing obligations exist revenue
15 deferred as approprate The system may be sold as part of

a package including network services and maintenance Customer discounts, such as free maintenance or free Ime rental for a
penod of the contract, are apportioned between the system sale and the associated service based on sales value

The Group provides maintenance services for telephony systems Revenue 1s recogrised evenly over the contract penod Fees
charged to customers for the prowision of maintenance and support services is recognised on a straight ine basis over the penod of
the related agreement

Revenue from the sale and installation of hardware 1s recognised in the income statement when the significant nisks and rewards of
ownership have passed to the buyer, usually on installation Costs associated with this revenue are recognised in the same month

d} Foreign currencies

Transactions in foreign currencies are translated at the exchange rate ruling at the date of the transaction Monelary assets and
habiihes in foreign currencies are translated at the rates of exchange ruling at the balance sheet date All other exchange
differences are dealt with through the income statement

e) Property, plant and equipment
Property, plant and equipment, which include moter vehicles, are stated at cost, net of depreciabon and any prowision for
impairment The depreciation policy 15 contained in Principal Accounting Policy (h)

f)} Disposal of assets

The gain or loss ansing on the disposal of an assetis determined as the difference between the disposal proceeds andg the carrying
amount of the assel and is recognised in the income statement The gan or loss ansing from the sale or revaluzation of held for sale
assets ts included in “Loss for the year from discontinued operations” in the income statement Any revaluation surplus remaining in
equity on disposal of the asset 1s transferred to the profit and loss reserve

g) Discontinued operations N
A disconbnued operation 1s a cash generating unit, or a group of cash generating units, that either has been disposed of, or is
classified as held for sale, and

s represents a separate major hne of business or geographical area of operations,

s s partof a single cocrdinated plan to dispose of a separate major line of business or geographical area of operations, or
o 15 asubsidiary acquired exclusively with a view {o resale
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

g) Discontinued operations (continued)
The disclosures for discontinued operations in the current and pnor year relate to all operations that have been discontinued by the
balance sheet date for the latest penod presented

h} Depreciation
Depreciation is calculated on a straight hne basis so as to wnte off the cost of an asset, less its estimated residual value, over the
useful economic life of that asset as follows

Plant and equipment —three years

IT equipment ~three years

Fixtures, fithings and leasehold improvements —three years
Motor vehicles —three years

Software development —five years

Matenal residual value eshmates are updated as required, but at least annually, whether or not the asset is revalued

i} Intangible fixed assets

Intangible assets mainly compnse the far value of customer bases and other identifiable assets acquired which are not included on
the balance sheets of the acquired companies A farr value calculation i1s carmed cut based on evaluating the net recumng income
stream from each type of intangible asset Intangibles are initially recognised at fair value, and subsequently camed at fair value,
less accumulated amortisation and impairment The following items were 1dentified as part of the acquisitions of entbies by the
Group

- Maintenance confracts amortised over 5 to 10 years
- Customer lists to be amortised over 5 to 10 years
- Custom Voice over internet systems to be valued and amortised over a maximum of 10 years

1} Imparrment testing of goodwril, other intangible assets and property, plant and equipment

For the puiposes of assessing imparment, assets are grouped at the lowest levels for which there are separately identifiable cash
flows (cash generating units) As a result, some assets are tested indmwdually for impairment and some are tested at cash
generating unit level

Goodwill 1s allocated to those cash generating units that are expected to benefit from synergies of the related business combination
and represent the lowest level within the Group at which management monitors the related cash flows Impairment reviews are
carmned out using five year cash flow projections, with a 15% weighted average cost of capital Cash flows from acquired customer
bases are assumed to decrease at a rate of 20% per annum Goodwili and other intangtble assets with an indefinite useful ife, and
those intangible assets not yet available for use, are tested for iImparment at least annually All indvidual assets are tested for
impairment whenever events or changes in circumstances indicate that the carrying amaunt may not be recoverable

An impairment loss 1s racognised for the amount by which the asset's camying amount exceeds its recoverable amount The
recoverable amount 15 the higher of fair value, reflecting market conditions less costs to sell, and value in use based on an intemal
discounted cash flow evaluation Impairment losses are credited to the carrying amount of the relevant asset With the exception of
goodwill, all assels are subsequently reassessed for indicabons that an impairment loss previously recogmised may no longer exist

k) Leased assets

In accordance with 1AS 17, the economic ownership of a leased asset is transferred to the lessee If the lessee bears substantially all
the nsks and rewards related to the ownership of the leased asset The related asset is recogrised at the time of inception of the
lease at the far value of the leased asset or, if lower, the present value of the mmmum lease payments plus incidental payments, if
any, to be borne by the lessee A comesponding amount 1S recognised as a finance leasing hability
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

k) Leased assets (continued)

The nterest element of leasing payments represents a constant proportion of the capital balance outstanding and 1s charged to the
income statement over the pencd of the lease All other leases are regarded as operating leases and the payments made under
them are charged to the ncome statement on a straight line basis over the lease term Lease incentives are spread over the term of
the lease

Iy Inventones and work in progress
Inventones are stated at the lower of cost and net realisable value, after making due allowance for obsolete and slew mowving items
and the cost s calculated using the FIFO basis Work in progress relates to costs incurred on part completed work

m) Taxation

Current tax 15 the tax cumently payable based on taxable resuits for the year

Deferred income taxes are calculated using the hability method on temporary differences Deferred tax 1s generally provided on the
difference between the carmying amounts of assets and habilibes and therr tax bases However, deferredtax i1s not prowded on the
inisal recognition of goodwili, nor on the mibal recogmtion of an asset or lability unless the related transaction 1s a business
combination or affects tax or accounting profit

In addition, tax losses avallable to be carned forward as well as other income tax credits to the Group are assessed for recognition
as defemed tax assets Deferred tax habilities are prowided in full, with no discounting Deferred tax assets are recognised to the
extent that it 1s probable that the underying deductible temporary differences will be able to be offset against future taxable income

Current and deferred tax assets and liabilites are calculated at tax rates that are expected to apply to their respective penod of
realisation, provided they are enacted or substantively enacted at the balance sheet date

Changes in deferred tax assets or labilibes are recognised as a component of tax expense in the income statement, except where
they relate to items that are charged or credited directly to equity, in which case the related deferred tax 1s also ¢charged or credited

directty to equity

n} Financial assets

Financial assets are dmvded into the following categones loans and recewables Financial assets are assigned to the different
categones by management on mitial recogmition, depending on the purpose for which the mnvestments were acqured The
designation of financial assets 1s re-evaluated at every reporting date at which a choice of classification or accounting treatment 1s
avallable

All financial assets are recogrused when the Group becomes a party to the contractual provisions of the instrument All financial
assets are Jnitially recogmised at far value, plus transaction costs

Derecogmition of financial assets occurs when the nghts to receive cash flows from the investments expire or are transferred and
substantially all of the nsks and rewards of ownership have been transferred An assessment for impairment 1s undertaken at least
at each balance sheet date

Interest and other cash flows resultng from hclding financial assets are recognised in the iIncome statement when receivable,
regardless of how the related carrying amount of financial assets 15 measured

Loans and receivables are non-denvative financial assets with fixed or determinable payments that are not quoted in an active
market They arnse when the Group provides money, goods or senices directly to a debtor with no intention of trading the
recevables Loans and recevables are subsequently measured at amortised cost using the effective interest rate method, less
prowision for imparrment

Any change In their value through impairment or reversal of impairment is recognised in the ncome statement
Prowision agamnst trade receivables 1s made when cbjective evidence 15 receved that the Group will not be able to collect all

amounts due to it n accordance with the onginal terms of those recevables The amount of the wite-down 1s determined as the
difference between the asset’s carrying amount and the present value of estimated future cash flows
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NOTES TC THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

o) Cash and cash equivalents
Cash and cash equivalents compnise cash on hand and demand deposits, together with other short-term, highly liquid Investments
that are readily convertible into known amounts of cash and which are subject to an insignificant nsk of changes in value

p) Financial habilities

Fmnancial habiiibes are obligations to pay cash or other financial instruments and are recognised when the Group becomes a party
to the contractual prowisions of the instrument All interest related charges are recognised as an expense in ‘finance cost in the
income statement Loan notes are raised for support of long-term funding of the Group's operations The financial hability ansing on
the loan notes is camed at amorhsed cost The embedded denvative, which represents an embedded prepayment option, 1s carned
at fair value

Finance charges, including premiums payable on setiement or redemption, and direct 1ssue costs are charged to the income
statement on an accruals basis using the effective interest method and are added to the camrying amount of the nstrument to the
extent that they are not settled in the penod in which they anse

Dividend distributions payable to equity shareholders are included in ‘other short-term financial iabiites' when the dividends are
approved in general meeting pnor to the balance sheet date

q) Equity
Equity compnises the following

«  ‘Share capial represents the nominal value of equity shares

+  ‘Share premum’ represents the excess over nominal value of the farr value of consideration recerved for equity shares,
net of expenses of the share 1ssue

s ‘Merger reserve’ represents the excess over nomnal value of the farr value of consideration receved for equity shares,
net of expenses of the share issue, in connection with acquisitions
‘Other reserve’ represents equity-seftied share-based employee remuneration unhil such share options are exercised
‘Far Value Adjustment’ represents the difference between the market value at the date of issue of shares to satisfy
acquisitions and the value agreed with the vendors relating to these acquisitions

« 'Profit and loss reserve’ represents retained profits and accumulated losses

r) Employee benefits
Share-Based Payment - Equity settled

All material share-based payment arrangements are recognised in the financial statements All goods and services received In
exchange for the grant of any share-based remuneration are measured at therr far values Fair values of employee services are
ndirectly determined by reference to the fair value of the share options awarded Therr value Is appraised at the grant date and
excludes the impact of non-market vesting conditions {for example, profitability and sales growth targets)

