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OURVALUES

Approachable,
sociable,
welcoming and
client-centric

Creative and
geeky with the
human touch

Professional,
expert and fun

Business-like,
entrepreneurial
but still a family

Fast-paced but Corporate
quality driven but cool

OUR MISSION

Empowering clients to punch above their weight by providing
the world’s best digital marketing products.
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OUR VALUES

Passionate
about our Awesome An unhidden
client/supplier is the required agenda about
partnerships standard clients success

and cakes!

Motivated, Committed
inspirational, to giving back
innovative and to staff and
accomplished society

Easy to use
space-age
technologies

BUSINESS SUMMARY

dotDigital is an award-winning digital marketing specialist
with over 4,000 clients generating strong recurring revenues
from the provision of an integrated suite of digital marketing
products and value added services:

dotDigital
Group Plc

Content Landing
managemeant pages

Web design

Enterprise

e-fomimerce
ﬁ Managed
services
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KEY HIGHLIGHTS

4909,

increase in
turnover

s 43%

* Operating profits up 68% before AIM admission costs increase in
» Profits after tax up 166% after exceptional items expenses
* Cash £2.6m up from £1.3m

* Considerable investment in hardware and product R&D
* Continued strong growth in new client acquisition
* 1,470 new customers added in the period

* Considerable product enhancement delivered

» Total staff headcount grown from 103 to 142

68%

increase in operating
profit before
exceptionals

140%

increase in profit
before tax

166%

increase in profit
after tax
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CHAIRMAN'S & CHIEF EXECUTIVE'S REPORT

FINANCIAL OVERVIEW

Turnover

Expenses

Operatm(_u; Profit (before exceptional items)
AIM Admission
Finance Income

Profit before tax

Profit after tax

The Group has enjoyed another strong year of profitable growth,
shightly ahead of analyst's expectations

On turnover up 49% to £9 Om operating profits before exceptional
items (AIM admission costs) grew 68%

In accerdance with IFRS 3 we have reviewed the likely final payment
in October 2012 to the vendors of Netcallidus based on the Board's
estimated financial outturn of the business for the year ended 30th
June 2012

This has resulted in a reduction of the estmated total consideration
by £1 1m and in accordance with the IFRS 3 this 1s shown as finance
income 1n the consolidated income statement The inclusion of this
£1 1m means profit before tax has grown 140%

Overall the Board s delighted with the progress made over the year
which reflects a continued focus on organic growth through new
chient acquisition and investment in new products and services

Whlst the Group has been focused on achieving significant growth
0 recurning revenues and profitability, investment has continued in
people and product development for the future To ensure the
on-going development of existing products and strengthening

of the competitive position wrth new products and services, the
Company has continued to commit significant resources to the
underlying technical infrastructure which supports its products
The total investment this year has amounted to £150k of capital
expenditure in hardware and £630k of research and development
actrvity in products and services

INTEGRATION OF NETCALLIDUS ACQUISITION

Integration of Acquisition

The Group acquired Netcallidus, an 5EQ (Search Engine Optimisation)
business in 2010 The business 1s based in Northampton with a wholly
owned operation in Minsk,

Excellent progress has been made on the integration of Netcallidus
All accounting and management information 1s now handled by our
centralfinance teamandsales teams across allof the Group businesses
have been trained in the sale of SEO with cross sales from existing
customers, forming a valuable source of new business Towards the
end of the financial period the Board agreed to rebrand all of the
search marketing activity as dotSearch

In the year, search marketing contnbuted over £1 2m of revenue
compared to £0 1m in the previous year and 15 now a significant focus
for the sales team

Period
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Minsk, Belarus

In October 2010 the Company announced the opening of a new
facdity nMimskinitiallyemployingfifteenstaffto providestrengthened
operational capability for search marketing and at the same time
removing the requirement for outsourced services from india

Dunng the year, this team grew significantly and by the end of the
financial year the headcount in Minsk stood at 45 The majornity of staff
are involved in search marketing, although a number are engaged in
a pilot operation to provide techmical support for the whole Group

GROWTH STRATEGY

dotDigital won the National Business Awards best growth strategy
award in 2009 This was in recognition of the Company’s organic growth
strategy in pursuing new chient acquisition This was achieved by a
culmination of online marketing, attendance at trade shows and through
anincreased level of cross-sell to existing clients through focused account
management and provision of complimentary and adjacent services.

By focusing on search engine optimisation on the Company’s
own behalf across a wide range of keywords and through the
implementation of a comprehensive CRM system, dotDigital has
continued to see high levels of organic growth with new client
numbers increasing by 1,470 in the year

During this time the Company has continued its strategy of building
the business by focusing on four key areas

« Targeted marketing actvity delivering high quality leads to
a fully motivated and goal altigned sales teamn,

= Recruitment of the best available talent in all business areas,

« Designing and building innovative products which are intuitive
to use and deliver high levels of functionality to assist our clients
n beating their business objectives,

« Delivening outstanding levels of support and client care

Through the provision of an integrated surte of digital marketing
products backed up by excellent services, the Company believes that
its business s uniquely positioned to enable clients to exceed thewr
marketing capacity, grow their business and achieve a visible return
on investment.

STAFF

As a technology business we acknowledge that our people are critical
to our success We have a young team, whose average age 1s 29
{excluding Directors) The team has taken on extra responsibilities,
learned new skills and responded to new challenges in the year

dotDlgital Group Plc
Annual Report and Accounts 2010/2011 3



CHAIRMAN'S & CHIEF EXECUTIVE’S REPORT CONTINUED

The quality and commitment of our team is
one of the factors which gives the Board great
confidence that we can continue to grow even

in difficult economic times.

AGE OF EMPLOYEES (BY NUMBER OF EMPLOYEES}
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The quality and commitrent of our team s one of the factors which
gives the Board great confidence that we can continue to grow even
n difficult economic times We believe in giving employees sufficient
autonomy to make good decisions about everything from product
design to dealing with custemer service issues It is because of the
quality of our staff that we have continued to grow our customer base
and deliver great new products and services to our clients

Once again the Board would like to thank all of the management and
staff for theircontinued hard work, dedication and commitmentto the
business dunng the past year

With this in mind we aim to share the success of the Group with the
staff through bonus payments and share options The Directors are
open about the business objectives and senior managers actively
engage with their teams so that everyone understands how their
efforts contribute to the overall success of the business

Staff who have completed their probation penod are eligible to
be granted share options managed through an HMRC approved
employee share option scheme

Despite becoming a much larger enterpnise, the Directors firmly
believe that maintatning the entrepreneunal cutture that was so
fundamental to the success of the Company n 1ts inttial stages,
remains critical in achieving success today The commumication of
these ideas 15 essential to dotDigntal and it uses a number of channels
and tools to ensure that a common vision exsts across the Group
This in turn promotes a sense of belonging to the business

Dunng the year we have undertaken two surveys of all staff to
ascertain the levels of job satisfaction The Board has also engaged
an intenm HR Director to progress a vanety of intiatives focussed
on talent development, communication and ensuring dotDigital

1s a great place to work.

DOTDIGITAL IS5 A GOOD PLACE TO WORK
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Our business is split into
five main brands and
business units, each with
high level expertise:

dotMailer - powerful email marketing made
easy, by the second largest and fastest growing
email agency and ESP in the UK and the number
1 choice of over 18,000 business users Uniguely
designed to meet the needs of every size and
type of organisation in the market.

©
dotMailer

dotCommerce —- our ecommerce experts
dejiver stunning, flexible and cutting-edge
ecommerce sites Powered by our propnetary
back-office system that puts usersin complete
control, dotCommerce sglutions help to
transform the way our clients sell onfine

dotCommerce

dotEdrtor - the umiquely flexible content
management system that powers most of our . ®

clients’ websites and lets them manage their - ®
own website content, SEQ, menus, banners .

and URLs It's so flexible it even lets them paste dntEdItnr
featuresandfunctionsstraightintotherrpages
dotSearch - Our search marketing agency,
specialists in taking a highly analytical

and bespoke approach to SEO and PPC,

to repeatedly win our clients top Google
rankings, search category dominaton and
major market share

F o
dotSearech”

dotSurvey —perfectly branded online surveys,
created in minutes with our latest online
survey tool Built for total usability, dotSurvey
makes it fantastically easy for users to create
fully branded, professional online surveys and
web forms that look just hike they're part of
their website

$ dotSurvey

dotDigital Group Plc
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CHAIRMAN'S & CHIEF EXECUTIVE'S REPORT CONTINUED

WOW wWOow wOow!
Love it.

Hayley
Lema publishing

1)

dotMailer provides Brit insurance with

a professional, reliable and high quality
platform for our email marketing. | have been
consistently impressed with every aspect of
our relationship with them from the product

itself through to the phone support and
account management. | love the fact that the
product is always evolving and that finding
smart new ways of helping clients deliver
great emails is at the heart of what they do.

| regard them as a very safe pair of hands.

Katherine Hesketh
Brit Insurance, London

6
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Qo

Increase in
revenuein 2011

QUR COMMITMENT TQO EXCEPTIONAL CLIENT SERVICE
The Board firmly believes that the key to a long-term, sustainable ‘ ‘
business emanates from delighting our customers Everyone in the

business i1s customer driven and the Company Is striving to develop

erce identi [
a cufture that 1s passionate about customer relations dotComm ntified this as a

significant area where Pineapple
The business is structured to ensure that all customers recerve client could improve on the web

service and support appropriate to their needs and the revenue they experience for customers. After
generate Duringtheyear,anumberofnew initiatives wereintroduced looking at relevant data from
toensure our products and services meetand exceed customer needs,
including

Google Analytics we agreed on a
solution, which was delivered on

+ Expanding the friendly and effective telephone support teams as
well as employing new technologies such as Live Chat to enhance
the overall customer expenence,

« Boosting our team of user-expenence specialists to enhance even
further the usability of our products,

* In-depth chent interviews to understand how our service can be
improved further with ongoing surveys to get quantitative dataon
chient needs,

+ Theuseofusergroups, forumsand socialmediato obtan first-hand
feedback from customers about new product features

ITINFRASTRUCTURE

The Group has made significant investment in its IT infrastructure
during the period As part of the strategy to ensure the business s
well positioned to exploit future growth opportunities, the Board has
approved capital expendrture on a number of projects including

+ Ensunng future scalability through the use of latest blade server
technology and SAN data storage systems,

* Creating a full-scale test facility,
= Reducing dependencies on single suppliers,

* Reducing environmental impact by selecting low power
consumption hardware,

* Fully documenting systems and secunty policies,

+ Increasing resilience by eliminating single points of fatlure and
implementing mirrerning technology,

» Ongoing extensive secunty audits, including external penetration
testing and responding to recommendations

time, with immediate results.

Caleb Newman

Pineapple , ,

dotDigital Group Pic
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CHAIRMAN'S & CHIEF EXECUTIVE'S REPORT CONTINUED

dotMailer has been a great service for
2degrees both to gain new members of

our community and 10 communicate with
them. The reporting on the success of each
campatgn is excellent, the managing of

our address books is simple and now the
introduction of the Easy Editor has meant we
are finding it easy to produce betier looking
campaigns all the time.

Simon Barnard
Z2degrees Ltd, Oxford




IMPROVING GROSS MARGIN ON BESPOKE PROJECTS
Following successful trials last year, the Group modified its approach
to managing bespoke projects carried out on behalf of chients Whilst
project management, projectspecification and account management
are still carried out by employees based in the UK, much of the
development activity will be camed out by our Belarusian team and
parther organisations operating with a lower cost and fixed pnices

to ensure margins are managed

The Directors are pleased to report that this approach has increased
profitability, gives greater flexibility of scheduling, and ensures a
greater capacity to scale to meet chent demands

PRODUCT DEVELOPMENT

The Board has a clear strategy 1o increase the proportion of income
denved from products with recurnng revenues The development
team working on product development has been significantly
strengthened during the year Throughout the year, a significant
number of new features and usability improvements for the email
marketing product, dotMailer, including the release of an innovative,
market leading visual editor, were introduced Other product
developments, Included new versions of our content management
tool, and a new survey tool

STRATEGY FOR THE COMING YEAR

We are entering the second year of our three year business plan that
the Board believes will continue todeliver growth whilst investing in the
business to provide a springboard for significant growth in future years

We plan to streamline the organisation structure and operationally
the business will be separated into a products division based around
the dotMailer platform and a services dmwvision providing, search,
ecommerce, web design, digital strategy and managed service

Some key elements of the plan are as follows

« dotDigital recognises that dynamic growth in this market is
occurnng worldwide Partof the Group’s short term objective 1s to
dentify the geographic areas in which the Company could make
the maximumimpact without adding significantly tothe costbase,

* Progress the programme of international expansion of the
product ranges utihsing third party channel partners and reselfer
agreements with suitably qualified overseas partners, allowing us
to grow our sales cost effectively,

+ Explore consolidation opportunities in the email marketing sector,

dotMailer has been providing Saffery
Champness with effective solutions and

suppaort to our e-marketing campaigns since

2009. The system is constantly being
developed and improved, coupled with

the dedicated support agents and account
management team, dotMailer constantly
delivers a quality service in a timely and cost
efficient way.

Nicola Brooks
Saffery Champness, London

dotDigital Group Plc
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CHAIRMAN'S & CHIEF EXECUTIVE'S REPORT CONTINUED

‘..we believe we are in a strong position as
the trend in shifting away from traditional
promotion to digital marketing continues./

« Further increase the resources focused on dotDigital's own search
engine optimisation and business marketing, expanding the use of
socialmediamarketing, PR,educationalchenteventsand reviewing
our branding To further expand the technical development
resources bothinthe UKand internationallyto focus onthedelivery
of innovative new products and services which compliment our
existing offerings We will continue to add innovative new features
to ourexisting products, ensunngwe maintain technicalleadership
in the market,

* Expandthestrategyofbuilding ApplicationProgramminginterface
(AP}, driven connectors ta CRM platforms, such as Microsoft
Dynamics, and utifising CRM integrators as a distnbution channel
for our email marketing platform

DIVIDEND POLICY

Whilst consideration is routinely given to the commencement of
dividend payments, it 1s the Board's intention to achieve capital
growth on the strength of continued investment in new products and
identifying further earning enhancing acquisitions Accordingly, it is
not the Board's intention to recommend the payment of dividends at
this time

www dotdigitalgroup c—om
1 0 Annual Report and Accounts 2010/2011

OUTLOOK

The market for the Company’s products and services continues

to remain buoyant despite the world economic crisis Moreover,
the growth in the number of customers remains upabated as they
continue to embrace the power of digrtal marketing

With a growing customer base we plan to focus on cross-selling our
suite of products and services to existing customers Evidence thus far
demonstrates that this s a very cost effective way to grow sales and
we expect this trend to continue

Cur cash position remains strong, even after the acquisition of
Netcallidus and we expect the business to continue to be cash
generative Because of this we believe we are well placed to continue
to invest in hardware, research and development and further
acquisitions

Brand recegnition of the Group's products continues to grow and
throughthis strong awareness, combined with customertestimonials,
increased marketingactivityand continuously improving productswill
position the business well in securing new chents in the future

We look forward to the new financial year with confidence

4/ Q.

Frank Beechinor-Collins
Chairman
12th October 2011

Peter Simmonds
Chief Executive
12th October 2011
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When asked by other UK based broadcast platforms
why | use dotMailer for my clients, | say the same
thing” If you can guarantee me the same level of
support, always seek ways to keep my costs down and
continually strive to improve the system, then yes I'l}
consider using you”. End of conversation.

Ross Piggott
RP Databases Ltd, Wandsworth

After an extensive search for a new email provider Ashburton
Investment Managers chose dotMailer in May 2011. We are
extremely happy with this decision, not only have we benefited
from their expertise in the field of email marketing, in terms

oi desian templzies and reporiing 100ls. but we've also found

The gnlipe sysiam is yvar
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CORPORATE SOCIAL RESPONSIBILITY REPORT

The Board is committed to creating a working
environment where there is mutual trust and
where everyone is accountable for their own
actions and takes full responsibility for the
performance and reputation of the business.

The Board believes in the importance of social responsibility and
sustainability within the business A responsible approach to the
envirenment, health and safety and fair treatment of our people,

our customers, our suppliers, our local communities and other key
stakeholders 1s embedded in our Group culture and values Ina
nutshell, dotD:grtal recognises its obligations to all those with whom
it has dealings and our good reputation is vital to instill confidence in
all who do business with us

The working
environment is

a fun, friendly,
innovative, exciting
and intellectually
challenging culture...

