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DILLISTONE GROUP PL.C

HIGHLIGHTS

“Qur strong balance sheet and substantial cash reserves at the year end, together with the
increasing value of recurring revenue contracts means that the group 1s relatively well
protected against any short term slowdown in economic activity The excellent start we
have enjoyed in the first part of 2008 also assists 1n this regard, and the Board believes that
the Group 1s well positioned for another successful year ™

J McLaughlin — Executive Chairman

Revenue up 23% to £4 1m (2006 £3 3m)

Operating profit up 27% to £1 2m (2006 £0 9m)

Profit before tax expense up 30% to £1 2m (2006 £0 9m)

Basic earnings per share up 24% to 14.9p (2006 12p)

Cash generated from operating activities up 43% to £1.2m (2006: £0 8m)
Cash balances up 185% to £1 5m (2006 £0 5m)

Recurnng revenues increased by 29% to £1 67m, representing 41% of total
turnover

Proposed final dividend of 6p per share recommended, making total
dividend for year of 8 5p

Clients 1n over 50 countries world wide
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DILLISTONE GROUP PLC

CHAIRMAN’S STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2007

BUSINESS REVIEW

Chairman’s Statement

I am pleased 1o present the annual report of the company for the year ended 31 December 2007
Financial Performance

The momentum we enjoyed 1n the year ended December 2006 flowed through into the year covered by this
report, with record profits and revenue for the Group as a whole We benefited from the considerable
investment in the development of a new version of our FILEFINDER product which was launched in
March 2007, winning some significant orders from new and existing clients The financial results for the
year ended 31 December 2007 show substantial growth 1n both revenue and profits over 2006

Revenue 1n the year increased by 23% to £4,066,463 (2006 - £3,301,362), and profits before tax increased
by 30% to £1,196,213 (2006 - £923,118)} despite severe weakening of both the Australian and US Dollars
against the pound, which accounted for approximately 26% sales Sales and profits growth 1n both the UK
and European markets have been particularly strong The USA saw the effects of a weakening dollar
impact on the results, together with a siowdown 1n overall business activity In late 2006 we decided to
offer our product on a “Software as a Service” basis in the US market and, whalst this has a negative impact
on both revenue and results in the short term, 1t has improved the proportion and value of the revenue
earned on a recurring basis, which will have a positive long term impact on quahty of earnings

Recurning revenues (matnly arising from support agreements) increased by 29% in the year, from £1 288m
to £1 666m, whilst non recurring revenues (mainly from new license sales) increased by 19% from
£2 014m to £2 401m Recurring revenues now comprise 41% of Group revenue (2006 - 39%) and help to
provide a cushion against any slowdown, which may arise in new business as a result of a slowdown in
overall economic activities

Operating margins were enhanced from 28% 1n 2006 to 29% in 2007, reflecting the strong sales growth
together with tight control over operating costs

Cashflow has continued to reflect the profitable performance of the business, and at the end of the year we
held cash balances of £1,533,649, compared with £538,591 at the beginning of the year The cash balance
at 31 December 2007 reflects the payment of an interim dividend of £135,000, and capital expenditure of
some £110,741 The Group has no borrowings whatsoever

Earnings per share increased by 24% to 14 90p per share (2006 - 12 00p per share) We paid an intennm
dividend of 2 5p per share 1n October 2007, and the board has recommended that a final dividend of 6p per
share should be paid, subject to shareholder approval, on 23 May 2008 to holders on the register on
25 April Shares will trade Ex-Dividend from 23 April 2008 The total dividend for the year will be 1 75
times covered by earnings, a little less than envisaged at the time of the flotation, but covered some 2 34
times by the cash generation of the business
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DILLISTONE GROUP PLC

CHAIRMAN’S STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2007

Staff

As part of the flotation process, share options were granted to all our staff through both EMI approved and
unapproved share schemes [ am pleased that we were able to introduce these schemes on favourable terms
for them, which s particularly important 1n a services business and [ look forward to welcomng them as
shareholders 1n due course Durning the year we granted additional options to a small number of employees,
and at the end of the year, our staff held options over 347,934 ordinary shares 1n the company, representing
6% of the current 1ssued share capital after exercise of the options These options will mature from May
2009, and demonstrate the value placed on our staff, who have performed outstandingly well throughout
the year

Prospects

We announced 1n February 2008 that the order intake 1n the final quarter of 2007 had been the hughest ever
recorded by the group since 1its formation, and I am pleased to be able to confirm that thus positive trend has
continued Order intake for the year as a whole was some 31% ahead of the previous year, and at the year
end we held the highest value of confirmed orders we have ever experienced This has led to a very good
start to the current year Fowever, the effects of the global credit squeeze appear to have made larger
clients more apprehensive about committing themselves to ordering new systems, certainly in the short
term, and the outlook for the longer term n the financial recnutment markets 1s less visible at the present
time

Our strong balance sheet and substantial cash reserves at the year end, together with the increasing value of
recurring revenue contracts means that the group 1s relatively well protected against any short term
slowdown 1n econormuc activity The excellent start we have enjoyed 1n the first part of 2008 also assists in
this regard, and the Board believes that the Group is well positioned for another successful year