All share-based remuneraton 15 ulhimately recognised as an expense In the income statement with a corresponding credit to ‘other
reserve’ [f vesting penods or other non-market vesting conditions apply, the expense 1s allocated over the vesting perod, based on
the best available eshmate of the number of share options expected to vest Estimates are subsequently revised if there 15 any
indication that the number of share options expected to vest differs from previous estmates

Any cumulative adjustment prior to vesting 1s recognised in the current penod No adjustment 1s made to any expense recognised in
pnior penods if share options ultmately exercised are different to that estmated on vesting
Upon exercise of share ophions the proceeds received net of attnbutable transaction costs are credited to share capital

s) Cntical accounting judgements and key sources of estimation uncertamnty
Cntical judgements in applying the Group’s accounting policies
The Group has made two business asset acquisitions dunng the year from Multlayer Limited and MacLellan IT Limited The

allocation of fair values to the tangible assets and the idenbfication and valuation of intangible assets affects the goadwill and the
assignment of that to the cash generating unit, recognised in respect of the acquisition
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

s) Cnitical accounting judgements and key sources of estimation uncertainty (continued)
Estimates and judgements around the allocation of fair values are continually evaluated and are based on histoncal expenence and
other factors, including expectations of future events that are believed to be reasonable under the circumstances

Key sources of estimation uncertainty

The key assumptions conceming the future and other sources of estmation uncertainty at the balance sheet date that have a
significant nsk of causing a matenal adjustment to the carrying amounts of assets and habilites within the next financial year are
discussed below

intangible assets

Intangible assets are non-physical assets which have been obtained as part of an acquisition and which have an identifiable future
economic benefit to the Group at the point of acquisiion Customer bases are valued at acquisibon by measuring the future
discounted cashflows over a five year penod from the date of acquisiton assuming diminution for retention at 80% per annum,
using a 15% weighted average cost of capital IT systemns and software development are valued at cost

Determining whether intangible assets are impared requires the judgement of whether there 15 an impament indicator
Management consider losses in acquired subsidianes to be an imparment indicator and perform regular tests to measure the future
cash flow’s to ensure that the loss 1s due to operating costs, restructunng costs and not a result of the performance of the intangible
assets

The key judgement for the carrying value of intangible assets Is the cash flows associated with the mtangible assets Each of the
intangible assets held by the Group continues to generate discounted positive cash flows and therefore management are satisfied
there 1s no impairment indicator

Impairment of goodwill

Determning whether goodwill 1s iImpaired requires an estmation of the value in use of the cash generating units to which goodwill
has been allocated The value in use calculation requires the entity to eshmate the future cash flows expected to anse from the
cash generabing unit and a suitable discount rate in order to caleulate the present value

Share-based payments

The Group measures the cost of equity-settled transactions by reference to the farr value of the equity instruments at the date at
which they were granted Judgement i1s required in determiming the most appropnate valuation model for a grant of equity
instruments depending on the terms and conditions of the grant Management are also required to use certain assumptions in
determining the most appropnate inputs to the valuaton model including expected life of the option, volatility, nsk free rate and
dividend yield The assumptions and models used are fully disclosed in note 7

Contingent consideration

Under IFRS 3 Business combinations, contingent consideration 1s included in the cost of a business combination to the extent that
it 15 deemed probable and can be measured rehiably This requires management to assess the probability and to estimate the
financial impact of events on which consideration 15 contingent

3 Acquisitions

3.1. Acquisition of Multilayer Limited

On 7 July 2011, Pinnacle Telecorn Plc acquired the customer agreements and intellectual property nghts restding in Multlayer
Limited for a total consideration of £45,000 in cash The acquisition of this IP CCTV business allowed the Group to enter the CCTV
market at low cost and enhances the offenng to Group customers 100% of the consideration relates to the customer base and was
satisfied i full pnor to 30 September 2011 Exceptional costs in relation to the transachion were £3,081

In the twelve months prior to acquisition, Multiayer Limited generated IP CCTV revenues of £106,957, but was loss making
Following the successful integration of the core IP technology into the Paisley Data Centre, this business 1s cash generabve As a
result of this acquisttion, the IP CCTV customer base generated revenues of £26,529 between

7 July 2011 and 30 September 2011
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS {CONTINUED)

31 Acquisttion of Multifayer Limited (continued)

It 1s not possible to separately identrfy the revenues, costs and operating profits of the assets acquired with any degree of certamnty,
for the penod 1 October 2010 to 6 July 2011 for disclosure under IFRS3(R) as only part of the trading assets of Multlayer Limited
were acquired by the Group

3 2 Acqusition of MacLellan IT Limited
On 1 August 2011, the Group acquired the business and assets of MacLellan IT Secunty Limited for a total consideration of
£669,767 satisfied by the issue of 186,041,491 ordinary shares at a pnce of O 36p per share, being the mid-market price per share
at the close of business on 29 July 2011 The sellers are unable to dispose of any shares, subject to certain exceptions, until a 20
month penod has elapsed after completion

The acquisition delivered a solid base of technical staff with a wide range of desktop, server and wirtualisation expenence to allow
the Group's to further develop its plan of cross-selling reciprocal business into the customer base

The total purchase price of £669,767 was allocated as £602,791 for the intangible asset relating {0 the customer base, £60,279 for
the intellectual property nghts relating to the Maimstay leisure management applhcaton, £5,893 relating to tangible fixed assets and
£804 to stock tems Excephonal costs in relation to the transaction were £12,450

As a result of tus acquisition, the MacLellan IT customer base generated revenues of £132,214 between 1 August 2011 and 30
September 2011 It 1s not possible to separately dentify the revenues, costs and operating profits of the assets acquired with any
degree of certainty, for the period 1 October 2010 to 31 July 2011 for disclosure under IFRS3(R) as only part of the trading assets of
MacLellan IT Limited were acquired by the Group

4 Segment Reporting

The chief operating decision-maker has been identified as the Chief Executive Officer ("CEQ") of the Company The CEQ reviews the
Group's internal reporting i order to assess performance and to allocate resources The Company has determined its aperating
segments based on these reports

The Group currently has three reportable segments

*  Mobile services - this segment provides a range of mobile services and solubons to miere and SME companies

« [T - this segment provides a wide range of IT focused solutions to both SME and middle market companies, including
Voice over IP (VolP’) implementations

¢ Other - this sector covers a range of telecommunications serices including calls and line rental

Information regarding the operation of the reportable segments 1s included below The CEO assesses the performance of the
operating segments based on revenue and a measure of Earmings before Interest, Depreciation and Amortisation (EBITDA) before
any allocation of Group overheads or charges for share based payments Segment EBITDA s used to measure performance as the
CEO believes that such information 1s the most relevant in evaluating the results of the segment The Group’s EBITDA for the year
has been caiculated after deducting Group overheads from the EBITDA of the three segments as reported internally The Group
overheads include the cost of the Board, the costs of mantaining a listing on AIM, legal and professional fees, and the costs of
sharehelder communicatons including the costs of retaining 2 Nominated Adwvisor and a Broker

The segment infarmation 1s prepared using accounting policies consistent with those of the Group as a whole

The assets and habilites of the Group are also revtewed by the chief operating decision-maker on a segment basis and have been
disclosed All segments are continuing operations No customer accounts for more than 10% of extemal revenues Inter-segment
transactions are accounted for using an arms-length.commerciai basis
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4 1 Analyss of revenue 20114 2610
£ £
By business sector
Mobile services 565,460 663,551
IT 1,042,036 742,070
Other telecommunications services 6,914,583 5,202,912
Continuing operations 8,522,079 6,608,533
Total revenue 8,522,079 6,608,533
By destination
United Kingdom 8,522,079 6,608,533
Total revenue 8,522,079 6,608,533
2011 2010
By ongin £ £
Continuing operations
Pinnacle Telecom plc 1,538,436 1,327,003
Accent Telecom UK Limited 4,850,938 3,504,104
Solwise Telephony Limited 1,294,080 1,008,372
Pinnacle Cloud Solubions Limited
(formerty Glen Communications Linited} 798,625 48,295
Other group companies - 720,759
8,522,079 6,608,533
Total revenue 8,622,079 6,608,533
By recurring nature
Recumng - continung operations 7,142,835 5,343,492
Non-Recurning - conbnuing operations 1,379,244 1,265,041
8,522,079 6,608,533
Total revenue 8,522,079 6,608,533
4 2 Analysis of net loss after tax
2011 2010
4 2 1 By business sector £ £
Mobile services
Profit from operations before amortisation 38,241 46,083
)
Loss from operations before amortisation (10,613) (55,378}
Amortisation (54,789) (54,789)
Loss from operabions after amortisation (65,402) {110,168)
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4.2 Analysis of net loss after tax (continued)

2011 2010
£ £
Other telecommunications services
Profit from operations before amortisabion 487,162 372,788
Amortisation (184,406) (241,417}
Profit from operations after amorbisation 302,756 131,371
Head office (393,608) {316,946)
Continuing operations (118,313) {249,660)
IT - discontinued operations (71,980} (21,079)
Total losses (190,293} (270,739)
2011 2010
£ £
4 2 2 By destination
United Kingdom {(190,293) (270,739}
2011 2010
£ £
423 Byongin
Pinnacle Telecom ple 127,755 163,897
Accent Telecom UK Limited 469,557 155,529
Sohwise Telephony Limited (13 January to 30 September) (84,143) 60,754
Pinnacle Cloud Soluttons Limited
{formerly Glen Communications Limited) 4462 (34,866)
Head Office and other group companies {396,749) (372,765)
Profit from continuing operations before exceptional items 120,882 46,546
Amortisation (239,195) (296,206)
Eclectic Group Limited and | G Software Limited -
discontinued operations (71,980} {21,079}
Total losses (190,293 (270,739)
4 2 4 By recumng nature 2011 2010
£ £
Recumng - coninuing operations 82,949 04,146
Nen-Recurring - continuing operations 37,933 (47,600}
Profit from continuing operations before excephonal items 120,882 46,546
Amortisation {239,185) {296,206)
Non-Recurring - discontnued operations {71,980 (21,079)
Total losses (190,293} {270,739)
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4 3 Analysts of assets and habilitres