SUPPORT FOR THE NOT FOR PROFIT SECTOR

The UK charrty sector has always been a key focus for the business.
dotDigital has a pre-determined pricing model for registered charities
and has worked with some of the country’s leading charities including
Fartrade, Wateraid, Stonewal), MacMillan Cancer Support and Shelter
dotDigitalis committed to providing the very highest possible services
and quality products to charities at an affordable rate

“Glving Something Back™

dotDegrtal are determined to support our local communities and
have introduced a Business Volunteering Scheme for employees who
are doing a vanety of community-based projects. As well as this new
scheme, dotDigital continue to donate funds to MacMillan Cancer
Support through our “Big Pink” initiative

SUSTAINABILITY AND THE ENVIRONMENT

dotDigntal has been quick to accentuate the environmentally fnendly role
of digital marketing in s thought leadership and media outreach and has
worked with both the Direct Marketing Association (DMA) and Internet
Advertsing Bureau (IAB) to promote this message Email marketing isa

viable paper-free alternative to direct mail and leafleting

dotDigital continues to make a signsficant investment in the
virtualisation, storage technology and modern blade hardware to
continue to deliver high levels of customer service to dotDigtal Group
customers whilst dramatically reducing the environmental impact of
running a large data-centre The key benefits include

» Increased resilience of our key Infrastructure,
+ Serverconsoldationfrommanyindependentcomputerstofarfewer;

» Unified server management to ensure maximum efficiency and
performance,

* Reduced power consumption through less processors and better
uttlisation of this In use,

* Reduced cooling need, resulting in lower use of air conditioning
plant,

* More raptd redeployment of new systems to meet clent needs,

dotDigital Group Plc
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CORPORATE SOCIAL RESPONSIBILITY REPORT CONTINUED

The Board firmly believes that the
prerequisite for achieving a successful and
sustainable business is integrity in dealing
with customers and business partners.

« More processors per rack resulting in less space demands in
crowded city computer rooms

Qur investment in the latest and most powerful wirtualisation
technology i1s consistent with our offering clients leading digital
solutions whilst genutnely demanding fewer resources

Everyone at dotDigrtal Group plc 1s focused on recycling and
conserving power, but our new equipment really makes a significant
positive contribution Qver the next few years, data-centre power and
cooling demands will become major issues and we are pleased to be
at the forefront of addressing the challenge

COMMITMENT TO EMPLOYEES

The Board recognises that the Group’s employees are critical to

the overall delivery of its bustness strategy All employees are kept
informedof progressagainstthe Group'sstrategic planthrough regular
meetings, regular newsletters and informal Friday afterncon“Rah Rah”
sessions, where teams from across the whole of the business keep
colleagues from other parts of the business up-to-date with issues
and news Employees are also invited to attend regular informal lunch
events with the Directors where they are actively encouraged to pose
any questions they may have

The Directors firmly believe that relations with staff are based on
respect and trust. The Board 1s committed to creating a working
environment where there s mutual trust and where everyone is
accountable for their own actions and takes full responsibility for the
performance and reputatton of the business

The Board has a policy to ensure that at all imes there are equal
opportunities for all employees with no discnmination on account of
race, age, gender, sexual onentation, disability and political or religious
beliefs. Our phitosophy is to ensure that ability, contnbution to the
business and potential to develop are the determining factors in the
selection, training, careerdevelopment and promotionofallemployees

TheCompanyoperates inahighly competitiveenvironment, therefore
recrutment and retention of first-class employees is critical to the
continued growth of the business As a result of this need to recruit
the best, the Company strives to ensure Its salary packages are
competitive and that there are opportunities for employees to earn
bonuses linked to their performance and the Company’s performance
Every employee that has passed their probationary period is eligible
to particrpate in the Company's employee share option scheme
Excluding Directors, the total number of options avalable to
employees at the end of the financial year amounts to 11 4m shares
or 4% of the total shares in 1ssue

www dotdigitalgroup com
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dotDigstal 1s also commutted to talent development through the
professional and personal development of our staff combined with
the ability to recruit and develop the best graduates throughout their
career This commitment goes beyond our exusting staff with the
search for new talent being the driverfor dotthigital offering intermship
and work placement positions for students

Health and Safety

dotDigital 1s commutted to providing a safe and high-quality working
environment for its staff The Group engages an external health and
safety consultancy firm to carry out penodic reviews of ts offices and
is committed to adopting any recommendations ansing The Group
has complied with all applicable legislation and has not been subject
to sanctions or fines for environmental, health and safety or other
infringements

BUSINESS ETHICS

The Board believes that operating ethically 1s vital to the long-term
success of the business and to the well-being of all employees and
stakeholders All new employees are provided with formal codes of
ethical behaviour as part of their contract of employment. The code
provides guidelines covering personal conduct and grves advice on
recognising and dealing with conflictof interest, business gifts, brnibery
and corruption

All empioyees are encouraged to report any suspected unethical
behaviour to the Board if necessary, there Is an alternative channel
of communication to the senior independent Director, should this be
more appropriate

The Directors strive to ensure that the Company has a fair and very
open culture and everyone’s views and contributions are actively
encouraged and respected

CUSTOMERS AND BUSINESS PARTNERS

The Board firmly believes that the prerequisite for achieving a
successful and sustainable business s integrity in dealing with
customers and business partners This pnnciple governs all aspect of
the business and 15 incorporated into the Company's values

The Company I1s passtonate about 1ts customers and at all imes strives
to safeguard the trust they have provided in the business by complying
with all relevant laws and contractual commitments

The Company 1s continually seeking customer feedback through a
vanety of formal and informal channels such as usergroups, customer
service surveys, in-depth customer interviews and client events




Renault Trucks UK Ltd has been using dotMailer for
nearly two years. The online technology is extremely
intuitive and easy to use, and it is constantly being
updated and improved. All members of the customer
support line are friendly and approachable and always
on hand to help with queries on how to do things, or
to fix the things | can’t, there and then. Our account
manager does a fantastic job of looking after us.
Matt’s very easy going and has a great happy

to help attitude, with much humour along

the way!

Liz Menday
Renault Trucks UK Lid, Dunstable

dotDigital Group Plc
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OUR BOARD OF DIRECTORS

PETER SIMMONDS FCCA, AGED 53
CHIEF EXECUTIVE AND FINANCE DIRECTOR

Peter Stmmonds commenced his career in 1976 as a trainee
accountant with Unilever Plc and has nearly 30 years of expenence
at senior management and board level, principally in the areas of
banking, insurance, finance, IT and outsourcing He has considerable
business entrepreneurial experience having been involved atstart up
or early stage of a number of companies in vanous industry sectors
including consultancy services, vehicle leasing, computer software
and internet solutions sectors

Peter also has experience of business acquisition and post acquisition
integration and management of businesses

SIMON BIRD, AGED 36,

CHIEF TECHNICAL OFFICER

Simon Bird has developed an in depth technical knowledge of the
internet and its applications Prior to co-founding dotDigital Group
he assisted in the development of a major internet access provider
He has provided services to a number of well known companies and
organisations in helping create websites, intranets, extranets, content
management systems and other online sofutions

“TINK“ JAN TAYLOR, AGED 39,

CHIEF OPERATING OFFICER

Tink Taylor has many years experience in the field of interactive
electronic communications Tink has wide ranging experience In
introducing the concept of digital marketing to companies large
and small He is the chair of the DMA partnership hub of the email
counaill and also a member of the Internet Advertising Bureaus
E-communications Council Tink having judged the DMA awards since
2008, he 1s now a group leader/chair of the mail category

“SKIP" GORDON FIDURA, AGED 42,

CLIENT SERVICES DIRECTOR

Skip Fidura joined dotDigrtal Group 1n January 2009 with a remit to
build ourdigital strategy services offening Skip's been in marketing for
over 14 years, most recently as Email Partner at OgilvyOne Londonand
priorto that as the Director of European Operations for Acxiom Digitai
He has worked with clients such as BT, Kodak, hp, Intel, and Travelocity
co uk. Skip 15 also Vice-Chairman of the UK DMA Email Marketing
Council and was listed by Revolution Magazine as one of the 50 most
influential people in new media

www dotdigitalgroup.com
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QUR NON-EXECUTIVE DIRECTORS

FRANK BEECHINOR-COLLINS, AGED 47

NON-EXECUTIVE CHAIRMAN

Frank Beechinor-Collins, was for 11 years, CEO of One Click HR, an AIM
quoted IT/Human Resources business of which he was a Co-founder
The Company operated in the UK and North Amernica and had around
200 employees Frank oversaw the successful sale of the business to
ADF, a $4bn NYSE listed company, for US $25m In notable addition,
Frank was for 5 years, Operations Director of GMCS, part of Grand
Metropolitan, a UK based training services provider, with severai
thousand employees Frankbnngsagreatdeal of corporate experience
to the Board, gatned over 25 years of working for and runming public
and private companies Frank has a strong track record in M&A and
brings with him a quality network of contacts in the fields of managed
services and Software as a Service (Saas)

RICHARD KELLETT-CLARKE, AGED 56

NON-EXECUTIVE DIRECTOR

Richard Kellett-Clarke brings to the Board over 25 years of
managementexpenenceintheturnround and strategic repositioning
and recovery of creative businesses \n CMCG, media, electronics and
software industnes. He was a founder of AFX NEWS Limited, now part
of Thomson Reuters, and Sealed Media, now owned by Cracle He has
held numerous CFO roles in subsidiaries of large PLC's as well as the
role of [T Director at Financral Times Information He was part of the
team as CFO which brought Picwick Group PLC to the main market
and Brady Plc to AIM He is currently the CEO of Idox Plc an AIM listed
specialist software, solutions and KM consultancy business

NICHOLAS NELSON, AGED 46

NON-EXECUTIVE DIRECTOR

Nicholas Nelson commenced his career in 1985 as a dealer on the floor
of the London Stock Exchange and over the subsequent thirteen years
developed his knowledge of the stock market and its drivers through
roles in securnties trading and investment management.

From1998 hisCrty careercontinued withinthe corporate communications
industry, dunng which time he has assisted numeroussmallercompanies
with their Financial PR campaigns and IPO programmes. He 1s currently
Managing Director of Hansard Communications Ltd, a financial PR

consulancy
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CORPORATE GOVERNANCE REPORT

dotMailer underlies our success - Equinet is The Board have decided to provide corporate governance disclosures
a content marketing agency and became a in accordance with the principles and provisions of “The Combined
dotMailer White Label customer in 2009. Email Code Principles of Good Governance and the Code of Best Practice”
(“the Code") As part of this process Turnbull guidehines set out in
“Guidance for Directors on the Combined Code” have also been
reviewed and are covered under *Internal control” below An

is a vital element of the content marketing
service that we provide to our clients and

the absolutely first class technology, support explanation of how dotDigtal Group Plc {the “Group™) has applied

and service that we get from dotMailer have the principles and the extent to which the provistons in the Code

become a key component of our on-geing have been complied with appears below

success. Extraordinary Account Management

- In the three years Nyree has been looking COMPLIANCE STATEMENT

after our account we have witnessed customer {a) Directors

service at its best. Nyree is relentlessly good The details of the Group’s board, together with the audit and

natured, perseveringly patient and a pitch remuneration committees, are set out on page 21 and 22

perfect professional. Frankly, if you could TheBoard meets monthly and s responsiblefor strategy, performance,

bottle her I'd have ten. approval of major capital projects and the framework of intarnal
controls. The Board has a formal schedule of matters reserved for

Jeremy Knight specific review and decision To enable the Board to discharge its

Equinet Media Ltd, Bedford duties,allDirectorsreceiveappropnateandtimelyinformation Briefing

papers are distributed to ail Directors in advance of Board meetings.
All Directors have access to the advice and services of the Company
Secretary, who 1s responsible for ensuring that Board procedures are
followed and that applicable rules and regulations are complied with
At the year end there were four Executive Directors, two independent
Non-Executive Directorsand anindependentNon-ExecutiveChairman

The currentconstitution of the remuneration committee and the audit
committee s shown on page 21 and 22

Appointments to the Board are nominated by an Executive Director
and then considered by the full Board

The service contracts of the Executive Directors are less than one year
and determinable by six months notice

www dotdigrtalgroup com
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It has been great working with you over the last year or so and great

to have an account manager at Dot Agency who has also been a good
laugh along the way. You have always been willing to help me when |
have had no clue and to sort me out with issues which have been above
the normal work load, and | can’t thank you enough for that as it has
helped me and SeeAbility out a lot. You are one of Dot Agency’s star

staff members. (and you can quote me on that) :-)

Helen Moore
Seeability

{b) Directors’ remuneration

As setouton page 23 and the remuneration of the Executive Directors
1s determined by the Remuneration Committee whilst that of the
Non-Executives is determined by the whole Board The Directors are
consciousofthe importanceofthe performance related incentivesand
bonuses are paid based on performance as deemed appropriate by
the remuneration committee The remuneration committee use both
financial and non-financial benchmarks to determine the Executive
Director bonuses.

{c} Relations with shareholders

The Group encourages two-way communications with all its
shareholders and responds quickly to all requests or quenes receved
All shareholders have at least twenty one working days’ notice of the
annual general meeting atwhich all of the Directors and the Chairman
are normally available for questions Comments and questions are
encouraged from the shareholders at the meeting

(d) Accountability and Audit

() Financial reporting

Detailed reviews of the performance and financial position of the
Group are included in the Chief Executive’s statement The Board uses
this and the Directors’ report on pages 24 to 28 to present a balanced
and understandable assessmentofthe Group’s postion and prospects
The Directors'responsibility forthe financialstatements isdescribed on

page 27

(n) Internal control
The Board confirms that it has established the procedures necessary
to implement the guidance set out in

“Internal Control Guidance for Directors on the Combined Code” The
process of risk identification, evaluation and management has been
considered by the Board It 1s the intention that this will continue to
be kept under constant review and will be considered at each board
meeting in the future The Board is continuing to take steps to embed
internal control and nsk management further into the operations of
the business and to deal with areas of improvement which come to
management and the Board's attention

TheDirectorsacknowledgetheirresponsibilitiesforthe Group's system
of internal financial control Such a system can provide reasonable
but not absolute assurance against matenal misstatement or loss The
Board confirms that the procedures necessary to comply with the
provisians of the Code, including the guidance of Turnbull, have been
in place throughout the yearended 30th June 2011 and up to the date
of the Directors’ report It has considered the major business risks and
the control environment. Important control procedures, in addtion
to the day to day supervision of the business, include companson of
monthly management accounts to the budget.

() Audit committee and auditors

The AuditCommittee comprises Frank Beechinor-Collins and Nicholas
Nelson and 1s chaired by Richard Kellett-Clarke The auditors of the
Group may also attend partorall ofeach meeting and they have direct
access to the commuttee for independent discussions, without the
presence of the Executive Director if required The audit commuttee
may examine any matters relating to the financial affairs of the Group,
and to the Group's audit. This includes reviews of the annual accounts
andannouncements,accounting policies,compliancewrthaccounting
standards, theappointmentand feesofauditorsand such otherrelated
functions as the Board may require

(v} Going concern basis

After making enquinies, the Directors have formed a judgment, atthe
time of approving the financial statements, that there is a reasonable
expectation that the Group has adequate resources to continue in
operational existence for the foreseeable future For this reason the
Directors continue to adopt the going concern basis in preparing the
financial statements
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Having worked in e-marketing since the early

days when we wanted to pick a new E-CRM system
to use we certainly did our market research. We
found the dotMailer White Label system to be

the best out there, excellent support, superb
account management and a progressive ongoing
development schedule, all of that alongside a
competitive pricing system made it an excellent
choice for Idealogy and our clients.

Simon Johnson
ldealogy Group Ltd, Southampton

When we first decided to offer permission-based
email marketing services, finding the right partner
was crucial and dotMailer impressed us from the start.
With a dedicated, and helpful, account manager we
had one individual contact to discuss our needs and

*Tzet Lschenghitre it e

oM SIIZIEr tRE S, SO a5 £aS, 137 Tyl S85.g7

and copywriters tc work together 1o creais targeied
and effective campaigns. Safeguards are built in to
ensure mailing lists are compliant and local and global
suppression facilities are great features 10 protect our
(and our client’s) reputations. Clients love the cost
saving, speed, personalisation. reqular performance
reporis and measurable ROl - and you don't get that
with Direct Mail Email markei'ng s now ¢c-s=

Lt TOSIECDLat L enlsen, {85 aTD
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AUDIT COMMITTEE REPORT

The Audit Committee 15 a sub-commsttee of the Board whose
rasponsibilities include

+ Reviewing the half-yearly and full year accounts and results
announcements of the Company and any other formal
announcements relating to the Company's financial performance
and recommending them to the Board for approval,

» Reviewing the Group's systems for internal financial control and
risk management;

* Monitoring and reviewing the effectiveness of the Group's internal
accounting function and cons:dering regular reports which arise,

« Considenng the appointment of the external auditors, overseeing
the process fortherr selectionand making recommendationsto the
Board in relation to their apposntment to be putto shareholders for
approval at a general meeting,

+ Monitoring and reviewing the effectiveness and independence of
the external auditors, agreeing the nature and scope of their audit,
agreeing their remuneration, and considering their reports on the
Group’s accounts, reports to shareholders and their evaluation of
the systems of internal financial control and risk management.

