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Welcome to the

Dillistone Annual Report 2016

Dillistone Group Plc is a global
leader in the supply of technology
solutions and services to the
recruitment industry worldwide.

We provide software and services lo recruitrment firms and recruiting teams within rajor
corporations. Across our subsidiaries, we wark with over 2,000 firms in over 60 countries.

Our two divisions are Dillistone Systems and Voyager Software. Dillistone Syslems specialises in
the supply of software and services into executive level recruitment teams. Voyager Soflware’'s
clientele are primarily involved in contingent recruitiment, including permanent placermnent, conltract

placement and the provision of temporary staff.

Commenting on the results and prospects,
Mike Love, Non-Executive Chairman, said:

“Product development continues to be a priority with
a number of upgrades and new product launches
successfully achieved in 2016. The year delivered
a record level of revenues, and equally importantly,
recurring revenues.

“Qverall, despite what we consider to be short term
economic turbulence, the Group believes that
itis in a strong position in its core markets and
is confident of future progress. As a result, we
are delighted to propose an increase in our final
dividend of 1.8% to 2.8p."”

Dr Mike Love
Non Executive Chairman

Look out for the following

definitions throughout this report:

. Adjusted operating profil is slatutary operating
profit betore acquisition costs, refated intanpeble
amortisation, movements in contingent constderation
and other one-uff costs. See note 2.

N

Adjusied £BITDA s adjusted operating profit with
depreciabion and amortisation added back.

. Net cash funds are cash and cash equwatents held
tess bank borrowings,

w

4, Adjusivn basie C1S is computed trom statutory proiits
alter {ax agjusted to exclude the posi-iax effect of
acquisthion costs, refated mtangible amortisation,
movemenis i contingent consideration and other
one-off costs,
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Highlights

Adjusted profit before tax

N3%
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Recurring revenues

™N6%

2016 £1.46m 2016 £7.03m
2015 £1.42m 2015 £6.61m
2014 £1.82m 7014 £5.93m
2013 £1.80m 2013 £5.27m
2012 £1.68m 2012 £4.53m

Revenues up 6% from 2015 1o £9.963m.

Record level of recurning revenues of £7.027m, up 6% fram 2015.

Recurnng revenues, representing 71% of Group revenue, cover approximately
all of admunistrative expenses before acquisition related and one-off costs.

Adijusted operating profit tor the year up 3% to £.1.463m.

Profit after tax for the year is £0.526m after a pre-lax one-oif amortisation adjustment
of £0.720m.

Adjusted basic EPS fell slightly to 7.10p (2015: 7.26p).

Basic EPS tell to 2.68p (2015: 6.20p) reflecting the amorlisation adjustment.
Final dividend of 2.8p per share recommended (2015: 2.75p).

Net cash tunds of £1.379m (2015: £1.270m).

Dillistone Systems division reports strong turnaround n new business wins with over
100 new client lirms signing up in period with a lotal contract value of over £1.000m.
Revenue up 5% to £4.858m.

Voyager Sofiware division saw an 18% increase in new business wins n 2016; launched
ISV Qniline, and Lhe lirst of a suile of mobile apps. Revenues grew 6% (o £5.105m.

Read more on Group Performance
on pages 8 to 14

www.dillistonegroup.com
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Timeline

The original FileFinder software was
developed by David Dilistone, himself a
retained search consultant. While it was

wnitially created for in-house use, David soon
realised that there was a market for it beyond
his own firm, and so he created David
Dillisione Systeimns.

By the late 1990s, David had retwed and
the business - now renamed as Dillistone
Systems - was owned by Custom Business
Systems (CBS). CBS invested heavily in the
tirm and, by the end of the decade, ofiices
had been established on three continents.

In 2003, the current rmanagement team
took part in a management buyout of
the business. The dawn of the internet |

meant that it became far easter to sell
the FileFinder systenm internationally, @
and, as a resuit, Dillistone Systems
grew rapidly.

In March 201 1. FileFinder 10 was

: released after over two years of
@ development. In September 2011,
. the Group made its first acquisition:
Voyvager Software.

In 2008, a decision was taken to signiticantly
increase R&D expenditure, and the
development of the next generation ot
FileFinder began.

In 2006, the Group floated on the AIM
market of the London Stock Exchange
(DSG. L)

In Seplember 2012, Voyager infinity
was launched after three years of
development.

In July 2013, the Group made its second
acquisition: FCP Interniet.

In October 2014, the Group acquired

ISV Software. 2014 saw the release of ;

FileFinder Anywhere, a market leading @
praduct suited 0 mobile working.

Voyager software division launched SV
Quline and the first of a suite of mobile apps.

Voyager Software division - launch of
cloud hosted version of Infinity; launch of
integration of ISV FastPath and Infinity; and
launch of version 6 of Evolve.

stock code: DSG
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Dillistone Group at a Glance
For the year ended 31 December 2016

Dillistone Group Plcis a
global leader in the supply
of technology solutions and
services to the recruitment
industry. Operating across
60 countries, working with
over 2,000 firms, we are
made up of two divisions.

Dillistone Systems division

Dillistone Systernis 1s a leading global supplier

of technology and services {0 executive search
firms and to in-house search teams at major
corporations and nol-for-profit organisations.
The Division's pnincipal praduct is the FileFinder
Anywhere suite, which 1s typically delivered from
the cloud via a range of Apps. The Division is
headquartercd in the UK, but has offices in the
United Siates. Australia and Germany and serves
chents in rore than 60 couniries, generating
more revenue from outside the UK than from its
home market. It employs around 60 people.

Dilistone Systems 15 widely acknowledged (o
work with more executive search firms than any
comparable supplier, and 1s also considered

to be a thought leader in thus space. As a

result, the Division has also moved beyond

the supply of software, and provides additronal
services including training in executive search
techmiques. markeung and advertising services,
and also runs regular events which are open to
both client and non-client firms.

Dillistone Systems

division Products

FileFinder is designed specifically for the
execulive recruiting market with FiteFinder
Anywhere being the latest generation of the
suite. FiteFinder Anywhere is available in two
torms: Essentals and Prenum.

FileFinder is an executive search database,
CRM sysiem, research tool, report writer and
project management solution all rolled into one.
it 15 designed to support every element of the
search process.

The product is unigue i its market, in thai it

is available to purchase or to rent, and can be
accessed via a Desktop App, a full Browser
App, a Mobite App or through Microsoft Qutlook
(clesktop or web versions).

stock code: DSG
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Voyager Software division

Vaoyager Software wtself became a part of the
Dillistone Group in September 201 1. it has
always provided end-to-end recruitment
solutions to the recrustiment sector, typically those
working on a conpingency basis, and continues
to do so to thus day. In September 2012, Voyager
Software launched its tatest generation of
recogitment solutions with its Infinity product.
Intinity is designed to improve the performance
and efficiency of recruitiment businesses
specialising in permanent, contract and
ternporary roles. With automation at its heart. it
meets the demands of fexibility and functionality
required by these recruitment firms. Alongside
Voyager Software’s VDQ product, for pure fast
paced temporary agencies, and Mid-Office,

the pay-and-bill solution for the back office,

the business covers the whole contingency
recruitment space. In 2013, the Group acquired
FCP Internet, suppliers of the evolve™ SaaS
product, and this has subsequently been
miegrated inio the Voyager Software Division.

In October 2014, a further acquisition, 1SV
Software ~ a suppler of skills testing and training
services, was also mcorporated into the Division.
Today, the Voyager Software Dwiston's products
are used 11 over 20 different countries by many
thousands of users n differeni-sized recruitment
businesses. The Division has offices in the UK
and Australia and employs around 60 people.

www.dillistanegroup.com

Voyager Software
division Products
Voyager front office:
Voyager Infinity
manages the work
of recruiters working
to fill permanent and longer-lerm contiact/
temporary vacancies delivering measurable
performance efficiencies and audit trails.

Voyager Infinity SaaS has all

of the great lcatures of Infinity

available as a managed service

on the Azure Cloud with
affordable set-up and affordable monthly cost.

Voyager Infinity Cannect Mabile App

is the new super easy-to-use mobile

app for Recruiters on the go. The

app, available in both i0S (Apple)

and Android (Googte) stores, allows
the user to quickly and easily look up contacts
from their Voyager Inlinity Saa$S dalabase and all
communication 1s logged against the database
n real time.

Voyager VDQ! is designed for
fast-paced blue and white
collar temporary placement
agencies that have to quickly
assemble transient or ad hoc 1eams lo serve
highly volatile and urgent labour requirements.

Voyager mid
and back office:
Voyager Mid-Office Voyager's flexible
Pay & Biil sotution, automates the
pracessing of large volumes of
timesheets and payrments lo numerous clients
and candlidates.

Voyager Bureau enables bureaus to subcontract
back-office operations for multiple client
recruitment companies on a single platiorm.

Evolve

Through FCP Internet, the

division also provides its
evolve™ Sofution. evolve™ has been designed to
deliver an eltective workflow solulion for all sizes
and types of recruitment business. K 1s delivered
only as a SaaS product.

ISV

ISV delvers pre-employment

skills testing and training tools

to recruitment businesses
and corporates. In late 2016, ISV launched SV
Online, incorporating all the best elements from
its original testing platform. FastPaih.
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Chairman’s Statement
For the year ended 31 December 2016

“The business
is committed to
maintaining its policy
of investing in its
products and services
whilst rewarding its
shareholders.”

Or Mike Love
Non-Fxecutive Chairman

Revenue analysis

2016
Recurning 71%
Non recurnng 24%
3rd Party 5%

Product development
continues to be a priority
with a number of upgrades
and new product launches
successfully achieved

in 2016. The Group delivered
its best ever revenue
performance with revenue
up 6% to £9.963m.

This performance was impacted by the Brexit
vote n the UK, which reduced demand in
our home markets wiile weakening Sterling
and, therefore, increasing the value of our
overseas sales.

Underlying profit before tax, acquisition costs
and one-off adjusiments rose 3% to £1.458m.
As mentioned in our pre close staiement. the
Group has undertaken a review of 1s accounting
judgements in respect of the amortisation of
platform development cosis and subsequently
decided to wnite these costs off over a period

of five years, rather than a period of five o

ten years, resulting in a one-off adjustment of
£0.720m. Accordingly, operating profit fell ta
£0.412m with reported profit after tax falling

to £0.526m. This s a non-cash accounting
adjustment and brings our accounting freatment
into line with industry practice. The resulting
basic EPS for the penod was 2.68p.

Dividends

The Board was pleased {0 increase the interirn
dividend payment in September 2016 to 1.375p
per share (2015: 1.35p) and has recominended
an increased final dividend of 2.8p per share
(2015: 2.75p), subject to shareholder approval,
payable on 27 June 2017 to holders on the
regisier on 2 June 2017, Shares wilt trade ex
dndend from 1 June 2017. This takes the total
dividend based on the 2016 results to 4.175p
(2015: 4.10p), and gives a yeld of 4 9% on a
share price of 84.5p.

This represents our fifth successive year on year
ncrease n the dividend, in line with our policy
of progressing dividend payments, subject to
the cash needs of the business. The business is
conunitted to maintaining its policy of investing
i its products and services whilst rewarding ds
shareholders.

Staff

Our staff are fundamental to our success.

It1s through ther efforts, commitment and
determination that we continue to be a leading
technology provider in the seciors we serve.
On behall of the Board | would like to take this
opportunity to thank all of our stait,

Outlook

We are pleased to note that total revenue in
Q1 2017 is ahead of the sarne period in 2016
despite turbulen! markets for many of our
recrutment chents.

Although the Group derives revenue from chents
around the Globe, /2% of our revenues in 2016
were derived from the UK recruitment market
and the decision of the UK to “Brexit™, taken in
June 2016, has had an impact on this sector. In
turn, {his has impacted our new business sales:
while incoming orders i the first quarter of 2016
benefiled from a confident UK ecanarny, this has
not been the case n the second halt of 2016 and
the first quarter of 2017,

While new business orders may have been
impacted by economic turbulence, our recurmng
revenue base has reached record levels. This s
true for both of our divisions and ihese long ierm
recuring revenues are expected to cover the
majorty of our admunistrative costs and thereby
giving us confidence in the future of the Group.

Furthermore, we are anticipating an
improvement in orders n the latter months of
2017 and the early pari of 2018 as the incoming
General Data Protection Regulaion (“GDPR”)
rules, which come into effect on 25 May 2018
and which will require recruitment fuins to

take sieps n the run up, are likely to have a
significant impact on the recruitrment technology
space. We believe that this impact will be positive
for the Group.

Technological nnovation is key to our long term
success. In addition to the ongomg developriignt
of our ewsting product range, the Group s
nvesiing in the creation of an exciting new
product. While development of this product has
bogun, it will not pencrate significant revenue
prior to 2018, and aithough the majorily of
development costs are expected to be capitahsed
other costs will be expensed in 2017. Despite
the increased expenditure, we believe that this
praduct will have a significant positive impact

in the future. We are cuirently appraising debt
funding arrangements for the completon and
launch of this new product.

Overall, despite what we consider to be short
term economic wrbutence, the Group believes
that 1t 1511 a strong position in 1S core markets
and is confident of fulure progress. As a result,
we are delighed to propose an ncrease I our
final dividend of 1.8% to 2.8p (2015: 2.75p).

Dr Mike Love

Non Executive Chatrmian
25 Aprit 2017

stock code: DSG



Q&A with James Cooper

Case Study

In each annual report we highlight how one of our solutions

is helping a client to generate real business efficiencies. Last
year our case study looked at how White Knight Recruitment is
taking advantage of two of our products ~ infinity and FastPath.
This year we are looking at Damhurst & Co.

Damhurst & Co is a retained executive search company
established in 2016, focusing on mid-senior appointments
in the insurance and reinsurance sector.

Alter using a competitive product for
years at his previous firm, company
director James Cooper reviewed
other executive search software
options, and decided that FilcFinder
Anywhere was the solution best
meeting his reguirements.

Six months alter going live, James
shares what affected Jus decision
and his intial impressions as a
FileFinder user.

Dillistone Systems: Why did you
decide to invest in specialised
executive search software?

James Caoper: | believe that execulive
search and recruitment are very
chitferent, therefore they have ditferent
requireinents witén it comes to
technology. As a research-driven
business, data 1s paramount {or

us - so we needed to find the best
system, tools and people to help us
collect and use data for our search
assignments. After reviewing the
market, FileFinder Anywhere and

the Dillistone ieam seemed io tick

all the boxes!

Ditlistone Systems: How was the
implementation process?

James Cooper: Implementing
FileFinder Anywhere was a very
easy and enjoyable process, mostly
because of the people we have had
to deal with at Dillistone Systems —
n particular, | want to thank your
projects and training teams for their
efforts, and for being very helpful
during the whole transition penod.

Dillistone Systems: Six months
n, what are your impressions of
FileFinder Anywhere?

James Cooper: Filelinder Anywhere
is a sophisticated piece of software.
Previously, | used a well-known
competilive praduct, and enjoyed
using it very much - however, now
that | am using FiteFinder Anywhere,
I would not swap back for love or
money! You have to invest some time
in learning how to use the praduct bui
it is alt worthwhile in the end ~ and
again, the training leam s there {o
help and they are doing a superb job.

Dillistone Systems: How do you rate
our support service?

lames Cooper: {he technical support
service is anything but tormutaic.
The support team really does listen
to you. they take time to understand
what the issue is, and after a couple
of conversaiions, we have been able
lo maich our processes to FileFinder,
| can now run reports showing the
entire scope of my projects. which

1s very helpful.