Other
telecommunicabions  Discontnued
Mobile IT Services operations Total
Assets
Intangible assets - 783,085 484,728 - 1,267,813
Investments in Assoctated Companies 176,559 - - 176,559
Property, plant and equipment - 329,074 58,459 - 387,533
Total non-cument assets - 1,288,718 543,187 - 1,831,905
Cther
telecommunications  Discontinued Total
Mobile IT Services operations
Current assets
Inventornes - 34,653 63,008 - 97,661
Trade and other receivables 52,053 386,431 1,137,819 - 1,576,303
Cash and cash equivalents 33,503 53,219 365,469 240 452431
Total current assets 85,556 474,303 1,566,296 240 2,126,395
Total assets 85,556 1,763,021 2,109,483 240 3,958,300
Liabihties
Short term borrowings - - {9,976) - (9,976)
Trade and other payables - (240,325) (833,659) (18,085)  (1,092,069)
Other taxes and social secunty costs - (56,844) (113,128) {190) (170,162)
Accruals and other payables {9,032) (113,480} (589,306) (132,253} (844,071)
Total current iabilities {9,032) (410,649) (1,546,069) (150,528}  {2,116,278)
Total non-current hiabihes - - (28,882) - (28,882)
Total hiabilities {9,032 (410,649} (1,574,951)  (150,528)  (2,145,160)
Net assets / (habilities) 76,524 1,352,372 534,532  (150,288) 1,813,140
5. Operating loss 2011 2010
£ £
Loss from operations 1s stated after charging
Depreciation of owned fixed assets 108,990 99,244
Other operating lease rentals
- buildings 52440 57,837
Auditors' remuneration - audit of parent company 10,000 7,000 |
- audit of subsidiary companies 24,650 23,000 |
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6 Finance income and finance costs
Finance cost includes all interest-related income and expenses The following amounts have been included in the income
statement ine for the reporting penods presented

2011 2010
£ £
Interest income resulting from short-term bank deposits 49 3
Finance income 349 3
Interest expense resulting from
- Convertible loan 12,000 12,500
- finance leases 6,101 4,997
- other commercial loans - 774
- bank overdrafts 1,259 1,700
- overdue taxation - 2,524
Finance costs 19,360 22,495

T Employee costs

71 Directors and employees
At 30 September 2011 the Group employed 37 staff The average number of staff employed by the Group during the financial
year amounted to

2011 2010

Number of management staff 6 6

Number of cperational staff 21 18

Total 27 24
Employee numbers are stated including Directors

7 2 Employee remuneration

2011 2010

£ £

Wages and salaries : 866,661 665,004

Share option costs 13,922 13,822

Social secunty costs §7,627 66,719

Total 968,110 745,645

7.3. Share-based remuneration

The Company has an HMRC approved EMI share option scheme as part of the remunerabion of senior management There 1s also an
unapproved share option scheme n place which is used where the individuals do not falt under the rules of the approved scheme The
maximum term of current arrangements under the EMI scheme ends on 1 July 2018

The unapproved scheme has no set term In both schemes, upon vesting, each option aliows the holder to purchase one ordinary
share al the pre-agreed option price All share-based employee remuneration will be settled in equity The Group has no fegal or ather
obligation to repurchase or seftle the options The perfarmance cntena attached to the outstanding options 1s based on total
shareholder refum The helder can only exercise the option if the share pnce exceeds 25% of the share pnce at the tme the option
was granted
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73 Share-based remuneration {continued)

2011 2010
weighted average Weghted average
exercise pnce exencise pnce
Number £ Nurnber £
Qutstanding at 1 October 104,878,788 000167 65,212,122 000167
Granted - - 39,666,666 0003
Lapsed - - - -
Quistanding at 30 September 104,878,788 000187 104,878,788 0 00167
At 30 September 2011, Pinnacle Telecom Group pic has granted the following outstanding share options
2011 2010
weghted weighted
Weighted average weighted average
average remamning average rematning
exercise pace contractual Ufe exerase pnce  contractual life
Number £ Months Number £ Months
Earliest exercise date
2005 666,667 003 38 666,667 003 50
2011 64,545,455 0001375 81 64,545,455 0001375 93
2011 39,666,666 0003 93 39,666,666 0003 105

In total £13,922 of employee remuneration expense has been included in the consolidated income statement for 2011 {2010
£13,922) The farr value of options granted was calculated using the option pricing madel, incorporating the following key assumptions

| 2011 | ! 2010 |

Number of options 39,666,666 64,545,455 666,667 39,666,666 64,545,455 666,667
Valatility 75% 75% 50% 75% 75% 50%
Spot Price 0003 0001375 003 0003 0001375 003
Interest rate 450% 4 50% 4 52% 450% 4 50% 4 52%
Dmdend yield 0% 0% 0% 0% 0% 0%
Vesting penod (years) 2 3 1 2 3 1
Option value weighted

average exercise pnece £0 0185 £0 00889 £00147 £0 0185 £0 00869 E0 0147
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74 Directors
Details of indwidual Directors’ emoluments for the year (including empioyers nabonal insurance contnbutions shown betow) are as
follows
Fees and salanes Bonus Employers NI Other Totals
contributions Benefits {incl Employers NI)
2011 2010 2011 2010 2011 2010 2011 2010 2011 2010
£ £ £ £ £ £ £ £ £ £
Non- Executive
W Allan 31,904 18,000 - - 4084 2,304 - - 35,988 20,304
J C Anderson 10,000 10,000 - - 1,280 1,280 - - 11,280 11,280
G J Duncan (1) - 22,032 . - - 2820 - 435 25,287
Executive
A Bonner 85,800 85,800 11,000 49,200 10,982 17,280 8,895 8,169 116,677 160,449
Totals 127,704 135,832 11,000 49,200 16,346 23,684 8,895 8,604 163,945 217,320

D Giddens, a director of a subsidiary company received fees dunng the year of £66,667 (2010 £66,667)

Benefits include the costs of share options 1ssued in accordance with {FRS 2 Share Based Payments to the Directors of the Company

as follows
2011 2010
£ £
Name of Director
A J Bonner 7,512 7.512
G J Duncan (1} - 435
Total 7,512 7,947
(1) Graham J Duncan ceassed to be a director on 29 March 2010
8 Total and continuing loss per share
2011 2010
£ £
Loss attributable to ordinary shareholders — continuing operations 109,657 249,660
Loss atinbutable to ordinary shareholders - discontinued operations 71,980 21,079
Loss attributable to ordinary shareholders 181,637 270,739
Number Number

Weighted average number of ordinary shares (n 1ssue

1,898,436,808

1,732,688,226

Loss per share (pence) - continuing operations 001 001
Loss per share {pence) - discontinued operations 000 000
Loss per share {pence) — total 001 001
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8 Total and continuing toss per share {continued}

Both the basic and diluted eamnings per share have been calcuiated using the net loss after taxation attributable to the shareholders

of Pinnacle Telecom Group plc as the numerator

The weighted average number of outstanding shares used for basic eamings per share amounted to 1,898,436,808 shares

(2010 1,732,688,226) followng the 1ssue of 186,046,491 shares as part of the acquisition of MacLellan IT Limited on 1 August 2011
Due to the losses incurred by the Group the share oplions are anti-dilutive

9 Intangible assets

2011 2010
Fair value at cost Date of acquisiion £ £
Explore IT Limited - Maintenance Contracts 04 September 2006 100,000 100,000
Pinnacle Telecom plc - billing system 08 June 2007 150,000 150,000
Pinnacle Telecom plc - customer base 08 June 2007 443,163 443,163
Sports Club Telecom Limited - customer base 25 June 2007 123,946 123,946
Colloguium Limrted - customer base 04 June 2008 136,444 136,444
Accent Telecom UK Limited - customer base 11 June 2010 459,000 459,000
Solwise Telephony Limited - customer base 13 January 2011 291,300 291,300
Multilayer Limited — customer base 01 July 2011 45,000 -
MacLellan IT Limited 10 August 2011 602,791 -
2,351,644 1,703,853

Amortisatton to date.
Explore IT Limited - Maintenance Contracts 100,000 80,000
Pinnacle Telecom plc - billing system 150,000 150,000
Pinnacle Telecom plc - customer base 384,075 295,443
Sports Club Telecomn Limited - customer base 105,354 80,564
Colloquum Limited - customer base 88,689 61,400
Accent Telecom UK Limited - customer base 171,088 133,534
Solwise Telephony Limited - customer base 70,463 43,695
Muttilayer Limited — customer base 1,122 -
MacLellan IT Limited — customer hase 13,040 -
1,083,831 844,636
Carrying amount at 30 September 1,267,813 859,217
2011 2010
£ £
Net intangtble assets at 1 October 859,217 864,123
Intangible asset additions 647,791 291,300
Amortisation in penod {239,195) (296,206}
Net intangible assets at 30 September 1,267,813 869,217

Intangible assets are non-physical assets which have been obtained as part of an acquisition and which have an identifiable future

econamic benefit to the Group at the point of acquisition
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9. Intangible assets {continued)