COMPOSITION OF THE AUDIT COMMITTEE

The Audit Committee compnses of Nicholas Nelson, Frank Beechinor-
Collins and Richard Kellet-Clarke The Chairman of the Audit
Committee 1s Richard Kellett-Clarke The Committee meets separately
with the external auditors without management being present.

The Secretary to the committee 1s Milan Patel, the Company Secretary

MAIN ACTIVITIES OF THE AUDIT COMMITTEE

At its meeting on the 27th September 2011 the Committee reviewed
the Group's preliminary announcement of its results for the financial
year 30th June 2011 and the draft report and accounts for that

year The Committee recewed reports from the external auditors on
the conduct of their audit, their review of the accounts, including
accounting policles and areas of judgment, and their comments

on nisk management and control matters The Group's corporate
social responsibility reporting arrangements and procedures were
also reviewed

The external audrtors also presented their proposed fees and scope
for the forthcoming year’s audit The Committee also reviewed the
performance of both the internal accounting function and external
audrtors The review of the external auditors was used to confirm the
appropnateness of therr reappomtment and included assessment
of their independence, qualification, expertise and resources, and
effectiveness of their audrt process

The Audit Committee also reviewed the effectiveness of the
Company’s systems for internalfinancial controland nskmanagement.
The Committee reviewed the Group’s credrt control procedures and
nsks concerning IT controls.

INDEPENDENCE OF EXTERNAL AUDITORS

Both the Board and the external auditors have safeguards in place to
avoid the possibility that the auditors’ objectivity and independence
could be compromised Our policy in respect of services provided by
the external auditors s as follows

+ Audit related services - the external audrtors are invited to
provide services which, in their position as auditors, they must
or are best placed to undertake This includes formalities relating
to borrowings, shareholders’and other circulars, vanous other
regulatory reportsand workinrespectofacquisitionsand disposals,

= Tax consulting - in cases where they are best suited, we use the
external audtors All other significant tax consulting work is put
out to tender,

= General consulting — in recognition of public concern over the
effect of consulting services on auditors’ independence, our policy
i1s that the external auditors are not invited to tender for general
consulting work.

INTERNAL MANAGEMENT ACCOUNTING

The Audit Committee reviewed the performance of the internal
accounting function, the department’s resource requirements and
also approved the internal budgets for the year ended 30th June
2011 which appeared both prudent and realistic in the context of
the Group's ambrtions

On behalf of the Committee

A KMt feha

Richard Kellett-Clarke
Chairman of the Audit Committee
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Annual Report and Accounts 2010/2011 2 1



REMUNERATION COMMITTEE REPORT

THE REMUNERATION COMMITTEE SERVICE CONTRACTS

The Remuneration Committee was established to keep under review On 7th January 2009, the Executive Directors each entered into a
the remuneration and terms of employment of Executrve Directorsand  service contract with the Group, the terms of which commenced

to recommend such remuneration and terms and changes thereof to  upon Admussion to PLUS Markets on the 2nd of February 2009 Each
the Board TheCommittee'scomposition, responsibilittesandoperation  appointment runs for one year from that date and 1s terminable by
comply with the Combined Code In forming its remuneration policy, six months’ notice by either party to expire at the end of that year or
the Committee confirms that it has complied with the Combined atany time thereafter The agreement contains restrictive covenants.
Code The Committee compnsed Frank Beechinor-Collins (Chairman), Upon termination, no benefits (other than those accruing durning the
Richard Kellett-Clarke, Nicholas Nelson and Peter Simmeonds. Peter  notice peniod) are due to the Director

Simmonds betng an Executive Director cannot comment upon his

own remuneration EMPLOYEE INCENTIVE SCHEMES

The Group has awarded share options under EMI, approved share
optionschemes to key employees who had completed their probation
penod at the date of grant The board considers the performance of
staff in conjunction with the performance of staff in conjunction with
the performance of staff in conjunction with the performance of the
(2)To ensure that individual rewards and incentives are directly aligned Groupduring the, bi-annualreview process. Discretionary bonuses are
with the performance of the Group and that of the interests of the ~ awarded based on individual and Group performance

shareholders, and

The Secretary to the commuttee 1s Milan Patel, the Company Secretary

REMUNERATION POLICY
The Group’s executive remuneration policy objectives are

Approved by the Remuneration Committee
{b) To maintain a competitive program which enables the Groupto ~ Signed on its behalf by
attract and retain high caliber executives

—

Frank Beechinor-Collins
Chatrman of Remuneration Committee
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DIRECTORS' EMOLUMENTS

12m period ended 30 6 11

Executrve Dlrec"tor L L. - . Salary.fFe”es . Beneﬁlf . Bonus . R P"EI:SIOH ]‘otal_
P Simmonds 100,834 5,523 60,000 10,817 177,173
ITaylor ) ) ) 102,500 6,757 45000 10,458 164,715
S Bird o o . 102,500 " 6757 55000 10458 174715
G Fidura " T " 76,000 4,200 21000 2280 103,480
381,834 23,237 181,000 34,013 620,083

- N T - 12m period ended 306 10 s
Executive Director Salary/Fees Benefits Bynus Pension Totat
P Simmonds 88,000 7,103 25,000 8,808 128811
1 Taylor ’ 95,000 6757 30000 9500 141,257
S Bird T ) " 95000 6757 10000 9,500 121,257
G Fidura o T 76,000 4200 6250 T " 86,450
354,000 24,817 71,250 27,808 477,875

DIRECTORS’ INTERESTS
The respectve interests, all of which are beneficial, in the shares of the Company for the members of the Board at the year end and subsequent to
that date are stated below

No of Shares held

Exgcut_we Director B B B o . ~ o asat3006 11 % ho!tiing_
P Simmonds* 19,943,333 7 25%
| Taylor 60,860,000 2213%
S EII‘& R T T ) i i T i T i ~'_52,8~6(_J',00Ei i 19 2—2%

133,663,333 48.6%

* 4 90% of Peter Simmonds holdings/voting nghts has been held by Frank Nominees Limited who acts as the nominee for Allance Trust Pensions
Lemited, which s the trustee of a SIPP estabhished by Peter Anthony Simmonds Frank Nominees is the vehicle used by Klesnwort Benson Limited
to hold securities for chents, trusts, SIPP’s etc The beneficiary of the SIPP 1s Peter Anthony Simmonds

DIRECTORS' INTERESTS IN SHARE OPTIONS
Under the Group's executive share option scheme the following Directors have the nght to acquire Ordinary shares

No of Share option Option prce Date first Expiry

Executive Director } } ) ) o Grant Date _-_Sra!lted _(Pence) Enersifab_lf } Date_
G Fidura 22/10/2009 800,000 50 01/07/2010 01/02/2019
11/11/2010 800,000 513  01/05/2012 31/1272015

dotDigital Group Plc
Annual Report and Accounts 2010/2011 23



REPORT OF THE DIRECTORS’

The Directors present their report with the financial statements of
the Company and the Group for the year ended 30th June 2011

PRINCIPAL ACTIVITY
The principal actvity of the Group i the year under review was that
of digital marketing

REVIEW OF BUSINESS

Dunng the year the Group has shown significant growth in customer
numbers, sales, and profits. Revenues grew from £6 Om in the year
ended June 2010 to £9 Om for the year ended June 2011, an increase
of 49%

Post-tax profits grew from £1 14m in 12m to June 2010 to £1 B1m
{excluding exceptional tems) for the year ended June 2011, an
Increase of 59%

KEY PERFORMANCE INDICATORS

The operations as a whole and the individual business units are
managed and controlled using a vanety ofkey performance indicators
appropriate to the goals they have been set. Examples of key
performance indicators ara

2009 2010 2011

Revenue 47m 60m 90m
Researchand T T 7o
development expenses 02m 03m 06m
Adusted€PS - “osap  o78p
Emall suends"vo"lun“\e o 422m " 663m 1,"045m“
Emailsendsvalue 24m  35m 50m
New customers ntheyear 905 1,050 1,470

KEY RISKS & UNCERTAINTIES

(1) Supplier, computer hardware and internet reliability related risks
The Group rents space for its servers located at hosting centres

and purchases bandwidth from service providers in the UK to run
the software and services 1t supplies Although, t spreads the risk

of computer hardware faillure across multiple servers in multiple
hosttng centres and to date, there have been no significant failures,
there 1s no assurance of continurty of supply An event resulting in a
hosting centre going off-line for any significant penod of time or the
termination of provision of services by one of those hosting centres
for any reason may result in significant loss of revenues and therefore
matenally harm the Group's business, operating results and financial

www dotdigttalgroup com
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condition Similarly, events preventing or obstructing the servers from
communicating over the internet, such as the future availabifity of a
finite number of IP addresses, may restrict the capacity of the business,

{n) ISP reputation related risks

A significant proportion of the Group’s revenue 1s currently derived by
charging a price per email for sending marketing emalls on behalf of
commercial marketing departments. The largest volume senders of
emaitls tend to be companies sending to consurners

The EU ant-spam regulations and USCAN SPAM laws place restrictions
on what and when companies are allowed to send marketing emasls
to consumers. dotMailer rents the use of its software and servers for
chents to upload their own email lists and send their email marketing
campaigns dotMailer acts as the data processor in all instances

and neither owns lists nor provides third parties with data and 15
therefore notdirectly liable forany breaches of the EU or US anti-spam
regulations However, where clientsare considered by email recipients
to be sendingunwanted emauls, thereis an inherent mechanismwithin
most emails to make a complaint agatnst the sender The level or
number of complaints 1s recorded by the larger ISP's (Hotmal, Yahoo,
AQL etc) aganst the IP address of the server sending the email This
complaint rate record establishes the reputation of each IP address

An IP address with a poor reputation may not get a high level of
delivery of emails

dotMailer closely monitors the complaint rates for each of its clients
and reacts quickly and accordingly to stop rogue campaigns
However, if too many new clients create and send campaigns which
attract high complaint rates, the reputation of dotMailer’s sending IP
addressescould bediminished Thisdiminished reputationcould affect
dotMailer’s ability to win or retain new chents and therefore could
significantly affect its planned growth in revenues

dotMailer also faces nsks from commercial and nen-commercial ant
spam services There are a number of organisations who provide

a service to individuals and companies to help them reduce spam

tn their Inbox, examples include Spamhaus and Spamcop These
organisations allow individuals to report an email as spam This
reporting can rapidly propagate the blacklisting of an IP address

or domain used to send the reported email This could Impact on
dotMailer’s ability to deliver emails on behalf of other clients which
could in turn impact on revenues



During the year the Group has shown
significant growth in customer numbers, sales,
and profits. Revenues grew from £6.0m in the
year ended June 2010 to £9.0m for the year
ended June 2011, an increase of 49%.

it 15 also to be noted that as the ISP communittes adopt ever tougher
measure to deal with the problem of spam there 1s a nsk that genuine
marketing emails could be falsely labelled as spam and do not get
delivered to the intended recipients

(1) Hacking & Information secunty

Although in the opinion of the Group’s Directors, the technical team

at the Group takes sensible precautions against intrusions and loss of
data and dotMailer employs a security manager to mitigate this risk,

there 15 a possible nisk that a hacking attack could result in a demal of
service or loss of data

{(iv) Competitive environment

Although the Group's revenues have consistently grown year on year,
it competes in 3 competitive sector Some of its competitors and
potentialcompetitors may have advantages overnin termsoffinancial
backing, business size, broader brand recognition and coverage of
other geographic markets globally Their capaaity to leverage therr
marketing expendturesacrossabroader rangeof potentialcustomers,
form relationships with brand owners or make acquisitions of
complimentary praducts inherently increases the risk to the Group’s
business model

{v) Hire and retain key personnel

The Group depends on the continued contributions of the Group's
sentor management and other key persannel The loss of the services
of any of these executive officers or other key employees could harm
the Group's business

The future success of the Group also depends on its ability to

identify, attract and retain highly skilled technical, managenal and
sales personnel The Group faces intense competition for qualified
indviduals from numerous technology and marketing companies

{w1} Development of products

The digital marketing industry s fast paced and rapidly adopts
developingtechnologies Inordertostaycompetitive the Group needs
to deploy resources to research and development activity and to
constantly innovate

The Group’s growth will depend upon the development,
commercialisation and marketing of new products If this 1s not done
successfully, then the growth of the Group may be impaired There

is also a risk that this actrvity may not result in a leading edge or
competitive products being brought to market in time to mamntain a
competitive advantage The Group may be unsuccessfulinitseffortsto
develop products

Whilst the Group will continue to strive to ensure it is able to deliver

products and services that meet the needs of its target clients, there

is a risk that competitors may be first to the market with products that
entice chents away from dotMailer

DIVIDENDS
No dividends will be distributed for the year ended 30th June 2011

Itis the Directors strategy to achieve capital growth on the strength
of a consistent cash generative trading performance During the

last financial year cash reserves grew as a result of strong trading
performance Accordingly,the Directors believethatit is inappropriate
to propose a dividend based on this strategy to invest in further
growth

FUTURE OUTLOOK

The Group provides digital marketing services across a range of areas
Each of these areas have shown market growth significantly above
that of the UK economy The Board believes that our widespread
brand recognition and strong product range will continue to present
opportunities to expand and diversify profitability in the coming year

SHARE CONSOLIDATICN

All shareholdings quoted in finanaal statements reflect the effect of
the share consohdation undertaken by the Group on 10th February
2011{see note 16) The consolidation has been applied from 1st July
2009 for comparative purposes and therefore the prior period figures
have been amended

DIRECTORS
The Directors shown below have held office during the whole of the
penod from st July 2010 to the date of this report.

« SBird

= NCP Nelson

* PASimmonds

* |Taylor

¢+ GFdura

Other changes in Directors holding office are as follows
« DJPacy - resigned 31st December 2010

* R Kellett-Clarke - appointed 13th June 2011

* F Beechinor-Collins - appointed 5th May 2011

LY
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REPORT OF THE DIRECTORS' CONTINUED

The Directors who served duning the period and their beneficial interests in the shares of the Group as recorded in the Register of Directors’
interests at 30th June 2011 are as follows -

30611 Percentage 30610 Percentage

Number of Sharehalding Number of Shareholding

D|I'ECtnl'S" . o . e shares held % ___s!_\are{hg_lg .
S Bird 52,860,000 1922 52,860,000 2045
\Taylor T T o " | sose0000 2213| eo8s0000 2336
PSimmonds T 77T 7T Tioeazzar 72| 13060000 501
NNelson 7T 7T T T A 40550000 0 1a8| Css2se00 0 0 212
D Pacy {resigned 31 December2010) ’ T 7500002  273| 7.500000 “288
GFldum- i T o o T s Y -
FBeechmor-Colins 77T T T T 7T Temaneas T e T LT B
RKellett-Clarke =~~~ Tty ottt -

*Frank Nominees Limited hold 4 80% in respect of Peter Simmonds holding/voting nghtsactas nominee for AllanceTrust Pensions Limited Frank
Nominees s avehicle used by Kleinwort Benson Limited to hold securmties for clients, trusts, SIPP's etc. The beneficiary of the SIPP 1s Peter Anthony
Simmonds.

**The 674,194 shares shown as being held by Mr Beechinor-Collins are owned by the CurraTrust, a trust established for the benefit of his children
and in which he has no beneficial interest.

The Directors who served duning the peniod and thewr beneficial interests in share options in the Group, as recorded in the register of Directors’
interests as at 30th June 2011 are as follows -

10611 30610

Number of Number of

Executive Directors o e i e e e e e e e aie e, _Optionsheld options held
P Simmonds - 8,333,333
G Fidura 800,000 800,000

Duning the year P Simmonds exercised the options held with the share price on the date of exercise being 7p. See note 16 regarding the
Ordinary Shares 1ssued in exchange for the options
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When considering our email provider, dotMailer
stood out from the rest, not only in terms of
quality and feature set, but the support received
initially through Christian and this last year or so
through Matthew, who has helped us to use the
system effectively, providing our customers with
a reflected service offering, making our company
look extremely professionai. We can't speak highly
enough of Matthew or the email platform.