Diltistone Systems: Was your decision
to nvest in FileFinder Anywhere the
rght one for your business?

James Cooper: 100% yes! It has
definitely impacted our productivity
and our ability to serve our clients
better.

Dillistone Systems: Would you
recommend FieFinder Anywhere to
other executive search firms?

James Cooper: Yes, | would... but only
if they are not operating n our sector!
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Chief Executive Officer’s Review

For the year ended 31 December 2016 i

“This strategy

IS made possible
through our
commitment

to product
development.”

Jason Starr
Chief Executive

Divisional revenue analysis
2016

Dillistone 49%

Voyager H1%

Dillistone Group Plcis a
global leader in the supply
of technology solutions and
services to the recruitment
sector worldwide.

Strategy and objectives

The Group's strategy is to grow the business both
organically and through acqussition. This strategy
1s made possible through our conunitrment to
product development, which ensures that the
business continues to command a leading role in
all of the markets in which 1t operates.

Our acquisition strategy typically entails
consideration of businesses offering:

e products that wouid further mcrease market
share in the Group's core markets;

¢ legacy applications, where chents could be
transferred to our modern suite of products; or

e complementary applicauons, which may be
cross-sold to clients of the Group.

The Group's ohjectives are principaily to:

ensure our products meet the needs of
the recruitment sector through continual
investment and development;

be a leading player in all of the markeis we
serve;

develop our staff delivering progressive career
development;

increase our profitability and defiver ncreased
shareholder value year on year in conjunction
with a progressive dividend policy.

Key Performance Indicators (KPIs)

The Buard and managernent use absolute higures to monitor the perfortnance of the business in the

following financial KPls:

Fy 2015 FY 2016 Met/Not

£°000 £'000 measure used by management met

Tota! revenues 9,437 9,863 year on year growth met
Recurring revenues 6,606 7,027 year on year growth met
Noen recurring revenues 2,333 2,370 yeéar on year growth met
Adjusted profit before tax 1,416 1,458 year on year growth met
Cash less borrowings 1,270 1,379 sufficient cash resources maintained met

Adjusted profit before: tax is statutory profit befure acquisition costs, related inlangible arnortisation, moverments in
contingent consideration and other one-off costs. See note 2 and note 5.

I addition, the Board monitors order levels and employee numbers as well as performance

agamnst budget.

stock code: DSG
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Our business model

The business 1s spht nio two divisions, Diflistone
Sysiems and Voyager Software. Dillistone Systems
specialises n the supply of software and services
nto executive-tevel recruitment teams. Voyager
Sofiware’s clientele are primarily involved n
contingent recruitment, ncluding permanent
placemeni, contract placement and the provision
of temporary staff. Across our subsidianes, we
work with over 2,000 lirms in approximalcly 60
countries. Further details of the products we
supply are given in the ‘At a Glance’ sectlion.

WE UTILISE

Around 120 staff

Our IP, human and physical capabilities

Global thought leaders
Offices in UK, Germany, USA, and Australia

Data centres in Europe, USA, Brazil, Singapore, and Australia

[3

The majority of our products are delivered
through one or more of the following:

1. an upfront licence fee plus a recurnng
support fee;

2. Software as a Service (SaaS) subscription
basis; or

3. a hybrid model incorporating an upfrant
payment and recurnng support and Cloud
hosting fees.

Products and services

Qur suite of innovative recruitment software is packaged with

Additional services include training, data translation, support
services and running conferences

Qur data centres enable us to offer optional hosting

There is a continuing move towards our Cloud
delivery services.

The business operates out of four countries: the
UK, Germany. the US and Austraiia. As well as
supplying and supporting our software we also
host the software for a proportion of our clients.
This is done through data centres in Eurape, the
Americas, Singapore and Australia.

. TO DELIVER

an end-to-end service

Rapid deployment

Short and long term value
for our dlients

In 2000+ firms across 60 countries, our clients are situated
across the entire recruitment fandscape.

They say that we provide them with:
Stability. Hexibility and functionality

Easy access to their data

Ongoing development ensures upgrade path for clients

- THAT PROVIDE

Short and long term value for
our shareholders

Our large client base means that we do not depend on a
small aumber of clients.

We generate revenue typically through three pricing mechanisms:
Upfront licence fee plus recurring support fee
Software as a Service (SaaS) subscription basis

Hybrid mode! incerporating upfront payment and recurring support

and hosting fees

Further details of the products we supply are given
in the "At a Glance' section on pages 4 and 5

www.dillistonegroup.com
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Chief Executive Officer’s Review continued
For the year ended 31 December 2016

Group review
of the business

2016 saw recurring revenues grow 6%

t0 £7.027m (2015: £6.606rn) reflecting,

in pait. a foreign currency impact from

Sterting weakening in 2016 (inypact 3%).
Nan-recurnng revenues incieased 2% to
£2.370m (2015: £2.333m). As a result.

overall revenues mcreased by 6% to £9.963m
(201%: £9.437m) with recurring revenues
representing 71% of Group revenues

(2015: 70%). Overheads have ncreased across
the business mainly as a result of the one-off
adjusiment in respect of the amortisation of
platform development costs, referred to below,
with an adverse impact on resulis of £0.720m.
Clearly, this adjustment is an accounting change
in an estirnate and 15 cash neutral, Adjusted
EBITDA saw a 6% increase to £2.433m

(2015: £2.285m). Operating profit before
acquisition related iterns and one-off adjustments
mcreased by 3% to £1.463m (2015: £1.424m)
and pre-tax profits belore acquisition related
items and one-off adjustments also increased
by 3% to £1.458m (2015: £1.416m).
Operating profit for the year was £0.412m
(2015: £1.108rn) and profit for the year was
£0.526im (72015: £1.212m).

Divisional Reviews
Dillistone Systems

the Dillistone Systems duvision s pnmanly
focused on providing technology solutions to
the executive search market via our range of
“FileFinder” applications. This chent group is
made up of both exccutive search firms and
executive search teams in najor organisations.

Dillistone Systems’ head office is in London and
it has offices in the US, Germany and Australia.
The Diviston accounts lor 49% (2015: 49%) of
the Group’s revenue and it saw revenue grow 5%
10 £4.858m (2015: £4.620m).

The Diwvision had a difficult time in 2015 and
we are delighted to see it return to growth
2016. Our invesiment in product development
led to a number of key new contract wins. We
are delighted 1o report that - to the best of our
knowledge - the largest single implemeniation
on an Executive Search technology platform in
the US in 2016 was our FileFinder Anywhere
product. Tins implementation was by an existing
chient who chose 10 upgrade io our latest

suie. Furthermore, we beheve that the largest
single implernentation of an Executive Search
technology platform in Europe n 2016 was aiso
our FileFinder Anywhere product which was
imptemented by a firm which replaced a legacy
tool with owr techinalogy, choosng 1o become a
client for the tirst time.

10

The business signed up over 100 new clients

in the penod. with clients svatching from direct
competitors inctuding Bulthorn, Cluen and
Invenias, and we believe that our product has
now returned to a position of market leadershup.

Unfortunaiely, while our new business
performance was good, the economy impacted
on licence revenues from our existing client base,
a large proportion of which are UK based. We
typically enjoy additional sales from these firms
as they grow, but in 2016 a larger proportion of
those lirms reduced licerices rather than taking
on additional seats.

Earmings before interest, tax, depreciation and
arnortisation (EBITDA) increased by 1% to
£1.434m (2015: £1.425m). As discussed above,
the Group reviewed s amortisation pohicy for
capitalised development costs to bring it more
into hne with industry practice by writing off alt
such costs over five years rather than a range
of live 1o ten years. The impact of this on the
Dillistone division was £0.600m, increasing
the total depreciation and antortisation charge
10 £1.229m (2015: £0.534m). Accordingly,
operating profit fell 7/% to £0.205m

(2015: £0.891m).

We continue to nvest in the FileFinder Anywhere
praduct suite. which has included the release of
a chent portal, improved reporting functionahty.
improvernents in our mobile offering and
architectural enhancements to improve both
performance and scalability.

Voyager Software

Voyager Software is a provider of technology
products targeted at the entire recruitment
landscape, from front office to back office

and bureaus, and ncludes boih recruitment
management systems and pre-employment skilis
testing technology.

In 2016, the Voyager Soltware division accountedt
for 51% (2015: 51%) of Group revenues. The
Division's revenues increased by 6% 0 £5.105m
(201%5: £4.831m). Scgmental operating profit
before amortisation and depreciahon increased
by 14% to £1.093rn (2015: £0.956m). The
npact of the change n amortisation policy

for capitalised development was £0.120m,
ncreasing the total depreciation and amoriisation
charge t0 £0.461m (2015: £0.3271n). Divisional
operating profit rerained broadly unchanged at
£0.632m (2015: £0.629m).

2016 saw some major developments in the
Division including:

¢ Development of Infinity Connect - A new
mobile companion app for the popular Infinity
Saa$ solution, avaitable for both «OS and
Androd devices.

Additional functionalily release in Inlindy (inc.
Infinity SaaS) for the temporary recruitrment
sector.

* Further enhanced scalablity of Evolve through
deployment on Amazon Web Services and
implernentation of Elastic Searching.

¢ Launch of ISV.Online - our new candidate
skills testing platform.

The Board is confident that both Divisions have
strong {utures.

Financial risk management

The Group's operations expose i to a number of
rnsks that include the elfect of changes i interest
rates, credit. foreign currency exchange rates and
liquidity. The Group does nat trade in financial
nstruments. Further details in relation to these
risks are shown in note 25.

Interest rate risk

The Group is exposed 0 interest rate nsk
thirough its foating rate burtowings and through
1ts management of retained cash. The Group
montors its exposure to interest rate nsk when
borrowing and mvesting its cash resources.

Credit risk

The Group has a large customer base i cxcess
of 2.000 customers and is not dependent on a
small nuinber of customers. Accordingly, the
Group does not believe it is exposed to significant
credit nisk. In addition, it unly places money with
banks with strong credit ratings.

Exchange risk

The Group 1s exposed to translation and
transaction foreign exchange nsk. The Group's
foreign operations primanly trade in their own
currencies, reducing the transaciion nsk. As a
result the main foreign exchange transacuonal
exposure arises when repatriating profits. The
Group only seeks to rermit cash when required
in the UK and it usually has some flexibility on
timing of such appropriations to minimise any
exchange losses. The Group 15, however, exposed
to translaiion risks on net assets held.

Liquidity risk
Although the Group has some borrowings. it
maintains positive cash resources and has

sufficient available funds for its operations and
planned expansion of its existing activiies.
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Principal risks and uncertainties
There are a number af nsks and uncertainties which could have an impact on the Group’s long term performance and cause aciual results to dhifer
nmaierially from expected and histoncal results. The Directors seek io identify material nsks and put in place policies and procedures to mitigate any
exposure. The table of risks that follows gives details of the principal risks and ihe approach being taken io manage them.

Risk

Potential adverse impact

Mitigation

Economic risk

The recrutment industry has a reputation for being
vulnerable to the cyclicat nature of ihe economy. This can
impact significanily on non-recurnng revenue and to a
lesser extent recurring revenue.

The Company operates globally and so 1s not reliant on
one economy. It enjoys a high % of recurnng revenues.
Acquisitions have increased the exposure (o the UK
economy. Future acquisitions may be overseas.

in a downturn there may be a reduction in new permanent
hires which may be replaced by temporary hires. The
temporary recrutment market is potentially anti-cyctical,
The Group's products support both permanent and
temporary hires.

New product risk

All technalogy suppliers need to develop new products and
applications and there is always a risk that new products
may lead to issues. This could damage the Group's
reputation and result in loss of new orders and therefore
reduce revenue growih. it could also resuit in claims
against the company.

The cost and time frame for developing and releasing new
products could be a bigger drain on resource than built into
budgets and forecasts.

Products are tested pre-launch, and taunch and
implementation strategies developed io nunismse nisks,

The Development plan is regularly reviewed by
management and the Board.

Attrition of
customer base

Failure {o attract new customers, or the loss of existing
customers, may have a detrimental effect on the Group's
ability to generate revenues.

Actively manage existing customer relationstips through
account management structures and promptly dealing with
1ISSUeS.

The Group continues to nvest in new products with new
features being added.

Competitor activity

The market for recruitment software 1s extremely
fragmented with a large number of small suppliers
operating i all of the Group's geographical markets.
Very few of these suppliers have the necessary financial,
technical and marketing resources to be able to develop
their competitive position. However, the competition may
intensify through consolidation or new entrants to the
market.

Same comipetitors offer a broacler product range enabling
therm to compete across the whole of the sector.

The businesses can easily lose market share if its products
are not well regarded either from being "out of date” or
“buggy”.

Some lirms may try to compete on price, particularly if the
market deteriorates.

The Group has strong customer relationships and uses
account management to keep n touch with chenis.

The Group continues to invest in its product development
and 2016 saw the addition of temp functionality to Infinity
and the launch of a stand-alone browser version of FF.
ISV Online was also faunched. The Group continues to
innovate and provide solutions to client needs.

There is a focus on fixing bugs and ssues as they arise to
ensure the user experience 1s good.

Pricing strategies are reviewed on a regular bas:s,

The Group coniinues to ook into developing new products
and additional features to more readily compete.

www.dillistonegroup.com
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Chief Executive Officer’'s Review continued
For the year ended 31 December 2016

Risk

Potential adverse impact

Mitigation

Business continuity
risks associated
with information
systems,
operational failure,
data security and
cyber security risks

A fanlure of systems or failure of hosting facilities leading
to loss of customer conlidence in the Group being able o
deliver their requirements.

L.oss or corruption of data held on hehalf of cusiomers
which could have a detrimental effect on their confidence
in data secunty processes and could cause linancial loss.

External attacks on servers could result in lost or corrupted
clata and loss of reputation.

Each dwvision is refiant on data centres. Work ongoing
to move data centres 1o the cloud through Amazon
and Azure.

Plans are regularly reviewed on how to improve data cenire
management as the business grows worldwide.

Data backups occcur daily and the necessary test carried
out on a regular basis to ensure data can be restored.

Penetration testing helps minimise the risk of atlacks.

Employee
engagement and
retention

Capability to meet the demands of the markets in which
the Group operates and cormpetes effectively with other 17
suppliers is largely dependent on the skills, experience and
performance of staff.

Failure to attract or retan high calibre employees couid
seriously impede future growth and present performance.

Reliabihty on smail group of people especially in parts of
the busmess.

To retain stalf the Group operates compeutive remuneration
packages.

Appraisals are carried out which also consider individual's
personal development.

Cross training being carried out where possible.

Ability to finance
acquisitions and
new development

The Group wants to grow either by acquisition or through
development of its own products. This requires that it will
have the ability to fund such expansion either via borrowing
or placement, or through the availability of s own

cash resources.

Ongoing discussions with mvestors and potential nvestors
to build a following in Dithstone.

Management
capacity

Size of business means that management tends t0 be
stretched and under resourced. As the business grows
there may be msufficient support to ensure that the growth
1s effectively ianaged and infegrated.

Investment in additional management in 2016 at Voyager
and additional finance resource. In 2017 we anticipate a
further strengthening of product development management
capability.

FX

The Group has substantial operations in both the UK and
overseas. Profits are exposed to variations in exchange
rates thereby impacting on reported profits.

There is usually sorne element of natural hedge i the
cuirencies, although if Sterling strengthens against all
currencies it can have a negative impact on resulis.