S

#Jim McLaughlin
15 April 2008
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DILLISTONE GROUP PLC

MANAGING DIRECTOR’S REVIEW
FOR THE YEAR ENDED 31 DECEMBER 2007

Managing Director’s Report
2007 was another excellent year with sigmficant improvements 1n revenues, profits and earnings

Sales growth was achieved 1n both recurring and non recurring revenues The 29% increase 1n recurnng
revenues was delivered as a result of both strong support sales and an increasing number of new system
sales, delivered on a “Software as a Service” basis

The period saw us win 153 new business contracts which were implemented 1n 37 countries Our global
spread 1s particularly pleasing — we now have chents 1n over 50 countries - with our largest ten
implementations in 2007 featuring clients in UK, USA, Denmark, India, Asia Pacific and Russia along with
a pan-EMEA business

The emerging markets proved to be particularly important to us, with 7 of our 25 largest implementations
coming from the Middle East, Asia, Eastern Europe and Central and Southern America These contract
wins are particularly sigmificant as they often confer on us “market leadership” status in these regions As
these markets continue to grow, we should emjoy continued success as a result of these early wins

Also pleasing was the fact that 2007 saw us attract a record number of clients from direct competitors We
believe that this 1s partly down to our ongoing product development, but also down to a desire amongst the
leading search firms to invest 1n systems from a global leader The corporate sector continues to be a smail
but growing miche for us, with a further Fortune 100 company introducing our system in 2007 for its
internal talent acquisition

DIVISIONAL REVIEW
UK, Middle East and India

Our home region once again generated excellent results, with a 52 22% ncrease in profit It should be
noted, however, that a number of the larger clients invoiced from the UK — in particular Spengler Fox —
featured sigmficant international work The results of these contracts therefore fall within the accounts of
our UK subsidiary, even though the profits were actually earned overseas In addition to Spengler Fox,
significant contract wins 1n the UK also included Hays Executive — the Executive Search division of the
UK’s largest Recruitment firm — and Norman Broadbent Each of these firms switched to FILEFINDER
from a direct competitor

Europe

Our European business also performed to an exceptional level, with year on year profits up 32% European
executive search firms are often smaller than their counterparts m the UK and US, and so thus performance
reflects volume of new business wins rather than scale QOur performance 1n Russia and eastern Europe was
particularly pleasing, with a number of sigruficant contract wins

Asia Pacific

Our Austrahia and Asia pacific business unit again performed very well, with year on year results up 46 8%
Strategically important contract wins 1n the region included The Wright Company and Jo Fisher Executive
Search The region also benefited from a major marketing push in November, when a conference orgamsed
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DILLISTONE GROUP PLC

MANAGING DIRECTOR’S REVIEW
FOR THE YEAR ENDED 31 DECEMBER 2007

by the Group in Hong Kong attracted over 200 delegates from 19 countnies to discuss Executive Talent
Acquisition 1n Asia The event proved sigmficant, and provided us with an opportumty for exclusive
exposure to our FILEFINDER product to leading firms in the region whilst also contributing a small profit

United States

Whulst the headline performance of our US business umit was disappointing, this does not reflect fully the
actual achievements of the business Profits fell by 9 3% based on wvirtually static sales figures, but 1n
practice, whilst realised revenues were flat, incomung orders grew sigmficantly Our decision to offer
FILEFINDER on a “software as a service” model 1n the US (where clients rent the software rather than
purchase 1t) caused us some short term pain but means that 57% of revenues should recur in 2008 In 2007,
the percentage was just 29% Clearly, this decision should go a long way towards mutigating the effects of
the economic downturn in the region. A number of major wins in the region are subject to non-disclosure
agreements, but include a Fortune 100 company and a number of search firms — including one
internationally known - which are switching to FILEFINDER from US based competitors

PRODUCT STRATEGY

2007 was a major year 1n the development of FILEFINDER In March, we launched FILEFINDER 8
FILEFINDER 8 1s the latest iteration of our main product and features both a new nterface and extensive
new functionality This was followed mn September by the launch of a new release of our “FFImport™
module The new FFImport, compared to its predecessor, features significant additional functionality for
our clients and a lower cost of implementation for us As the year closed, our next generation tool for
handheld devices, FFMobile, was 1n the final stages of beta testing and was released in January 2008
FFMobile 1s provided as an add-on te our core FILEFINDER platform

We believe that FILEFINDER 1s used by more Executive Search firms than any other product, and are
committed to a development path that will maintain that position

Beyond FILEFINDER, we continue to develop a number of additional products and services which are
designed to both increase brand awareness of our orgamsation whilst also providing additional revenue
streams In 2007 we ran conferences in London and Hong Kong and provided “executive search traimng
skills” courses in a number of countnies Between the training we provide in FILEFINDER and our more
generic courses 1n executive search skills, we believe we probably provide third party traimng to more
retained executive search professionals than any other orgamzation 2008 will see us extend our conference
and traiming portfolio with events in New York, Frankfurt and London and the launch of online webmar
training