Daniel Lack
Intelligent VC, Hertfordshire

SUBSTANTIAL INTERESTS

))

On 26th September 2011, the following parties had notrfied the Group of a beneficial interest that represents 3% or more of the Group's issued

share capital at that date

Shareholders

I Taylor

Newedge Group SA
Legal and Genera| Group PLC

BlackRock Inc

P Simmonds
BlackRock Smaller Compantes Trust PLC

C Potts

GROUP’S POLICY ON PAYMENT OF CREDITORS

The Group does not have a formal code that it follows with regard to
payments to suppliers It agrees payments terms with its suppliers at
the time it enters in to binding purchasing contracts for the supply of
goods and services. The Company seeks to abide by these payment
terms whenever it is satisfied that the supplier has provided the goods
or services in accordance with agreed terms and conditions The
average days credit for the year s 25 (2010 - 25 days)

PUBLICATION OF ACCOUNTS ON COMPANY WEBSITE

Financial statements are published on the Company’s website The
marntenance and integnty of the website 1s the responsibility of the
Directors The Directors’ responsibility also extends to the financial
statements contained therein

INDEMNITY OF OFFICERS

The Group purchases directors and officers insurance against their
costs in defending themselves in legal proceedings taken against
them in that capacity, and in respect of damages resulting from the
unsuccessful defence of any proceedings

FINANCIAL INSTRUMENTS

Details of the Group’s risk management objectives and pohcies
togetherwith it's exposure to financial nsk are setout in note 21 to the
financial statements

The purpose of the policies is to ensure that adequate cost effective
funding is available to the Group and exposure to financial nisk -
interest rate, iquidity and credit risk 1s minimised

201 Percentage

Number of Shareholding

e e o e Sharesheld %
53,860,000 1959

I " " 45860000 1668

T T T T T 3t,400000 0 1142

C o "28,500,000 1036

T T T T T T T T T T T Toga28830 961
o T 19943333 725

T T T T T T qoa7s49a 374

T T T T THo000000 364

RESEARCH AND DEVELOPMENT

In the markets in which the Group operates, effective research
and development s vital to maintaining competitive advantage
and secuning future income streams

GOING CONCERN

After making approprate enquires, the Directors consider that the
Company and the Group has adequate resources to continue in
operational existence for the foreseeable future For this reason they
continue to adopt the going concern basis when preparing the
finanaial statements

EVENTS AFTER THE REPORTING PERIOD

There are no events after the date of this report or the date the
financial statements were approved by the Board of Directors which
impact on the figures as presented

LISTING

The Group’s Ordinary Shares have been traded on London Alternative
Investment Market {AtM) since 29th March 2011 Zeus Capital are
the Group’s nominated advisors and together with Charles Stanley
Securities are the joint brokers The closing mid market share price at
30th June 2011 was 7 125p (2010 5 25p after adjusting the price for
the share consohdation made reference to in the notes )

STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The Directors are responsible for preparing the Report of the
Directors and the financial statements in accordance with applicable
laws and regulations
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REPORT OF THE DIRECTORS' CONTINUED

Company law requires the Directors to prepare financial statements
for each financial year Under that law the Directors have elected to
prepare the financial statements in accordance with Intemational
Financial Reporting Standards as adopted by the European Union
Under company law the Directors must not approve the financial
statements unless they are satisfied that they give a true and fair
view of the state of affairs of the Company and the Group and of the
profit or loss of the Group for that period In prepanng these financial
statements, the Directors are required to

= Select suitable accounting pelicies and then apply them
consistently,

* Make judgements and accounting estimates that are reasonable
and prudent;

« StatewhethertheGroup and parent Companyfinancialstatements
have been prepared in accordance with IFRS's as adopted by the
European Union subject to any matenal departures disclosed and
explained in the financial statements,

* Prepare the financial statements on the going concern basis unless
it s inappropnate to presume that the Company will continue in
business

The Directorsareresponsiblefor keepingadequateaccounting records
that are sufficient to show and explain the Company’s and the Group's
transactions and disclose with reasonable accuracy at any tme the
financial position of the Company and the Group and enable them
to ensure that the financial statements comply with the Companies
Act 2006 They are also responsible for safeguarding the assets of the
Company and the Group and hence for taking reasonable steps for
the prevention and detection of fraud and other wregularities.

STATEMENT AS TO DISCLOSURE OF INFORMATICN TO AULITORS

So far as the Directors are aware, there 1s no relevant audit information
(as defined by Section 418 of the Companies Act 2006) of which the
Group’s auditors are unaware, and each Director has taken all the steps
that he ought to have taken as a Director in order to make himself
aware of any relevant audit information and to establish that the
Group's auditors are aware of that information

AUDITORS
The audrtors, Jeffreys Henry LLP, will be proposed for re-appointment
at the forthcoming Annual General Meeting

On behalf of the Board

3

Peter Simmonds
Director
12th October 2011
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INDEPENDENT AUDITORS REPORT

We have audrted the financial statements of dotDigital Group Pic for
the year ended 30th June 2011, which compnse the consolidated
income statement, consolidated statementofcomprehensive income,
consolkdated statement of changes of equity, company statement
of changes in equity, consofidated statement of financial position,
company statement of financial position, consohidated statement of
cash flows, company statement of cash flows and the related notes
The financial reporting framawork that has been applied in their
preparation 1s applicable law and International Financial Reporting
Standards (IFRSs) as adopted by the European Union, and as regards
the parent company financial statements, as applied in accordance
with the provisions of the Companies Act 2006

This report 1s made solely to the Company’s members, as a body, in
accordance with Chapter 3 of Part 16 of the Companies Act 2006
Our audit work has been undertaken so that we might state to the
Company's members those matters we are required to state to them
in an auditors report and for no other purpose To the fullest extent
permitted by law, we do notaccept orassume responsibility to anyone
other than the Company and the Company’s members as a body, for
our audit work, for this report, or for the opinions we have formed

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

As explained more fully in the Statement of Directors’ 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 1s to audit the financial statements in accordance
with apphcable law and International Standards on Auditing {UK
and lreland) Those standards require us to comply with the Auditing
Practices Board's Ethical Standards for Auditors.

SCOPE OF THE AUDIT OF THE FINANCIAL STATEMENTS
Anauditinvolvesobtainingevidenceabouttheamountsand disclosures
n the financial statements sufficient to give reasonable assurance that
the financial statements are free from matenal misstatement, whether
caused by fraud or error This includes an assessment of whether the
accounting policies are appropriate to the Group's and the Parent
Company's circumstances and have been consistently applied and
adequately disclosed, the reasonableness of significant accounting
estimates made by the Directors, and the presentation of the financial
statements. In addition, we read all the financial and non-financial
information in the Chairman’s and Chief Executive’s report, Corporate
Social Responsibility report, Corporate Governance report, Audit
Committee report, Remuneration Committee report and Directors
report to identify matenal inconsistencies with the audited financial
statements. [fwe become aware ofanyapparentmaterialmisstatements
or inconsistencies we consider the implications for our report.

OPINION ON FINANCIAL STATEMENTS
In our opinion the financial statements

« Give a true and fair view of the state of the Group’s and the Parent
Company’s affairs as at 30th June 2011 and of the Group's profitand
Group’s and Parent Coempany’s cash flow for the year then ended,

» Have been properly prepared in accordance with [FRSs as adopted
by the European Union,

+ The parent Company financtal statements have been properly
prepared in accordance with IFRSs as adopted by the European
Urion and as apphes in accardance with the provisions of the
Companies Act 2006, and

+ The financial statements have been prepared in accordance with
the requirements of the Compames Act 2006

OPINION ON OTHER MATTER PRESCRIBED

BY THE COMPANIES ACT 2006

In our opinion the information given in the Report of the Directors for
the financial year for which the financial statements are prepared is
cansistent with the financial statements

MATTERS ON WHICH WE ARE REQUIRED

TO REPORT BY EXCEPTION

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

* Adequate accounting records have not been kept by the Parent
Company, or returns adequatefor our audit have not been receved
from branches not visited by us, or

= The Parent Company financial statements are not in agreement
with the accounting records and returns, or

+ Certain disclosures of Directors' remuneration specified by law are
not made, or

+ We have not received all the information and explanations we
require for our audrt

= /wmw

Sanjay Parmar (Senior Statutory Auditor)

for and on behalf of Jeffreys Henry LLP, Statutory Audrtor
Chartered Accountants and Registered Auditors
Finsgate 5-7 Cranwood Street, London, EC1V 9EE

12th October 2011
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CONSOLIDATED INCOME STATEMENT
FOR THE YEAR ENDED 30TH JUNE 2011

CONTINUING OPERATIONS
Revenue

GROSS PROFIT

Administrative expenses ’ T ’ ) ’ ’
OPERATING PROFIT BEFORE EXCEPTIONAL ITEMS

Exceptlonal items Cost relating to listing on AIM

OPERATING PROFIT

Funance costs 5
F'Inance Income 5
PROFIT BEFORE INCOME TAX

income tax expense
PROFIT FOR THE YEAR
Profit attnbutable to
Owners of the parent

EYTYTTTT) . L I Pl YT P TTYTT T

Earmngs per share expressed In pence per share
Basic

Adjusted

Diluted

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THEYEAR ENDED 30TH JUNE 201 1

PROFIT FOR THE YEAR
OTHER COMPREHENSIVE INCOME
TOTAL COMPREHENSIVE INCOME FOR THE YEAR

TOTAL COMPREHENSIVE INCOME ATTRIBUTABLE TO
OWNERS OF THE PARENT

wWww dotdlgltalgroup com
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8,952,488
8,952,488
(6,647,493)

2,304,995

2,185,169
11:468)
1,127,862
3,311,563
{273.743)
3,037,820
3,037,820

9
116
078
072

30611
£

3,037,820

3,037,820

3,037,820

6,014,101
6,014,101
(4,638,328)
1,375,773
(119,826)-

1,375,773

{1,607)
3,088

1,377,254

XTI

(233 104)
1, 144 150

1,144,150

044
044
o4

30610
£

1,144,150

PRI

) .1.144,150

1,144,150




CONSOLIDATED STATEMENT OF FINANCIAL POSITION
FORTHE YEAR ENDED 30TH JUNE 2011

s o oo e e o e e © i e e e e cmee i a  NOtES

ASSETS
NON-CURRENT ASSETS
Goodwill 10
Intangible assets 11
Property, plant and equipment 12
CURRENT ASSETS o ' )
Trade and other recervables 14
Cash and cash equivalents 15
TOTAL ASSETS ’
EQUITY ATTRIBUTABLE TO THE B oo 7
OWNERS OF THE PARENT
Called up share captal 16
Share premium 17
Unissued share caprtal 17
Reverse acquisition reserve 17
Other reserves 17
Retained earnings 17
TOTAL EQUITY
LIABILITIES T ’
NON-CURRENT LIABILITIES
Trade and other payables

Financial instruments 19
Financial habilities - borrowings

Interest bearing loans 22
CURRENT LIABILITIES
Trade and other payables 18
Financial habilities - borrowings

interest bearing loans and borrowings 19
Tax payable

TOTAL LIABILITIES
TOTAL EQUITY AND LIABILITIES

4,120,561
990,557
238,124

5,349,242

1,658,044
2,568,265
4,226,309

--------

9,575,551

1,374,861
4,737,053

(4,695,465)
70,160
5,734,342

7,220,951

1,243,492

S—

1,007,743

6,076
97,289

1,111,108 |

9,575,551

4,120,561
559,082
173,120

4,852,763

1,234,645
1.277.617
2,512,262
7,365,025

DT T YT R

1,292,500
4,533,754
152,660

(4,695,465)
29,493
2,696,522

4,009,454

2,366,320

6,319

668,764

12,151
302,007
982,922

3,355,561
7,365,025

The financial statements were approved and authorised for 1ssue by the Board of Directors on 12th October 2011 and were signed on its

behalf by

L

Peter Simmonds
Director

Company registration number 06289659 (England and Wales)
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COMPANY STATEMENT OF FINANCIAL POSITION
FORTHE YEAR ENDED 30TH JUNE 2011

ASSETS

NON-CURRENT ASSETS

Investments

CURRENT ASSETS

Trade and other recenvables
Cash and cash equivalents

TOTAL ASSETS

EQUITY ATTRIBUTABLE TO THE
OWNERS OF THE PARENT

Called up share capital
Share premium
Unissued share capital
Other reserves
Retained earnings

TOTAL EQUITY
LIABILITIES

NON-CURRENT LIABILITIES
Financial habilihes - borrowings

Interest Im:earmg loans and borrowings

CURRENT LIABILITIES

Trade and other payables

TOTAL LIABILITIES

TOTAL EQUITY AND LIABILITIES

30610
£

8,704,468
" 8,704,468
4,826
385,332
390,158
9,094,626

1,292,500
4,533,754
152,660
29,493
(329,205)

5,679,202

" 72,366,320

1,049,104

3,415,424
9,094,626

The financial statements were approved and authorised for Issue by the Board of Directors on 12th October 2011 and were signed on its

behalf by

KL

Peter Simmonds
Director

Company registration nhumber 06289659 (England and Walas}
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

FORTHE YEAR ENDED 30TH JUNE 2011

BALANCE AT 1ST JULY 2009
Profit for the year

Total comprehenslve income
BALANCE AT 30TH .IUNE 2010
Issue of share capral
Reclassification of equity

Transactions with owners
Profit for the year

Transactions wlth owners
BALANCE AT 30TH JUNE 2011

BALANCE AT 15T JULY 2009
Share based payment
Equity on acquisition

Transactions with owners
Profit for the year

Total comprehensive Income

BALANCE AS AT 30TH JUNE 2010
Issue of share capital

Share based payment
Reclassification of equity

Transactions with owners
Profit for the year

Total comprehenswe income

BALANCE AT 30TH JUNE 2011

---------

. aree IR TTITTYTT I

* Share capital 1s the amount subscribed for shares at nominal value

Share Retained Share
capital eamings premium
. v e B L
1,292,500 1,552,372 4,533,754
- 1,144,150 -
- 1 144 150 -
1,292,500 2.696,522 4,533,754
67,467 T '65,533
14,894 - 137.766
82,361 - 203,299
- 3,037,820 -
- 3,037,820 -
| 1374861 5734342 4,737,053 ]
Unissued Reverse
share acqulsttion Other Total
capital reserve reserves eqmty
e e e B B L
- {4,695465) 5,302 2 688 463
- - 24,191 2419
152,660 - - 152,660
152,660 - 2419 176,851
- - - 1,144, 'ISD
- - - 1 144, 150
152,660 (4,595.465) 29,493 4,009,464
. - : 133,000
- - 40,667 40,667
(152,660) - - -
(152,660) - 40,667 173,597
- - - 3,037,820
- - - 3,037,820
I - [4,695,465) 70,160 7,220,95ﬂ

» Share premium represents the excess of the amount subscnbed for share capital over the nominal value of the net share issue expenses

* Retained eamings represents the cumulative earnings of the Group attributable to equity shareholders

= Unissued share capital relate to the shares due to be 1ssued in relation to the acquisition of Netcallidus Limited

= The reverse acquisition reserve relates to the adjustment required to account the reverse acquisition in accordance with International

Financial Reporting Standards

» Other reserves relate to the charge for the share based payment in accordance with international Financial Reporting Standard 2
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COMPANY STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 30TH JUNE 2011

BALANCE AT 15T JULY 2009
Deficit for the year

Total comprehenswe Income

BALANCE AT 30TH JUNE 2010

Issue of share capital
Reclassification of equrty

LT

Transactions with owners
Profit for the year

Total comprehensive Income
BALANCE AT 30TH JUNE 2011

BALANCE AT 15T JULY 2009
Share based payment
Equlty on acqulsmon

Transactions with owners
Deficit for the 2 year

Total comprehenswe |ncome

BALANCE AT 30TH JUNE 2010

-------

Issue of share capital
Reclassification of equity
Share based payment

Transactions with owners
Profit for the year

Total comprehenstve tncome

BALANCE AT 30TH JUNE 2011

Share Retatned Share
capital eamlngs premium
e men n o wn moa o B £
1,292,500 (148,728) 4,533,754
- (180,477) -
- (180,477) -
" 1,292,500 (329.205) 4533754
67,467 - 65,533
14,894 - 137,766
82361 - 203,299
- 827,265 -
- 827,265 -
| 127486 498,060 4,737,053 |
Unpaid
Shane Other Total
capital reserves equity
- - -k £ £
- 5,302 5,682,828
- 24,191 24191
152,660 - 152,660
152,660 24,191 176,851
- - (180,477
- - (180, 477}
152,660 29,493 5,679,202
- - 133,000
{152,660) - -
- 40,667 40,667
(152,660) 40,667 173,667
- - 827,265
- - 827,265
| - 70,160 6,680,134 |

= Share capital 1s the amount subscnbed for shares at norminal value

« Share premium represents the excess of the amount subscribed for share capital over the nominal value of the net share 1ssue expenses.