Brexit

Potential economic uncertainty could lead to a reduction in
orders in the short to medium term. impaciing adversely on
the Group's results.

Clearly. any changes brought about by Brexit are likely to
be implemented over the next 2 years now that Article 50
has been invaked, which might introduce changes o the
UK-EU trading arrangements.

This inay impact where recruiting individuals with
Furopean langiages requirement. It may increase the ume
and ditficutty in recruiting skilled employces.

‘Brexit’ has had an impact on exchange rates, which are
already a sigmbicant risk.

Clients usually choose best in class and atreacly buy from
global firms. The Group coniinues to moniter implications
and is continually reviewing its products and pricing to
ensure it stays cormpelitive.

We deal with visa requirements for some staft atready.

Data Protection
legislation

Ensure that alt group products comply with interrational
Data proteciion legistation and demonstrate o clients that
they do.

Work being carried out to ensure data is secure and
proiected at appropriate levels.

12
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Financial Review
For the year ended 31 December 2016

“The Group finished
the year with cash
funds of £1.537m
(2015: £1.595m)
and bank borrowings
of £0.158m
(2015: £0.325m).”

Julie Pomeroy
Finance Director

Profit after tax
2016

2016 £0.52m

2015 £1.21m
2014 £1.15m

7013 £1.23m
2012 £1.24m

www.dillistonegroup.com

Total revenues increased

by 6% to £9.963m (2015:
£9.437m) with recurring
revenues increasing by 6%
to £7.027m (2015: £6.606m)
while non-recurring
revenues saw a 2% increase
to £2.370m (2015: £2.333m).

Third party revenue amounted 1o £0.566m in the
period (2015: £0.498m). Revenue has benefitted
from the weakening value of Sterling. Using 2015
exchange rates, revenues in 2016 would have
been £9.651m.

Cost of sales increased by 13% 10 £1.478m
(2015: £1.313m), mainly due 10 wwestment in
cloud based hosiing facilities through Azure
and Amazon.

Adnunistrative costs, excluding acquisition
related items, depreciation and amartisation,
rose 4% to £6.052m (2015: £5.839m). The
Group has reviewed its amortisation policy for
capitalised development costs to bring #t more
into line with industry practice by writing off all
such costs over five years rather than a range of
live: 1o ten years. This has resulled in a one-off
adjustment of £0.720m in the year. where the
main impact was i the Qillistone division. Total
depreciaton and amortisation, including the
one-off adjustment. increased to £1.680m
(2015: £0.861m).

Acquisition related adminisirative costs toialfed
£0.331m (2015: £0.316my), and were i respect
of the amortisation of intangibles arising on

the Voyager. FCP and (SV acquisitions and
movement in the estumation of contingent
cunsideration. Finance cost ncludes £0.015m
(2015: £0.028m) relating to the unwinding

of the discount in respect of the contingent
consideration.

Recurning revenues covered 100% of
adnunistrative expenses before acquisition
related and one-off costs (2015: 89%).
Excluding depreciation and amortisation of our
own mternal development, ihe adnunisirative
costs are covered 116% (2015: 113%) by
reCurnng revenues.

There is a tax credit n 2016 of £0.134m

(2015: eredit £0.140m). The 2016 credit reflects
the significant R&D lax credits available 0

both Dillistone Systems and Voyager Software
disions, the change in deferred 1ax rate from
18% to 1 7%, as well as the impact of the
one-olf adjustment in respect of amortisation of
development costs and adjustments to prior year
compulations. These benefils are partially offset
by ihe higher rates of corporation iax that are
payable overseas. The acquistion related iiems
tax credit reflects the reduction in deferred tax
that arises as amortisation is charged in the profit
and loss account.

Profits for the year before acquisition related
and other one-~off items fell 2% to £1.395m
(2015: £1.419m) as 2015 adjusted profits
benefitted from a tax credit of £0.003m
(2016: tax charge of £0.063m). Pralits for the
yaar after acquisition related and other one-off
items fell 57% to £0.526m {2015: £1.212m).
Basic earnings per share (EPS) fefl to 2.68p
(2015: 6.20p). Fully chluted EPS feli to 2.62p
(2015: 6.00p). Adjusted basic EPS fell 2% to
7.10p (2015: 7.26p).

Capital expenditure

The Group invested £1.126m in property. plant
and equipment and product development during
the year (2015: £1.045m). This expendiiure
included £1.056m (2015: £0.961m) spent on
intangible related costs.
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Financial Review continued
For the year ended 31 December 2016

Trade and other payables

As with previous years, the trade and other
payables include income which has been
billed in advance but is not recognised as
income at that time. This principally relates
to support, SaaS and cloud hosting renewals,
which are bitled in 2016 but that are in
respect of services 0 be delivered in 2017.
Contractual income of this type is recognised
monthly over the period to which it relates.
I also includes deposits taken for work
whuch has not yet been completed, as such
incorme 1s only recognised when the work 1s
substantially complete or the client sofiware
goes ‘live’. Also included in trade and other
payables is £0.375m (2015: £0.620m)

n respect of contmgent consideration. At
the end of 2016. there are two tranches of
coniingent consideraton payable in respect
of ISV and these are dependent on the level
of revenue achieved in 2016 and the nine
rrionth period to 30 Sepiember 2017.

Cash

he Group finished the year with cash funds
of £1.537m (2015: £1.595m) and bank
borrowings of £0.158m (2015: £0.325m).
This 15 alter capital expendituze of £1.126m,
the payment to the vendors of ISV of £0.212m
and dividend payments of £0.811m.

On behalf of the Board

Julie Pomeroy
Finance Director
25 April 2017

The Strategic Report 15 signed on
behalf of the Board by

Jason Starr
Chief Executive
25 Apni 2017
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Adjusted EBITDA
2016

2016 £2.43m
2015 £2.29m
2014 £2.40m
2013 £2.24m
2012 £2.00m
Adjusted basic EPS

2016

2016 7.10p

2015 7.26p
2014 8.56p
2013 7.99p
2012 7.20p
Basic EPS

2016

2016 2.68p

2015 6.20p
2014 6.18p
2013 6.76p
2012 6.79p
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Board of Directors
For the year ended 31 December 2016

Mike Love, aged 68,

Non-Executive Chairman

Mike Love has a PhD in theoreucal physics and over 40 years’ experience
in the soltware industry. He is currently non-executive chairman of SciSys
plc, also an AlM quoted company. and direcior and chairman at Redchife
Precision Lid. He was group managing director of SciSys from 1986 to
2003 during which time he led a managemeni buy-out of the business and
floated it on AIM in 1997. He is a previous member of the AIM Advisory
Group of ihe London Stock Exchange.

Rory Howard, aged 49,
Operations Director

Rory Howard has a BA (Honouis) in Business Admiristration and is &
PRINCE? practitioner. Rory started his career with the Dixons Stores
Group and from 1991 io 1994 he worked in the systerms and conirot
department as a technical support analyst working on their EPOS systems,
data reporiing and security. He then joined JATO Dynamics Ltd, a sofiware
company specialsing in the automotive research market, as a database
analyst, developing databases for pricing models for the farge automotive
manufaciurers. n 1998 he oined Dittistone Systems Lirmted as a project
manager, and the follomng year became the Global Projects Manager.
tasked with restructunng all implementations and data migrations
procedures and operations. in 2003 Rory became Operations Direcior of
Dillistone Systerns Limited and a member of the Board.

Jason Starr, aged 45,

Chief Executive

Jason Starr joined Dillistone Systermns in 1994. He became Markeung
Manager in 1996 before becoming Managing Director of the UK business
in 1998. Following the MBO. Jason became Managing Director of Ditlistone
Systems Lid and subsequently became Group Chiet Executive Officer.
Jason is well known in the industry and has spoken at events in Asta, the
US and Europe. Jason was appoinied a non-executive director of AiM listed
PCI-PAL PLC from 1 January 2016.

Jason has a BA (Honours) business studies degree from the London
Guitdhall University.

Jason is the Group Chief Executive of Dillistone Group Plc and Managing
Director of Dillistone Systems.

Alex James, aged 44,

Product Development Director

Alex graduated from Swansea University in 1995 with a degree in
Psychology. In 1985 Alex joned Mallinckrodt Veterinary, warking in quality
conirol. In 1997 he moved to Responseability, a company that manages
aspecis of the recruitment process for clients, starung in administration
before progressing nto an accaunt management role. Alex started at
Dillistone in 1992 in a training/consultancy position prior 10 becoming the
UK and then Global Projects Manager, being ultimately responsible for
the implementation of ail products and services to both new and existing
clients. Alex joined the Board of Dillistone Systermns Linited in January 2005
and the Group Board in February 2006.

Alex is the Product Development Director for Dillistone Sysiems:
departments under his responsibility are sofiware development and
technical integration.
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Julie Pomeroy, aged 61, Alistair Milne, aged 41,

Finance Director Director of Support Services

Jufie 1s an experienced finance director of quoted and private companies. Alistair started his career at Richmond Theatre in 1994, working in both
She graduated with an hanours degree in Physics from Birnungham the marketing department and box office. In 1997 he joined The Football
University and is a Chartered Accountant and Chartered Director. She also Association, initally in a ticketing administration rofe, before progressing
holds tax and treasury qualilications. Jufie was group finance director of to a management role. Alistair then began working at the Shaw Theatre
Carter & Carter Group plc until October 2005, having joined in 2002 to as Box Office Manager. He joined Dillistone Systems in 2003. He was
help grow and floal the business. She had previously been chiet financial inttially appoinied to the UK and then Global Support Manager role with
officer of Weston Medical Group plc and prior (o this Julic worked at fast responsibility for all aspects of support services. He was promoted to the
Midlands Llectricity plc as dircclor of corporate finance. She was tinance Dillistone Systems Linuted Board in 2006 and joined the Group Board in

durector of AlM quoted Biofutures International plc until July 2010. Julie 1s January 201 1.

isO a non-executi e f Nattingham University H als NHS Trust. . | .
also a non-executive director of Nottingham University Hospitals NHS Trust Alistair 1s the Director of Support Services; he oversees all Dillistone IT

infrastructure and support services globally.

Giles Fearnley, aged 62, Committee icons
Non-Executive Director

A career in the passenger transport industry saw Giles lead an MBO in
1991, torming Biazctield | loldings Limited, a business operating, bus
networks principally across Yorkshue and Lancashire, This company was
sold to Transdev in 2006.

Remuneration Committee

In 1997 he was appomted chief executive of Prnsm Rail PLC. having been
one of that company's founders, and held that position until its sale to
National Express n 2000. Prism Rait operated four of the UK's passenger
raif franchises with a turnover of £500 million per annum.

Audit Committee

Giles 1s currently imanaging director of Bus, UK and Ireland for First
Group Pic. Giles served as chairman of the Association of Train Operating
Companies n 1999/2000 and as chairman of The Confederation of
Passenger Transport UK.

www.dillistonegroup.com 17
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Corporate Governance Report
For the year ended 31 December 2016

Corporate governance

Dillisione Group Plc (the "Company”) is
commutted to mamtaining gh standards of
corporate governance. The Company does not
comply with the provisions of the UK Corporate
Governance Code (the “Code™) in its entirety
and 1S not required to do so. However, the
Board recognises the importance of sound
corporaie governance and will take appropriate
measures to ensure that the Company complies
with the man provision of the Code as far as
practicable and to the extent appropriate given
the Company's size, assels. liabiiies and other
relevant information. The summary below
further descrbes the company’s approach

to corporate governance.

Leadership

The Board comprises a Mon-Executive
Chawrman, one Independent Non-Executive
Nirector and five Cxecutive NDircctors. All
Duirecturs are obliged to submit themselves

for re-election at least every three years. The
Chawrman and Non-Executive Director are
considered 10 be independent of management
and free from any business or other relationstup
which could materially interfere with the exercise
of their independent judgement. Giles Fearnley
15 the current Senior Inclependent Director

and his shareholding of approximaiely 2.3%

1s not considered by the Board to change

his independence.

Effectiveness

To enable the Board o discharge its duties,

all Directors have full and timely access to all
refevant mformation. They aie also able to take
independent professional advice as appropriaie.

The Beard has two commiitees:

Audit Committee

The Audit Comrtiec compnses the Charman
and the Non-Execulive Director and usually
mee:s wice dunng the year.

The Finance Director, Group Chief Fxecutive
Otficer {CFO) and external Auditar attend

by mwitation. The Audit Committee makes
recommendations to the Board an issues
surrounding the appaniment. resignation or
rémoval of audiors and therr remuneration. It
discusses and agrees the scope of the audit with
the external Audhtor before the audit.
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The Audit Commuitee reviews external audit
actities, morutors comphance with statutory
requircments for financial reporting and reviews
the hali-year and annual accounts before they
are presented to the Board for approval. It is
also required 1o review the effectiveness of the
Group’'s internal control sysiems, to review the
Group’s statement on mlernal control systems
prior to endorsement by the Board and to
consider, from time to time, the need for

a risk assessment of the Group's internal
control systems.

Remuneration Committee

The Remuneration Commuttee comprises the
Chairman, the Non-Executive Director and, by
nvitation, the Group CEO and the Company
Secretary. lt s responstble for recarmmending to
the Board the contract terms, remuneration and
other benefits for Executive Directors, including
the performance-related bonus scherne and
participation in the Group’s long termi share
option schemes.

The Board has not delegated a Nomination
Committee; the whole Board is involved in the
appomiment of any new director.

The Board does not currently undertake an
evaluation of its own performance or that
of s commiitees.

Accountability

The Board rieets at least four times each

year and has adopted & formal schedule of
matters specifically ceserved for decision by

it, thus ensuring that it exercises controt over
appropriale strategic, financial, operational and
comphance 1ssues. At these meetings the Board
reviews trading performance, ensures adequate
financing, sets and monitors strategy, examings
nvestment and acquisiion opportunities and
discusses reports to shareholders.

Internal controls

The Board has overall responsibility for the
Group's system of internal controls. However,
such & system is designed to manage rather
than eliminate the risk of failure to achieve
business objectives, and can only provice
reasonable and not absolute assurance against
material misstaierient. In order to discharge

that responsibility in a manner which ensures
corupliance wath laws and regutations and
prumotes elfective and elficient operatiuns,

the Directors have established an organisation
structure with clear operating procedures, ines
of responsibility and delegated authonty. Ihere is
an established framework of niemal conuols set
out and approved by the execuive management.
The more important elements of this framework
are as follows:

*  Management structure
The Board has overall responsibility for the
Group and each Executive Director has been
given responsibility for specific aspects of the
Group's affairs.

» Corporate accounting and procedures
Responstbility fevels are communicated
throughout the Group as part of the carporate
communication procedure. Accounting,
delegation of authority and authorisation
levels, segregation of duties and other
control procedures, together with the
general ethos of the Group are ncluded n
these communications, and standardised
accounting policies are in place reflecting
this policy.

* Quality and integrity of personnel
The integrity and competence of personnel s
ensured through high recruitment standards
and subsequent trainmg courses. Quality
personnel are seen as an essential pari of
the control environment and the ethical
standards expected are communicated
through senior members of staft,

* Budgetary process
Each year the Board approves the annual
budget, which includes an assessment of
key assumpiions underlying it Performance
1S moniiored and relevant action iaken
throughout the year by monthly reporting to
the Board of updated forecasts togeiher with
information on key nsk areas.
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e Internal monitoring
The Audit Committee considers and
determines relevant action in respect of any
conirof 1ssues raised by the Auditor. Given the
size of the Group and the close day-to-day
control exercised by the Executive Directors
and senior management, no formal financal
internal audit department is constdered
necessary. The Operations Director is
responsible for mantaining registrations and
quality related certitications and defining
and agreeing the procedures, standards and
practices to be followed in all non-financial
aspects of the Group's business.