PEOPLE

Our performance 1n 2007 reflects the fact that our group companies are made up of an exceptional team of
people I'd like to take this opportunuty to thank them for all of thewr efforts during the year For the
business to continue to perform it 1s 1mportant that we retain and develop our staff and, to that end, we
1ssued new options over 30,000 shares to new members of staff and existing option holders whose
responsibilities within the business had increased since they were awarded their original options before the
flotation We are confident that 1f we can continue to retamn our key staff, then our business will continue to
perform better than others 1n our sector
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DILLISTONE GROUP PLC

MANAGING DIRECTOR’S REVIEW
FOR THE YEAR ENDED 31 DECEMBER 2007

CORPORATE DEVELOPMENT

The board 1s acutely aware that the Group’s future success is dependent on our ability to continue to meet
the needs of the executive recruitment sector As such, 1t continues to actively consider ways in which this
may be done — through either the development of existing products or the creation of new ones We have a
strong balance sheet and high cash reserves with which to pursue these goals and we continue to consider
opportumties to take advantage of these assets 1n a way which would enhance the overall group position, 1ts
earrungs and overall profitability

SN

Jason Starr
15 Apnl 2008
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DILLISTONE GROUP PLC

DIRECTORS’ REPORT
FOR THE YEAR ENDED 31 DECEMBER 2007

The directors present their report and financial statements for the year ended 31 December 2007
Principal activities and review of the business

The principal activity of the company continued to be that of a parent company The principal activity of
the Group 1s the sale of specialist computer software and the provision of related support services. A full
review of trading and future development 1s presented in the Chairman’s statement and Managing
Director’s Review

Results and dividends
The consolidated income statement for the year 18 set out on page 16

An interim dividend of 2 5p per share (based on 5,400,000 shares in 1ssue at the time) was approved on
13 September 2007 and paid on 19 October 2007 A final dividend of 6p per share was approved by the
board on 15 Apnl 2008 and will be paid on 23 May 2008, subject to approval by the shareholders

Directors

The following directors have held office since 1 January 2007
J McLaughlin - Chairman - retires by rotation

J S Starr

R Howard - retires by rotation

A D James

M D Love (Non Executive)

The directors served throughout the year The interests of the directors (including famuly interests) in the
share capital of the company are listed on page 13

J McLaughlin and R Howard, who are proposed for re-election at the forthcoming AGM, have service
contracts with a 1 year notice period

Principal shareholders

At the date of this report the directors have been notified of the following shareholdings 1n excess of 3% of
the company’s 1ssued share capital

Ordinary shares

of 5 pence each Percentage
R Howard 1,162 461 22%
J S Starr 1,162,461 22%
J McLaughlin 096,888 18%
G Fearnley 331,145 6%
R Howells 331,145 6%
M Bryan 325,145 6%
M Huill 325,145 6%
CFS Independent 244 000 5%
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DILLISTONE GROUP PLC

DIRECTORS’ REPORT
FOR THE YEAR ENDED 31 DECEMBER 2007

Charitable donations

Durning the year the Group made the following payments

2007 2006
£ £
Charitable donations 725 450

Creditor payment policy

The Group agrees payment terms with individual supphers which vary according to the commercial
relationship and the terms of the agreement reached Payments are made to suppliers 1n accordance with
the terms agreed The number of supplier days represented by trade payables at 31 December 2007 was 32
(31 December 2006 42)

Auditors

A resolution proposing that Saffery Champness be re-appointed as auditors to the Company will be put to
the forthcoming Annual General Meeting

Directors’ responsibilities

The directors are responsible for keeping proper accounting records which disclose with reasonable
accuracy at any time the financial position of the company, for safeguarding the assets of the company, for
taking reasonable steps for the prevention and detection of fraud and other wrregularities and for the
preparation of a Directors' Report which complies with the requirements of the Companies Act 1985

The directors are responsible for preparing the Annual Report and the financial statements 1n accordance
with the Companies Act 1985 The directors prepare financial statements for the group and the company n
accordance with International Financial Reporting Standards (IFRSs) as adopted for use in the European
Union

International Accounting Standard | requires that financial statements present fairly for each financial year
the company's financial position, financial performance and cash flows This requires the faithful
representation of the effects of transactions, other events and conditions 1n accordance with the defimtions
and recogmtion critena for assets, liabilities, income and expenses set out in the International Accounting
Standards Board's 'Framework for the preparation and presentation of financial statements' In virtually all
circumstances, a fair presentation will be achieved by compliance with all applicable IFRSs A fair
presentation also requires the directors to

« consistently select and apply appropriate accounting policies,

* present information, ncluding accounting policies, 1n a manner that provides relevant, relable,
comparable and understandable information, and

* provide additional disclosures when compliance with the specific requirements i IFRSs 1s mnsufficient
to enable users to understand the 1mpact of particular transactions, other events and conditions on the
entity's financial position and financial performance
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DILLISTONE GROUP PLC

DIRECTORS’ REPORT
FOR THE YEAR ENDED 31 DECEMBER 2007

Statement of disclosure to auditor

In the case of each of the persons who are directors at the time when this report 1s approved, the following
applies,