« Retained earnings represents the cumulative earnings of the Group attnbutable to equity shareholders

« Unissued share capital relate to the shares due to be issued in relation to the acquisition of Netcallidus Limited

* Other reserves relate to the charge for the share based payment in accordance with International Financial Reporting Standard 2

www dotdigitalgroup com
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CONSOLIDATED STATEMENT OF CASH FLOWS
FORTHE YEAR ENDED 30TH JUNE 2011

CASH FLOWS FROM OPERATING ACTIVITIES
Cash generated from operations

Interest paid

Tax paid

NET CASH GENERATED FROM OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of goodwill

Purchase of intangible fixed assets
Purchase of tangible fixed assets

Interest received

Funds acquired from acquisition

NET CASH USED IN INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES
Loan repayments in penod

Amount wrthdrawn by Directors

Share issues

NET CASH GENERATED FROM FINANCING ACTIVITIES

ey

INCREASEI(DECREASE) INCASH AND CASH EQUIVALEN'IS
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS AT END OF YEAR

LTI TR T . . -

COMPANY STATEMENT OF CASH FLOWS
FOR THEYEAR ENDED 30TH JUNE 2011

CASH FLOWS FROM OPERATING ACTIVITIES
Cash generated from operaticns

NET CASH FROM OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of fixed asset investments

NET CASH FROM INVESTING ACTIVITIES
CASH FLOWS FROM FINANCING ACTIVITIES

Loan from/{to) Group
Share 155ue

NET CASH FROM FINANCING ACT'IVI'HES

DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS ATEND OF YEAR

Notes

30611
£

26

2,462,734
(1,468)
(478,451 )

(657,172)
(160,624)
5,034

(812,762}

(12.395)

1,290,648
1,277,617

27

2,568,265

133, 000

3061

3

{257,589)

(257,589)

(25,469)
133,000

107.531

(150,058)
185,332
235,274

0610
£

1,275,938
(1,607)
(1 82,614)

'I 091, 717

(1,000,000)
(405,725)
(115,556)

3,088
41,407

(1,476,786}

{11,912)
(3,304)

" (15216)

{400,285)
1,677,902
1,277,617

30610
£

(139 637)

0O 39,5371

_(1,000,000)
" (1,000 ooo)

960,438

960,438
T s, 535)
564,531
385,332
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FORTHE YEAR ENDED 30TH JUNE 2011

1 GENERAL INFORMATION

dotDigital Group Plc (“dotDigital™) is a company Incorporated
England and Wales and quoted on the AIM Markets The address of
the registered office 1s disclosed on inside back cover of the financial
statements. The principle activity of the Group 1s descnbed on page 24

2 ACCOUNTING POLICIES

Basls of preparation

These financial statements have been prepared in accordance with
International Ftnancial Reporting Standards and IFRIC interpretations
and with those parts of the Companies Act 2006 applicable to
companies reporting under IFRS The financial statements have been
prepared under the histoncal cost convention

The Group has applied all accounting standards and interpretations
Issued by the International Accountancy Standards Board and
International Accounting Interpretations Committee effective at the
time of prepanng the financial statements

The financial statements are presented in sterling (£), rounded to the
nearest pound

Issued International Financal Reporting Standards {IFRS's} and
interpretations (IFRICS) relevant to company operations.

The following interpretations to published standards s mandatory for
accounting periods beginning on or after 1st July 2010

IFRS 3 (revised), ‘Business combinations’ and consequential
amendments to IAS 27, ‘Consolidated and separate financial
statements; IAS 28, ‘Investments In associates’ and IAS 31, 'Interests
n joint ventures; effective prospectively to business combinations
for which the acquisition date 1s on or after the beginning of the first
annual reporting penod beginning on or after 1st July 2009

The revised standard continues to apply the acquisition method to
business combinations, with some significant changes For example,
all payments to purchase a business are to be recorded at fair value
at the acquisition date, with contingent payments classified as debt
subsequently re-measured through the statement of comprehensive
income There is a choice on an acquisition-by-acquisition basts to
measure the minority interest in the acquiree either at far value or at
the minorty interest’s proportionate share of the acquiree’s netassets
Allacquisition-related costs should be expensed Thisamendmentwill
have no impact on the Company

IAS 27 (revised), ‘Consohdated and separate financlal statements;
{effective from 1st July 2009) The revised standard requires the effects
of all transactions with non-controlling interests to be recorded in
equity if there is no change in control and these transactions will no
longerresultingoodwillorgains andlosses Thestandard also specifies
the accounting when control is lost. Any remaining interest in the
entity 1s re-measured to fair value, and a gain or loss Is recognised in
profit or loss. This amendment will have no impact an the Company

IAS 38 (amendment), Intangible assets’ The amendment 1s part of the
I1ASB's annual improvements project published in April 2009 and the
Company will apply IAS 38 (amendment) from the date IFRS 3 (revised)
1s adopted The amendment clarfies guidance in measunng the fair
value of an intangible asset acquired in a business combination and it
permits the grouping of iIntangible assets as a single asset feach asset
has a similar useful economic Iife The amendment will not resultin a
matenial impact on the Company’s financial statements

IAS32(amendment),Financialinstruments presentation-classification
of nghts issue’ 1s effectve from annual periods beginning on or after
1st February 2010 and amended the definitton of a financial hiability in
orderto classify nghtsissues {(and certain options or warrants) as equity
instruments in cases where such nghts are given pro-rata to all of the
existing owners of the same class of an entity’s non-dervative equity

instruments, or to acquire a fixed number of the entty’s own equity
instruments for a fixed amount in any currency This amendment will
have no Impact on the Company after initial apphication

IFRS 2, Share-based Payment: Group Cash-settled Share-based
Payment Transactions effective 1st January 2010 The |ASB 1ssued an
amendment to IFR52 that clarified the scope and the accounting for
Group cash-settled share-based payment transactions The Company
adopted this amendment as of 1st January 2010 It did not have an
impact on the financial position or performance of the Company

IAS 39 Financial Instruments Recognition and Measurement - Eligible
Hedged Items effective 1st July 2009 The amendment clanfies that
an entity 1s permitted to designate a portion of the fair value changes
or cash flows variability of a financial instrument as a hedged item
Thes also covers the designation of inflation as a hedged risk or
portion in particular situations. The Company has concluded that
the amendment will have no impact on the financial position or
performance of the Company, as the Company has not entered into
such hedges

The following new standards, amendments to standards and
interpretations are mandatory for the first time for the financial year
beginning 1stMay 2010, butare not currently relevant forthe Company

IFRIC 17,'Distributions of nen-cash assets to owners; effective for annual
penods beginningon or after 15t Juty 2009 This 1s notcurentyapplicable
to the Company, as it has not made any non-cash distributions.

IFRIC 18,‘Transfers of assets from customers; effective for transfers of
assets received on or after 1st July 2009 This s not relevant to the
Company, as It has not received any assets from customers

Standards, interpretations and amendments to published stendards
that are not yet effective

The following new standards, amendments to standards and
Iinterpretations have been issued, butare not effective forthe financial
year beginning 1st July 2010 and have not been early adopted

IAS 24 (Amendment), ‘Related party transactions’ The amended
standard 15 effective for annual perieds beginning on or after 1st
January 2011 It clartfied definttion of a related party to simplify the
identification of such relationships and to elimenate inconsistencies in
its application The revised standard introduces a partial exemption of
disclosurerequirementsforgovernment-relatedentities TheCompany
does not expect any impact on s financial position or performance

IFRIC 14 (Amendment), ‘Prepayments of a minimum funding
requirement’ The amendment to IFRIC 14 is effective for annual
penods beginning on or after 1st January 2011 with retrospective
application The amendment provides guidance on assessing the
recoverable amount of a net pension asset. The amendment permits
an entrty to treat the prepayment of a minimum funding requirement
as an asset. The amendment is deemed to have no impact on the
financial statements of the Company

IFRS 9,Financial instruments classification and measurement, as
issued reflects the first phase of the IASB work on the replacerment
of |AS 39 and applies to classification and measurement of financial
assets as defined in IAS 39 The standard 1s effective for annual periods
beginning on or after 1st January 2013 In subsequent phases, the
IASBwill address classfication and measurement of financial iabilities,
hedge accounting and derecognition The completion of this project
is expected in early 2011 The adopton of the first phase of IFRS 9
might have an effect on the classification and measurement of the
Company's assets At this juncture itis difficult for the Company to
comprehend the impact on its financial position and performance

IFRS 7,‘Anancial instruments. disclosures (amendmeni), 15 effective for
annual penods beginning on or after 1st July 2011 The amendments

www dotdigitalgroup com
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requires additional quantitative and qualitatrve disclosures relating to
transfersoffinancialassets,wherefinancialassetsarederecognisedintheir
entirety, but where the entity has a continuing involvement in them and
wherefinancal assets are notderecognised in therrentirety The adoption
of this will have no effect on the financial statements of the Company

IFRIC 19, ‘Extinguishing financial liabilities with equity instruments;, s
effective for annual penods beginming on or after 1st July 2010 The
interpretation clarifies that equity instruments issued to a creditor to
extingwish afinancial hability qualify as consideration paid The equity
instruments issued are measured at thetr fair value In case that this
cannot be rehably measured, the instruments are measured at the fair
value of the liabtlity extinguished Any gain or loss is recognised in
profitor loss The adoption of this interpretation will have no effecton
the financial statements of the Company

IAS 12,'Income taxes (amendment) - Deferred taxes recovery of
underlying assets; is effective for annual periods beginning on or
after 1st January 2012 M introduces a rebuttable presumption that
deferred tax on investment properties measured at fair value will be
derecognised on a sale basis, unless an entity has a business model
that would indicate the investment property will be consumed in
the business If consumed a use basis would need to be adopted
The amendments also introduce the requirement that deferred tax
on non-depreciable assets measured using the revaluation model in
IA516 should always be measured on a sale basis The adoption of this
interpretation will have no effect on the financial statements of the
Company

IFRS 10Consohdated Financial Statements is effective from 1stJanuary
2013 It introduces a new contrel model which applies to all entities,
including those that were previously considered 'special purpose
entities’ Understanding the purpose and design of an investee 1s
critical to the assessment of control The adoption of this will have no
effect on the financial statements of the Company

IFRS 11 Joint Arrangements is effective from 1st January 2013 The
core principle of the standard is that a party to a joint arrangement
determines type of joint arrangements in which it is involved by
assessing the rights and obligations and accounts for those nghts and
obligations in accordance with the type of joint arrangement Joint
ventures now must be accounted for using the equity method Joint
operator which 1s a newly defined term recognises its assets, liabiltties,
revenuesand expensesand relativeshares thereof Theadopticn ofthis
will have no effect on the financial statements of the Company

IFRS 12 Disclosures of Interests with Other Entities is effective from 1st
January 2013 It requires increased disclosure about the nature, nsks
andfinancial effects ofan entity’s relationship with otherenties along
with its involvement with other entities. The adoption of this will have
no effect on the financial statements of the Company

IFRS 13,’Fair Value Measurement’ss effectrve from 1st January 2013 |t
defines fair value, sets out 1n a single IFRS a framework for measuring
fair value and requires disclosures about fair value measurements It
includes a three-levelfair value hierarchy which prionties the inputs in
a fair value measurement The adoption of this will have no effect on
the financial statements of the Company

IFRS 10, ‘Consolidated Financial Statements;, IFRS 11 Joint
Arrangements, IFRS 12 DisclosuresofinterestswithOtherEntitiesalong
with related amendments to 1AS 27 Separate Financial Statements
and IAS 28 Investments in Associates and Joint Ventures will have an
effective date of 1stJanuary 2013 Early adoption of these standardsis
permistted, but only if all five are early adopted together

Improvements to IFRS (issued in May 2010) The |IASB issued
improvement to IFRSs, an omnibus of amendments to its IFRS
standards The amendments have not been adopted asthey become

effective for annual periods on or after 1st January 2011 or 1st July
2010 The amendments listed below, are considered to have a
reasonable possible impact on the Company

IFRS 3 Business combinations

IFRS 7 Financial instruments disclosures

IAS 1 Presentation of financial statements

IAS 27 Consolidated and separate financial statements
IFRIC 13 Customer loyalty programmes

IAS 34 Interim Financial Reporting

The Company expects no impact from the adoption of the above
amendments on its financial position or performance

Basis of conschidation

in the penod ended 2009 the Company acquired via a share for share
exchange the entire 1ssued share capital of dotMailer Limited, whose
principle actvity 1s that of web and ematil based marketing

Under IFRS 3 ‘Business combinations’ the dotMailer Limited share
exchange has been accounted for as a reverse acquisition Although
these consolidated financial statements have been 1ssued in the
name of the legal parent, the Company it represents in substance

15 a continuation of the financial information of the legal subsidiary,
dotMatler Limited The following accounting treatment has been
applied in respect of the reverse acquisition

* The assets and habilities of the legal subsidiary, dotMailer Limited
are recognised and measured in the consolidated financial
statements at their pre combination carrying amounts, without
restatement to their fair value,

+ The retained reserves recognised in the consolidated financial
statements for the beginning ofthe prior peniod reflect the retained
reserves of dotMailer Limited to 30th Apnl 2008 However, in
accordance with IFRS3'Business combinations’the equity structure
appearing in the consolidated financial statements reflects the
equity structure of the legal parent dotDigital Ple, including the
equity tnstruments issued under the share exchange to effect the
business combination,

* A reverse acquisition reserve has been created to enable the
presentation of a consolidated balance sheet which combines the
equity structure of the legal parent with the non statutory reserves
of the legal subsidiary,

+ Comparative numbers are based upon the consolidated financial
statements of the legal subsidiary, dotMailer Limited for the year
ended 30th June 2009 apart from the equity structure which
reflects that of the parent.

» Thefollowing accounting treatment has been applied in respect of
the acqursition of dotDigital Plc

¢+ The assets and habilities of dotDigital Plc are recognised and
measured inthe consolidatedfinancial statements attheirfairvalue
at the date of acquisition

* Thecostofan acquisition s measured as the fair value of the assets
given, equity instruments issued and habilities incurred orassumed
at the date of exchange, plus costs directly attnbutabte to the
acquisition Identifiable assets acquired and liabilities assumed in
a business combination are measured inttially at their fair values at
the date of acquisiion, rrespective of the extent of any minonty
interest The excess of the cost of acquisition over the fair value of
the Group’s share of the identifiable net assets acquired is recorded
asgoodwill If the costof acquisition 1s less then the fair value of the
net assets of the subsidiary acquired, the difference is recognised
directly in the income statement.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS CONTINUED

FORTHE YEAR ENDED 30TH JUNE 2011

2. ACCOUNTING POLICIES CONTINUED

Subsidiaries

A subsidiary 15 an entity whose operating and financing policies are
controlled by the Group. Subsidianes are consolidated from the date

on which control was transfermed to the Group. Subsidiaries cease

to be consolidated from the date the Group no longer has control
Intercompanytransachions, balancesandunrealisedgainsontransactions
between Group companies have been eliminated on consolidation

As a result of applying reverse acquisition accounting In the prior
penod, the consolidated IFRS financial information of dotDigital Group
Plc 1s a continuation of the financial information of dotMailer Limited

Revenue recognition

Revenue comprises of the fair value of the consideration recelved or
receivable for the sale of goods and services in the ordinary course of
theGroup’sactivities Revenue s shown netofvalue added taxreturns,
rebates and discounts after eliminating sales within the Group

The Group recognises revenue when the amount of revenue can be
reliably measured and it 1s probable that the future economic benefits
will flow to the entity The Group bases it’s estimates on histonical
results, taking n to consideration the type of customer, the type of
transaction and the specifics of each arrangement.