* Risk management
The Board formally reviews the nsk register at
least annually and the consideration of risks
and in particular lhe identification of new risks
are an agenda item at each Board meeting.

* Relationship with Company Auditor
The Auditor has ready access to the chairman
of the Audit Committee and the Audit
Commuittee meetis at least annually with the
Auditor without any member of the executive
being present.

Remuneration

The objective of the Group's remuneration policy
1s to attract, motivate, and retain high quality
individuals who will contribute significantly to
shareholder value. The Remuneration Comnutiee
decides on the remuneration of the Direciors
and other senior management, which cornprises
a basic salary, benefits, bonus scheme, share
options and longer term incentive plan.

No Director 1s wvolved in decicing his or
her own remuneration.

www.dillistonegroup.com

Governance

Relations with shareholders

The Group seeks to maintain good
communications with shareholders. The
Executive Directors make presentations to
institutional shareholders covenng the mterim
and full year results. The Group despatches

the notice of Annual General Meetings (AGM),
with an explanatory crcular describing items

of special business, at least 21 working days
before the meeting. All shareholders have the
opportunity formally or informally to ask questions
at the Company’s AGM and the Chairman
typically makes a statement on current tradling
conditions at that meeting. The Chairman of the
Audit and Remuneration Committees attends
the AGM and will answer questions that may be
relevant to the remit of those commitiees. At each
AGM the Chairman advises shareholders of the
proxy voting details on each of the resalutions,
which are deaft with on a show of hands. In
addition, webinars are made following certain
announcements as well as ad hoc meetings,
giving shareholders and other interested parties
the opporturity to interact with members of

the Board.

Auditor

A resolution authorising the Direclors to set
the remuneration of the Auditor will be put to
shareholders at the forthcoming AGM.
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Report to the Shareholders

on Directors’ Remuneration
For the year ended 31 December 2016

Remuneration report

Service contracts :

The Board's policy is that service coniracts of
Executive Directors should provide for termination
by the Group on one year's notice. The service
contracts of each of the current Executive
Directors provide for such a period of notice.

The independent Non-Executive Directors have
letters of appuintment providing lixed three-year
service periods, which may be terminated by
giving six manths’ natice.

Non-Executive

Directors” remuneration

The lees for the Chairman and mdependent Non-
Executive Direcior are determined by the Board.
The Chairman and the Non-Executive Director
are not involved in any discussions or decisions
about their own remuneration.

Directors’ remuneration

The Chairman and independent Non-Executive
Director do not receive bonuses or pension
contributions and are not entitled to participate
in any of the Group’s share schemes. They

are entitled 10 be reimbursed the reasonable
expenses incurred by them in carrying out their
duties as Directors of the Company.

Executive Directors’
remuneration

The remuneration package of the Executive
Directors includes the following elements:

Basic salary

Salanes are norimally reviewed annually taking
into account inflation and salaries paid to
directors of comparable comparies. Pay reviews
also take nto account Group and personal
performance. The Board as a whole decides the
remuneration of the Chairran and the Non.
txecutive Direcior.

Details of the remuneration of the Directors for the financial year are set out below:

Performance related pay scheme

There are two performance related pay schemes
for Executive Directors. The first is an annual
bonus scheme which is based upon the
achievement of certain profit and commercial
targets for the Group, as appropriate. The
Executive Directors’ bonus charged in the 2016
tinancial year is £35,000 (2015 £nil).

The second scheme is a long term incentive
plan linked {o growth in earnings per share
over a three year period. At the discretion of the
Remuneration commitiee, Executive Directors are
either granted share options at the ruling mid-
market price at the time of the grant or a pure
cash bonus fixed as a pe?cenlage of salary. The
awards are subject to meeting challenging EPS
growih largets. Annual awards are made under
this scheme. Where options are awarded, the
value of the award 1s calculated using a Black-
Scholes madel (see note 23 far further detads). |
The awards made in the pened are included in
the LTIP tables below.

Salary Pension
and fees  Annual Bonus payments** Benefits 2016 2015
£:000 £'000 £:000 £000 £°000 £:000
Executive Directors
J'S Starr 99 9 29 - 137 124
R Howard 44 5 31 - 80 73
A D James 91 7 7 1 106 96
J P Pomeroy 87 7 11 - 105 95
A Milne 92 7 5 1 105 87
Non-Executive Directors
M D Love 34 - - - 34 33
G R Fearnley 13 - - - 13 12
460 35 83 580 520

* Salary 1s calculated are deductng Satary saciitice paymients,

** Inchudes salary sacrilice payrnents.

Long Term incentive paymenls made in the period are not included in the above figures but are detailed below.

LTIP award - % of salary arrangement

Maximum payout awarded in

Total value of salary based
LTIP awards carried at

Paid in the Year including

Total value of all salary based
LTIP awards carried at

period Employer's NI 31 December 2016* 31 December 2015*

£'000 £'000 £000 £'000

3 S Starr 54 5 10 14
R Howard 31 - 5 5
85 5 15 19

° Awards accruedt over the penod that they relate to and the vatuation takes ito account the ikelihood of performance conditions being met,
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Governance

LTIP Award - share options

Number of aptions granted
under LTIP scheme in year

Total number of options
granted under LTIP scheme
at 31 December 2016

Total number of options
granted under LTIP scheme at
31 December 2015

A D James 94,471 160,830 66,359
J P Pomeroy 94,063 160,134 66,071
A Milne 94.471 157,659 63,188

283,005 478,623 195,618

The Opuons granted in the year were at a price of 78.5p and carry the same performance conditions as the LTIP cash bonus awards. No options were

exercised in the year. In 2015, 73,975 options were exercised at a grant price of 73p.

Directors’ interests

The nterests of the Directors (including farmily miterests) i the share capital of the Company at the year end are set ou: below:

Ordinary shares of 5 pence each

At 31 December 2016

At 31 December 2015

J S Starr 3,577,591 3,577.591
R Howard 3,300,000 3.300.000
A D James 112,744 112,744
M D Love 989,754 929,754
G R Fearnley 453,435 453,435
A Milne 59,109 59,109
J P Pomeroy 63,733 63,733

In addition, the following Directors had total share options including the options granted under the LTIP scheme above and options granted under the

sharesave scheme:

At 31 December 2016

Options over ordinary shares of 5 pence each

At 31 Decemnber 2015

A D James 160,830 66,359
J P Pomeroy 164,761 66,071
A Milne 162,286 63,188

487,877 195,618

In 2015, Julie Pomeroy and Alex James exercised 37,263 and 36,712 options respectively at an exercise price of 73p. The mid-market share price at the
date of exercise was 108.5p. Accordingly gains made by Julie Pomeroy and Alex James were £13,000 each. .

www.dillistanegroup.com
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Directors’ Report
For the year ended 31 December 2016

The Directors present their report and financial
statements for the year ended 31 December
2016.

Results and dividends

The consolidated staterment of comprehenswve
income for the year is set ou: on page 25.

Ananterin dividend of 1.3/5p per shaie was
paid in Junc 2016. A final dividend of 2.8p
per share will be paid, subject to shareholder
approval, on 27 June 2016.

Directors

The {ollowing Directors have held office since
I January 2016:

M D Love - Non-Executive Chairman
J S Starr

R Howard

A D James

J P Pomeroy

G R Fearnley - Non-FExecutive Direcior
A Milne

The nterests of the Directors (mcluding family
interests) n the share capital of the Company are
tisted on page 21.

Rory Howard and Alistair Milne are proposed for
re-clection a: ihe forthcomuing AGM. Both have

a service coniract with a one year notice penod.
Mike Love has been a Nen-Executive Director for
over mine years and therefore will offer himself for
re election annually.

Financial risk management

Details of the Group's financial risk management
are set out in the Strategic Report section.

Directors' and
officers’ insurance

The Group maintains mnsurance cover for all
Directors and officers of Group companies
agamst habihies which may be incurred by them
while acting as Direclors and officers.,

Future Developments

The Direciors consider that the continued
mvestment sn product and marhke! development
will allow the business to grow organically in its
core markets  The combination of orgamic growth
along with strategic acquisitions will support the
expected growth as outhned i the Chawrman's
Staternent and the Strategic Report.
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Research and
Development Activities

The Group continues its development
programme of software for the recruitment
market including the research and development
of new products and enhancerment to existing
products. The Directors consider the invesiment
in research and development to be fundamental
to the success of the business in the future.

Post balance sheet events

There are no post balance sheet events to report.

Overseas branch operations

The Group has a branch operating in Germany.
Details of all subsidiarnies and their locations are
deiailed in note 15.

Annual General Meeting

The Company's Annual General Meehing will
be held at 50 L.eman St, London, E1 8HQ

on 7 June 2017 at 10:30 arn. The Notuce
convening the Annual General Meeting and

an explanation of the business to be put to the
meeting is contained nt the separate document
o shareholders which accompanies this report.

Auditor

Grant Thornton LLP resigned as Group and
Company Auditor during the year and BDO LLP
was appointed as Audhtor for the year ended 31
December 2016. A resolution proposing thew
reappontrnent as Auditor 10 the Group and
Comparty will be put to the forthcomning Annuat
General Meeting.

Directors’ responsibilities

The Directors are responsible for preparing the
Dircctors’ Report and the financial statements in
accordance with applicable law and regulations.

Cornpany taw requires the Directors to prepare
financial statements for each financial year. The
Directors are also required 10 prepare financial
statements in accordance with the rules of the
London Stock Fxchange for companies trading
on the Alternative Investment Market. The
Directors have elected under Company law o
prepare the Group and Company’s financial
statements in accordance with internationat
Financial Reporting Standards as adopted by
the Furopean Union (IFRSs). Under company
law the Direclors must not approve the financial
staternents unless they are satistied that they
give a true and fair view of the staie of affairs
and profit or loss of the Group and Company

for that penod.

In preparing the Group and Company financial
statements, the Directars are required to:

* select suitable accounting policies and then
apply thern cansisiently;

* make judgements and accounting estirnates
that are reasonable and prudent;

e siate whether they have been prepared in
accordance with IFRSs adopted by the EU:

e prepare the lingncigl statements on the going
concern Hasts unless it is inappropriate to
presume that the Group and the Company
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 Cornpany

and enable them to enswie that the financial
staiemeants comply with the Companies Act
2006. They are also responsible for safeguarding
the assess of the Cornpany and hence for

taking reasonable steps for the prevention and
detection of fraud and other irregulanties.

Website publication

The directors are responsible for ensunng the
annual report and the financial statements

are made available on a website. Financial
statemeryts are published on the company’'s
website in accordance with legislation in the
United Kingdom governing the preparation and
dissemination of financtal statements, which
may vary from legislation in other junsdictions.
The maintenance and integrity of the company’s
website is the responsibility of the directors.
The directors’ responsibility also exiends to the
ongoing integrity of the financial statements
contained theren.

The Directors contirm that so far as cach
Drrector is aware:

¢ there is no relevant audit information of which
the Company’s Audiior is unaware; and

* the Direclors have :aken all steps that they
ought (0 have taken as directors to make
themselves aware of any relevant audit
information and to establish that the Auditor
15 aware of that information.

s

On behalt of the Board
J P Pomeroy

Company Secretary
25 Apnl 2017
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Independent Auditor’s Report
to the members of Dillistone Group Plc
For the year ended 31 December 2016

We have audited the financial statements of Dillisione Group Plc for the year ended 31 December 2016 which comprise the consolidated siatement of
comprehensive income, the consolidated statement of changes in equity, the company statement of changes in equity, the consolidated and company
statemenis of linancial posihon, the consolidated cash flow staiement, the company cash llow statement and the related notes. The financial reporting
framework that has been applied in their preparation is applicable law and International Financial Reporting Standards (iFRSs) as adopted by the
European Union and, as regards the parent company financiat statements, as applied in accordance with the prowsions of the Cornpanies Act 2006.

This report 1s made sotely io the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006. Qur audit work has
heen undertaken so that we rmight state to the cormpany’s members those matters we are required 10 siate to them in an auditor's report and for no other
purpose, To the fullesi 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 audtt work, for thus report, or tor the opinions we have formed.

Respective responsibilities of directors and auditors

As explained more fully in ihe statement of dwectors’ responsibilities, the directors are responsible for the preparation of the financial statements and

for being satisfied that they give a true and fair view. Our responsibility is to audit and express an opinion on the financial statements in accordance wiih
applicable law and Internationat Standards on Auditing (UK and Ireland). Those standards require us to comply with the Financial Reporting Council’s
(FRC’s) Ethical Standards for Auditors.

Scope of the audit of the financial statements
A description of the scope of an audit of linancial statemienis 1s provided on the FRC's website at www.frc.org.uk/auditscopeukprivaie.

Opinion on financial statements
In qur opinion:

* the financial statements give a true and fair view of the state of the group's and the parent company’s alfarrs as at 31 December 2016 and of ihe
group's profit for the year then ended:

* the group financial statements have been properly prepared in accordance with IFRSs as adopied by the Furopean Union;

* the parent company financial statements have been properly prepared in accordance with IFRSs as adopted by the European Union and as applied n
accordance with the provisions of the Companies Act 2006; and

* the financial statements have been prepared i accordance with the requirements of the Companies Act 2006.
Opinion on other matters prescribed by the Companies Act 2006
In our opimon, based on the work undertaken i the course of the audit:

o the information given in the strategic report and directors’ report for the financial year for which the hnancial statements are preparedt is consistent with
the financial statements; and

e he sirategic report and directors’ report have been prepared in accordance with applicable legal requirements.
Matters on which we are required to report by exception

n the hight of the knowledge and understanding of the group and the parent company and its envirgnment obtained in the course of the audit, we have
not identitiedt material misstaterments i the strategic report or the directors’ report,

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report o you il, in our opinion:

* adequate accounting records have not been kept by the parent company, or returns adequate for our audit have not been received from branches not
visited by us: or

* the parent company financial statements are not n agreement with the accounting records and returns; or
* certam disclosures of directors’ remuneration specified by law are not made; or
¢ we have noi received all the information and explanations we require for our audit.

o (<

Bavid Butcher (Senior Statutory Auditor)
For and on behall of BDO LLP, statutory auditor
London

25 Apnl 2017

BDO LLP 1s a linnted liability partnership registered in England and Wales (vith registered number 0C305127).
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Consolidated Statement of Comprehensive Income

For the year ended 31 December 2016

2016 2015

Note £000 £'000
Revenue 3 9,963 9,437
Cost of sales (1,478) (1,313)
Gross profit 8,485 8,124
Administrative expenses (8,073) (7,016)
Operating profit 6 412 1,108
Adjusted operating profit before acquisition related and one-off items 2 1,463 1,424
Acquisition related and one-off items 5 (1,051) (316)
Operating profit ! 412 1,108
Financiat income 8 3 5
Financial cost 8 (23) 41)
Profit before tax 392 1.072
Tax income 9 134 140
Profit for the year 526 1,212
Other comprehensive income
Items that will be reclassified subsequentiy to profit and loss:
Currency translation differences 16 (27)
Total comprehensive income for the year 542 1,185
Earnings per share
Basic 10 2.68p 6.20p
Diluted 10 2.62p 6.00p
The notes on pages 31 to 56 are an integral part of these consolidated financial statements.
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Consolidated Statement of Changes in Equity