(a) so far as each chrector 15 aware, there 1s no relevant audit information of which the company’s auditors
are unaware, and,

(b} each director has taken all the steps that he ought to have taken in his duty as a director 1n order to

make himself aware of any relevant audit information and to establish that the company’s auditors are
aware of that information

By order of the board

R Howa

Secretary
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DILLISTONE GROUP PLC

CORPORATE GOVERNANCE REPORT
FOR THE YEAR ENDED 31 DECEMBER 2007

Corporate governance

The directors intend, so far as possible and to the extent appropriate given the company’s size and the
constitution of the board, to comply with the combimned code prepared by the comnuttee on corporate
governance chaired by Sir Ronald Hampel and which 1s appended to the listing rules of the Financial
Services Authority The board has separate roles for chairman and chief executive

The board has established an audit commttee, which comprises M D Love and J McLaughlin, and a
remuneration committee which also comprises M D Love, with formally delegated responsibilities

The audit commuttee meets at least twice a year and 1s responsible for ensuring that the financial
performance of the company 1s properly monitored and reported Tt 1s also responsible for appointing the
auditors, ensuring the auditors’ independence 1s not compromised, and reviewing the reports on the
company from the auditors 1n relation to the accounts and internal control systems

The remuneration commuttee 1s responsible for reviewing the performance of the executive directors, and
for determuming the scale and structure of theiwr remuneration packages and the basis of their service
contracts beaning 1n mund the interests of shareholders The commuttee also monitors performance and
approves the payment of performance related bonuses and the granting of share options

The board has not established a nomunation commuttee as 1t regards the approval and appointment of
directors {whether executive or non-executive) as a matter for consideration by the whole board

Internal control

The combined code introduced a requirement that the directors’ review should be extended to cover not just
mnternal financial controls but all controls including operations, comphance and risk management It
reports as follows

The directors are responsible for the Group’s system of internal control  Although no system of interal
control can provide absolute assurance against material musstatement or loss, the company’s system 1s
designed to provide the directors with reasonable assurance that problems are 1dentified on a timely basis
and dealt with appropnately The key procedures that have been established and which are designed to
provide effective internal control are as follows

Management structure: the board of directors meets regularly and muinutes of its meetings are
maintained

Financial reporting budgets are prepared and reviewed by executive management Any material
vanances to actual results are investigated

Investment appraisal: the company has a clearly defined framework for capital expenditure requinng
approval by key personnel and the board where appropriate

The board has reviewed the effectiveness of the system of internal controls and it has considered the major
business risks and the control environment No sigmficant control deficiencies were reported during the
penod
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DILLISTONE GROUP PLC

CORPORATE GOVERNANCE REPORT
FOR THE YEAR ENDED 31 DECEMBER 2007

No weaknesses in internal control have resulted 1n any matenal losses, contingencies or uncertainty which
would require disclosure, as recommended by the guidance for directors on reporting on internal control

Remuneration policy

The objective of the company’s remuneration policy 1s to attract, motivate and retain hgh quality
individuals who will contribute significantly to sharcholder value The remuneration commuttee decides on
the remuneration of the directors and other semor management, which comprises a basic salary, bonus
scheme, share options and medum term incentive plan The board as a whole decide the remuneration of

the non-executives.

Directors’ remuneration

Details of the remuneration of the directors for the financial year are set out below

Executive directors
J McLaughlin

J S Starr

R Howard

A D James

Non-executive director
MD Love

Salary Bonus Pension
& Fees contributions
£ £ £
37,500 14,940 -
100,000 29,880 9S00
91,000 26,890 720
67,500 21,290 1,575
9000 - —_—
305,000 23,000 3195

Total

£
52,440
130,780

118,610
90,365

9,000

401,195
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DILLISTONE GROUP PLC

REPORT TO THE SHAREHOLDERS ON DIRECTORS’ REMUNERATION
FOR THE YEAR ENDED 31 DECEMBER 2007

Share options
It 1s the policy of the company that key employees are granted options over the shares of the company The

company grants options under an Inland Revenue approved scheme and also under an unapproved scheme
The share options granted to the directors are as follows

Number of shares under option at
31 December 2006 &
31 December 2007 Exercise price Date

A James 37,143 16 154p 3 May 2006

Directors’ Interests

The interests of the directors (including famuly interests) in the share capital of the company are set out
below

Ordinary shares of 5 pence each
At 31 December 2007 At 31 December 2006

J McLaughlin 963,433 1,045,712
J S Starr 1,159,006 1,220,000
R Howard 1,159,006 1,220,000
A D James 1,200 -
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DILLISTONE GROUP PLC

INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS
FOR THE YEAR ENDED 31 DECEMBER 2007

We have audited the Group and parent company financial statements (“the financial statements™) of
Dnllistone Group PLC for the year ended 31 December 2007 which comprise the consolidated income
statement, the consohdated and company balance sheets, the consolidated and company cash flow
statements, the consolidated and company statements of changes 1n equity and the related notes These
financial statements have been prepared under the accounting policies set out theremn