The Group sells web based marketing services to other businesses and
services are either provided on a usage basis or fixed price bespoke
contract. Revenue from contracts are recognised under percentage of
completion method based on a percentage of services performed to
date as a percentage of the total services to be performed

Goodwilf

Goodwill represents the excess of the fair value of the consideration
over the fair values of the identifiable net tangible and intangible
assets acquired

Under IFRS 3“Business Combinations”goodwill arising on acquisitions
1s not subject to amortisation but 15 subject to annual impairment
testing Any impairment is recognised immediately in the income
statement and not subsequently reversed

Intangible assets

Intangible assets are recorded as separately identifiable assets and
recognised at historical cost less any accumulated amortisation These
assets areamortised overtheiruseful economiclives 4-5 years, with the
charge included 1n administrative expenses in the income statement.

Intangible assets are reviewed for impairment annually Impairment
1s measured by determining the recoverable amount of an asset

or cash generating unit (CGU) which Is the greater of its value in

use and 1ts fair value less costs to sell In assessing value in use, the
estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market assessments
of the time value of money and the nsks specific to the asset or CGU
For the purpose of impairment testing, assets that cannot be tested
indvidually are grouped together into the smallest group of assets
that generates cash inflows from continu:ng use that are largely
independent of the cash inflows of other assets or CGU

« Domainnames

Acquired domatn names are shown at histoncal cost Domain names
haveafinite |feand arecarred atcost less accumulated amortisation
Amortisation 1s calculated using straight line method to allocate the
cost of domain names over their useful lves of four years

» Software

Acquired software and websites are shown at historical cost They
haveafintel:feand arecarried at costless accumulated amortisation

Amorusation 1s calculated using straight line method to allocate the
cost of software and websites over their useful lives of four years.

+ Product development

Preduct development expenditure is capitalised when it is
considered that there 1s a commercially and viable technically
product, therelated expenditureisseparable, identifiable and there
is a reasonable expectation that the related expenditure will be
exceeded byfuture revenues Following initial recognition, product
developmentsarecarnedatcostlessanyaccumulatedamortisation
and any accumulated impairment losses The useful lives of these
intangible assets are assessed to have a finite |ife of five years
Amortisation ts charged on assets with finite lives, this expense is
taken to the Income statement and useful lives are reviewed on an/
annualbasis Amortisation s provided atthe followingannualrates’
commencing from the date the asset 1s developed to a stage at
which the Company can receive economic benefits from the asset

Property, plant and equiprment

Tanguble non current assets are stated at historical cost less
depreciation Historical cost includes expenditure that is directly
attributable to the acquesition of the items.

Subsequent costs are included in the assets carrying amount or
recognised as a separate asset, as appropriate, onlywhen itis probable
that future economic benefits are associated with the item will Aow
to the Company and the cost of the tem can be measured reliably
the carrying amount of the replaced part is derecogrused All other
repairs and maintenance are charged to the income statement
dunng the financial period in which they are incurred Depreciation is
provided at the following rates in order to write off each asset over its
estimated useful life and are based on the cost of assets less residual
value Significant components of individual assets are assessed and ifa
component has a useful life that s different from the remainder of that
asset, that component 1s depreciated separately

Short leasehold 25% on cost
Fixtures and fittings 25% on cost
Computer equipment 25% on cost

The asset’s residual values and usefuleconomic lves are reviewed and
adjusted, fappropriate, ateach balance sheetdate Anasset’scarrying
amount is written down immediately to 1ts recoverable amount if the
asset’s carrying amountisgreater then its estimated recoverablevalue

Gains and losses on disposals are determined by comparning the proceeds
withthecarryingamountand are recognisedwithinother (losses)orgains
in the income statement. When revalued assets are sold, the amounts
included in other reserves are transfemed to retamned earmnmgs.

Borrowings

Bormowings are recognised at their fair value net of transaction costs
incurred They are classified as current habilities unless the Group has
anuncondittonal nght to defer the settlement of the liability of at least
12 months after the balance sheet date

Borrowing costs are recognised in the income statement in the period
in which they are incurred

Capital risk management

The Group manages it's capital to ensure it is able to continue as a
going concern while maximising the return to stakeholders through
the optimisation of the debt and equity balance The capital structure
of the Group consists of, cash and cash equivalents, shortterm finance
and equity attnbutable to the owners of the parent as disclosed in the
Statement of Changes in Equity
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Taxation

Current taxes are based on the results shown in the financial
statements and are calculated according to local tax rules, using tax
rates enacted or substantially enacted by the balance sheet date

Deferred taxation

Deferred income tax s provided in full, using the liability method, on
temporary differences artsing between the tax bases of assets and
liabilities and their carrying amounts in the financial statements

Deferred iIncome tax assets are recognised to the extent that it 1s
probable that future taxable profit will be available against which
the temporary difference will be utilised

Deferred income tax 1s determined using tax rates that have been
enacted or substantially enacted by the balance sheet date and are
expected to apply when they related deferred income asset is realised
or deferred income tax hability 1s settled

Research and development

Research expenditure is recognised as an expense when incurred
Costs incurred on development projects (relating to the design and
testing of new or :improved products) are recognised as intangible
assets when the following critena are fulfilled

 Itis technically feasible to complete the intangible asset so that it
will be available of use or resale,

* Management mntends to complete the intangible asset and use or
sell it;

* There 5 an ability to use or sell the intangible,

* It can be demonstrated how the intangible asset will generate
possible future economic benefits,

* Adequate technical, financial and other resource to complete the
development and to use or sell the intangible asset are avaslable
and

» The expenditure attnbutable to the intangible asset during 1ts
development can be reliably measured

Other development expendrtures that do not meet these cntena

are recognised as an expense as incurred Development costs
previously recognised as an expense are not recognised as an asset in
a subsequent period Capntalised development costs are recorded as
intangible assets and amortised from the point atwhich they are ready
for use on a straight line basis over ns usefu! |ife

Foreign currency transiation

Assets and liabtlities in foreign currencies are translated into sterling at
the rates of exchange ruling at the balance sheet date Transactions in
foreign currencies are translated into sterling at the rate of exchange
ruling at the date of transaction Exchange differences are taken into
account in arriving at the operating result.

Operating leases

Leases in terms of which the Group assumes substantially all the
risks and rewards of ownership are classified as finance leases Upon
mmal recognition the leased asset 1s measured at an amount equal
to the lower of its farr value and present value of the mimmum lease
payments. Subsequent to initial recognition, the asset 1saccounted for
in accordance the accounting policy applicable to that asset.

Otherleasesare operating leases and arenot recognised inthe Group's
statement of financial position on a straight line basis overthe term of
the lease Lease incentives received are recognised as an integral part
of the total expense, over the term of the lease

Use of estimates and judgments
The Group makes judgments, estimates and assumptions that effect
the application of policies and reported amounts of assets and

labilities, Income and expenses The resulting accounting estimates
calculated using these judgments and assumptions will, by definition,
seldom equal the related actual results but are based on historncal
expenence and expectattons of future events, The estimates and
underlying assumptions are reviewed on a ongoing basis Revisions
to accounting estimates are recognised in the penod in which the
estimate 1s revised If the revision effects only that perlod, or in the
penod of revision and future penods ifthe revision affects both current
and future periods

Theestimatesand assumptions which have asignificantrisk of causing
a matenal adjustment to the carrying amount of assets and liabilities
are discussed below

- Impairment of non financial assets {(excluding goodwiil)

At each balance sheet date, the Group reviews the carrying
amounts of its tangible and intangible assets to determine
whether there 1s any indication that those assets have suffered

an impairment loss If any such indication exists, the recoverable
amount of the asset 1s estimated in order to determine the extent
of the impairment loss (if any) Where the asset does not generate
cash flows that are independent from other assets, the Group
estimates the recoverable amount of the cash-generating unit to
which the asset belongs An intangible asset with an indefinite
useful life 15 tested for impairment annually and whenever there
1s an indication that the asset may be impaired

Recoverable amount is the higher of fair value less costs to selland
value in use |n assessing value in use, the estimated future cash
flows are discounted to therr present value using a pre-tax discount
rate that reflects current market assessments of the time value of
money and the risks specific to the asset for which the estimates
of future cash flows have not been adjusted

if the recoverabie amount of an asset (or cash-generating unit)
1s estimated to be less than its carrying amount, the carrying
amount of the asset (cash-generating unit) is reduced to its
recoverable amount. An impairment loss ts recognised as an
expanse immediately, unless the relevant asset is carried at a
re-valued amount, in which case the impairment loss 1s treated
as a revaluation decrease

Where an impairment loss subsequently reverses, the carrying
amount of the asset (cash-generating unit) is increased to the
revised estimate of its recoverable amount, but so that the
increased carrying amount does not exceed the carrying amount
that would have been determined had no impairment loss been
recognised for the asset (cash-generating unit) in pnor years

A reversal of an impairment loss is recognised as income

immed ately, unless the relevant asset is carried at a revalued
amount, in which case the reversal of the impairment loss 1s
treated as a revaluation increase

= Plant and equipment, intangible assets and impairment of
goodwill

Intangible assets excluding goodwill and plant and equipment
are amortised or depreciated over their useful lives. Useful lives are
based on management’s estimates of the period that the assets will
generate ravenue, which are periodically reviewed for continued
appropriateness Changes to the estimates used can result in
significant variations in the carrying value

The Group assesses the impairment of plant and equipment and
intangible assets subjectto amortisation ordepreciation whenever
events orchanges in circumstances indicate that the carrying value
may not be recoverable
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS CONTINUED

FORTHEYEAR ENDED 30TH JUNE 2011

2 ACCOUNTING POLICIES CONTINUED
Additionally, goodwill arising an acquisitions is subject to
impairment review The Group’s management undertakes an
impairment review of goodwill annually or more frequently if
events orchanges incircumstances indicate that the carrying value
may not be recoverable

The complexity of the estimation process and 1ssues related to the
assumptions, nsks and uncertainties inherent in the application
of the Group's accounting estimates in relation to plant and
equipmentandintangible assets affecttheamounts reported inthe
financial statements, especially the estimates of the expected useful
economic lives and the carrying values of those assets If business
condrtions were different, or if different assumptions were used 1n
the application of this and other accounting estimates, 1t is hkely
that materially different amounts could be reported in the Group’s
financial statements

The Directors have carried out a detailed impairment review in
respect of goodwill The Group assesses at each reporting date
whether there 1s an indication that an asset may be impaired, by
considenng the net present value of discounted cash flows forecasts
which have been discounted at 5% The cash flow projections are
based on the assumption that the Group can realise projected sales
A prudent approach has been applied with no residual value being
factored At the period end, based on these assumptions there was
no indication of impairment of the value of goodwill

However, if the projected sales do not maternialise there is a nsk that
the value of the intangible assets shown above would be impaired

» Share-based compensation

The fair value of options and warrants are determined by reference
to the fatr value of the options granted, excluding the impact of
any non-market vesting conditions {for example, profitability and
sales growth targets) Non-market vesting conditions are included
tn assumptions about the number of options that are expected to
vest. At each balance sheet date, the entity revises its estimates of
the number of options that are expected to vest. [t recognises the
impact of the revision to onginal estimates if any, in the income
statement, with corresponding adjustment to equity

« Contingent consi derations

The future consideration payable to the vendors of Netcallidus in
respect to the contingent consideration (earnouts) is based on the
Directors’ best estimate of future obligations which are dependent
on the future anticipated profits after tax It s assumed that the
operating company improves profits in line with the Directors’
estimates When earnouts are to be settled by both cash and equity
consderation, the fair value of the consideration 1s obtained by
discounting the amounts expected to be payable in the future

to their present value Reviews of the fair values are undertaken
at each peniod end with any resulting adjustments being made
through the Groups iIncome statement

Contingent consideration

Contingent consideration 1s measured at fair value at the time of the
acquisition If the amount of the contingent consideration changes as
a result of a postacquisition event (such as meeting profittargets) the
accounting for the change in consideration depends on whether the
addmonal consideration is in cash orequity If itis inequitythe cnginal
amount i1s not recalculated but if the change 1s in cash or other assets
the change is recorded in the income statement

Trade receivables
Trade recewvables are recognised intially at the lower of their onginal
invoiced value and recoverable amount. A provision 1s made when
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it 15 hkely that the balance will not be recovered mn full Terms on
receivables range from 30 to 20 days.

Equity
Share captal i1s the amount subscnbed for shares at their nominal value

Share premium represents the excess of the amount subscribed for
the share capital over the nominal value of the respective shares net
of share 1ssue expenses

Retained earnings represent the cumulative earnings of the Group
attributable to equity Shareheolders.

The reverse acquisition reserve relates to the adjustment required
by accounting for the reverse acquisition in accordance with IFRS3
‘Business combinations’

Other reserves relate to the charge for share based payments in
accordance with IFRS2 ‘Share Based Payments’

Share based payments

For equity settled share based payment transactions the Group, in
accordance with IFRS 2"Share Based Payments”measuring theirvalue,
and the corresponding increase in equity, indirectly, by reference to
the fair value of the equity iInstruments granted The fair value of those
equity instruments is measured at the grant date using the trinomaal
method The expense Is apportioned over the vesting penod of the
financial instrument and 1s based on the number which are expected
to vest and the fair value of those financial Instruments at the date
of grant. If the equity instruments granted vested immed ately, the
expense Is recognised in full

The assumptions on the expected !ife of share options, volatility of
shares and nisk free yield to matunty and expected dividend yield
on shares are used in the farr value calculation of the share options
outstanding at the year end (see note 25)

Trade payables

Trade payables are recognised initially at fair value and subsequently
measured atamortised costusing theeffective interest method Terms
on accounts payables range from 10 to 90 days

Functional currency transiation
« Functional and presentation currency

Items included in the financial statements if the Company

are measured using the currency of the pnmary economic
environment in which the entity operates (functional currency),
which 1s mainly pounds sterfing (£} and it this currency the financial
statements are presented in

+ Transaction and balances

Foreign currency transactions aretranslated in to the presentation
currency using exchange rates prevailing at the dates of the
transacttons Foreign exchange gains and losses resulting from the
settlement of such transactions ard from the translaticn at the year
end exchange rates of monetaryassets and liabiliities denominated
in foreign currencies are recognised in the income statement

Employee benefit costs

The Group operates a defined contribution pension scheme
Contnibutions payable by the Group's pension scheme are charged
to the income statement in the periad in which they relate

Segment reporting

A business segment is a group of assets and operations engaged in
providing products orservices thataresubject to risksand returnsthatare
differentfrom those ofotherbusinesssegments Ageographkcalsegment
1sengaged in providing products or services within a particular economic
environment that are subject to nsks and returns that are different from
those of segments operating in other economic environment.



3 SEGMENTAL REPORTING

The Groups’ pnimary reporting format is business segments and its second format is geographical segments The Group only operates inasingle
businessand geographical segment. The Group's single line of business is the provision of web based marketing services, whilst the geographical
segment in which it operates is currently restricted to the UK. Accordingly no segmental information for business segment or geographical
segment Is required

4 EMPLOYEES AND DIRECTORS

3061 306.10

- - - - - - o - - ExY - EIE - EE— - - mooan R £ B = .
Wages and salanes 3,437,503 2,639,741
Social security costs 393,270 270,902
Other pension costs 36,178 2311
3,866,951 2,933,754

The average monthly number of employees during the year was as follows

e e _ 30611 ___ 3es10
Directars 6 6
Sales 27 21
Web designers and developers 88 N
Administration 12 16

133 74
5 NETFINANCE INCOME
30611 30610
et i o e oo e vt st st 2 = om o emsssirs e o e o s oo W E
Finance income
Exceptional tem (see note 13} 1,122,828 -
Deposit account interest 5,034 3,088
1,127,862 3,088
Finance costs
Loan 1,125 1,607
Interest payable 343 -
1,468 1,607
NET FINANCE INCOME o 1,126,394 1,481

The exceptional item outline above underfinance iIncome relates to the reviston of the contingent consideration due in relation to the acquisition
of Netcallidus Limuted in the previous reporting period IFRS 3 relating to business combinations directs thatany revaluations to the consideration
should be credited to the iIncome statement as financial iIncome See note 13 for further details.