Prior to 1 October 2010, the Group's policy was for customer lists, IT systems and Maintenance contracts to be amortised over a
maximum of 5 years from the date of acquisition Following a rewiew of this policy and in light of improved actual customer retention
rates expenenced since 30 September 2008, the Group has amended its policy from 1 October 2010 onwards as follows

Acquired Acquired
Pnor to 30 September 2008 01 Gctober 2008 onwards
- Maintenance contracts to be amortised over a penod 5 years 10 years
- Customer lists to be amortised over a penod of 5 years 10 years
- Custom Voice over internet systems to be amortised over a penod of 5 years 10 years

The review of this policy affected the lives of a number of Intangible assets including the acquisitions of Accent Telecom UK Lirnited
and Solwise Telephony Limited The revision results in the following change in the onginat trend of amortisation as follows

Financial Year 30 September | 2012 2013 2014 2015 After 2016

Decrease/(Increase) in amortizaticn E' 82,702 82,702 53,114 (49,758) (168,760)

For the purposes of assessing imparmment, assets are grouped at the lowest level, for which there are separately identifiable cash
flows (cash generating units) As a result, where there 1s an impairment indicator in accordance with IAS 36, some assets are tested
indivtdually for impairment and some are tested at cash generating unit level

Customer lsts are assessed annually for impairment by measuning the actual post-acquisiion cash flows of indwidual customers
purchased from the date of acquisiton and projecting these cash flows forward over time The calculation at 30 September 2011
showed that each of the acquired customer lists will continue to generate positive cash flows in excess of their net camying value at
year-end, despite the existence of operating losses which are not as a result of the performance of the intangible assets In addibon,
the projected revenues from the custom voice over mtemet systems are forecast to generate cash flows greater than thesr carrying
valug at year-end On the basts of the impairment reviews performed, the directors conclude that no further imparrment of intangible
assets 1s required at 30 September 2011

10. Group Investments

10 1 Pnncipal subsidiary undertakings

Holding Country of Incorporation Shares Nature of business
Pinnacle Cloud Solutions Limited
{fomerly Glen Commumicaens Limited)  100%  Scotland Crdinary IT Services
Pinnacle Telecom plc 100%  Scotland Ordinary/Preference Telecommuntcations
Accent Telecom UK Limited 100%  England and Wales Ordinary/Preference Telecommunications
Sohwise Telephony Limited 100%  England and Wales Ordinary/Preference Telecommunications
Sipswitch Limited 100%  England and Wales Ordinary/Preference Vaice over Intemnet

10 2 Associate company

As part of the acquisition of Accent Telecom UK Limited in 2010, the Group acquired a 40% investment in the ordinary share capital of
Stnpe21 Limited, a company registered in England and Wales This is being accounted for using the equity method where the
investment in Stnpe21 was inihally recogmsed at cost and has its carmying amount adjusted to recognise the Group's share of the profit
or loss of Stripe21, after the date of acquisthon Stripe21 Limited has an accounting reference date of 30 June
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10 2 Associate company (continued) 2011 2010
£ £
Far value of investment in associated company - Stnpe21 Limited 167,875 169,705
Share of profitf{loss) from associate 8,684 (1,830}
Investment in associated company at 30 September 176,559 167,875
11 Property, plant and equipment Fixtures and Plant,
fitings and machmery
IT leasehold and motor
Equipment mprovements vehides Software Total
£ £ £ £ £
Cost of assets
At 1 October 2010 643,380 137,499 54,039 216,448 1,051,366
Additions 25,274 5,000 - 68,000 98,274
Additions by acquisibon 4,893 - 1,000 60,279 66,172
Disposals
At 30 September 2011 673,547 142,499 55,039 4,727 1,215,812
Cost of assets
At 1 October 2009 578,904 135,351 42,020 - 756,275
Additrions 29,945 1,957 29,909 61475 123,286
Additions by acquisition 50,403 191 - 154,973 205,567
Disposals (15,872) - {17,890) - (33,762)
At 30 September 2010 643,380 137,499 54,039 216,448 1,051,366
Fuxtures and Plant,
fitings and machinery
T leasehold and motor
Equipment mprovenents vehicles Software Total
£ £ £ £ £
Depreciation
At 1 October 2010 565,194 115,498 17,982 20,614 719,288
Charge for the year 50,637 2,776 11,283 44,295 108,991
At 30 September 2011 615,831 118,273 29,265 64,909 828,278
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11 Property, plant and equipment (continued}

Fixtures and Plant,

fithngs and machinery

T leasehold and motor
Equipment Improvements vehicles Software Total
£ £ £ £

Depreciation
At 1 October 2009 489,650 103,238 29,055 - 621,943
Additions by acquistion 31,863 - - - 31,863
Charge for the year 59,553 12,260 6,817 20614 99,244
Disposals {15,872) - {17,890) - (33,762)
At 30 September 2010 565,194 115,498 17,982 20,614 719,288
Net Book value at 30 September 2011 57,715 24,228 25,774 279,819 387,533
Net Book value at 30 September 2010 78,186 22,001 36,057 195,834 332,078
12 Leases

12 1 Finance leases

Pinnacle Telecom Group ple has finance leases which relate to assets used within the Group The net carrying amount of the assets
held under the leases 1s £27,953 (2010 £51,674) The assets are ncluded under (T Equipment and Motor Vehicles The amounts
held under hire purchase agreements are secured on the assets concerned Future mimmum lease payments as at

30 September 2011

Within 1 year 1to5years  More than 5 years Total
£ £ £ £
Finance lease payments due 9,976 13,881 - 23,857

12 2 Operating leases
The Group’s mimimum operating lease payments all refate to land and buildings as follows

Within 1 year 1to5years More than 5 years Total
Land and buildings £ £ £ £
As at 30 September 2011 42,756 21,567 - 64,323
As at 30 September 2010 43135 56,238 - 99,373

Lease payments recogmsed as an expense dunng the year amounted to £52,440 (2010 £57,837) No sublease income 1s expected as
all assets held under lease agreements are used exclusively by the Group The terms left on the non-cancellable feases can be
summansed as follows

n-cancell
Rented since Non-ca able

term left
Property
101 Abercom Street, Paisley 1995 6 months
Brooke House, Northampton 2010 21 months
Home Farm, Kelty 2011 3 months
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12 2 Operating leases (continued)

Operating leases do not contain any contingent rent clauses None of the operating lease agreements contain renewal of purchase
ophons or escalation clauses or any restnctions regarding dvdends, further leasing or addiional debt

13 Inventones

2011 2010

£ £

Consumables 70,835 53,631

Work in Progress 26,826 19,559

Inventones 97,661 73,190
14 Trade and other receivables

2011 2010

£ £

Trade recewables 772,978 495,375

Prepayments and accrued income 803,325 725,496

1,576,303 1,220,871

Trade debtors at the balance sheet date compnse amounts recevable from the prowision of IT and telecommunications services The
average credit penod taken on the prowision of these services i1s 31 days (2010 25 days} Trade receivables are stated net of an
impairment for estmated recoverable amounts of £81,715 (2010 £71,181} This impatrment has been determined by reference to
known 1ssues Wnte offs are made when the imecoverable amount becomes centain The carrying value of trade and other
recevables approximates to ther far value

At 30 September 2011 trade receivables amounting to £418,419 (2010 £233,120) were past due but not mparred
The age of trade recevables not impaired 15 as follows

2011 2010

£ £

Not past due (less than 30 days) 354,559 262,255
30 - 59 days 164,954 92,764
60 - 89 days 139,222 102,238
90 - 119 days 16,379 16,420
120 days + 97,864 21,698
772,978 495,375

Credit nsk

The Group's main nsk relates to trade receivables which are stated net of the provisions abave No collateral is held as secunty
against these debtors and the camying value represents the fair value The Group does not identify specific concentrations of credit
nsk with regards to trade and other receivables, as the amounts recognised represent a large number of recevables from vanous
customers, including some government and public authonties
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15 Cash and cash equivalents

201 2010
£ £
Cash at bank and in hand 452,431 697,189

Cash balances are held with a small number of counter partes The figure at 30 September 2011 has been helped by the
micro-management of cash dunng the year, and particularly at the year end The majonty of bank accounts are held with HSBC plc

16 1 Trade and other payables 201 2010
£ £

Bank overdrafts . -
Bank loans N N
Finance ‘ease liability 23,857 49 653
23857 49 653

Less non-current portion of finance leases (13,382} (22,538)
Short-term borrowings 9,975 27115
Trade payables 1,092,069 968,006
Accruals and other payables 717,419 619,614
Contingent consideration — Solwise Telephony — short term element - 30,000
Effective repayment to acquire investment — short term element 3,123 -
Convertible loan notes — short term element 123,529 -
Other taxes and social secunty costs 170,163 176,814
Trade and other payables 2,116,278 1,821,549

Note 12 1 contains further information on the finance lease liabiity

The fair values of the trade and other payables has not been disclosed as due to therr short duration, management considers the
carrying amounts recognised in the balance sheet to be a reasonable approximation of their far value

On 30 September 2009, Pinnacle created £250,000 unsecured convertible loan notes in umits of £5,000 On 30 September 2009,
notes for a nominal value of £125,000 were issued at par The loan notes are not transferable and may be redeemed (in whele or in
part) by Pinnacle, at its sole discretion, at any time The loan notes will become repayable on demand in the event of a specified
defauit by Pinnacle On 20 October 2011, £105,000 of these onginal loan notes were converted to equity at 15% discount to the
mid-paice at the ime of the conversion