For the year ended 31 December 2016

Share Share Merger Retained Share Foreign

capital premium reserve earnings option exchange Total

£000 £'000 £:000 £°000 £'000 £'000 £'000
Balance at 31 December 2014 969 1,432 365 3,514 118 128 6,526
Comprehensive income
Profit for the year ended 31 Dec 2015 - - - 1.212 - - 1,212
Other comprehensive income
Exchange differences on translation of
overseas operations - - - - - 27} 27)
Total comprehensive income - - - 1,212 - (27) 1,185
Transactions with owners
Issue of share capital 14 199 - - - - 213
Share option charge - - - 75 (47) - 28
Dividends paid - - - (793) = - (793)
Total transactions with owners 14 199 - (718) (47) - (552)
Balance at 31 December 2015 983 1,631 365 4,008 71 101 7,159
Comprehensive income
Profit for the year ended 31 Dec 2016 - . - 526 - - 526
Other comprehensive income
Exchange differences on translation of
overseas operations - - - - - 16 16
Total comprehensive income - ~ - 526 - 16 542
Transactions with owners
Share option charges - - - 2 14 - 16
Dividends paid - - - (811) - - (811)
Total transactions with owners - - - (809) 14 - (795)
Balance at 31 December 2016 983 1,631 365 3,725 85 117 6,806

The notes on pages 31 1o 56 are an integral part of ihese consotdated financial statements.
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Company Statement of Changes in Equity

For the year ended 31 December 2016

Share Share Merger Retained Share

capnal premium reserve earmings option Total

£'000 £'000 £'000 £000 £°000 £°000
Balance at 31 December 2014 969 1,432 365 1,363 118 4,247
Comprehensive income
Total comprehensive income for the year ended
31 December 2015 - - - 932 - 932
Transactions with owners
Issue of share capital 14 199 - - - 213
Share option charge - - - 75 47) 28
Dividends pa:d - = - (793) - (793)
Total transactions with owners 14 199 - (718) (47) (552)
Balance at 31 December 2015 983 1,631 365 1,577 71 4,627
Comprehensive income
Total comprehensive income for the year ended
31 December 2016 - - - 1,057 - 1,057
Transactions with owners
Share option charge - - - 2 14 16
Diwvidends paid - - - (811) - (811)
Total transactions with owners - - - (809) 14 (795)
Balance at 31 December 2016 983 1,631 365 1,825 85 4,889

The notes on pages 31 o 56 are an integral part of these consalidated financial siatements.
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Consolidated and Company Statements of

Financial Position
As at 31 December 2016

Group Company
2016 2015 2016 2015
Note £'000 £'000 £'000 £000

ASSETS
Non-current assets
Goodwill . 12 3.415 3.415 - -
Other intangibie assets 13 5,263 6,163 - -
Property, ptant and equipment 14 215 257 - -
Investments 15 - - 7,601 7,599

8,893 9,835 7,601 7.599
Current assets
Inventories 16 5 16 - -
Trade and other receivables 17 2,196 1,736 349 345
Cash and cash equivalents 19 1,537 1,595 43 59

3,738 3,347 392 404
Total assets ) 12,631 13,182 7,993 8,003
EQUITY AND LIABILITIES
Equity attributable to owners of the parent
Share capital 21 983 983 983 983
Share premium 1,631 1,631 1,631 1.631
Merger reserve 365 365 365 365
Retained earnings 3,725 4,008 1,825 1.577
Share option reserve 23 85 71 85 71
Translation reserve 117 101 - -
Total equity 6,906 7.159 4,889 4,627
Liabilities
Non-current liabilities
Trade and other payables 18 15 428 15 428
Borrowings 20 - 158 - 158
Deferred tax liabitity 9 784 1,006 - -
Current liabilities
Trade and other payables 18 4,599 4,193 2,931 2,623
Borrowings 20 158 167 158 167
Current tax payable 169 71 - -
Total liabilities 5.725 6,023 3,104 3.376
Total liabilities and equity 12,631 13,182 7,993 8,003

The profit for the hnancial year for the parent company was £1,057,000 (2015: £932,000).

The notes on pages 31 to 56 are an integral pari of these consolidated financial statements.

The tinancial statements were approved by the Board of Directors and authorised for issue on 25 April 2017. They were signed on ks behalf by

J P Pomeroy

Direcior a\,\)fbfl

Company Regyistration No. 4578125
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Consolidated Cash Flow Statement

As at 31 December 2016

2016 2016 2015 2015
£°000 £'000 £'000 £'000

Operating activities
Profit before tax 392 1,072
Adjustment for:

Financial income (3) (5)

Financial cost 23 41

Depreciation and amortisation 2,069 1,240

Share option expense 16 28

Foreign exchange adjustments arising from operations 31 (16)
Operating cash flows before movement in working capital 2,528 2.360
(Increase)/decrease in receivables (487) 278
Decrease in inventories it 25
Increase/(decrease) in payables 62 (307)
Taxation refunded/(paid) 24 (219)
Net cash generated from operating activities 2,138 2,137
Investing activities
Interest received 3 5
Financial cost (8) (13)
Purchases of property, plant and
equipment (70) (84)
lnvestment in development costs (1,056) 961)
Contingent consideration paid (212) (666)
Net cash used in investing activities (1,343) (1.719)
Financing activities
Net proceeds from issue of share capital - 213
Bank toan repayments made (167) (162)
Dividends paid 811) (793)
Net cash used in financing activities (978) (742)
Net decrease in cash and cash equivalents (183) (324)
Cash and cash equivalents at 1,595 ’ 1,929
beginning of year
Effect of foreign exchange rate changes 125 (10)
Cash and cash equivalents at end of year 1,537 1,595
The notes on pages 31 to 56 are an inlegral part of these consohdated financial statements.
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Company Cash Flow Statement
As at 31 December 2016

2016 2016 2015 2015
' £000 £'000 £°000 £'000
Operating activities
Profit befare tax 1,057 932
Adjustment for:
Financial cost 23 41
Share option expense 16 28
Operating cash flows before 1,096 1,001
movements in working capital
Increase in receivables 4) (14)
Increase in payables 90 106
Net cash generated from operating activities 1,182 1,093
Investing activities
Financial cost 8 (13)
Contingent consideration paid (212) (666)
Net cash used in investing activities (2200 (679)
Financing activities
Net proceeds from issue of share capital - 213
Bank loan repayments made (167) (162)
Dwidends paid (811) (793)
Net cash used in financing activities (978) (742)
Net decrease in cash and cash equivalents (16) (328)
Cash and cash equivalents at beginning of year 59 387
Cash and cash equivalents at end of year 43 59

he notes on pages 31 to 56 are an ntegrat part of these consolidated financial statements.
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Notes to the Financial Statements
For the year ended 31 December 2016

Dillistone Group Pic (the ‘Company’) is a company mncorporaled in England and Wales. The financial statements are presentec in thousand Pounds
Stering.

The Group financial statements consolidate those of the Company and its subsidiaries (togeiher referred (o as ihe ‘Group’}. The parent company financia!
staternents present information about the Company as a separate entity and not about its Group.

Both the Group financia) siatemenis and the Company financial statements have been prepared and approved by the Directors in accordance with
International Financial Reporting Standards ('IFRS") as adopled by the European Union ('EU’), IFRIC Interpretations and the Cormpanies Act 2006
apphicable io companies reporting under IFRS. In publishing the Company financial statements here together with the Group financial statements, the
Company has taken advantage of the exemption in s408 of the Companies Act 2006 not to present its individual income staternent and related noles in
these financial statements. '

1. Accounting policies

1.1 Basis of accounting
The consolidated hnancial statements have been prepared using ihe significant accounting policies and measurement bases summarised below:

Significant estimates

In the application of the Group’s accounting policies the Directors are required 10 make estimaies and assumptions about the carrying amounts of assets
and habilities that are not readily apparent from other sources. The estimates and associated assumptions are based on historical expenience and other
factors that are considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumpitions are reviewed on an ongoing basis. Rewsions 1o accouniing estimales are recogrised w the period in which the
estimate is revised if the revision affects only that peniod, or in the period of ihe revision and future periods if the revision affects both current and future
periods. The key areas are summarised below:

Capitalisation of internal development expenditure

Management exercises judgement in establishing both the technical feasibility of completing an intangible asset which can be used internally or sold

and the degree of certainty that a market exists for the asset, or its output. for the generation of future economic benefits. In addition, amortisation rates
are based on estimates of ihe useful economic lives and residual values of the assets involved. The assessment of these useful economic hves is made
by projecting the economic lifecycle of the asset which is subject to alteration as a result of product development and innovation. Amortisation rales are
changed where economic lives are re-assessed and technically obsoleie iiems wntten off where necessary. The carrying value of capitalised development
15 reviewed for impairment at each accounting period end. See Note 13. In addition management use a best estimate to determine the amount of
directors’ costs that are capitalised.

Impairment of goodwili and other intangible assets

There are a number of assumptions management have considered in performing smpairment reviews of goodwill and intangible assets which include an
estimate of the future cash flows expected to arise from the cash generating unit and a suitable discount rate in order to calculate the recoverable amount.
Sec notes 12 and 13.

Contingent consideration

Where contingent consideration is payable in cash and ciscounting would have a material effect. management uses an appropriale discount rale. As the
contingent consideration is dependent upon future trading performance, an estimate of the present value of the likely consideration payable 1s made at
each reporting date based on forecasts for that business. See note 24.

Judgements in applying the Group’s accounting policies
in the process of applying the Group's accounting policies, management make various judgements thal can significantly atfect the amounts recognised in
the financial statements. The cnitical judgements are considered lo be the following:

Customers’ practical acceptance of licence software

As delailed in note 1.4, perpetual licence fee revenues are recognised on praciical acceptance of the software. The Group uses the ‘ive™ date as the
basis of determining the timing of customer practical acceptance, thereby reducing the judgement required to ascertain the timing of licence ravenue
recogmtion.
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Notes to the Financial Statements continued
For the year ended 31 December 2016

1. Accounting policies (continued)

Valuation of assets and liabilities

Management has made a number of assumptions with regards to the models used (o value asseis and liabiities at the statement of inancial position
date. Valuation techniques commonly used by market praclitioners are apphed. In respect of the proviston for bad and doubtful receivables and credit
note provisions, management has made relevant judgements based on discusstons with the account managers as regards the recoverability of trade
recewables. See note 17.

Valuation of separately identifiable intangible assets

As detailed mn note 1.8, separately idenufiable intangible assets are identified and amortised over a defined penod. The Directors use acknowledged
approaches e.g.: relief from royalty method, capital asset pricing model, excess earnings valuation method but these are reliant upon ceriain judgements
and assumptions which they determine are reasonable by reference to companies in similar indusiries.

Valuation of share-based payments

The estimation of share-based paymeni costs requires the selection of an appropriate valuation model and consideration as to the inputs necessary for the
valuation model chosen. The Group has made estimates as to the volatility of its own shares, the probable life of options granted, leaver rates and the time
of exercise of those options. The model used by the Group is a Black-Scholes valuation madel. Further detaits are shown in note 23.

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

1.2 Going concern

The Group’'s business activities and financial position, together with the factors likely to affect its future development, performance and position, are set out
n the CEO's Review and Financial Review on pages 8 to 14. In addition, note 25 to the financial statements includes the Company’s objectives, policies
and processes for managing its capial; its financial risk management objecuves; details of its financial instruments; and its exposures to credit risk and
hqueidity risk. The Group prepare budgets and cashilow forecasts to ensure that the Group can meet its liabilies as they fall due.

The Group has considerable iinancial resources together with well established retationships with & number of customers and suppliers across different
geographic areas. In addiion a substanual proportion of its revenue is recurring.

As a consequence. the Directors believe ihat the Company is well placed to manage its business risks successfully despite the current uncertain
economic outlook.

The Directors have a reasonable expectation that the Company has adequale resources to continue in operational existence for the foresecable future.
Thus they continue {0 adopt the going concern basts of accounting in preparing the annual financial statements.

1.3 Basis of consolidation

The Group financial staiements consolidate those of the parent company and all of its subsichares as of 31 December 2016. The parent controls a
subsidiary if it is exposed, or has nghts, (o vanable returns from its involvement with the subsidiary and has the ability to affect those returns through 1ts
powcr over the subsichary. All stibsidiaries have a reporting date of 31 December.

Ali transactions and balances between Group companies are ehminated on consolidation, including unrealised gains and losses on transactions between
Group companies, Where unreahised losses on intra-group asset sales are reversed on consolidation, the underlying asset is also tested for impairment
from a group perspective. Amounts reported in the financial statements of subsidiaries have been adjusied where necessary to ensure consistency with
the accounting palicies adopted by the Group.

Profit or loss and other comprehensive ncome of subsidiaries acquired or disposed of during the year are recognised from the effective date of acquisition,
or up to the effective date of disposat. as applicable,

1.4 Revenue

General

Revenue to be recognised 1s the fair value of the total amount recevable by the Group for supplies of licenses and services. VAT or simitar local taxes anc
trade discounts are excluded.

Licensing (excluding software as a service “SaaS"”)

The Group licenses software under licence agreements. Perpetual licence fee revenues are recognised on practical acceptance of ihe software, when all
obligations have been substantially completed. This is when the customer has accepted the product 1.e. the “five” date, the nsks and rewards of ownership
have been transferred, 1t 1s probable that the economic benelits of the transaction will flow to the Group, all costs and revenue in relation to the transaction
can reliably be measured and the Group has no further managenal involvernent aver the goods to the degree usually associated with ownership. To ihe
extent that payments have been received i advance for licences, where practical acceptance has not yet been reached, these amounts are recogmsed as
deferred income.
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1. Accounting policies (continued)

Professional services

The Group provides professional services which include installation, consulting, data iranslation and training. Such revenues are recognised as the
services are completed or, where they are part of the sale and installation of software, they are typically recognised when the obligations under the coniract
are complete. To the extent that payments have been received in advance for such services these amounts are recognised as deferred income.

Product support, hosting and SaaS

Revenues from support, hosting or Saa$S agreements are recognised over the penod to which they relate but only afier practical acceptance of the
software, as defined above, has been received. The contraciual arrangemenis normally separate aut and apportion a value to each deliverable and this
value is an approximation of the far vaiue of the deliverable. Where revenue is invaiced in advance for such services, the amouni in advance is included in
deferred revenue and released over the period {o which the service relates.

Third party revenues

The Group sells, predominantly as principal, software developed by other arganisations logether with services that are boughi in from third parues. Sales of
third party software are recognised in the penod n which the sale occurs. Services are recognised in the period in which they are provided.

Tokens

The Group sells tokens to access certain services within the business. Tokens are normally bought 1in bundles and can be used over lime. Tokens have a
fixed expiry period after which the customer has no legally enforceable right to claim on the tokens, and hence all risks & rewards have been transferred
and performance obligations have beern fulfilled. Revenue 1s recogmised on use or on expiry of the tokens.

1.5 Share based payments

The Company operates a share based payment scheme.

It 1s an equity settled share-based compensation plan (share options) for remuneration of its employees.

All employee services recewved in exchange for the grant of any share-based compensation are measured at their fair values. These are determined by
reference to the share oplion awarded. Their value is appraised at the grant date and excludes the impact of any non-market vesting conditions

(e.g. profitabilty or sales growth targets).