6 PROFIT BEFORE INCOME TAX

COSTS BY NATURE
Profit from continuing operations has been arnived at after charging/{crediting) -

3061 30610
e e e v st s s v ot o = e i a ne e e e e SR 3
Staff related costs (inc Directors emaluments) 4,020,736 3,084,799
Operating leases Land and buildings 321,463 227,285
Operating leases Other 42,795 19,726
Audit remuneration 59,878 24,505
Amortisation of intangibles 225,697 106,318
Depreciation charge 95,621 66,634
Legal, professional and consultancy fees 381,275 284,544
Qutsourcing costs 235,629 -
Computer expenditure 244,502 200,086
Research costs - 12,822
Marketing costs 355,427 239,835
Bad debts 142,268 55,140
Foreign exchange (gains)/losses (18,035} 2,59
Traveliing 131,037 48,309
Office running 109,978 80,602
Other costs 299,222 185,132
TOTAL ADMINISTRATION EXPENSES 6,647,493 4,638,328

dotDigital Group Ple
Annual Report and Accounts 2010/2011 41




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS CONTINUED

FORTHE YEAR ENDED 30TH JUNE 2011

6. PROFIT BEFORE INCOME TAX- CONTINUED
AUD{T REMUNERATION

During the year period the Group obtained the followtng services from the Group's audrtor at costs detailed below

Fees payable to the Group’s auditor for the audst of annual accounts
Under proviston of fees paid to Group's auditor in relation

to the audit of the previous period's annual accounts

Non audit related fees All other services

7. INCOME TAX
ANALYSIS OF THE TAX CHARGE

Current tax
Tax

TOTAL TAX C"IiARGE IN INCOME STATEMENT

FACTORS AFFECTING THE TAX CHARGE

30611
£

35,000

18,000
6,787

59,787

30611

273,743
273,743

The tax assessed for the year i1s lower than the standard rate of corporation tax in the UK The difference 1s explained below

Profit on ordinary activities before tax

Profit on ordinary activities
multiplied by the standard rate of corporation tax
in the UK of 289% (2010 - 289%)

Effects of

Expenses not deductible

Research and development enhanced claim
Effect of profits within marginal rate
Expenditure permitted on exercising options
Capital allowances in excess of depreciation

TOTAL INCOME TAX

8. PROFIT/(LOSS) OF PARENT COMPANY

306.11
£

3,311,563

927,238

(205,576)
(291,397)
(9,314)
(136,184)
(11,024)

273,743

30610

24,506

24,506

30610
£

233,104
233,104

30610
£

1,377,254
385,621

24,036
{165,365)

{11,198)
233,104

As permitted by Section 408 of the Companies Act 2006, the profit and loss account of the Parent Company 1s not presented as part of these
financial statements The Parent Company’s profit for the financial year was £827,265 (2010 - loss £180,477)
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9 EARNINGS PER SHARE

Earnings per share data ts based on the consolidated profit using and the weighted average number of shares in 1ssue of the Parent Company
Basic earmings per share are calculated by dividing the earmings attnbutable to ordinary shareholders by the weighted average number of

Ordinary Shares outstanding durnng the penod

Diluted earnings per share 1s calculated using the weighted average number of shares adjusted to assume the conversion of all dilutive potential

Ordinary Shares

Reconciliations are as follows -

BASIC EPS

Net income attributable to owners of the Parent
Adjusted EPS

Effect of exceptional items

- Cost relating to listing on AIM

- Rewisions to financial instrument (see note 13)
ADJUSTED EARNINGS

Effect of dilutive shares
Options &Warrants

DILUTED EPS
Adjusted earnings

B;su:_ EI;S
Earnings attnbutable to Ordinary Shareholders
Adjusted EPS

ADJUSTED EARNINGS
Effect of dilutive shares
Options &Warrants
DILUTED EPS

Adjusted earnings

L . 3(.!611 o
Weighted
average Per share
Earnings number of amount
£ . shares pence

3,037,820 261,891,138B

119,862 - -
{1,122,828) - -

| 2,034854 261,891,138 078 |
- 22,268,222 -
2,034854 284,159,360 072
. L. DU

Weighted

average Per share
Earnings number of amount
e __E _ . _shaes __pence
"7 '1,144750 258,500,000 044

'1,144150 258,500,000 044

- 17,886,690 -

1,144,150 276,386,690 oM

Earnings per share for this reporting period and respective comparatives have been presented post the share consolidation made referencetoin
note 16 Had the consolidation not taken place the EPS for the reporting peniod would be the following

0 14p (2010 - 0 09}

013p (2010-008)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS CONTINUED
FORTHE YEAR ENDED 30TH JUNE 2011

10 GOODWILL

GROUP
R,
COS5T

At 1st July 2010

and 30th June 2011 4,120,561
NET BOOK VALUE

AT 30TH JUNE 2011 4,120,561
- o e e e e e - .
COSsT

At 1st July 2009 608,503
Additions 3,512,058
At 30th June 2010 4,120,561
NET BOOK VALUE

AT 30TH JUNE 2010 4,120,561
GROUP

impairment test for goodwill
Goodwill is allocated to the Group's single cash generating units identified, that being dotMailer Limited and Netcallidus Limrted

dotMailer Limited
The recoverable amount of a cash generating unit 1s determined based on value in use calculations. These calculations use pre tax cash flow
projections based on financlal budgets approved by management covering the five year penod to 30th June 2016

The key assumptions use to prepare the financial budgets are as follows

Revenue growth rates 2012 40 00%
2013 36 009%
2014 30 00%
2015 30 00%
2016 3000%
Pre tax discount rate All years 6 94%
Income tax rate All years 28 00%

The key assumptions used to prepare the financial budgets are based on acombination of histonical experience and current industry knowledge
and trends.

Netcalidus Limited

fevenue growth rates 2012 90 00%
2013 85 00%
2014 30 00%
2015 30 00%
2016 30 00%
Pre tax discount rate All years 6 94%

All years 28 00%

Income tax rate

The key assumptions used to prepare the financial budgets are based on acombination of historical expenence and current industry knowledge
and trends

The cash flow forecasts used in the value in use calculations have not been extended beyond the five year period covered by management'’s
finanaal budgets

www dotdigitalgroup com
44 Annual Report and Accounts 2010/2011




11 INTANGIBLE ASSETS

GROUP
Computer Development Domain
software costs names Totals
) . o i JE ) £ £
CosT
At 1stJuly 2010 125,301 579,540 8,836 713,677
Additions 22,654 630,383 4,135 657,172
AT 30TH JUNE 2011 147,955 1,209,923 12,971 1,370,849
AMORTISATION . e e . e . . . ..
At 1st July 2010 32,825 117,280 4,490 154,595
Amortisation for year 32,355 190,435 2,907 225,697
AT 30TH JUNE 2011 i 65,180 307,715 7.397 380,292
NET BOOK VALUE T '
AT 30TH JUNE 2011 82,775 902,208 5,574 990,557
Computer Development Domaln
software costs names Totals
o o ) ) o ) £ £ £ ) £
COST
At 1st July 2009 57,056 242,060 8,836 307,952
Additions 68,245 337,480 - 405,725
AT 30TH JUNE 2010 125,301 579,540 8,836 713,677
AMORTISATION T . T
At 1st July 2009 12,407 33624 2,246 48,277
Amortisation for year 20418 83,656 2,244 106,318
AT 30TH JUNE 2010 32,825 117,280 4,490 154,595
NET BOOK VALUE ) I

AT 30TH JUNE 2010 92,476 462,260 4,346 559,082

- . e . s P . . . . . .

Development cost additions represents resources the Group have invested in the development of unique computer programming with the
intention of re sale once complete

12 PROPERTY, PLANT AND EQUIPMENT

GROUP
Fixtures
Short Plant and and Computer
leasehold machinery fitungs equipment Totals

. . o o £ . £ . . £ L 2 {
COST
At st July 2010 11,875 5577 144974 290,446 452,872
Additions - 2,959 29,971 127.694 160,624
AT 30TH JUNE 2011 11,875 8,536 174,945 418,140 613,496
DEPRECIATION ) )
At 1st July 2010 9,100 1,719 93,719 175,215 279,753
Charge for year 1,026 1,763 26007 66,823 95,619
AT 30TH JUNE 2011 10,126 3,482 119,726 242,038 375,372
NET BOOK VALUE
AT 30TH JUNE 2011 1,749 5,054 55,219 176,102 238,129
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS CONTINUED
FORTHE YEAR ENDED 30TH JUNE 2011

12 PROPERTY, PLANT AND EQUIPMENT CONTINUED
Fixtures
Short Plant and and Computer
leasehold machinery fittings equipment Totak
£ £ £ £ £

COST
At 1st July 2009 11,875 - 120,990 198,874 331,739
Additions - 5577 23,984 91,572 121,133

AT30THJUNE2010 T T T 875 T 5577 144978 290,446 452,872
DEPRECIATION ’ ’

At 1st july 2009 6,160 - 67,455 139,072 212,687
Charge for year 2,940 1,719 26,264 36,143 67,066

AT 30TH JUNE 2010 9,100 1,719 93,719 175,215 279,753

NET BOOK VALUE o
AT 30TH JUNE 2010 2,775

. N - . . . ‘

3,859 51,255 115231 173,120

13, INVESTMENTS
COMPANY

COST
At 1st fuly 2010
and 30th June 2011 8,704,468

NET BOOK VALUE
AT 30TH JUNE 2011 8,704,458

LR TTYETTIITS aree o . . IR . . .

At 30th June 2010 ’ 8,704,468

Shares in
Group
undertakings
£

COST
At 1st July 2009 5,183,488
Additions 3,520,980

At 30th June 2010 © 8,704,468

NET BOOK VALUE

--------- - . eaes P . - aeanan waase b 4 abe 4h debs . e

The Group or the Company’s investments at the balance sheet date in the share capital of companies include the following

SUBSIDIARIES
dotMailer Limrted
Nature of business Web and email based marketing

Proportion of voting
Class of shares. power held %

Ordrn;;;_ T T - 100 00
Ordinary A 10000

30611 30610
£ £

Aggregate capital and reserves 4872520 3,645,246
Profit for the year 2,008,026 1,285,966
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dotAgency Limited
Nature of business Dormant

Class of shares

Ordinary

Aggregate caprtal and reserves

dotCommerce Limited
Nature of business Dormant

Cla_ss of shares_.
Ordinary

Aggregate capital and reserves

dotEditor
Nature of business Dormant

Class of shares

O;dlnar;

Aggregate capital and reserves

dotSEQ
Nature of business Dormant

Class o!‘ shares_

Ordinary

Aggregate capital and reserves

Netcalltdus Limited
Nature of business Internet and website services

Class of shares

Ordinary B,C&D

Aggregate capital and reserves
Profit for the year

Proportion of voting

power held %

100 00

30611 30610

. . £ . £
1,000 1,000

Proportion of voting

B R o power helcl‘l(l
100 00

30611 30610

£ £

Proportion of voting

R power held %
100 00

oen 30610

£ £

o [aoe] eoe

Proportion of voting

R o . power held %
10000

30611 30610

£ £

Proportian of voting

B } . powerheld%

100 00

3061 30610

. . . .
297,677 236,135

207,095 230,532
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS CONTINUED
FOR THE YEAR ENDED 30TH JUNE 2011

13 INVESTMENTS CONTINUED
Below are the Parent Company’s indirect holdings

INDIRECT HOLDING
Netcallidus Europe Limited
Country of incorporation England and Wales

Nature of business Branch company

Propartion of voting

Class of shares . . . . R ~ . . : . powe_lheld %_
Ordinary 100 00
36611
.
Aggregate capital and reserves (3,566)
Loss for the year {4,566)

On 17th May 2010 the Group acquired the entire share capital of Netcallidus Limited a company registered in England and Wales for an initial
consideration of £1,152,660 and an additional contingent consideration of £2,366,320 totalling £3,518,980 The Group’s pnnciple actvity 1s the
provision of internet and website services Obtaining control of Netcallidus Limited allows the Group to incorporate the customer base in to its
own while providing additional expertise to further develop and market it's SEO products

Forthe 6 weeks Netcallidus Limited has been incorporated in to the results of the previous reporting penod theCompanycontnbuted £110,012to
the Groups reported revenues and had the acquisition occurred on 1stJuly 2009, management estimates that the contribution to revenue would
have been £671,594 with the associated post tax profit being £216,924 In determining these amounts, management has assumed that the fair
value adjustments, determined provisionally, that arose on the date of he acquisition would have been the same if the acquisition had accurred
on 15t July 2009

The following summanses the major classes of consideration transferred and the recognised amounts of assets and habilities assumed at the
acquisition date

Discounted

fair value

Consideration transferred e e R .
Cash 1,000,000
Equity instruments {14,200,930 shares) 152,660
1,152,660

The number of shares to be 1ssued in respect of the consideration transferred 1s based on the expected list pnce of 1 075p per share which s the
mid market price atthe year end The number of shares to be issued as contingent consideration 1s based on the expected present value of the
Groups share pnice

Identifiable assets acquired and liabilities assumed

Boak and Fair

Value
U 1
Goodwill 45,000
Property, plant and equipment 2,532
Trade and other recevables 88,349
Deposits, cash and cash equivalents 41,407
Taxation (84,598)
Trade and other payables (40,768)
NET ASSETS 51,922
Goodwill £
Purchase consideration 3,518,980
Farr value of net assets acquired 51,922
Goodwill acquired 3,467,058
Goodwill acquired from purchase of subsidiary 45,000
3,512,058

The acquisition related costs related to external legal fees and due diligence totalling £66,163 have been included tn administrative expenses in
the consolidated statement of comprehensive income for the previous reporting perod

www dotdigitalgroup com
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The contingent consideration arrangement requires the Group to pay the former owners of Netcallidus Limited add:tional consideration of
£1,243,492(2010- £2,366,320) in a combination of cash and equity in the Group As made reference to in the previous year’s financial statements
an.ntertm payment was due to be made on finalising the profit after tax figures based on 4 times the profit after tax in the year ended 30th June
2011 less any amounts that have been paid previously, but the level of the profit after tax generated against the Boards expectations indicated
that no additional payment was due and led to a revision of the expected payment due based in the profits generated in the year ended 30th
June 2012 IFRS 3 regarding business combinattens requires all revisions to the expected payments due on acquisition to be charged to the
Income statement as finance income therefore £1,122,828 has been charged

The final payment will be based on 3 times the profit after tax in the year ended 30th June 2012 less any amounts paid previously The
management’s estimates are based on the business plan prepared by the Directors of Netcallidus and reviewed by the Directors of dotDigital

Anintenm payment will be made on finalising the profit after tax figures based on 4 times the profit aftertax in the year ended 30th June 2011
less any amounts that have been paid previously

The Board have assessed a range of outcomes of the future profit for the years 2011 and 2012 Based on this analysis the Board have arrived
at an estimated future deferred consideration as shown below

The consideration will be paid on a 40% cash and 60% equity combination The shares will be 1ssued at the mid-market pnce quoted on the
AIM market on the date of the sign off by the Board of Netcallidus’s financial statements

The Board estimate the split of the payment to be as follows

) " I\'I'umlnal value s Dwinunged fiirvilue_ B
Cash Shares Cash Shares Total
o o o ) ) o £ ) £ N £ £
Less than one year 523,576 785,363 497,397 746,095 1,243,492
523,576 785,363 497,397 746,095 1,243,492
14 TRADE AND OTHER RECEIVABLES
e OOMR__ Compary .
30611 30610 3061 30610
e e e e e £ £ £ £
Current:
Trade recevables 1,452,776 1,108231 - -
Other recervables 34,630 10,986 - -
VAT - - 11,739 -
Prepayments and accrued income 170,638 115,428 14,007 4,826
- - - TSR " - - - - [— B oA T - - e e ——— - - —— - - - - - - -
1,658,044 1,234,645 25,746 4,826
15 CASH AND CASH EQUIVALENTS
oo Group_ o . _Co_m?any
306N 0610 306.11 30610
e ————— o e o o f . ___E I
Cash in hand 394 124 - -
Bank accounts 2,567 871 1,277,493 235,274 385,332
2,568,265 1,277617 235,274 385,332
16 CALLED UP SHARE CAPITAL
Allotted, issued and fully paid
Class Nominal 306.11 30610
i B } R . o _Number value £ . l";
274,972,065 Ordinary £0005 1,374,861 1,292,500
(2010 -1,292,500,000 at £0 001 per share)
1,374,861 1,292,500

The holders of Ordinary Shares are entitled to receive dividends as declared from time to time, and are entitled to one vote per share at meetings

of the Company

Duning the reporting pened the Company undertook the following transactions involving the issuing and reclassifying 1ssued share capital

25,000,000 shares were 1ssued at par On 29th June 2011 41,666,667 shares were 1ssued ata premtum priceof 1 2p per share and B00,000 shares
were issued at a premium price of 1p per share *
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS CONTINUED

FOR THE YEAR ENDED 30TH JUNE 2011

16 CALLED UP SHARE CAPITAL CONTINUED

On 28th October 2010 the Board of Directors were satisfied that all conditions to the purchase of Netcallidus Limited (see note 13) were
complete, therefore the final stage of the consideration due to the previous owners, partly being the 1ssue of 14,894,000 ordinary shares
at a premium value of 0 0125p was resolved This issue of shares had been provided for in the previous reporting period and therefore a

reclassification of equity, see report in changes in equ

ity on page 33

On 10th February 2011 the Board of Directors passed a resolution to consolidate the 1ssued share capital at rate of 5 Ordinary Shares to 1 and at
the same time increasing the nominal value of each share to 0 5p from G 1p per Ordinary Share