On 6 October 2011, Pinnacle created further £500,000 unsecured convertible loan notes in units of £2,000 The loan notes are not
transferable and may be redeemed (in whole or in part} by Pinnacle, at its sole discretion, at any bme The loan notes will become
repayable on demand i the event of a specified default by Pinnacje

All loan notes are convertble into ordinary shares by Pmnacle at any time after the second anniversary following 1ssue, or

alternatively by the holders of the lean notes at any time following the penod of thity days after the second anniversary of the loan
note
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16 1 Trade and other payables {(continued)

The conversion prce 1s at a discount of 15% to the mid-market pnce per ordinary share as at close of business on the date five days
after service of the relevant conversion notice, subject to a mmimum of nominal value The ordinary shares to be 1ssued will rank parn
passu In all respects with the ordinary shares in issue A prowision for the embedded dernvative has been made in the accounts,
representing a provision for the Group’s option to repay the loan notes in cash pnor to the second anniversary Certain shareholders
have agreed to subscribe to additional loan notes to the value of £100,000 if the Group requires additional funding in the next twelve
months

On 20 October 2011, the holders of £105,000 of loan notes requested that the loans be converted into shares The directors consider
the fair value of these loan notes to be £123,529 at 30 September 2011 taking into censideration the ssue price of £105,000 at 30
September 2009 plus a prowision for the discount when the loan notes be converted into shares Interest accrued on the loan notes at
10% per annum, from 30 September 2009 to the earher of the date of redemption and the date of conversion The interest acerues on
a day to day basis and 1s payable manthly in arrears

16 2 Long-term borrowings

In 2010, following the acquisiion of Solwise Telephony Limited and for the purpose of calculating the intangible asset under IFRS3,
contingent consideration of £80,000 was assumed, including £50,000 relating to the financial performance of the subsidiary 1n the
year to 30 September 2011 The performance critena for the contingent consideration was not met and this amount has been
recorded In the cansolidated income statement for the year to 30 September 2011

201 2010

£ £

Convertible loan notes — long term element 15,000 133,467
Contingent consideration - Solwise Telephony Limited — long term element - 50,000
Finance leasing hiability - long-term element 13,882 22,538
Effective repayment to acquire investment — long term element - 3,123
Long-term financial habilities 28,882 209,128

17 Share capital and reserves

17 1 Share capital

The share capital of Pinnacle Telecom Group plc consists of ordinary shares with a par value of £0 001 and deferred shares with a
par value of £0 009 Al ordinary shares are equally eligible to receve dividends and the repayment of capital, and represent one vote
at the shareholders' meeting of Pinnacle Telecom Group plc The deferred shares carry no vohing nghts and are not eligible to
receive gividends or repayment of capital

2011 2010
Shares I1ssued and fully paid £ £
- beginning of year 5,481,009 5,316,438
- 1ssued duning year 186,047 164,521
Shares issued and fully pad 5,667,056 5,481,009
Shares authonsed but notissued at 30 Seplember 3,332,944 3,518,991
Total equity shares authonsed at 30 September 9,000,000 9,000,000
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17 1 Share capital (continued)

The authonsed and 1ssued share capital can be summansed as follows 201 2010
Total equity shares authonsed £ £
2,386,420,000 Ordinary shares of £0 001 each 2,386,420 2,386,420
3,000,000,000 Ordinary shares of £0 001 each authonsed 31 March 2011 3,000,000 3,000,000
401,508,895 Deferred shares of £0 009 each 3,613,580 3,613,580
9,000,000 9,000,000
Allotted, called up and fully paid
At 30 September 2009
401,508,895 Deferred shares of £0 009 each 3,613,580
1,702,907,630 Ordinary shares of £0 001 each 1,702,908
164,521,428 Ordinary shares of £0 001 each issued dunng the year 164,521
5.481,009
At 30 September 2010
186,046,491 Ordinary shares of £0 001 each 1ssued dunng the year 186,047
At 30 September 2011 5,667,056
17 2 Share premium
20Mm 2010
£ £
Balance brought forward 3,560,331 3,238,802
Share prermum on private placing for shares 483,721 321,429
Balance camed forward 4,044,052 3,560,331
17 3 Profit and loss reserve
2011 2010
£ £
Profit and loss account at 1 October 2010 (6,965,850) (6,695,111)
Loss for the year {181,637) (270,739)
Profit and loss account at 30 September 2011 (7,147,487) (6,965,850}

17.4, Merger reserve

The Group has taken advantage of the merger relief provisions in relation to the acquisibhon of Sotwise Telephony Limited The
Merger reserve represents the excess over nominal value of the fair value of consideration receved for equity shares, net of

expenses of the share Issue, In connechion with acquisiions

17 § Fair Vale Adjustment

Movements in the far value adjustment reserve are created when there 1s a difference between the farr value of the customer base
measured using IFRS2, and the actual consideration paid for the assets of a business No movements were recorded in the year
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18, Income tax expenses

The tax rebate represents 2011 2010

£ £
UK corporation tax on profits of the pencd )
Total curent tax (997) -
Adjustment for pnor year taxation - {18,904}
Tax rebate (997) {18,904)

The relationship between expected tax expense based on the effective tax rate of Pinnacle Telecom Group plc at 27%
(2010 28%) and the tax expense actually recognised in the iIncome statement can be reconciled as follows

2011 2010
£ £
Result for the year before tax (117,316) (268,564)
Tax rate (28% to 31/03/2011 and 26% from 01/04/2011) 27% 28%
Expected tax expenses (31,675) (75,198)
Adjustment for
Non-deductible expenses 7136 587
Small companies relef - 18,804
Depreciation in excess of capital allowances (26,474) (12,556}
Excess management charges (30,467) 58,578
Utilisation of tax losses 5315 (23,151}
Tax losses carned forward 4,280 153,643
Adjustments on consolidation — pre-acquisition losses efc 72,872 (128,800)
Prior year adjustments - (10,811}
Actual tax payable/(rebate) net 997 (18,904)

The Group has unrecognised deferred tax assets 1n respect of tax losses camed forward totalling £940,206 (2010 £1,043,441) The
Group has not yet provided deferred tax lrabilites in respect of intangible assets totalling £342,310 (2010 £240,581} in accordance
with 1AS 12, due to the extent that there are unrecognised deferred tax assets in respect of losses

19 Discontinued operations
Discontinued losses of £71,980 (2010 £21,079) in the year relate to IG Software Limited, which consist of an accrual for the
recovery of £60,000 of a Regional Selective Assistance grant made by Scottish Enterpnse in 2005, pnor to the sale of the business
in 2007 and a provision for backdated employers national insurance contnbutions payable to HMRC

20 Related party transactions

As part of the acquisiton of Accent Telecom UK Limited, the Group acquired a 40% share of the equity of an associated company,
Stripe21 Limited Dunng the year, Accent Telecom UK Limited purchased services totalling £263,773 (2010 £239,673) from Stnpe21
Limited, recorded as cost of sales in the consolidated income statement In addition, Stnpe21 purchased telecom services from
Accent Telecom UK Limited of £7,435 dunng the year of which £1,868 remained an unpaid trade recewvable at year end

In addition to his remuneration, Alan Bonner received interest payments of £2,500 (2010 £2,500) during the year in accordance with

the terms of his unsecured convertible loan notes (see note 16 2) There are no cther related party transactions recorded dunng the
year to 30 September 2011 or to 30 September 2010
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21, Contingent habilities
There were no contingent labilibes at 30 September 2011 or 30 September 2010

22 Capital commitments
There were no capital commitments at 3¢ September 2011 or 30 September 2010

23 Risk management

The Group finances its activities through equity, loan notes and bank funds No speculative freasury transactions are undertaken and
during the last two years no denvative contracts were entered into Financial assets and habilites include those assets and liabilities
of a financial nature, namely cash, investments and borrowings The Group (s exposed to a vanety of financial nsks ansing from its
operating actwities, which are monitored by the Directors

231 Cash and hquidity nsk

The Group seeks to manage financial nsk by ensuning sufficient kquidity 1s avallable to meet foreseeable needs and to invest cash
assels safely and profitably  The Group policy throughout the year has been to ensure continuity of funding by a combination of
loan note funding and avallable bank faciities

23 2 Interest rate nsk
The interest rate on the Group’s cash at bank Is determined by reference to the bank rate The Group has an agreed bank overdraft
facility with HSBC of £80,000 which remained unused at the yearend (2010 £Nil)

23.3. Caprtal nsk management

The Group manages its capital to ensure that entites in the Group will be able to continue as going concems while maximising the
returns to shareholders through the orgarusation of cash, debt and equity balances The capital structure of the Group consists of
cash and cash equivalents, debt and eguity attnbutable to equity holders of the parent, compnsing ssued share capital, reserves and
retained earnings as disclosed in the statement of changes in equity on page 24

23 4 Credit nsk

The Group's policy Is to monitor trade and other receivables and avoid significant concentrations of credit nsk The principal credit
nsk anses from trade recevables Aged receivables reports are reviewed monthly and any balances greater than 60 days are
reported to the CEQ The credit control function follows a policy of sending reminder letters that start once an invoice 1s over 30 days
overdue These culminate in a legal letter with the threat cf legal acbon In a limited number of cases, legal action has been pursued
An aged analysis of receivables 1s shown n Note 14 to the financial statements

23 5 Risk Management Analysis

The information below provides an analysis of the financial assets and habilities within the scope of IAS 39 Financial Instruments
Recognibion and Measurement, required by IFRS 7 Finangial Instruments Disclosure An analysis of the pnncipal balance sheet
sums, relevant to an analysis of nsk management, 1s as follows

Loans and Non-financeal Balance Sheet

recewvables assets Total

2011 £ £ £
Trade and other recewvables 1,576,303 - 1,576,303
Other current assets - 97 661 97,661
Cash and cash equivalents 452,431 - 452431
2,028,734 97,661 2,126,395