Respective responsibilities of directors and auditors

The directors’ responsibilities for prepaning the Annual Report and the financial statements 1n accordance
with applicable law and International Financial Reporting Standards (IFRSs) as adopted by the European
Union are set out 1n the Statement of Directors’ Responsibilities

Our responsibility 1s to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Iretand)

This report 1s made solely to the company’s members, as a body, m accordance with Section 235 of the
Compames Act 1985 Our audit work has been undertaken so that we mught state to the company’s
members those matters we are required to state to them 1n an auditors’ report and for no other purpose To
the fullest extent permatted 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 ts report, or for the opimons we
have formed

We report to you our opinion as to whether the financial statements give a true and fair view and whether
the financial statements have been properly prepared in accordance with the Compames Act 1985 We also
report to you whether 1n our opimion the information given in the Directors’ Report 1s consistent with the
financial statements

In addition we report to you 1if, 1n our opinion, the company has not kept proper accounting records, 1f we
have not recerved all the information and explanations we require for our audit, or if information specified
by law regarding directors’ remuneration and other transactions 1s not disclosed

We read other information contained n the Annual Report and consider whether 1t 18 consistent with the
audited financial statements The other information comprises only the Directors’ report and the
Chairman’s statement We consider the implications for our report 1f we become aware of any apparent
misstatements or matenal inconsistencies with the financial statements Our responsibilities do not extend
to any other information

Basis of audit opinion

We conducted our audit 1n accordance with International Standards on Auditing (UK and Ireland) issued by
the Auditing Practices Board An audit includes examination, on a test basis, of evidence relevant to the
amounts and disclosures 1n the financial statements It also includes an assessment of the significant
estimates and judgements made by the directors in the preparation of the financial statements, and of
whether the accounting policies are appropnate to the Group’s and company’s circumstances, consistently
applied and adequately disclosed
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DILLISTONE GROUP PLC

INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS (continued)
FOR THE YEAR ENDED 31 DECEMBER 2007

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary 1n order to provide us with sufficient evidence to give reasonable assurance that the
financial statements are free from material musstatement, whether caused by fraud or other irregulanty or
error In forming our opimon we also evaluated the overall adequacy of the presentation of information 1n
the financial statements

Opinion

In our opimon

the Group financial statements give a true and fair view, 1n accordance with I[FRSs as adopted by
the European Umon, of the state of the Group’s affairs as at 31 December 2007 and of its profit for
the year then ended,

the parent company financial statements give a true and farr view, in accordance with IFRSs as
adopted by the European Umon as apphed n accordance with the provisions of the Companies
Act 1985, of the state of the parent company’s affairs as at 31 December 2007,

the financial statements have been properly prepared 1n accordance with the Companies Act 1985,

the information given 1n the Directors’ Report 1s consistent with the financial statements

SafoyChapuann.

Saffery Champness

Chartered Accountants
Registered Auditors

Beaufort House
2 Beaufort Road
Clifton

Bristol

BS8 2AE

Date 15 Apnl 2008
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DILLISTONE GROUP PLC

CONSOLIDATED INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2007

Revenue

Cost of sales

Gross profit

Admnistrative expenses
Results from operating activities
Financial income

Profit before tax

Tax expense

Profit for the year

Earnings per share — from continuing activities

Basic
Diluted

Note

~]

2007 2006
£ £
4,066,463 3,301,362
(236,951) (274,481)
3,829,512 3,026,881
(2,659,390) (2,107,724)
1,170,122 919,157
26,091 3,961
1,196,213 923,118
(391,838) (285,913)
804,375 637,205

14 90p 12 00p

14 05p 11 63p
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DILLISTONE GROUP PLC

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2007

Share Share Retained Share Foreign Total
capital premium earnings option exchange
£ £ £ £ £ £

Balance at 31 December 2005 105,000 106,237 427,238 - 14,822 653,297
Profit for the year ended
31 December 2006 - - 637,205 - - 637,205
Bonus 1ssue from reserves 155,000 (106,237)  (48,763) - - -
Issue of share capital 10,000 240,000 - - - 250,000
Costs of the 1ssue - (240,000) (936) - - (240,936)
Fair value of equity settled
share option expense - - - 13,316 - 13,316
Exchange differences on
translation of overseas operations - - - - (21,002)  (21,002)
Dividends paid - - (535,096) - - (535,096)
Balance at 31 December 2006 270,000 - 479,648 13,316 (6,180) 756,784
Profit for the year ended
31 December 2007 - - 804,375 - - 804,375
Fair value of equity settled
share option expense - - - 13,462 - 13,462
Exchange differences on
translation of overseas operations - - - - 23,916 23,916
Dividends paid - - (135,000) - - (135,000)
Balance at 31 December 2007 270,000 - 1,149,023 26,778 17,736 1,463,537
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DILLISTONE GROUP PLC