All equity-settled share-based compensation is ulimately recognised as an expense in the profit or loss with a cornesponding credit 10 share based
payment reserve, net of deferred tax where applicable. if vesting periods or other vesting conditions apply, the expense is aliocated over the vesting period,
‘based on the best available estimate of the number of shares oplions expected to vest. Non market vesting conditions are included in assurnplions about
the number of options that are expected to become exercisable. Estimates are subsequently revised if there 1s any indicatton that the number of share
options expected to vest ditfers from previous estimates. No adjustment to expenses recognised in prior periods is made if fewer share options ultimalely
are exercised than originally estimated.

Upon exercise of share options. the proceeds received. net of any directly aitnbutable transaction costs, up to the nominal value of the shares issued are
reallocated to share capital with any excess being recorded as additional share premium.

1.6 Long term incentive plan (“LTIP") - capped cash bonus

The LTIP awards can be share based or cash based. The cash awards are based on a capped cash bonus with performance conditions refated to the
growth n earnings per share of the Group. These awards automatically mature foliowing the publication of ihe Annual Report of the Company. three years
after the period to which the grant relates. The liability is accrued and recognised through the incorne statement.

1.7 Long term incentive plan (“LTIP”} — share option based award

The LTIP awards can be share based or cash based. The number of share option granted under these awards are based on a percentage of salary with
pecformance conditions related to the growth n earnings per share of the Group. These awards can be exercised between three and ten years after the
date of the grant. The liability is accrued and recognised through the income statement.
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1. Accounting policies (continued)

1.8 Business combinations

The Group applies the acquisiion method it accounting for business combinations. The consideration transferred by the Group to abtain control of a
subsidiary is calculated as the sum of the acquisition-date fair values of assets transferred, iabiliies incurred and the equity interests issued by the Group,
which includes the fair value of any asset or liabihty arising from a contingent consideration arrangement. Acquisition costs are expensed as incurred.

The Group recognises identifiable assets acquired and liabilities assumed in a business combination regardiess of whether they have been previously
recognised n the acquiree’s financial statements prior to the acquisition. Assets acquired and liabilities assumed are generally measured at their
acquistion-daie fair values. Goodwill is stated after separate recognition of identifiable intangible assets. It 1s calculated as the excess of the sum of:

a) fair value of consideration iransferred,

b) the recognised amount of any non-controlling interest in the acquiree and

¢} acquisition-date fair value of any existing equity inerest in the acquiree, over the acquisition-date fair values of identifiable net assets. If the fair
values of identifiable net assets exceed the sum calculated above, the excess amount (i.e. gain on a bargain purchase) 1s recognised in profit or loss
immechately.

Where contingent constderation relales to the results spread over different accounting periods, the fair value of such consideration is recalculated at each
year end and any adjustment is recogmised in profit or loss immechately.

1.9 Adjusted operating profit

Adjusted operating profit excludes acquisition costs and relaied intangible amortisation and movements in contingent consideration and other one-off
costs which can include. as an example, the additional amortisation charge required in estimating the useful economic life of an intangible asset.

1.10 Impairment testing of goodwill, other intangible assets and property, plant and equipment

For impairment assessment purposes, assets are grouped at ihe lowest levels for which there are largely independent cash inflows (cash generating units).
As a result, some assets are tested indwvicdually for impairment and some are tested at cash generating unit level. Goodwill is allocated to those

cash generating units that are expecled to benefit from synergies ot the related business combination and represent the lowest level within the Group
at which management monitors goodwill. Cash generating units to which goodwill has been allocated are tested for impairment at least annually. Ail
other indivictual assets or cash generating units are tested for impairment whenever events or changes in circunistances indicate that the carrying
amount may 1ot be recoverable.

An impairment loss is recogmised for the amount by which the asset’s or cash generating unit’s carrying amount exceeds its recoverable amount, which
1s the higher of fair value less costs to sell and value-in-use. To deternmine the value-in-use, management estimates expected future cash flows from each
cash generaling unit and determines a suitable interest rale in order to calculate the present vatue of those cash flows. The data used for impairment
testing procedures are directly linked to the Group's latest approved budget, adjusted as necessary o exclude the effecis of future reorganisations and
asset enhancerments. Discount factors are determined individually for each cash generating unit and reflect management’s assessment of respective
risk profiles, such as market and asset-specific risks factors. Impairment losses for cash generatng units reduce first the carrying amount of any
goodwill allocated to that cash generating unit. Any remaining impairment loss is charged pro-rata to the other assets in the cash generating unit. With
the exception of goodwill, all assets are subsequently reassessed for indications that an impairment loss previously recognised may no longer exist. An
impatrment charge is reversed 1f the cash generating unit’s recoverable amount excecds its carrying amount.

1.11 Segment reporting

Operaling segments are reported in a manner consistent with the internal reporting provided (0 the chief operating decision-rmaker. The chief
operating decision-maker, wha is respanstbile for allocating resources and assessing performance of the operating segments, has been identified as

the Board of Directors.

1.12 Intangible assets
Internal development costs
Costs incurred on product developiment relating to the design and development of new or enhanced products are capialised as intangible assets when
118 reasonably certain that the development will provide econonuc benefits, considenng iis comimercial and technological (easibility 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 direci
labour costs and subcontracted costs, which are managed and controlied centrally. Praduct development costs previously recogrised as an expense are
not recogmised as an asset m a subsequent penod.
Capitalised product development expenditure for non-platform techinology is amortised over its useful life ot tive years, with amortisation commencing n
the month of costs being incurred. Maintenance costs are expensed.
Capitahsed product devetopment expenditure for the Group's FiteFinder version 10, the Browser version of FileFinder and Infinity up to their launch are
consiclered to be platform iechnology and had previously been amortised over their usefut life of 10 years or to 30 June 2021, whichever 1s the shorter
period. The Group has reviewed s arnoriisation palicy for such capitalised development costs to bring it more into fine with industry practice and reflect a
revised useful economic ife by amortising all such costs over five years. See note 13.
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1. Accounting policies (continued)

Capitahsed product development expenditure is subjact to regular smpairment reviews and s stated at cost less any accumulated impairment losses. Any
impairment taken during the year is shown under administrative expenses on the statement of comprehensive income. Development costs that do not
meet the requirements for capitalisation are written off to profit and loss as incurred. In accordance with 1AS 38, no research costs are capitalised to the

balance sheet, but are expensed as ncurred.

Purchased Software

Sofiware acquired externally is capitalised when it is expected to have ongaing use within the business. Capitalised expenditure includes both the
purchase price and any costs directly associated with bringing the software into use. Amaortisation is charged over the useful economc life of the sofiware,
typically 3 to 5 years, beginning when it is capable of being used by the business.

Acquired as part of a business combination

In accordance with IFRS 3 Business Combinations, an intangible asset acquired i a business combination is deemed to have a cost to the Group of s
fair value at the acquisition date. The fair value of the intangible asset reflects market expectations about the probability that the future economic benefits
embodied in the asset will flow to the Group. Where an intangible assel might be separable, but only together with a refated tangible or intangible asset,
the Group of assels is recagnised as a single asset separately from goodwill where the individual fair values of the assets in the Group are not reliably
measurable. Where the individual fair values of the complementary assels are reliably measurable, the Group recognises them as a single asset provided
the individual assets have similar useful lives.

Subsequent to initial recognition, intangible assets are reparted ai cost less accumulated amortisation and accumulated impawment losses. Amortisation is
provided to wate off the cost of each intangible asset over its useful economic fife as follows:

Estimated life

intangible assets:

Brand and IP 15 years
Developed technology 6-11.25 years
Contractual customer relationships 1.25 years
Non-contractual customer relationships 10-10.25 years

1.13 Property, plant and equipment
Property, plant and equipment are stated at cost less accumulated depreciation. Depreciation on these assels 1s provided at rates estimated to write off the
cost, less eshimaied resual value, of each asset over its expected useiu! fe as follows:

Leasehold land and buildings the lower of 5 years or the remaining lease period
Office and computer equipment 3-5 years straight line
Fixtures, fitings and equipment 4 years straight line

1.14 Financial assets

The Group classifies its financial assets under the definitions provided in International Accounting Standard 39 (1AS 39) Financial tnstruments:
Recognition and measurement. depending on the purpose lor which the financial assets were acquired. Management determines ihe classification of its
financial assets at initial recogrition. Management considers 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 in an active market. They are included
in current assets, except for maturities greater than 12 months after the statement of financial position date, which are classified as non-current assets.
The Group's loans and receivables comprise trade receivables, infercompany trading batances (in relation to Company accounts). and cash and

cash equivalents.

Trade receivables are recognised initially at fair value and subsequently measured at amoriised cost using the eflective interest rate method, less any
provision for impairment. Receivables are considered for impairment when they are past due or when other objective evidence is received that a specific
counterparty may default. Receivables that are not considered to be individually impaired are reviewed for impairment in groups. The impairment loss
eslimate s then based on recent historical counterparty defauilt rates and current economic conditions.

Derecognition of financial assets occurs when the rights to receive cash flows from the investments expire or are transferred and substantially all of the
risks and rewards of ownership have been transferred. An assessment for impairment is undertaken at least at each statement of financial position date
whether or not there is abjective evidence that a financial asset or a group of financial assets is impaired.
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1. Accounting policies (continued)

1.15 Financial liabilities

The Group classifies its financial liabilities under the definitions provided in 1AS 39, either as financial iabilities at fair vaiue through profit or toss, or
financial liabilities measured at arnortised cost. Management considers that the Group's financial liabilities fall under the ‘financial liabilties measured
at amortised cost’ category other than contingent consideration which is measured at fair value and movements in fair value are recognised i the profit
or loss. The Group's ‘financial habilities measured at amortised cost’ comprise trade payables, intercompany trading balances (in relation to Company
accounis). bank loans and accruals.

Trade and other payables are recognised initially at fair value and subsequently measured at amortised cost using ihe effective interest method.

1.16 Investments
Investments in subsidiary companies are included at cost in the accounts of the Cornpany less any amount written off in respect of any impairment
in value.

1.17 Leases
1 eases taken by the Group are assessed individually as to whether they are finance leases or operating leases. [eases are classified as finance
leases whenever the terms of the lease transfer substantially all the risks and rewards of ownership to the lessee. All other leases are classified as

operating leases.

Operating lease rental payments are recognised as an expense in the incorne statement on a straight-line basis over the lease ierm. The benefit of lease
incentives is spread aver the term of the lease.

1.18 Inventories

tnventories are stated at the lower of cost and net realisable value. Cost includes all directly attributable expenses. Costs of ordinarily interchangeable
items are assigned using the first in, first out cost formula. Net realisable value is the estimaled selting price in the ordinary course of business less any
applicable seling expenses.

1.19 Cash and cash equivalents
Cash and cash equivalents ncludes cash in hand, depasits hetd at call with banks and other short-term highly liquid investments with original maturties of
three months or less and which are subject to an insignificant risk of changes in value.

1.20 Equity
Equity comprises ihe foltowing:

» ‘Share capital' represents the nominat value of equity shares.

« ‘Share premiuny’ represents the excess over nominal value of the fair value of consideration received for equity shares, net of expenses of the share
1ssue.

* ‘Merger reserve’ is used where more than 90% of the shares in a subsidiary are acquired and the consideralion includes the ssue of new shares by the
Company, thereby altracting merger rekel under the Companies Act 2006.

* ‘Share optien reserve’ represents equity-setifed share-based employee and non-employee remuneration until such share options are exercised.

¢ ‘Retained eamings’ represents etdined profits and losses.

* ‘Translation reserve’ represents translation differences ansing on the consolidation of investments in overseas subsidiaries.

1.21 Foreign currency translation
The consolictated financial statemenls are presented in Sterling, which is also the functional currency of the parent company.
Monetary assets and habilities denominated in foregn currencies are translated into functionat currency at the rates of exchange ruling at the statement
of financial position date. Transactions in foreign currencies are recorded at the rate ruling at the date of the transaction. All differences are taken to profit
and loss.
On consolidation, the assets and labilities of the Group's overseas subsidiaries are translated frar their functional currency to Sterling at exchange rates
prevailing on the statement of financial position date. Income and expenses have been translated fromn their functional currency into Sterling at the average
-rate for each month over the reporting period. Exchange differences are charged/credited to other comprehensive income and recognised in the currency
translation reserve in cquity.
On chsposal of a foreign entity, the deferred cumulative amount is recognised in equity relating to that particular foreign operation is recognised in the
ncome staternent.
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1. Accounting policies (continued)

1.22 Income taxes

Current income tax assets and liabilites comprise those obligations to fiscal authorities 1 the countries in which the Group carnes out iis operations. They
are calculated according to the tax rates and tax faws applicable to the fiscal period and the country to which they relate. Tax expense recogrised in profit
or loss comprises the sum of deferred tax and current tax not recognised in other comprehensive income or directly in equity.

Deferred income taxes are calculated using the liability method on temporary differences. This involves the comparison of the carrying amount of assels
and liabilies in the consolidated financial statements with their respective tax bases. However, deferred tax is not provided on the initial recogrution of
goadwill, or an the initial recognition of an asset or liability unless the refated transaction 1s a business combination or affecis tax or accounting profit.
Deferred tax an temporary differences associated with investments in subsidiaries is not provided f reversal of these iemporary differences can be
controllied by the Group and it is probable that reversal will not occur in the foresesable future.

Deferred tax liabilives are always provided for in full. Deferred tax assets are recognised to the extent that it 15 probable that future taxable profits will be
avatlable against which tbe temporary differences can be utilised. Deferred tax assets and liabiliies are calculated at tax rates that ate expected to apply to
their respective period of realisation, provided they are enacted or substantively enacted at the statement of financial position date. Tax expense recognised
in proht or loss comprises the sum of delerred tax and current tax not recognised in other comprehensive income or directly in equity.

1.23 Defined contribution pension scheme

The pension cosis charged in profit or loss represent the contributions payable by the Group during the year.

1.24 New accounting standards to update

No new standards, amendments or interpretations, effective for the first time for the financial year beginning on or after 1 January 2016 have had a
material impact on the Group or Parent Company.

The following siandards have been issued by the IASB and have been adopted by the EU:

Standard Key requirements Effective date as adopted by the EU
IFRS 9 Financial Instruments 1 January 2018
IFRS 15 Revenue from contracts with customers 1 January 2018

tFRS 1515 based on the principle that revenue is recognised when controt of a good or service transfers to a customer, so the notion of control replaces
the existing notion of risk and reward. Dillistone is currently reviewing the revenue in relation to its contracts with customers to determine which, if any. will
be impacted by IFRS 15. It 1s not yet in a position to conclude whether the implementation will have a matenal impact on its revenues. The introduction of
IFRS 15 is likely to result in some internal process changes across the Group.

The Directors anticipate that the adoption of IFRS 9 in future periods will not have material impact on the financial statements of the Group or
Parent Company.