Loans and Non-finangial Balance Shest

recevables assets Total

2010 £ £ £
Trade and other recevables 1,220,871 - 1,220,871
Other current assets - 73,190 73,190
Cash and cash equivalents 697,189 - 697,189
1,918,060 73,190 1,991,250
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22 5 Risk Management Analysis (continued)

Cther financial Other habilites
liabihties at not wathun Balance Sheet
amortised cost scope of Total
IAS 39
£ £ £
201
Trade and other payables 1,982,772 1,982,772
Finance lease llability - current 9,976 - 9,976
Convertible loan notes - current 105,000 18,529 123,529
Convertible loan notes - non-current 15,000 - 15,000
Finance lease hability - non-current 13,882 - 13,882
2,126,630 18,529 2,145,159
Other financial Other habilites
liabilties at not within Batance Sheet
amortised cost scope of Total
IAS 39
£ f £
2010
Trade and other payables 1,764,434 80,000 1,844,434
Finance lease liability - current 27,115 - 27,115
Convertible loan notes - non-current 120,000 16,580 136,590
Finance lease hability - non-current 22,538 - 22538
1,934,087 96,580 2,030,677
01060 61daysto € months to 12 months to 2Yearsto Total
days 6 months 12 months 2Years 5 Years
2011
Trade payables 628,443 251,403 97,320 36,151 78,752 1,092,069
Long-term borrowings - - - - 15,000 15,000
Finance lease labilities 1,663 3,325 4,988 8,172 5,710 23,858
630,106 254,728 102,308 44323 99,462 1,130,927
Oto60 61daystc G6monthsto 12 months to 2 Years to Total
days 6 months 12 months 2Years 5 Years
2010
Trade payables 794,188 173,818 - - - 968,006
Long-term borrowings - - - 207,090 - 207,080
Finance lease labihes 6,661 13,321 19,982 6,852 2,837 49,653
800,849 187,139 19,982 213,942 2837 1,224,749
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24 Post balance sheet events

24 1 Acquisition of Onhine Computer Developments Limited

On 6 October 2011, the Company acguired the entire share capital of Online Computer Developments Ltd ("OCD"), a prowider of IT
solutions to SME and mid-market customers in Scofland The business was formed in 1994, and forms a key part of Pinnacle's
strategy to build out its IT capability, enabiing faster delivery of its cloud services proposiion The initial consideration of £20,000 was
salisfied as £2,000 in cash on completion and £18,000 in convertible loan notes In accordance with the prowisions of the loan notes,
the full loan note holdings were subsequently redeemed for cash at par value on 31 October 2011 and the loan notes cancelled

The sale and purchase agreement allowed for further deferred consideration to be paid, calculated in accordance with certain growth
performance prowvisions for QCD for the year ending 30 September 2012, which allows the vendors to recewve additional
consideration of £90,000 of the Group’s ordinary shares Deferred consideration will be satisfied by the tssue to the Vendors of
15,789,474 Ordinary Shares in the Group at a price per share equal to 0 57p, credited as fully pawd and ranking pan passu with the
ordinary shares in existence at completion of the acquisibon Any shares 1ssued pursuant to the Deferred Consideration may not be
sold within 24 months of those shares being 1ssued to the seller

In the year ended 28 February 2011, OCD achieved unaudited IT support and hardware revenues of £627,215 with gross profit of
£438,751 and a net profit after tax and before dwdends of £68,840 On 28 February 2011, the company had net assets of £437 Due
to the proximity of this acquisition to the date of the financial statements, it1s not practical to accurately determine the fair value of the
identifiable assets acquired at this stage These values will be considered in due course

24 1 Acquisition of RMS Managed ICT Secunty Limited

On 10 October 2011, the Company acquired the entire share capital of RMS Managed ICT Secunty Limited (*RMS"), a leading
provider of IT secunty software and consultancy solutions to the mid-market and public sector markets, for a total consideraton of
£488,301 The acquisiton of RMS provides the Group with IT secunty expertise, a key part of the Group’s strategy to build out its
cloud services propasition

At complebon imibal consideration of £25,000 was satisfied in cash along with the 1ssue of a two year interest bearing convertible loan
note for the value of £100,000 In addition, the agreement prowided for addiional deferred payments totaling £343,3011n cash to be
satisfied between 31 October 2011 and 25 December 2014

RMS was incorporated in November 2010, following the management buyout of the IT Securty element of Redstone Managed
Services Solutions Limited, and has subsequently not yet prepared full financial statements The unaudited management accounts
for the nine-month penod ending 31 August 2011, shows revenues of £2,873,235 with a gross profit of £885,706 and a net loss
before tax of £577,939 The unaudited management accounts for the nine month penod ended 31 August 2011 show that RMS had
negative net assets of £567,939 including non-current habilities greater than 12 months totaling £526,864 Due to the proximity of this
acquisition to the date of the financial statements, 1t 1s not practical to accurately determine the fair value of the identifiable assets
acquired at this stage These values will be considered in due course

25. Ultimate controlling party
There 1s no ulimate controlling party
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We have audited the parent company financiaf statements of
Pinnacle Telecom Group plc for the year ended

30 September 2011 which compnse the parent company
balance sheet, and the related notes The financial reporting
framework that has been applied m ther preparation is
apphcable law and United Kingdom Accounting Standards
{United Kingdom Generally Accepted Accouniing Practice)

This report 1s made solely to the company's members, as a
body, in accordance with Chapter 3 of Part 16 of the
Comparues Act 2006 Qur audit work has been undertaken
50 that we might state to the company's members those
matters we are required to state to them in an auditor's
report and for no other purpose To the fullest extent
permitted by law, we do not accept or assume responsibility
to anyone cther than the company and the company's
members as a body, for our audit work, for this report, or for
the opinions we have formed

Respective responsibilities of directors and auditor

As explained mare fully in the Directors’ Responsibilities
Statement on page 19, the directors are responsible for the
preparation of the parent company financial statements and
for being satisfied that they give a true and far view Our
responsibility 1s to audit and express an opinion on the
parent company financiat statements in accordance with
applicable law and International Standards on Audring (UK
and Ireland) Those standards require us to comply with the
Auditing Practices Board's (APB's) Ethical Standards for
Auditors

Scope of the audit of the financial statements

A descrption of the scope of an audit of financial statements
15 prowided on the APB's website at
www frc org uk/apb/scope/pnvate cfm

Opinion on financial statements
In our opinion the parent company financial statements

+  give a true and far view of the state of the company's
affairs as at 30 September,

s have been properly prepared in accordance with
United Kingdom Generally Accepted Accounting
Practice, and

¢ have been prepared in accordance with the
requrements of the Companies Act 2006
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Opinion on other matter prescribed by the Companies
Act 2006

In our opinion the information given in the Directors’ Report
for the financial year for which the financial staterments are
prepared 1s consistent with the parent company financial
statements

Matters on which we are required to report by exception

Woe have nothing 1o report in respect of the following matters
where the Companies Act 2006 requires us to report {o you
if, n our opinion

e adequate accounting records have not been kept by the
parent company, or retums adeguate for our audit have
not been received from branches not wisited by us, or

= the parent company financial statements are not in
agreement with the accounting records and returns, or

= cerain disclosures of directors' remuneration specified
by law are not made, or

« we have not receved all the information and explanations
we require for our audrt

Other matter

We have reported separately on the group financial
statements of Pinnacle Telecom Group plc for the year
ended 30 September 2011

W%M(/\j

Andrew Howie

Senior Statutory Auditor

for and on behalf of Grant Thorton UK LLP
Statutory Auditor, Chartered Accountants
1-4 Atholl Crescent

Edinburgh

EH3I BLQ

20 February 2012




Pinnacle Telecom Group Plc Company Number 05259846

BALANCE SHEET (PARENT COMPANY)

as at 30 September 2011
2011 2010
Note £ £
Fixed Assets
Goodwill 4 602,791 -
Tangible assets 5 - -
Fixed asset investments ] 2,416,792 2,496,792
Total non-current assets 3,019,583 2,496,792
Current assets
I Debtors 7 926,921 742,296
' Cash and cash equivalents 15,528 365,225
Total current assets 942 449 1,107 521
Creditors: amounts falling due within one year 8 (1,069,763} {1,035,940)
Net current (iabilities) / assets {127.313) 71,581
Total assets less current habilities 2,892,269 2,568,373
Creditors_amounts falling due after one year 9 (15,000) {175,000
2,877,269 2,393,373
Capital and reserves
i Called up share capital 11 5,667,056 5,481,009
| Share premium account 12 4,044,052 3,560,331
Merger reserve 283,357 283,357
Profit and loss account 12 (7,117,196) (6,931,324)
Shareholders’ funds 13 2,877,269 2,393,373

Director

The accompanying accounting policies and notes form part of these financial slatements

COMPANY NUMBER 05259846
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NOTES TO THE FINANCIAL STATEMENTS (PARENT COMPANY)
1. Accounting policies

1 1. Accounting convention
The financial statements are prepared under the histoncal cost convention

12 Profit and loss account and cash flow statement

The Parent Company has taken advantage of sectien 480 of the Companies Act 2006 and has not included its own profit and loss
account and cash flow statement in the financial statements The Parent Company’s loss for the year was £185,872

(2010 £247,317)

13 Compliance with accounting standards
The financial statements are prepared in accordance with applicable United Kingdom Accounting Standards (United Kingdom
Generaily Accepted Accounting Practice), which have been applied consistently (except as otherwise stated)