* Allissues of Ordinary Shares were undertaken before the share consolidation was passed by the Board and are therefore quoted at the neminal

values at the beginning of the reporting period

17 RESERVES
GROUP

At lst July 2000
Cash share 1ssue
Cash share tssue
Reclassrﬁcatlon of equity

AT 30TH JUNE 2011

GROUP

At 1st July 2010
Profit for the year

Cash share 1ssue

Share based payment
Reclassnﬁcatuon of equity

AT 30TH JUNE 201

COMPANY

At 15t July 2010

Profit for the year

Cash share 1ssue

Share based payment
Reclassmcatlon of fequity

AT 30TH JUNE 2011

18 TRADE AND CTHER PAYABLES

Current:

Trade payables
Amounts due to related parties (see note 23)
Social secunity and other taxes

Other payables

Accruals and deferred income

VAT

Unissued
Retained Share share
earnings premium capttal
. - e - e e B LR L B
2,696,522 4,533,754 152,660
3,037,820 - -
- 65,533 -
- 137,766 {(152,660)
| 5734342 4,737,053 -1
Reverse
acquisition Other
reserve reserves Totak
e L _____i . : _E___m‘__._______i
(4,695 465) 29,493 2,716,964
3,037,820
- - 65,533
- 40,667 40,667
- - (14,894)
[ (4695,465) 70,160 5,846,090 |
Unissued
Retained Share share Other
eamings premium capital reserves Totals
.S RS, S PNON S,
(329,205) 4,533,754 152,660 29,493 4,386,702
827,265 827,265
- 65,533 - - 65,533
- - - 40,667 40,667
- 137,766 (152,660) - (14,894)
[ 498060 4,737,053 - 70,160 5,305,273 |
e e MR SomRany
3061 30610 061 30610
) o £ £ £ £
204,894 133,764 71,516 52,527
- - 926,596 984,076
272,669 172,089 - -
33,404 18,483 - 2,000
183,042 112,444 43,750 8333
313,734 231,984 - 2,168
| 1.007,743 668,764 1,041,862 1,049,104 |
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19 FINANCIAL LIABILITIES - BORROWINGS

Clmup Company
306M 30610 30611 30610
) o ) o o £ £ £ I
Current

Bank loans 6,076 12,151 - -
6,076 12,151 - -

Non-current
Bank loans - 1-2 years - 6,319 - -
Contingent consideration 1,243,492 2,366,320 1,243,492 2,366,320
1,243,492 2,372,639 1,243,492 2,366,320

ncluded in non current other financial labilities 1s the present value of the contingent consideration due on the purchase of the entire share
capital of Netcallidus Limited The above balance may become due in part of in full over the next 2 years dependent on the subsidiary’s ability
to meet or exceed predetermined profit targets See note 13 for further Informaticon

20. LEASING AGREEMENTS
Minimum lease payments under non cancellable operating leases fail due as follows -

L 30611
Land and Buildings Others Total
. - . F LE £
Within one year 134,928 39,774 174,702
Between two to five years 33,155 27,928 61,083
168,083 67,702 235,785
oL ... B060 oL
Land and Buildings Others Total
. oo . . . E. £ £
Within one year 160,496 30,567 191,063
Between two to five years 149,986 26,686 176,672
310,482 57,253 367,735

21. FINANCIAL INSTRUMENTS
The Group’s activities exposes it to a number of financial risks that include credit risk, hquidity risk and cash flow interest rate nsk. These risks,
and the Group’s policies for managing them have been applied consistently throughout the year and are set out below

The Group hold no financial or non other financial instruments other then those utilised in the working operations of the Group and that listed
in this note

Interest rate risk

The Group's interest rate risk arises from interest beaning assets and habilities The Group has in place a policy of maximising finance income by
ensuning that cash balances earn a market rate of interest, offsetting where possible, cash balances and by forecasting and financing its working
caprtal requirements As at the end of the reporting period the Group was not exposed to any movement ininterest rates in regards to loans and
achieved less then 1% interest on cash holdings

In the previous period the Group entered in to an agreement to purchase the entire share capital of Netcallidus Limited The contingent
consideration arrangement requires the Group te pay the former owners of Netcallidus Limited an estimated consideration of £2,366,320
in a combination of cash and equity in the Group

The final payment will be based on 3 times the profit after tax in the year ended 30th June 2012 less any amounts previously paid The
management’s estimates are based on the business plan prepared by the Directors of Netcallidus and reviewed by the Board of dotDrgrtal
The final payment due based on profits after tax as at 30th June 2011 has been paid

The Board have assessed the range of outcomes of future profits for the years 2011 and 2012 Based on this analysis we have arnived at
an estimated future deferred consideration as shown i the table below

The consideration paid was based on 40% cash and 60% equity combination The shares issued at the mid-market price quoted on the public
markets on the date of the sign off by the Board of Netcallidus' financial statements the notional and fair value of the expected payments to
the former owners are outltined below in their composite elements

dotDIgIta] GFOL;;J Pic
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS CONTINUED
FORTHE YEAR ENDED 30TH JUNE 2011

21 FINANCIAL INSTRUMENTS CONTINUED

Year ended 30th June 2011
. Nominal value Discounted fa:r_value_
Cash Shares Cash Shares Total
. ~ o B £ ) £ . : f.. B £ B £ i
Less than one year 523,576 785,363 497,397 746,095 1,243,492
l 523,576 785,363 497,397 746,095 1,243,492 ]

The term “shares” indicates the value of ordinary share capital to be 1ssued should targets be met and discount factors not change Anychanges
resulting i revaluations of the consideration due in following reporting peniods will be charged to the income statement.

The Group’s working capital requirements are managed through regular monitoring of the overall cash position and regularly updated cash flow
forecasts to ensure there are sufficient funds available for its operations

‘ Liquidity nsk
The Groups working capital requirements are managed through regular monitoning of the overall position and regularly updated cash flow
forecasts to ensure there are funds available for its operations Management forecasts indicate no new borrowing facilities will be required inthe
upcoming financial peniod

As described above the Group entered in to an agreement to purchase the entire share caprtal of Netcallidus Lmited The contingent deferred
consideration arrangement requires the Group to pay the former owners of Netcallidus Limited further payments of cash and shares in October2012

The final payment in October 2012 will be based on 3 times the profitafter tax inthe year ended 30th June 2012 less any amounts previously paid
The management estimates of deferred consideration are based on a range of scenarios prepared by the Directors of Netcallidus and reviewed
by the Board of dotDigrtal

An interim payment was made in October 2011

The two tranches of deferred consideration were and will be paid in the ratio of 40% cash and 60% equity The shares will be ssued at the mid-
market price quoted on public markets on the date of the sign off by the Board of Netcallidus financial staternents

In arriving at and negotiating the structure of the acquisition the Board were mindful of the need to ensure the proposed deferred consideration
did not create a iquidity nsk for the Group The structure of the deferred consideration element 1s such that under all the scenarios which could
be envisaged the cash flows generated by the profit stream of the Netcallidus business will be sufficient to fund the cash element of the deferred
censideration

Credit nisk

Credit niskarises principally from the Group's trade recevables which comprise amounts due from customers Prior to accepting new customersa
credrtcheckisobtained Asat30th lune 2011 there were no significant debts past theirdue pertod which had not been provided for The maturity
of the Groups trade receivables is as follows

Asat Asat
300611 300610

- - - - - - - - - £ - - -£ -
0-30 days 1,030,966 747,730
30-60 days 268,425 251,565
More than 60 days 188,475 108,936
1,487,866 1,108,231

The Group minimises its credit risk by profibing all new customers and monitoring existing chent of the Group for changes in their initial profile
The level of trade recevables past the average collection perniod consisted of a value of £188,475 of which £142,286 was provided for

The Group felt that the remainder would be collected post June as they were clients with long standing relationships The nsk of default s
considered to be low and write-offs due to bad debts are extremely low The Group has no significant concentration of credit nisk, with the
exposure spread over a large number of customers

The credit nsk on iquid funds 1s low as the counterparts are banks with high credit ratings assigned by international credit ratings
Details as to maximum fair values of the Group's financial assets and liabilities can be found in the consolidated statement of financial position

Caprtal Policy
The Groups objectives when managing capital are to safeguard its ability to continue as a going concern in order to provide optimal returns
for shareholders and to maintain an efficient captal structure to reduce the cost of capital

In doing so the Group's strategy 15 to mantain a caprtal structure commensurate with a strong credit rating and to retaih appropriate levels of
liquidity headroom to ensure financial stability and flexibility To achieve this, the Group monrtors key credit metrics, nisk and fixed charge cover
to maintain this position in addition the Group ensures a combination of appropriate short-term and long-term liquidity headroom

www dotdigitalgroup gom
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During the year the Group had a short-term loan balance of £6,072 (2010- £12,152) and amounts payable over one year are nil The Group had
a strong cash reserve to utthse for any short term capital requirements that were needed by the Group

The Group has continued to look for further long-term investments or acquisitions and therefore to maintain or re-align the capital structure,
the Group may adjust when dividends are paid to shareholders, return capital to shareholders, issue new shares or borrow from lenders

22 CAPITAL COMMITMENTS
The Company and Group have no capital commitments as at the year end

23 RELATED PARTY DISCLOSURES
GROUP
The following transactions were carried out with related parties

Sales of service

SALE OF SERVICES

Entitres controlled by non-executive of the Group
Stockroom Limited - websrte services

Chillibean Limited - email marketing services

TOTAL

. . 4 e m e e e - LURCIY - .

Both the above companies were controlled by D Pacy who was a Non-Executive Director dunng the financial year

Purchases of services

PURCHASES OF SERVICES
Entities controlled by non-executive of the Group
Haggie Financial LLP- Financial PR

Nexus Financial Limited - Financial PR

Hansard Communications Limited - Financial PR

TOTAL

- TR P} F ereree

201

'

201

5,155
20,709

" 28,485

Group
2010

4,795
4,395

9,190

Group
2010
£

20,701

2,621
20,701

20m

20m

5,155
20,709

28,485

2,621 -

[EYIITTIY -

N Nelson a Non-Executive Director of the Group had interests in the above compamies These companies provided financial pubhc relations

services to the Company

Key Management compensation

Key rnanagement includes Directors, Associate Directors, Members of the Executive Committee and the Company Secretary The compensation

paid for key management for employee services s shown below

Remuneration and other short term employee benefits
Share-based payments

TOTAL
Directors & Non-Executive Directors

Aggregate emoluments
Aggregate gains made on the exercise of share options
Company contributions to money purchase pension scheme

TOTAL

2011
£

842,523
7.821

850,344

20m
£

778,988
483,333
34,013

1,296,334 |

Group

2070
£

582,244
4,680
586,924

Group
200

£
531,902

30,974
562,876

20M

42,917

42917

201
£

42,817

42,917

Company
2010
£

38,333

38,3331

Company
2010
13

38,333

38,333

The number of Directors for whom retirement benefits are accruing under the money purchased penston schemes amounted to 4 (2010 - 4)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS CONTINUED
FOR THE YEAR ENDED 30TH JUNE 2011

23 RELATED PARTY DISCLOSURES CONTINUED
Information regarding the highest paid Group Director for the year is as follows

3 ) ) . } ) } 2011 2000
Salanes 163,500 131,000
Other benefits 757 757
Pension costs 10,458 9,500
TOTAL 174,715 141,257
Year-end balances arising from sales/purchases of services

. . Gouw . Company
2011 2000 2011 2010

RECEIVABLES FROM RELATED PARTIES
Entities controlled by non-executive Directors of the Group
Chillbean Limited - 4,796 - -
Stockroom Limited - 586 - -
PAYABLES TO RELATED PARTIES
Entities controlled by non-executive Directors of the Group
Haggie Financial LLP - - - -
Nexus Financial Limited - - - -
Hansard Communications Limited 2,261 - 2,261 -
Subsidiary
- dotMailer Limited - - 926,596 984,076
Loans to related parties

There were no loans made to related parties during the financial year

24 ULTIMATE CONTROLLING PARTY

There 1s no ultimate controlling party of the Group dotDigital Group PLC acts as the parent Company to dotMailer Limited, Netcallidus Limited,
dotAgency Limited (Dormant), dotSEO Limited {Dormant), dotCommerce Limited (Dormant) & dotEditor Limited (Dormant) The Company also
indirectly controls Netcallidus Europe Limited

25 SHARE-BASED PAYMENT TRANSACTIONS
The measurement requirements of IFRS 2 have been implemented in respect of share options that were granted after 7th November 2002
The expense Is recagnised for share based payments made during the year 1s £40,667 (2010- £24,191)

Also on 11th November 2010 the Board of Directors also granted 34,000,000 options to employees of the Group exercisable on or after 1st fuly
2010 until 1st February 2019 Vesting conditions of the options dictate that employees must remarn in the employment of the Group for the
whole pencd to qualify

Movement in issued share options during the year
The table fllustrates the number and weighted average exercise price (WAEP) of, and movements in share options during the period

306.11 30610

No of options WAEP No of options WAEP_
Qutstanding at the beginning of the period 18,785,333 027p 14,845,333 027p
Granted durnng the year 6,800,000 100p 4,250,000 100p
Forfeited/cancelled during the period 370,000 100p 310,000 100p
Exchanged for shares 13,493,333 N1l
Qutstanding at the end of the penod 11,722,000 042p 18,785,333 042p
Exercisable at the end of the period Nil Nil
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The fair value of the options granted in the year have been calculated using the Black Scholes model assuming the inputs shown below

Grant date 11th November 2010

Number of options granted 6,800,000
Share price at grant date 513p
Exercise price at grant date 513p
Risk free rate 243%
Option life 45
Expected volatlity 7 83%
Expected dividend yield 0%

Fair value of option 025p

Number in options detailed above and the respective compansons have been restated for the share consohdation undertaken, See note 16 for
further details

26. GROUP RECONCILIATION OF PROFIT BEFORE INCOME TAX TO CASH GENERATED FROM OPERATIONS

30611 30610
Profit before income tax 3,311,563 1,377,254
Depreciation charges 321,318 170,338
Share based payment 40,667 24,191
Finance costs 1,468 1,607
Finance Income (1,127,862) (3,088)

2,547,154 1,570,302
Increase in trade and other recevables (423,399) (492,992)
Increase in trade and other payables 338,979 198,628

CASH GENERATED FROM OPERATIONS T 2462734 1275938

27. GROUP CASH AND CASH EQUIVALENTS

The amounts disclosed on the statement of cash flow in respect of cash and cash equivalents are in respect of these statement of financial
posttion amounts

YEAR ENDED 30TH JUNE 2011
30611 1710
.. - . . .. - - £ .t
Cash and cash equivalents 2,568,265 1,277617
2,568,265 1,277,617

YEAR ENDED 30TH JUNE 2010
30611 1710
£ £

CASH AND CASH EQUIVALENTS 1,277,617 1,677,902

28 COMPANY RECONCILIATION OF PROFIT/(LOSS) BEFORE INCOME TAX TO CASH GENERATED FROM OPERATIONS

3061 30610

Profit/(loss) before income tax 827,265 {180,477)
Share options 40,667 24,191
Finance income (1,122,828} -

T 7 ] zsases) (156,286

Increase In trade and other receivables o ) (9,.18.13 ) (2,116

Increase In :crdc;e ;n& othe; pa;yaI;Ier: i i - i i i ’ - ”1'5,&88 1"8,7“63”

CASH GENERATED FROM OPERATIONS i i (257,589)' 4 39,637:)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS CONTINUED
FORTHE YEAR ENDED 30TH JUNE 2011

29 COMPANY CASH AND CASH EQUIVALENTS
The amounts disclosed on the statement of cash flow 1n respect of cash and cash equivalents are in respect of this statement of financial posrtion

amounts

YEARENDED 30TH JUNE 2011
306.11 1710

£ £

Cash and cash equivalents - 235274 385,332

YEAR ENDED 30TH JUNE 2010
Cash and cash equivalents ! 564,531

30 RESEARCH & DEVELOPMENT
Dunng the pencd the Group incurred nil (2010- £12,822) in research costs and £630,383 (2010- £337,480) in development investments

All resources utilised in research and development has been categonsed as outline in the accounting pohicy governing this area

31 POSTBALANCE SHEET EVENTS
There are no post balance sheet events with an impact on the Group's financial statements
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