The following standards have been issued by the IASB and have not yet been adopted by the EU:
Standard Key requirements
IFRS 16 Leases

The adoption of IFRS 16 is likely o result in an increase in both assets and liabilities in the balance sheet, and an increase in operating profit and finance
expenses in the income statement.
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2. Reconciliation of adjusted operating profits to consolidated statement of comprehensive

income
Adjusted Acquisition Adjusted  Acquisition
operating related operating related
profits items profits terns
2016 2016* 2016 2015 2015* 2015
Note £'000 £'000 £000 £000 £:000 £:000
Revenue 9,963 - 9,963 9,437 - 9,437
Cost of sales (1,478) - (1,478) (1,313) - (1,313)
Gross profit 8,485 - 8,485 8,124 - 8,124
Administrative expenses (7,022} (1,051) (8,073) {6,700) (316) (7,016)
Operating profit . 1,463 (1,051) 412 1,424 (316) 1,108
Financial income 3 - 3 5 - 5
Financial cost (8) (15) (23) (13) (28) (41)
Profit before tax 1,458 (1,066) 392 1416 (344) 1,072
Tax income/(expense) (63) 197 134 3 137 140
Profit for the year 1.395 (869) 526 1,419 (207) 1,212
Other comprehensive income net of tax:
Currency translation differences 16 - 16 (27) - (27)
Total comprehensive income for the year net
of tax 1411 (869) 542 1,392 (207) 1,185
Earnings per share
Basic 10 7.10p 2.68p 7.26p 6.20p
Diluted 10 6.95p 2.62p 7.02p 6.00p

* See accounis note 5

3. Segment reporting

The Board principally monitors the Group's operations in terms of results of the two divisions, Dillistone Systems and Yoyager Software. Segment resulls
reflect managernent charges made or received.

Divisional segments
For the year ended 31 December 2016

Dillistone Voyager Central Total

£000 £'000 £000 £'000
Segient revenue 4,858 5,105 - 9,963
Segment EBITDA 1,434 1,093 (94) 2,433
Depreciaiion and amortisation expense (1,229) (461) - (1,690)
Segment result 205 632 (94) 743
Acquisition related amortisation - - (379) (379)
Acquisition related income - - 48 48
Operating profit/(foss) 205 632 (425) 412
Financial income 3 - - 3
Loan interest - - (8 (8)
Acquisition related interest expenses - - (15) (15)
Profit before tax 392
Income tax income 134
Profit after tax 526
Additions of non-current assets 600 527 - 1,127
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3. Segment reporting (continued)
For the year ended 31 December 2015

Inter-divisional

Dillistone Voyager revenue Central Total
£'000 £°000 £'000 £'000 £:000

Segment revenue 4,620 4,831 (14) - 9,437
Segment EBITDA 1.425 956 (96) 2,285
Depreciation and amortisation expense (534) (327) - (861)
Segment result 891 629 (96) 1,424
Acquisition related amortisation - - (379) (379)
Acquisition related income - - 63 63
Operating profit/(loss) 891 629 (412) 1,108
Financial income 4 i - 5
Loan interest - - (13} (13)
Acquisition related interest expenses - - (28) (28)
Profit before tax 1,072
Income tax income 140
Profit after tax 1,212
Additions of non-current assets 556 489 - 1,045
Products and services
The following table provides an analysis of the Group's revenue by products and services:
Revenue

2016 2015

£000 £'000
Recurring income 7,027 6,606
Non-recurring income 2,370 2,333
Third party revenues 566 498

9,963 9,437

Recurnng income includes all support services, SaaS and hosting income. Non-recurring income includes sales of new ficenses, and income derived from

installing those licenses including training, instatiation, and data translation. Third party revenues arise from the sale of third party softwane.

It is not possible to allocate assets and additions between recurring, non-recurring income and third party revenue.

No customer represented more than 10% of revenue of the Group.

4. Geographical analysis

The folfowing table provides an analyss of the Group's revenue by geographic market.

The Board does not review the business from a geographical performance viewpoint and this analysis is provided for information only.

Revenue

2016 2015

£'000 £'000
UK 7,142 6,778
Europe 1,047 864
us 1,388 1,381
Australia 386 414

9,963 9,437
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4. Geographical analysis (continued)
Non-current assets by geographical location

2016 2015
£000 £000
UK 8,886 9,829
us 6 4
Australia 1 2
8,883 9,835
5. Acquisition related and other one—off items
2016 2015
£'000 £'000
included within administrative expenses:
Estimated change in fair value of contingent consideration (note 24) (48) (63)
Amortisation of acquisition intangibles 379 379
Additional amortisation on change of estimated useful life of platform technology (note 13) 720 -
1,051 316
Included within finance cosi:
Unwinding of discount on contingent consideration (note 8) 15 28
1,066 344
6. Operating profit
2016 2015
£°000 £°000
Operating profit is stated after charging:
Depreciation 113 126
Amortisation 1,956 1,115
Reatised net (gain)/loss on foreign exchange transactions (10) 5
Operating lease rentals - land and buildings 288 293
Money purchase pension contributions 30t 265
Fees receivable by the Group auditors:
Audit of financial statements 18 43
Other services:
Audit of accounts of subsidiary of the Company 56 50
Taxation compliance services 18 30
All other services - 25
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7. Employees

The average number of employees was:

2016 2015
Operations 112 111
Management 13 9
Employee numbers 125 120
Their aggregate remuneration including Directors’ remuneration comprised:

2016 2015

£°000 £°000
Wages and salaries 5,004 4,656
Social security costs ' 527 496
Pension costs 301 265
Share based payments 16 15
LTIP share based - 44
LTIP non share based 1) 15

5,847 5,491
The aggregate remuneration includes salary cost totalling £1,045.000 (2015: £924,000) that have been capualised in intangible assets.
Key management of the Group are the Directors and the divisional directors of Dillistone Systems and Voyager Sofiware. Remuneration of key
management was as follows:

2016 2015

£000 £000
Wages and salaries 898 681
Social security costs o 88
Pension costs 108 89
Share based payments charged 2 1
LTIP share based - 44
LTIP non share based (1) 15

1,108 918

The Company's only employees are the Directors. Deiails of Directors’ emofuments, share options and pension entittements are given in the Report to the

Shareholiders on Directors’ Remuneration on pages 20 and 21.

8. Financial income and cost

2016 2015

£'000 £'000

Interest receivable 3 5
Finance cost on bank loan (8) (13)
Unwinding of discount on contingent consideration (15) (28)
(20) (36)
41
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9. Tax (income)/expense

2016 2015

£°000 £'000

Current tax 178 191
Prior year adjustment - current tax (91) (185)
Deferred tax (100) 22
Prior year adjustment — deferred tax {50) 31
(68) (68)

Deferred tax re acquisition intangibles

Prior year adjustment ~ deferred tax re acquisition intangibles 3) (69)
Tax (income)/expense for the year (134) (140)
Factors affecting the tax charge for the year
Profit before tax 392 1,072
UK rate of taxation 20% 20.25%
Profit before tax multiptied by the UK rate of taxation : 18 217
Effects of:
Overseas tax rates 31 46
Impact of deferred tax not provided 13 (7)
Enhanced R&D relief (169) (131)
Disallowed expenses 31 14
Rate differences re current tax and deferred tax 26 6
Prior year adjustments (144) (285)
Tax (income)expense (134) {140)
Deterred tax provided in the financial statements is as follows:
Group Company
2016 Movement 2015 2016 2015
£'000 £'000 £°000 £'000 £°000
Internally generated intangible and fixed assets 315 (152) 467 - -
Prowisions 9 1 (10 - -
Acquisition intangibles 478 (71) 549 - -
784 _(222) 1.006 - -
Group Company
2015 Movement 2014 2015 2014
£000 £000 £000 £'000 £°000
Internally generated intangible and fixed assets 467 (6) 473 - -
Provisions (10) 3 (7) - -
Acquisition intangibles 549 (137} 686 - -
1,006 (146) 1,152 - -

The UK corporation lax rate throughout the year was 20%. Deferred ltax is provided in relation {0 the UK at rates of between 17% to 19% depending on
when reversals are expected to occur. The tax credit is impacted by the higher raies of corporation tax payable in the US and Australia offset by the R&D
tax credits available to both Dillistone Systems division and Voyager Software division and the reduction in the long term rate of corporation tax to 17%
which has been used in the calculation of deferred tax. The release of prior year provisions relate in part to the agreement of the prior years' tax positions
of UK companies and the utiisation of tax losses not previously recognised. The Group has gross tax losses and temporary timing differences of £369.000
(2015: £492,000) for which no deferred tax asset has been recognised as the timing of their utilisation is uncertain.
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10. Earnings per share

2016 2015

Using adjusted Using adjusted

operating operating
profit 2016 profit 2015
Profit attributable to ordinary shareholders £1,395,000 £526,0000 £1.419,000 £1,212,000
Weighted average number of shares 19,668,021 19,668,021 19,547,754 19,547,754
Basic earnings per share 7.10 pence 2.68 pence 7.26 pence 6.20 pence
Weighted average number of shares after dilution 20,082,086 20,082,096 20,209,339 20,209.339
Fully diluted earnings per share * 6.95 pence 2.62 pence 7.02 pence 6.00 pence
Reconciliation of basic to diluted average number of shares 2016 2015
Weighted average number of shares (basic) 19,668,021 19.547,754
Effect of dilutive potential ordinary shares — employee share plans 414,075 661,585
20,082,096 20,209,339

Weighted average number of shares after dilution

There are 638,257 (2015: 353,257) share options not included in the above calculations

11. Profit for the financial year

As permitted by section 408 of the Companies Act 2006, the parent company’s profit and loss account has not been included n these financial
statements. The proftt for the financial year for the parent company was £1,057,000 (2015: £932.000) and has been approved by the Directors. This is

stated after charging:

2016 2015
£000 £'000
Fees paid to the company’s auditors
Audit of financial statements 18 43
Other services relating to taxation 3 5
Other services - 20
12. Goodwill
Goodwill
Group £'000
Cost
At 1 January 2015 3.415
Additions -
At 31 December 2015 3,415
Additions -
At 31 December 2016 3,415
Carrying amount
At 31 December 2016 3.415
3,415

At 31 December 2015

At the year end date an impairment test has been undertaken by comparing the carrying values of goodwill with the recoverable amount of the cash
generating unit (CGU) to which the goodwill has been allocated. The recoverable amount of the cash generating unit is based on value-in-use calculations.
These calculations use cash flow projections covering a three year period based on financial budgets and a calculation of the terminat value, for the period

following these formal projections.
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12. Goodwill (continued)

The key assumptions used for value-in-use calculations are those regarding growih rates, increases n costs and discount rates. The discouni rate 1s
reviewed annually 1o take into account the current market assessment of the time value of money and the risks specific to the cash generating units and
rates used by cornparable companies. The pre-tax discount rate used to calculate value-in-use is in a range of 12% to 19.4% (2015: 12% to 19.4%).
Growth rates for forecasts take into account historic experience and current market trends. Costs are reviewed and increased for inflation and other cost
pressures. The long term growth rate used for the terminat value calculation was 1.75% (2015: 2% for all CGUs. The allocation of goodwill across the

CGUs is as follows:

Opening Addition impairment Closing

£'000 £'000 £000 £'000

Dillistone Division 494 - ~ 494
Voyager and FCP consolidated 2,251 - ~ 2,251
ISV 670 - ~ 670
3,415 - ~ 3.415

Sensitivities

To reduce the headroom in the impairment calculation of goodwill to £nil for the Voyager and FCP consolidated and also for ISV would require a reduction
of terminal growth rate to 0% and an increase in the discount rate to over 50%. Alternatively, cash flows would need to fall by over 60%. Cashitows in
respect of Ddlisione goodwill would need to reduce by over 95% to reduce the headroom to £nil.

13. Other intangible assets

Development Purchased  Acquisition

costs software intangibles Total
Group £'000 £°000 £'000 £'000
Cost
At 1 January 2015 4,629 - 4,172 8,801
Additions 936 25 - 961
At 31 December 2015 5,565 25 4,172 9,762
Additions 1,047 9 - 1.056
At 31 December 2016 6,612 34 4,172 10,818
Amortisation
At 1 January 2015 1,742 - 742 2,484
Charge for the year 736 - 379 1,115
At 31 December 2015 2,478 - 1,121 3,599
Charge for the year 1,576 1 379 1,956
At 31 December 2016 4,054 1 1,500 5,555
Carrying amount
At 31 December 2016 2,558 33 2,672 5,263
At 31 December 2015 3,087 25 3,051 6,163
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13. Other intangible assets (continued)

Acquisition intangibles can be sumimarised as follows

Contractual
and non-
Developed Brand contractual
Brand technology and P relationship Total
£000 £000 £°000 £'000 £000
NBV
At 1 January 2016 139 282 563 2,067 3,051
Amortisation (13) (53) (41) (272) (379)
At 31 December 2016 126 229 522 1,795 2,672

Following the change in the estimate of the useful ecoromic life of platform technology detailed in note 1, the amortisation charge for the year includes a

one-off increase of £720,000. In accordance with 1AS 8 the charge has not been applied retrospectively as it refates to a change in esumate.

Intangible assets under development are reviewed each reporting period for impairment prior to amortisation. Forecasts of future revenue are prepared
and these are discounted and compared lo the carrying value. Sensitivities are carried out including applying differing growth and attrition rates as well as

alternative discounts rates.

Purchased software is reviewed tor impairment based on its continued use within the business.

The Company has no intangible assets.

14. Property, plant and equipment

Office and
tand and computer Fixtures Motor
buildings equipment  and fittings vehicles Total
Group £000 £:000 £'000 £:000 £000
Cost
At 1 January 2015 185 675 150 2 1,012
Currency impact - 1 1 - 2
Additions 1 82 1 - 84
Disposals - - - (2) (2)
At 31 December 2015 186 758 152 - 1,096
Currency impact - 16 3 - 19
Additions - 57 13 - 70
Disposals - (1) - - (1)
At 31 December 2016 186 830 168 - 1,184
Depreciation
At 1 January 2015 6 569 137 1 713
Currency impact - 1 1 - 2
Charge for the year 38 82 5 1 126
Eliminated on disposal - - - (2) (2)
At 31 December 2015 44 652 143 - 839
Currency impact - 15 3 - 18
Charge for year 38 71 4 - 113
Eliminated on disposal - 1) - - (1)
At 31 December 2016 82 737 150 - 969
Carrying amount
At 31 December 2016 104 93 18 - 215
At 31 December 2015 142 106 9 - 257
The Company has no property, plant and equipment.
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15. Non-current asset investments
Company

Investments
in subsidiaries
Cost £°000
At 1 January 2015 7.599
Additions ~
At 31 December 2015 7,599
Additions 2
At 31 December 2016 7,601
The addition in the year related to the transfer of FCP internet Limited from FCP Internet Holdings Limited to Dillistone Group Pic.
The Company has the following subsidiary undertakings:
Holding of
Name Principal activity ordinary shares Registered
Dillistone Systems Limited Sale of computer software and 100% England & Wales
related support services
Dillistone Systems (Australia) Pty Limited Sale of computer software and 100% Australia
related support services {indirect)
Dillistone Systems (US) Inc Sale of computer software and 100% USA
related support services
FCP Internet Limited Provision of software services and 100% England & Wales
related consultancy services
FCP Internet Holdings Limited Dormant holding company 100% England & Wales
ISV Software Limited Provision of software services and 100% England & Wales
related consultancy services
Woodcote Software Limited Dormant company 100% England & Wales
Voyager Software Limited Sale of computer software and 100% England & Wales
related support services
Voyager Software (Australia) Pty Limited Sale of computer software and 100% Australia
related support services (indirect)

The registered addresses of ielated undcrtakings are as follows:

Company

Registered Address

Dittistone Group Pic

Diltistone Systems Limited

Dillistone Systems (Australia) Pty Limited
Dithistone Systems (US) Inc

FCP Internet Limited

FCP InternetHotdings Limited

ISV Software Limited

Woodcote Software Limited

Voyager Software Limited

Voyager Software (Australia) Pty Limited

50 Leman St, London E1 8HQ
50 Leman St, London E1 8HQ

56 Berry Street, North Sydney NSW, 2060, Australia
50 Harrison Street, Suite 201A, Hobaken, NJ 07030, USA

50 Leman St, London E1 8HQ
50 Leman St, London E1 8HQ
50 Leman St, London E1 8HQ
50 Leman St, London E1 8HQ

12 Cedarwood, Crockford Lane, Chineham Business Park, Basingstake, RG24 SWD
56 Berry Street, North Sydney NSW, 2060, Australia
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16. Inventories