14 Tangible fixed assets and depreciation
Tangible fixed assets are stated at cost less depreciabton Depreciation 15 provided at rates calculated to wnte off the cost less
estmated residual value of each asset over its expected useful ife, as follows

Computer equipment - straight ine over 3 years

15 Investments
Fixed asset investments are stated at cost less provision for dirmnution n value

16 Pensions
The Company does not currently offer a pension scheme for the benefit of its employees

17 Deferred taxation
Defemed taxation 1s provided in full in respect of taxation deferred by timing differences between the treatment of certain items for
taxation and accounting purposes The deferred tax balance has not been discounted

2 Audttor remuneration
Fees payable to the Company's auditor for the audit of the Parent Company's annual accounts was £10,000 (2010 £7,000)

3 Taxation 201 2010
£ £
Factors affecting the tax charge for the year
Loss on ordinary actvities before taxation (185,872) (247,317
muitiplied by standard rate of UK corporation tax of 27% (2010 28%) (50,185) (69,248}
Effects of
Depreciation in excess of capital allowances {95} (85)
Tax losses carned forward 50,280 29,136
Group relief surrendered - 40,198
50,185 69,249

Current tax charge -
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4 Goodwill

On 1 August 2011, as part of the acquisition of the business and assets of MacLellan IT Limited, the Group purchased goodwill of
£602,791 1n relaton to the customer base, which has been accounted for in accordance with FRS10

§ Tangible fixed assets

Cost
At 1 October 2010 and at 30 September 2011

6,185

Depreciation
At 1 October 2010
Charge for the year

6,165

At 30 September 2011

Net book value
At 30 September 2011 and 30 September 2010

Note 0On 1 August 2011, the Group acquired tangible assets of £66,976 as part the acquisition of husiness and assets of Maclellan IT Limited and these were
transferred to Pnnacle Cloud Solutions Limited at book value and are recorded in the statutory accounts of that company

6 Fixed asset investments

Shares in subsidiary

undertakings
£
Cost
At1Qectober2010 L 6,373,599
At 30 September 2011 6,373,599
Provisions for diminution in valee
At 1 October 2010 3,876,807
Solwise Telephony Limited — contingent consideration not payable (1) 80,000
At 30 September 2011 i 3,956,807
Net book value
At 30 September 2011 2416,792

Note 1. In 2010, followang the acquisition of Sotwise Telephony Limited and for the purpose of calculating the intangible asset under
IFRS3, contingent consideration of £80,000 was assumed, including £50,000 relating to the financial performance of the subsidiary
in the year to 30 September 2011 The performance cntena for the contingent consideration was not met and this amount has been

recorded in the consolidated income statement for the year to 30 September 2011

Country of registration Shares held
Company or incorporation Class %
Subsidiary undertakings
Pinnacle Cioud Solutions Limited
{formerty Gien Communicatons Limited) Scotland Crdinary 100
Explore IT Limited England and Wales Ordinary 100
Pinnacle Technology Consulting Limited (1) Scotland Ordinary 100
| G Software Limited England and Wales Ordinary 100
Pinnacle Telecom pic Scotland Ordinary/Preference 100
Pinnacle Mobile Limited England and Wales Ordinary 100
Sports Club Telecom Limited Scotland Qrdinary 100
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€ Subsidiary undertakings (continued)

Colloquium Limited Scotland Ordinary/Preference 100
MacLellan IT Limited (formerty Pnnacle Data Limied) England and Wales Ordinary 100
Straiton Group Management Limited (2) Scotland Ordinary 100
Pinnacle Group Limited Scotland Ordinary 100
Glen Group Limited (3) Scotland Ordinary 100
ICT Investments Limited Scotland Ordinary 100
Multilayer Limited (fermerly Pinnacle ICT Limited} England and Wales Ordinary 100
Straiton Resourcing Limited Scotland Ordinary 100
Strarton Learning Services Limited Scotland Ordinary 100
Accent Telecom UK Limited England and Wales Ordinary 100
Sipswitch Limited England and Wales Ordinary 100
Sohwise Telephony Limited England and Wales Qrdinary 100
The aggregate amount of capital and reserves and the results of these undertakings for the last relevant financial year were as
follows
Caprtal and Profit/(loss)
reserves for the year
2011 2011
Company Pnncipal actiity £ £
Pinnacle Cloud Solutions Limited Telecommumications / IT services
{formerty Glen Communications Limited) (2,214,161} 4,463
Explore IT Limited * IT services (242,394) -
Pmnacle Technology Consulting Linited (1) IT consultancy 804,289 -
| G Software Limited IT consultancy 170,715 (71,980}
Pinnacle Telecom plc Telecommunications 126,009 (45,110}
Pinnacle Mobile Limited * Telecommunications (73,401) -
Solwise Telephony Limited Telecommunications 73 (84,143}
Sports Club Telecomn Limited * Telecommunications 33,185 -
Accent Telecom UK Limited Telecommunications 540,456 197 447
Sipswitch Limited Voice over Internet (26,348) (1,462)
Colloguium Limited * ISP and telecommunications (230,637) -
Straiton Group Management Limited (2) Holding company (176,203) -
Pinnacle Group Limited Holding company 460,000 -
Glen Group Limited (3) Dormant 2 -
iICT Investments Limited Dormant 24,522 -
Multilayer Limited (formerly Pinnacle ICT Limited) Dormant 2 -
MacLellan IT Linited (formerty Pinnacle Data Limited) Dormant 2 -
Straton Resourcing Limited Dormant 2 -
Straiton Learning Services Limited Dormant 2 -

1 Formerly Eclectic Group Limted
2 Formerly Ecleche Holdings Limved
3 Formerly Pinnacle Telecom Group Limvied

Note * On 30 September 2011, in order to simplify the administration of the group and reduce overheads, the assets and habiities of the companies
marked with an astensk (%) above were hived-up into Pinnacle Cloud Sofutions Limited (formerty Glen Communications Limited) af par value

Assoclate company
As part of the acquisiion of Accent Telecom UK Linited in 2009, the Group acquired a 40% investment in the ordinary share capital of
Stnpe21 Limited, a company registered in England and Wales The investment in the associate company 1s camed using the farr value of
the identfiable assets at 30 September 2011 and 1s adjusted for the Group share of revenues and expenses in the year Stipe21 Limited
has an accounting reference date of 30 June
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7 Debtors 2011 2010
£ £
Amounts owed by subsidiary undertakings 913,859 730,075
Prepayments and accrued income 13,062 12,221
826,921 742,296
8 Creditors. amounts falling due within one year 2011 2010
£ £
Trade creditors 41,818 47,210
Other taxes and social secunty costs 65,752 62,334
Convertible loan notes 105,000 -
Other creditors - 40,813
Contingent consideration — Sclwise Telephony Limited - short term element - 30,000
Accruals and deferred income 857,193 855,583

1,089,763 1,035,940

9 Creditors amounts falling due after more than one year

2mMm 2010

£ £

Convertible loan notes 15,000 125,000

Contingent consideration - Solwise Telephony Limited - long term element - 50,000
Analysis of loans

Wholly repayable within five years 15,000 175,000

On 30 September 2009, Pinnacle created £250,000 unsecured convertible loan notes in units of £5,000 On 30 September 2009, notes
for a nominal value of £125,000 were i1ssued at par The loan notes are not transferrable and may be redeemed (in whole or in part) by
Pinnacle, at its sole discretion, at any time The loan notes will become repayable on demand in the event of a specified default by
Pinnacle

On 6 October 2011, Pinnacle created a further £500,000 unsecured convertible loan notes in units of £2,000 The loan notes are not
transferable and may be redeemed (in whole or In part) by Pinnacle, at its sole discretion, at any tme The loan notes will become
repayable on demand n the event of a specified default by Pnnacle

All loan notes are convertible into ordinary shares by Pinnacle at any time after the second anmiversary following 1ssue, or altematively by
the holders of the loan notes at any time following the penod of thity days after the second anniversary of the loan note

Interest accrues on the loan notes at 10% per annum, from 30 September 2009 to the earlier of the date of redempbon and the date of
conversion The interest accrues on a day to day basis and 1s payable monthly in arrears Certain shargholders have agreed to subscnbe
to addibonal loan notes to the value of £100,000 if the group requires additonal funding within the next 12 months

10 Pension and other post-retirement benefit commitments
No contnbutions to company pension schemes were made during the year (2013 Nii)
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11 Share capital

2011 2010
£ £
Authonised
2,386,420,000 Ordinary shares of £0 001 each 2,386,420 2,386,420
3,000,000,000 Ordinary shares of £0 001 each authorised 31 March 2011 3,000,000 3,000,000
401,508,895 Deferred shares of £0 009 each 3,613,580 3,613,580
9,000,000 9,000,000
£
Allotted, called up and fully pasd
At 30 September 2009
401,508,895 Deferred shares of £0 008 each 3,613,580
1,702,907,630 Ordinary shares of £0 001 each 1,702,908
164,521,428 Ordinary shares of £0 001 each 1ssued dunng the year 164,521
At 30 September 2010 5,481,009
186,046,491 Ordinary shares of £0 001 each issued dunng the year 186,046
At 30 September 2011 5,667,055

12 Statement of movements on reserves

Share premium

Profit and loss

account account

£ £

Balance at 1 October 2010 3,560,331 (6,931,324)

Share Premium — premium on shares 1ssued dunng the year 483,721

Loss for the year - {185,872

Balance at 30 September 2011 4,044,052 (7,117,196)
13 Reconciliztton of movements in shareholders’ funds 20114 2010
£ £
Opening shareholders’ funds at 1 October 2,393,373 1,985,775
Loss for the financial year (185,872) (247,317)
Issue of shares on placing - 128,571
Issue of shares on acquisiion 186,047 35,950
Share Premium — premium on shares issued durnng the year 483,721 321,429
Merger reserve  — premium on shares issued on acquisitions during the year - 168,965
Net increase/(depletion) in shargholders’ funds 483,896 407,598
Closing shareholders' funds at 30 September 2,877,269 2,393,373