COMPANY STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2007

Balance at 31 December 2005

Profit for the year ended
31 December 2006

Bonus 1ssue from reserves
Issue of share capital
Costs of the 1ssue

Fair value of equity settled share
option expense

Davidends paid

Balance at 31 December 2006
Profit for the year ended

31 December 2007

Fair value of equity settled share
option expense

Dividends paid

Balance at 31 December 2007

Share Share Retained Share Total
capital premium earnings option

£ £ £ £ £

105,000 106,237 38,023 - 299,260

- - 585,105 - 585,105

155,000 (106,237) (48,763) - -

10,000 240,000 - - 250,000

- (240,000) (936) - (240,936)

- - - 13,316 13,316

- - (535,000) - (535,000)

270,000 - 88,429 13,316 371,745

- - 226,168 - 226,168

- - - 13,462 13,462

- - (135,000) - (135,000)
270,000 - 179,597 26,778

476,375
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DILLISTONE GROUP PLC

CONSOLIDATED AND COMPANY BALANCE SHEETS

AS AT 31 DECEMBER 2007

ASSETS

Non-current assets
Intangible assets
Property plant and equipment
Investments

Current assets
Inventories
Trade and other receivables
Cash and cash equivalents

Total assets

EQUITY AND LIABILITIES
Equity

Share capital

Retained earnings

Share option reserve
Translation reserve

Total equity

Liabilities

Non current liabilities
Deferred tax liability

Current liabilities
Trade and other payables
Current tax payable

Total Liabilities

Total liabilities and equity

Notes

10
11

12
13

15

17

14

Group Company

2007 2006 2007 2006

£ £ £ £
639,835 630,271 - -
155,390 181,476 - -
- - 1,623,264 1,623,264

795,225 811,747 1,623,264 1,623,264
2,334 21,210 - -
1,284,190 827,633 292,265 141,025
1,533,649 538,591 4,365 9,471
2,820,173 1,387,434 296,630 150,496
3,615,398 2,199,181 1,919,894 1,773,760
270,000 270,000 270,000 270,000
1,149,023 479,648 179,597 88,429
26,778 13,316 26,778 13,316
17,736 (6,180) - -
1,463,537 756,784 476,375 371,745
3,000 8,603 - -

1,848,038 1,205,219 1,443,519 1,402,015
300,823 228,575 - -
2,151,861 1,442,397 1,443,519 1,402,015
3,615,398 2,199,181 1,919,894 1,773,760

The financial statements were approved by the board of directors and authonsed for 1ssue on 13 Apnl 2008

They were signed on 1ts behalf by

Vel

J § Starr - Director

J McLaughlin - Director
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DILLISTONE GROUP PLC

CONSOLIDATED CASH FLOW STATEMENT

AS AT 31 DECEMBER 2007

Operating activities

Profit from operations
Less taxation paid
Adjustment for
Depreciation and amortisation
Share option expense
Loss on disposal

Operating cash flows before
movement 1n working capital

{Increase) in recetvables
Decrease 1n inventories
Increase in payables

Net cash generated from operating activities

Investing activities

Interest received

Purchases of property plant and
equipment

Investment 1in development costs

Net cash used in investing activities
Financing activities

Proceeds from 1ssue of share capatal

Share capital 1ssue costs
Dividends paid

Net cash used by financing activities

Net increase i cash and cash equivalents

Cash and cash equivalents at
beginning of year

Effect of foreign exchange rate changes

Cash and cash equivalents at end of year

2007 2007

£ £
1,170,122
(319,590)
126,606
13,462
657
991,257
(456,557)
18,876
637,216

1,190,792
26,091
(35,653)
(75,088)

(84,650)
(135,000)

(135,000)

971,142

538,591

23,916

1,533,649

2006
£

919,157
(287,323)

94,582
13,316
1,117

740,849

(122,501)
11,204
201,735

3,961

(191,485)
(73,888)

250,000
(240,936)

(535,096)

2006

831,287

(261,412)

(526,032)

43,843

515,750
(21,002)

538,591
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DILLISTONE GROUP PLC

COMPANY CASH FLOW STATEMENT

AS AT 31 DECEMBER 2007

Operating activities

Profit from operations
Less taxation pard
Adjustment for

Fair value of share option expense

Dividend 1n specie from subsichary
Write down mvestment 1n subsidiary

Operating cash flows before
movements 1n working capital

(Increase) 1n recervables
Increase 1n payables

Net cash generated from operating
activitics
Financing activities

Proceeds from 1ssue of share capital
Share capital 1ssue costs
Dhividends paid

Net cash used in
financing activities

Net (decrease)/increase
1n cash and cash equivalents

Cash and cash equivalents at
beginning of year

Cash and cash equivalents at
end of year

2007
£

226,168

13,462

239,630

(151,240)
41,504

(135,000)

2007

129,894

(135,000)

(5,106)

9,471

4,365

2006
£

585,105

13,316

(1,623,164)

1,146,689

121,946

(141,021)
461,211

250,000
(240,936)
(535,000)

2006

442,136

(525,936)

(83,800)

93,271

9,471
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DILLISTONE GROUP PLC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

Dullistone Group PLC (the “company™) 1s a company incorporated 1n England and Wales The financial
statements are presented 1n Pounds sterling, and were authonsed for issue by the directors on
15 Apnl 2008