Group Company
2016 2015 2016 2015
£'000 £000 £'000 £000
Licences for resale S 16 - -
17. Trade and other receivables
Group Company
2016 2015 2016 2015
£'000 £'000 £'000 £'000
Trade receivables - net 1,787 1,512 - -
Group receivables - - 329 333
Other current assets 37 37 - -
Prepayments and accrued income 372 187 20 13
2,186 1,736 349 345

The carrying value of {rade recewvables is considered a reasonable approximation of fair value. All of the receivables have been reviewed for ndicators of

impairment. The movement in the provision for bad debt 1s shown below:

2016 2015
£000 £000
At start of year 88 63
Movement in the year 9 25
At the year end 97 88
The ageing profile of trade receivables as at the year end is as follows:
2016 2015
. £000 £'000
Current
Past due date: 1,491 1,284
31-60 days overdue 121 82
More than 60 days overdue 175 146
Total 1,787 1,512
The bad debt provision is in respect of debt more than over 60 days overdue.
The Company has no bad debt provision against intercompany receivables.
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18. Trade and other payables

Group Company
2016 2015 2016 2015
£'000 £'000 £000 £'000
Current liabilities
Trade payables 685 665 56 64
Group payables - - 2,376 2,231
Deferred income 2,850 2,670 - -
Accruals 689 651 124 121
Contingent consideration 375 207 375 207
4,599 4,193 2,931 2,623
Non-current liabilities
Contingent consideration - 413 - 413
Cash settled LTIP 15 15 15 15
15 428 15 428
Contingent consideration s valued at fair value. The tolal arnounts included are as follows:
Group Company
2016 2015 2016 2015
£000 £'000 £'000 £'000
In current liabihties 375 207 375 207
In non-current liabilities - 413 - 413
375 620 375 620
Furiher details of the contingent consideration are given in note 24.
19. Cash and cash equivalents
Group Company
2016 2015 2016 2015
£000 £:000 £000 £:000
Cash balances available on demand 1,537 1.595 43 59
20. Borrowings
Borrowings at amortised cost
Group Company
2016 2015 2016 2015
£'000 £°000 £000 €000
Current bank borrowings 158 167 158 167
Non current bank borrowings - 158 - 158
Total bank borrowings 158 325 158 325

The Directors consider that the fair value of borrowings approximates to the carrying value.

The borrowings consist of a bank loan repayable over 3 years from HSBC Bank pic secured by a fixed and floating charge over the assets of the Group and
IS supported by a cross guarantee between the Company and the Group's principal subsidiaries. The loan was {o provide part funding for the acquisition of
ISV. The loan carries iterest at 2.75% over UK base rate.

The loan includes an option for early repayiment at any time during the 3 year period. An early repayment fee of 1% of the amount prepaid must be
made if the opiion is exercised. Managemeni have reviewed the term of the prepayment option and deemed it to be closely related to the undertying debt
nstrument and hence it has not been separated from the host instrument.

The carrying amount of the bank borrowings is considered (o be a reasonable approximation of the {air value of the debt.
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21. Share capital

2016 2015
£000 £°000
Allotted, called up and fully paid
Ordinary shares of 5 pence each 983 983
No share options were exercised in the period (2015: 280,475).
Shares issued and fully paid
2016 2015
Beginning of the year 19,668,021 19,387,546
Shares issued on exercise of options - 280,475
Shares issued and fully paid 19,668,021 19,668.021
22. Operating lease arrangements
The Group teases offices under non-cancellable operating lease agreements.
At 31 Decernber 2016, the Group had future total commitments under non-cancellable operating leases as foliows:
2016 2015
£'000 £000
Commitments payable: 559 731
Within one year 262 233
296 498

Between two and five years

23. Share options
Share based payments

There are three share option schemes in operation: an Enterprise Management Incentive Scheme (the ‘EMI Scheme’) which compties with the
requirements of HMRC, a scheme which has not been approved by HMRC (the ‘Unapproved Scheme’) and a Share Save Scheme (“SAYE Scheme™). The
terms and conditions of the EMI and Unapproved schemes are the same. Il the options remain unexercised after a period of 10 years from the date of
grant, the options expire. Options are normally forfeited if the employee leaves the Company before the options become available to exercise;, which would
normally be three years after grant. Performance conditions are associated with the options granted on 14 July 2015 and 29 June 2016. fhe company
launched its first SAYE scheme in 2016. Under this scheme discounts of up to 20% can be offered. The scheme has a linked savings contract of 3 years.

There were two grants of options in 2016. The weighted average share price of all grants in 2016 was 78.34p. The fair values of the services received in
exchange for share based payments were calculated using a Black-Scholes pricing model. The inputs into the model were as follows:

Share Leaver rate Expected

Number price on Exercise Expected Vesting  over vesting Risk-free dividend

Date of grant granted issue date price volatility period period rate yield
29 June 2016 441,500 78.50p 78.50p 30% 3.3 years 0% 1.00% 5.0%
14 Oct 2016 127,094 86.50p 77.80p 30% 3.3 years 10% 1.00% 5.0%

Expected volatility takes into account historic volatility of the share price and its current trend.

There were two grants of options in 2015. The weighted average share price of all grants in 2015 was 105.61p. The far values of the services received i
exchange for share based payments were calculated using a Black-Scholes pricing model. The inputs into the modet were as follows:

Share Leaver rate Expected

Number price on Exercise Expected Vesting  over vesting Risk-free dividend

Date of grant granted issue date price volatility period period rate yield

3 Feb 2015 58,500 90.50p 90.50p 30% 3.3 years 10% 1.00% 4.0%

14 July 2015 - 306,257 108.50p 108.50p 30% 3.3 years 0% 1.00% 4.0%
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23. Share options (continued)
Details of the number of share options and the weighted average exercise price (WAEP) outstanding during the year are as follows:

2016 2015
No of No of
options* WAEP* options* WAEP*
Outstanding at beginning of year 832,496 93.86 930,561 80.41
Granted during year 568,594 78.34 364,757 105.61
Exercised during year - - (280,475} 75.95
Forfeited during year (36,739) 28.69 (182,347) 76.33
Outstanding at the end of the year 1,364,351 89.15 832,496 93.86
Exercisable at the year end 204,500 81.11 197,239 67.49

- Adjusted for the 2 for | bonus rssue where appropnate
The Company's nud-market share price on 31 December 2016 was 96.0p. The average mid- market share price mn 2016 was 83.82p

The fair value of all options granted is shown as an employee expense with a corresponding increase in equity. The employee expense is recognised
equally over the time from grant until vesting of the option. The expense charged takes into account the likelihood of performance targets being met. The
employee expense for the year was £16,000 (2015: £28,000).

Share opuons remaining in the schemes are as follows:

Date of Exercise Lapse Options Exeicise
Scheme type grant from date rernaining price (p)
EMI 14/09/2007 14/09/2010 13/09/2017 27,000 99.17
Unapproved 14/01/2011 14/01/2014 13/01/2021 30,000 58.33
EMI 21/09/2011 21/09/2014 20/09/2021 94,500 77.00
Unapproved 21/09/2011 21/09/2014 20/09/2021 16,000 77.00
EMI 08/07/2013 08/07/2016 07/07/12023 17,000 79.50
EMI 25/11/2013 25/11/2016 2411112023 20,000 115.00
Unapproved 08/12/2014 08/12/2017 07/1212024 10,000 97.00
Em! 08/12/2014 08/12/2017 07/12/2024 216,500 97.00
EMI 03/02/2015 03/02/2018 02/02/2025 58,500 90.50
EM! 14/07/2015 14/07/2018 13/0712025 306,257 108.5
EMI 29/06/2016 29/06/2019 28/06/2026 441,500 78.50
Sharesave 14/10/2016 1/11/2019 30/04/2020 127,094 77.80

1,364,351

The weighted average remaming contractual life of options at 31 December 2016 was 7.6 years (2015: 8.0 years).

LTIP
LTIP awards under the fong term incentive plan take the form of a cash bonus of up to one-third annual salary or the grant of share options. with
appropriate performance condhtions in place.

In 2016, there is no charge in respeci of the LTIP schemes which are share based and require separate disclosure under IFRS 2.

24. Contingent consideration payable in respect of acquisitions

In Septernber 2014 the Group acquired the entire share capital of ISV. As part of the acquisition, the vendors are eniitied o contingent consideration
based on revenue over the penod to 30 September 2017. A payment of £212,000 was made in 2016. In the 2016 financial statements, the arount
payable under the contingent consideration was decreased by £48,000 and this has been credited to the profit and ioss. This contingent consideration has
been discounted at 3.48% and the discount charged to profit and loss in 2016 totalled £15,000 (2015: £28.000).

At the year end ihe Group had a liability for contingent consideration made up as follows:

» 30% of net revenues in the year to 31 December 2016 less £15,000 (calculated at £220,000 undiscounted)

* 30% of net revenues in the nine monih period to 30 September 2017 less £25.000 (estimaled at £161.000 undiscounted). A 10% increase in profits
would resuli m an increased liabihty of £19,000 undiscounted.
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25. Financial instruments

The Group uses various financial instruments: these include cash, bank deposits. bank oans and various items such as trade receivables and trade

payables that anise directly from its operations. The main purpose of these financial instruments 1s to provide finance for the Group's operations.

The Group’s finance department maintains hquidity, manages relations with the Group’s bankers, identifies and manages foreign exchange risk and
controls Group treasury operations. Treasury dealings such as invesiments and foreign exchange are conducted only to support underlying busingss
transactions. Consequently. the Group does not undertake speculative foreign exchange dealings for which there is no underlying exposute.

The Group's policies for management of the financial risks to which it is exposed are outlined below.

(i) Interest rate risk

The Group is exposed to interest rate risk on its floating rate borrowings and its financial asseis. The interest rate profile of the Group's financial assets

at 31 December 2016 was:
At 31 December 2016

Group Company

Non interest Floating Non interest Floating

bearing rate bearing rate

financial financial financiaf financial

assets assets assets assets

£000 £°000 £'000 £000

Trade and other receivables (current assets) 1,824 - 329 -

Cash and cash equivalents - 1,537 ~ 42

Total 1,824 1,537 329 42
The nterest rate profile of the Group's financial assets at 31 December 2015 was:

At 31 December 2015
Group Company

Non interest Floating Non interest Floating

bearing rate bearing rate

financial financial financial finangal

assets assets assets assets

£'000 £'000 £000 £'000

Trade and other receivables (current assets) 1,549 - 333 -

Cash and cash equivalents - 1,595 ~ 59

Tota! 1,549 1,595 333 59
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25. Financial instruments (continued)
The table below shows the Group’s financial liabilities split by those bearning interest at floating rates and those that are non interest bearing.

At 31 December 2016

Group Company

Non interest Floating Non interest Floating
bearing rate bearing rate
financial financial financial financial
assets assets assets assets
£000 £'000 £'000 £'000
Trade and other payables (current liabilities) 4,224 - 2,556 -
Trade and other payables (non-current liabilities) 1S - 15 -
Bank borrowings - 158 - 158
Contingent consideration (current liabilities) 375 - 375 -
4,614 158 2,944 158

At 31 December 2015

Group Company

Mon interest Floating  Non interest Floating
bearing rate bearing rate
financial financial financial financial
assets assets assets assets
£'000 £'000 £'000 £'000
Trade and other payables (current liabilities) 3,986 - 2,416 -
Trade and other payables (non-current liabilities) 15 - 15 -
Bank borrowings - 325 - 325
Contingent consideration (current liabilities) 207 - 207 -
Contingent consideration (non-current liabilities) 413 - 413 -
4,621 325 3,051 325

The bench marks for interest raies on floating rate financial assets and financial liabilities are bank base rates for the currencies in which the assets
are held. Sensitwities of movements in mterest rates have been considered by Directors and reasonably possible movements in interest rates are not
considered to have a maierial impact on future Group profits or equity.

(ii) Credit risk
The Group’s principal financial assets ate cash and cash equivalents and trade and other receivables.

Credit risk is the risk of financial loss to the Group if a customer or counterparty to 2 financial mstrument fails to meet its contractuat obligations and anses
principally from the Group’s recewvables from customers and monies on deposit with financial institutions.

Histoneally, the cash collection profile has been very good. Debt aging and collections are monitored on a regular basis and for new customers deposits
are usually required. Some of the unimpaired trade receivables are past due as at the reporting date. Information on financial assets past due but not
impaired are included in note 17,

The credit nsk on liquid funds is linuted because the counterparties are banks with high credit ratings assigned by international credt rating agencres.
The Group has no sigmificant concentration of credit risk.

The Group's maxirmum exposure to credit risk at the reporting date is represented by the carrying value of financial assets, as (ollows:

Group Company
2016 2015 2016 2015
£:000 £'000 £000 £'000
Trade and other receivables (current assets) 1,824 1,549 329 333
Cash and cash equivalents 1,537 1,595 42 59
Total 3,361 3,144 371 392
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25. Financial instruments (continued)

(iii) Liquidity risk

Liquidity risk 15 the risk that the Group will not be able to meet its financiat abligations as they {all due. The Group's approach to managing liquidity 1s {0
ensure it has sufficient liquidity to meet its liahilities when due.

As at 31 December 2016. the Group and Company's financial liabilities (being trade and other payables and deferred income, payroll taxes, VAT or similar
taxes and bank borrowings) have contractual cashflows as summarised below:

Group
31 December 2016
Carrying
amount < 1year 1-2 years 2-5 years
£'000 £000 £'000 £000
Trade and other payables (current liabilities) 4,224 4,224 - -
Contingent consideration (current liabilities 375 375 - -
Trade and other payables (non-current liabilities) 15 - - 15
Bank borrowings 158 158 -
4,772 4,757 - 15
31 December 2015
Carrying .
amount < 1 year 1-2 years 2-5 years
£'000 £'000 £'000 £'000
Trade and other payables (current liabilities) 3,986 3,986 - -
Contingent consideration (current liabilities 207 207 - -
Trade and other payables (non-current hiabilities) 15 - - 15
Contingent consideration {non-current Liabilities) 413 - 413 -
Bank borrowings 325 167 158 -
4,946 4,360 571 15
Company
31 December 2016
Carrying
amount < 1 year 1-2 years 2-5 years
£°000 £'000 £'000 £'000
Trade and other payables (current liabilities) 2,556 2,556 - -
Contingent consideration (current liabilities) 375 375 - -
Trade and other payables (non-current liabilities) 15 - - 15
Bank borrowings 158 158 - -
3,104 3.089 - 15
31 December 2015
Carrying
amount < i year 1-2 years 2-5 years
£000 £°000 £°000 £000
Trade and other payables {(current liabilities) 2416 2416 - -
Contingent consideration (current liabilities 207 207 - -
Trade and other payables (non-current liabilities) 15 - - 15
Contingent consideration (non-current liabilities) 413 - 413 -
Bank borrowings 325 167 158 -
3,376 2,790 571 15

The Group woutd normally expect that sufficient cash is generated in the operating cycle to meet contractual cash flows as disclosed above. In addition the
Group has significant cash balances as at the year end to minumise any liquidity nsk.
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