The movement in the Share Premium account for the year to 30 September 2011 relates to the excess over nominal value of the fair
value ¢of consideration for equity shares 1ssued, net of expenses in connection with acquisitons acquisibon of MacLellan (T Limited
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13. Directors emoluments

20Mm 2010
£ £
Emoluments for qualifiing serices 147,599 193,636
147,509 193,636
Emoluments disclosed above include the following amounts paid to the highest paid Director
201 2010
£ £
Emoluments for qualifying services 105,695 143,169
14 Employees
Number of employees
The average monthly number of employees (including Directors) dunng the year was
20Mm 2010
Number Number
Management 3 5
3 5
201 2010
£ £
Employment costs
Wages and Salaries 238,310 239,683
Social secunty Costs 19,724 27,594
258,034 267,287

15 Related party transactions

As part of the acquisition of Accent Telecom UK Limited, the Group acquired a 40% share of the equity of an associated company,
Stnpe21 Limited Dunng the year, Accent Telecom UK Linited purchased services totalling £263,773 (2010 £239,673} from

Stnpe21 Limited, recorded as cost of sales in the consolidated income statement

In addition to lis remuneration, Alan Bonner received interest payments of £2,500 (2010 £2,500) during the year in accordance
with the terms of his unsecured convertible loan notes (see note 16 2) There are no other related party transactions recorded

dunng the year to 30 September 2011 or to 30 September 2010

There are no other related party transachons recorded dunng the year to 30 September 2011 or to 30 September 2010
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NOTICE OF ANNUAL GENERAL MEETING FOR PINNACLE TELECOM GROUP plc
Registered in England and Wales with registered number 5259846

NOTICE IS HEREBY GIVEN that the Seventh Annual General Meeting of the Company will be held at the offices of Wright,
Johnston & Mackenzie LLP, 18 Charlotte Square, Edinburgh, EH2 4DF, on 29 March 2012 at 1130 am for the purpose of
considering and, if thought fit, passing the following resolutions, of which resolutions 1-5 will be proposed as Ordinary Resolutions
and resolutions & and 7 will be proposed as a Special Resolutions

ROUTINE BUSINESS - Ordinary Resolutions

1 To receve the report of the directors and the financial statements for the year ended 30 September 2011 together with the report
of the auditors thereon

2 To approve the report of the board to the members on directors' remuneration for the year ended 30 September 2011

3 To re-elect Mr William Allan, a director whe refires by wirtue of rotatron and, being eligible, offers himseif for re-election

4 To re-appoint Grant Thomton UK LLP as the auditors

5 To authonse the directors to agree the remuneration of the auditors

SPECIAL BUSINESS - Special Resolutions
6 That

(a) That, in accordance with section 551 of the Companies Act 2006 (the "2006 Act"), the Directors be generally and uncondibonally
authonsed fo allot shares or grant nghts to subsenibe for or to convert any secunty into shares in the Company (*Rights”) in the
Company up to an aggregate nominal amount of the unissued share capital of the Company prowided that this authonty shall,
unless renewed, vaned or revoked by the Company, expire on the date of the Annual General Meeting of the Company to be held in
2013 or 15 months after the date of the passing of this resolution {(whichever 1s the earlier) save that the Company may, before such
expiry, make an offer or agreement which would or might require shares to be allotted or Rights to be granted and the Directors may
allot shares or grant Rights in pursuance of such offer or agreement notwithstanding that the authonty conferred by this resolution
has expired

This authonty 15 1n substriution for all prewious authonties conferred on the Directors In accordance with section 80 of the
Companies Act 1985 or sechon 551 of the 2006 Act

{b) the directors of the Company be and are hereby empowered pursuant to section 570 of the 2006 Act to aliot equity secunties
{within the meaning of section 560 of the 2006 Act) of the Company for cash pursuant to the general authonty conferred on the
Directors by paragraph (a) of this resolution as if section 561(1) of the 2006 Act did not apply to such allotment, prowided that this
power shall

{1) be lmited to the allotment of equity secunthes up to an aggregate naminal amount of the unissued share capital of the Company,
and

{n} expire on the date of the Annuat General Meeting of the Company to be held in 2013 or 15 months after the date of the passing
of this resolution (whichever 1s the earlier) (unless renewed, vaned or revoked by the Company pnaor to or on that date) save that the
Company may, before such expiry make an offer or agreement which would or might reguire equity secunfies to be allotted after
such exprry and the Directors may allot equity secunties in pursuance of any such offer or agreement notwithstanding that the
power conferred by this resolution has expired

7 That

That the name of the Company be and 1s hereby changed to Pinnacle Technology Group plc

Registered Office By order of the Board

5 Flest Place WJM Secretaries Limited
Londen Company Secretary
ECAM7RD

Dated 21 February 2012
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NOTICE OF ANNUAL GENERAL MEETING FOR PINNACLE TELECOM GROUP {(CONTINUED)
Registered m England and Wales with registered number 5259346

Notes

1 A member 1s entitled to appoint ancther person as his proxy to attend and speak and vote on his behalf at the meeting A
shareholder may appoint more than one proxy in relatien to the meeting provided that each proxy 1s appointed to exercise the nghts
attached to a different share or shares held by that shareholder The proxy need not be a member of the Company A proxy form
which may be used to make such appointment and give proxy instructions accompanies this notice §f you do not have a proxy form
and believe that you should have one, or if you require additonal forms, please contact Computershare Investor Services plc on
0870 707 1017

2 To be valid a form of proxy, together with a power of attorney or other authenty, if any, under which it 1s executed or a notarally
certified copy thereof, must be deposited at the offices of Computershare Investor Services plc, The Pavilions, Bridgwater Road,
Bnstol BS99 62Y not less than 48 hours before the tme for holding the meeting or adjourned meeting

3 In the case of joint holders, the vote of the senior who tenders a vote, whether in person or by proxy, will be accepted to the
exclusion of the votes of any other joint holders For these purposes, semonty shall be determined by the order in which the names
stand in the register of members in respect of the joint holding

4 In the case of a corporation, the form of proxy must be executed under its common seal or signed on its behalf by a duly
authonsed attorney or duly authorised officer of the corporation

5 The Company, pursuant to regulation 41 of the Uncertficated Secuntes Regulations 2001, specifies that only those
shareholders registered in the register of members of the Company as at the close of business on 28 March 2012 shall be entitted
to attend and vote, whether in person or by proxy, at the Annual General Meeting, in respect of the number of Ordinary Shares
registered in thew name at that tme Changes to entnes in the register of members after the close of business on 28 March 2012
shall be disregarded in determining the nghts of any person to attend or vote at the Annual General Meeting If the Annual General
Meeting 1s adjourned, entitiements to attend and vote will be determined by reference to the register of members of the Company as
at the close of business two days before the time of the adjoumed meeting

6 Completion and retum of the form of proxy will not preclude members from attending or voting in person at the meeting if they so
wish

7 As at 20 February 2012 {being the last business day prior to the publication of this notice) the Company's 1ssued voting share
capital consists of 2,088,807,730 Ordinary Shares, carrymg one vote each Therefore, the total voting nghts in the Company as at
18 February 2011 are 2,089,807,730
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EXPLANATORY NOTES TO THE RESOLUTIONS

ROUTINE BUSINESS
The following notes explain the items of routine business

Resolution 1 (Receipt of reports and accounts)
The directors must lay the annual accounts and the respective reports of the directors and auditors before shareholders at an
Annual General Meeting

Resolution 2 (To approve the directors’ remuneraticn report)
Shareholders are asked to approve the directors' remuneration report, which may be found in the annuat report on pages 111c 13
This resolution 15 an advisory one and no entitlement to remuneration 1s condiional on the reselution being passed

Resolution 3 (Re-election of director)
Under the Articles of Assoctation of the Company, one director must resign by rotation each year Willam Allan has put himself up
for resignation and 1s therefore standing for re-election You are therefore asked to re-elect Mr Allan as a director of the Company

Resolution 4 (Appaintment of auditors)
At each general meeting at which accounts are laid before the members, the Company 1s required to appoint auditors to serve until
the next such meeting Grant Thomton UK LLP have indicated their wish to conbinue as the Company's auditors

Resolution 5 (Agreement of auditors’ remuneration)
The directors are seeking authority to agree the remuneration of Grant Thomtan UK LLP as the Company's auditors

SPECIAL BUSINESS

In addston to the routine business of the Company, there will be the following items of special business at the Annual General
Meeting

Resolution 6 {Authonty to 1ssue Ordinary Shares and waiver of Pre-emption Rights)
By resolution 6(a), you are asked to give the directors authority to allot share capital up to the maximum authonsed share capital
This authonty shail remain in force until the 2013 AGM or for 15 months {whichever is earlier)

By resolution 6(b), you are asked to give the directors authority to disapply the statutory pre-emption nghts in favour of existing
shareholders in respect of share allotments in the Company This authonty shall remain in force until the 2013 AGM or for 15
months {whichever is earlier)

Resolution 7 {Change of company name})

By resolution 7, you are asked to approve the proposed change of name of the Company to Pinnacle Technology Group plc Upon
the approval and registration of the change of name, the Company 15 not intending to 1ssue fresh share certificates, unless
specifically requested to do so by an individual shareholder Accordingly, following the AGM, any shareholder who desires to have
a share certificate in the new name of the Company should send tis existing certificate to the registrars, who waill 1ssue a revised
certificate at no charge
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