The Group financial statements consolidate those of the company and 1its subsidianes (together referred to
as the “Group”) The parent company financial statements present information about the company as a
separate entity and not about 1ts Group

Both the Group financial statements and the company financial statements have been prepared and
approved by the directors in accordance with International Financial Reporting Standards (“IFRS™) as
adopted by the European Union (“EU) In publishing the company financial statements here together with
the Group financial statements, the company has taken advantage of the exemption in s230 of the
Compames Act 1985 not to present 1ts individual income statement and related notes 1n these financial
statements

1. Accounting policies

1.1 Basis of accounting
The financial statements have been prepared on the historical cost basis

The preparation of financial statements in conformuty with IFRS requires management to make judgements,
estimates, and assumptions that affect the application of the policies and reported amounts of assets and
habilities, income and expenses The estimates and associated assumptions are based on historical
experience and various other factors that are believed to be reasonable under the circumstances, the results
for which form the basis of making the judgements about carrying values of assets and habilities that are
not readily available from other sources Actual results may differ from these estimates

Key areas of judgement are considered to relate to the carrying values of goodwill and development costs
{seenotes 1 Sand 1 7)

The accounting policies set out below have, unless otherwise stated, been applied consistently by the Group
to all peniods presented in these financial statements

1.2 Basis of consolidation
The consolidated financial statements include the financial statements of Dilhistone Group PLC and 1ts
subsidianies There are no associates or joint ventures to be considered

Intra-group balances, and any unrealised gains and losses or income and expenses ansing from intra-group
transactions, arc eiuminated n preparing the consolidated financial statements The Group uses the
purchase method of accounting to account for the acquisition of subsidiaries

1.3 Revenue
Revenue 1s recognised in the income statement as follows
e licensing income 1s recogmised when the license has been installed and 1s available for use by the
customer
s ncome from traiming and nstailation 1s recognised when the tramning or installation occurs
e support income 1s recognsed over the period of the contract
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DILLISTONE GROUP PLC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

1. Accounting policies (continued)

1.4 Share based payments

The company operates two share option schemes The fair value of the options granted under these
schemes 1s recogmsed as an employee expense with a corresponding increase in equity The fair value 1s
measured at grant date and spread over the period at the end of which the option holder may exercise the
option

The fair value of the options granted 1s measured using the Black-Scholes model, adjusted to take into
account sub-optimal exercise factor and other flaws 1n Black Scholes, and taking into account the terms and
conditions upon which the incentives were granted

1.5 Goodwill

Goodwill 15 determuned by comparing the amount paid, including the full undiscounted value of any
deferred and contingent consideration, on the acquisition of a subsidiary or associated undertaking and the
group’s share of the aggregate fair value of its separate net assets Goodwill 1s capitalised and 1s subject to
annual 1mpatrment reviews 1n accordance with applicable accounting standards

1.6 Segment reporting

A geographical segment 1s a distinguishable component of the group engaged 1n providing products or
services within a particular economuc environment and that 1s subject to risks and returns that are different
from those of components operating 1n other economuc environments

A business segment 1s a distinguishable component of the group that provides products or services that are
different from those of other business segments

1.7 Research and development

Research expenditure 1s written off to the income statement 1n the year in which 1t 1s mcurred Costs
incurred on product development relating to the design and development of new or enhanced products are
capitalised as intangible assets when 1t 1s reasonably certain that the development will provide economic
benefits, considenng its commercial and technological feasibility and the resources available for the
completion and marketing of the development, and where the costs can be measured reliably The
expenditures capitalised are the direct labour and subcontracted costs, which are managed and controlled
centrally Product development costs previously recognised as an expense are not recognised as an asset in
a subsequent period

Capitalised product development expenditure 1s amortised over its useful economic hfe of 3 years
Capitalised product development expenditure 1s subject to regular impairment reviews and 1s stated at cost

less any accumulated impairment losses and amortisation Any impairment taken during the year 1s shown
under adnmmnistrative expenses on the income statement
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DILLISTONE GROUP PLC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

1. Accounting policies (continued)

1.8 Depreciation

Property, plant and machinery are stated at cost less accumulated depreciation Depreciation on these
assets 15 provided at rates estimated to write off the cost, less estimated residual value, of each asset overits
expected useful life as follows

Leasehold land and buildings over the remaining lease period
Office and computer equpment 50% straight hine
Fixtures, fitings & equipment 25% straight hne

1.9 Financial assets

The Group classifies its financial assets under the defimtions provided in International Accounting
Standard 39 (IAS 39) Financial Instruments Recogmtion and measurement, depending on the purpose for
which the financial assets were acquired Management determunes the classification of its financial assets
at imtial recogmtion The possible categones under TAS 39 are at fair value through profit and loss, loans
and receivables, and available for sale Management consider that the group’s financial assets fall under
the ‘loans and receivables’ category

Loans and receivables are non-derivative financial assets with fixed or determined payments that are not
quoted mm an active market They are included in current assets, except for maturities greater than
12 months after the balance sheet date, which are classified as non-current assets The group’s loans and
recewvables comprise trade recervables, intercompany trading balances, and cash and cash equivalents

1.10  Financial liabilities

The Group classtfies 1ts financial kabilities under the defimtions provided 1n IAS 39, either as financial
habilities at fair value through profit or loss, or financial liabilities measured at amortised cost
Management consider that the group’s financial liabilities fall under the ‘financial habihities measured at
amortised cost’ category The group’s ‘financial liabilities measured at amortised cost’ comprise trade
payables, intercompany trading balances, and accruals

1.11  Fixed asset investments
Investments 1n subsidiary companies are included at cost in the accounts of the company less any amount
written off 1n respect of any permanent impairment 1n value

1.12  Leasing
Rentals payable under operating leases are charged agamnst income on a straight line basis over the lease
term

1.13  Inventory
Inventory 1s valued at the lower of cost and net realisable value on a FIFO basis

1.14  Trade and other receivables
Trade receivables are recogmsed mmtially at fair value and subsequently measured at amortised cost using
the effective interest method, less any provision for impairment

1.15  Cash and cash equivalents
Cash and cash equivalents includes cash in hand, deposits held at call with banks and other short-term
highly liquid investments with original maturities of three months or less
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DILLISTONE GROUP PLC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

1. Accounting policies (continued)

1.16  Trade payables
Trade payables are recogrused iminally at fair value and subsequently measured at amortised cost using the
effective interest method

1.17  Share capital
Ordinary shares are classified as equity Incremental costs directly attributable to the issue of new shares of
options are shown 1n equity as a deduction, net of tax, from the proceeds

1.18 Foreign currency translation

Monetary assets and habihities denomunated 1n foreign currencies are translated into sterling at the rates of
exchange ruling at the balance sheet date Transactions in foreign currencies are recorded at the rate ruling
at the date of the transaction All differences are taken to the mncome statement

On consolidation, the assets and habihities of the Group’s overseas subsidiaries are translated at exchange
rates prevailing on the balance sheet date Exchange differences ansing on the translation of overseas
subsidiaries are classified as equity and transferred to the Group’'s translation reserve

1.19  Deferred taxation

Deferred tax 1s provided 1n full 1n respect of temporary differences between the treatment of certain items
for taxation and accounting purposes Deferred tax habilities are not material against the available losses
brought forward and are therefore not reported

Deferred tax assets are recognised where unused tax losses are available to offset against future profits and
where there 1s convincing evidence that sufficient taxable profits will be available against which the unused
tax losses can be offset

1.20 Defined contribution pension scheme
The pension costs charged in the financial statements represent the contributions payable by the Group
during the year

pA Financial risk management
2.1 Financial risk factors

There are a number of nisks and uncertainties which could have an impact of the Group’s long term
performance and cause actual results to differ materially from expected and historical results  The directors
seek to 1dentify matenal risks and put 1n place policies and procedures to mitigate any exposure

(1) Competitor risk

The market for staffing software 15 extremely fragmented with a large number of small suppliers
operating 1n all of the Group’s geograplucal markets Very few of these supphers have the
necessary financial, technical and marketing resource to be able to sustain their competitive
position However the competition may intensify through consolidation or new entrants to the
market and 1n order to mitigate this nsk and maintain competitive position management work to
build strong customer relationships and maintain and develop the Group’s products ahead of the
competition
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DILLISTONE GROUP PLC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

2, Financial risk management (continued)

(1) Economic nisk
The staffing industry has a reputation for being vulnerable to the cyclical nature of the economy
The directors have taken a number of steps to mitigate any perceived nsk such as geographical
expansion and product development

(1)  Foreign currency
The Group’s foreign operation trades n 1ts own currencies As a result the Group 1s not subject to
any significant foreign exchange transactional exposure except when repatnating profits The
Group’s main exposure therefore anses from the translation of overseas results into sterhng The
Group only seeks to remut profits to the UK when the exchange rates are appropriate In light of
this the Group does not hold any sophisticated hedging instruments such as denivatives

(v) Interest rate risk
The Group has a linited exposure to interest rate volatiity The Group has no debt and the only
interest rate exposure 18 therefore asset based The principal nisk therefore 1s lost opportunity  This
18 mutigated by a twice weekly treasury review by the Board

) Credit nsk
A significant proportion of customers are multinational, or blue chip orgamsations Historically
this cash collection profile has been excellent, and the bad debt charge has also historically been
very low As a result of a review of the Group’s banking arrangements duning the year, 1t was
decided that there was an unacceptable exposure to a US bank in Dillistone Systems (US) Inc
Accordingly these banking arrangements were moved to HSBC’s New York office

(v1)  Liqudity nisk
The trade and other payables as set out in note 14, mdicates that all such liabilities are payable
within 12 months The directors consider there to be no sigmificant liquidity risks due to the
significant cash balances of the Group

2.2 Quantitative risk analysis

Foreign currency

At the year end, the Group had assets totalling £830,727 and habulities totalling £279,935 denomunated 1n
Euros (2006 assets totalling £279,076 and habilities totalling £206,382), assets totalling £526,291 and
liabilhities totalling £297,678 denomunated in US Dollars (2006 assets totalling £237,684 and l