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[TSAs: MAKING PROFITS THE PRIORITY

The traditional ITSA (IT Staffing Agency)
model that sees staff supplied on a
transactional basis, providers compete
heavily on price and respond reactively
rather than proactively to clients' needs,
is under pressure. One of the key
problems ITSAs face is improving profit
margins on what is considered by
customers to be a commaoditised service.
The trouble is that some [TSAs have
worked themselves into a difficult
situation here. In competing very, very
heavily on price for some of the more
commoditised services (including the
provision of staff via a managed service),
suppliers have lowered customer
expectations of the value of such
contracts.

One way to deal with this situation is for
ITSAs to show their clients that they can
add value. In being more pro-active
about clients' business needs, ITSAs
stand a chance of being able to charge a
premium for their services. Being
respected as business advisors with
strategic insight moves them away from
the transactional activities that are so tied
to the economic climate and competitive
pressures.

Spring, the UK's largest ITSA, has found
itself at the sharp end. It announced in
August that its long-time CEO (Richard
Barfield) is to resign. Spring has been
through a rough time financially -
although it's not the only ITSA to have
struggled (see Parity, MSB International,

Glotel for example). But equally, there are
other ITSAs that are not turning in a
similarly bad performance.

The market is undoubtedly tough. We
think that the key to deing well in the
current climate is to look for growing
and profitable niches/sectors and be
disciplined about not taking on too
many lower margin contracts. That may
sound straightforward, but for some it
has proved very difficult. And you don't
have to look much further than Spring to
see an example of this. It might be the
biggest, but it's certainly not the best
when it comes to profit-making - and
now it faces the very difficult challenge
of getting both growth and profits back
on-track.

Where's growth coming from?

So wnat are Spring's chances of not only
retainng its crown as the largest [TSA, but
improving its profits? Our top ten table (see
Figure 1) shows overall growth of the
leading players in 2005 at 13%, This is
above the rate of growth for the market as
a whole. |n fact, given that the S/TS
market is set to grow at 6.1% in 2006, it is
not unrealistic to suggest the [TSA market
is also growing in single digits. Spring,
therefore, will have to go hunting hard for
agrowth,

The double digit growth rates we see in

the too ten are coming from market share
gains, and also from where [TSAs have
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been able to zone in on specific
hot areas to take advantage of
mini-booms. So for example, we
would highlight ERP skills and
onshore skills associated with the
management of offshore projects
as areas where demand is
currently high.

Another factor that gives the
impression of growth, but is not
actually a bone fide increase in
revenues, is the pay-roling of
contractors under managed
services arrangements. This
happens where an [TSA ‘inherits'
contractors from an incumbent
and then passes their salaries
through their own books. It is very
difficult to break this out from
individual company revenues, but
given the strong presence of
managed services in today's
market, we can assume that
many players are likely to be
'benefiting’ this
phenomenon.

from

We would emphasise that huge
revenue growth is not the be-all
and end-all - especially given the
above. The mindset of the modern
ITSA must be geared towards
understanding the best
opportunities for profitable growth.

Market trends
In our latest MarketTrends
research (available now to

subscribers), we set out some of
the key trends we think will
impact UK ITSAs in the near
future. We believe ITSAs can
strengthen their prospects by
considering the following:

* Concentrate on the provision
of higher-value, lower-volume
skills (such as hot niche skills).
The prevalence of managed
services contracts has helped
create a competitive environment
that has squeezed and squeezed
margins. ITSAs that are suffering

Figure 1 Leading IT staffing agencies in the UK

‘f Rank | Company ITSA revenues (£ million) Change
| 2005 2004
F Spring 403 415 3%
2 Computer People 310 260 19%
3 Hays 291 246 18%
| 4 Elan Computing 235 180 31%
5 SThree 219 173 27%
6 Modis International 150 132 14%
7 Parity 91 82 12%
8 Abraxas 5 101 14%
9 Lorien 107 101 6%
10 Harvey Nash 79 80 -1%
Total 2,001 1,770 13%

Source: Ovum and company results

(including Spring), must re-focus
around more profitable areas of
growth, while having the courage

to terminate less profitable
contracts.
e Consider selective RPO

contracts, perhaps by partnering
with HR consultancies and
outsourcers that do not consider
it to be a core competence. This
puts ITSAs in a good position
from where they can get closer to
the customer and prove their
strategic worth. Like managed
services, good margins are not a
given, which makes the balance
between RPO and other types of
business an important point to
consider.

The power of customers

ITSA customers are typically in a
strong position in today's market.
They are in the driver's seat on
many occasions, partly because
their demands for suppliers to
fight it out to the death over
contract values are being met.
But client power stretches even
further than this. IT staffing is now
appearing on the radar of some
cost-conscious procurement
departments. As  well ag
pressurising agencies to fight it
out amongst themselves to
produce the lowest cost on a
managed service contract, they
will sometimes add a pre-
condition to the arrangement
under which agencies must give
up their rights to their contractors.
The upshot of this when the
contract is next up for renewal is
that those contractors can simply
be moved to another agency's
payroll. The downside for the
original agency is that it has done
all the work (and made all the
investment) to acquire the
contractors in the first place, only
to see them handed over to a
competitor.

[continued on page three]
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Some will fall Figure 2 The pressure is on ITSAs from all angles

It's hard to see how ITSAs who do

not focus on any particular niche Influence of

area, and who have a large amount procurement depts

of business involving lower-valued

workers (e.g. helpdesk) will tackle

long-term survival. Witness the Viewed as Immense competition
: a commodity on price

recent announcement regarding

MSB International and its change

of ownership. The company failed

in its search to find a suitable
candidate for either merger or

acquisition in order to gain the kind
of scale it was looking for. For the

ast couple of it's been tryin i
2 ! UP e.O L 7 ; Lok, Offshoring of Consolidation around
to diversify its non-IT business, but certain staff fewer suppliers

progress here hasn't been quick

enough. Fellow ITSAs should take

this as a warning of what the future Source Ovum
could also hold for them.

So what about Spring? Now it's very big job to be done and it's shareholders will give Spring the
got a new skipper at the helm will going to take quite some time. luxury of that time.
things start to look up? There's a The question is  whether (Kate Hanaghan)

Disruption and disintegration: change and opportunity in the
UK software and IT services market

An Ovum Event, 11th October 2006

The IT market in the UK may be mature, but it's changing more than ever. Join Ovum for the

evening to explore and debate some of the key disruptions impacting the IT industry today and in
the near future.

The evening is an annual event held by the Holway@Ovum team. Richard Holway (Director,
Ovum) will chair the evening and will be joined by Senior Analysts at Ovum to present on the
latest topics driving the industry. The presentations will be followed by a Q&A session with a
panel of Ovum analysts specialising in the UK software and IT services market.

For more information on the evening and how to purchase tickets please contact: Suzana Murshid,
Account Manager, +44 20 7551 9071 or email suzana.murshid@ovum.com
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Holway Comment

Virtues of being boring

David Frost often asked in his
interviews ‘How would you like to
be remembered?' | think my,
probably rather unoriginal, reply
would be 'l don't care. I'd just be
rather pleased to be remembered
at all!' If my postbag over the last
decade or so is any guide, if
Holway is to be remembered for
anything, it is his redefinition of
the word 'boring’. Even in the last
month, Patrick Hosking headed
his Tempus comment in The
Times (22nd  July  20086)
‘Runaway winner makes a virtue
of being boring'. This was all
about Capita - one of our two
current Boring Award holders -
being the best performing
FTSE100 company of all time.

Our redefinition of the word
boring started back in 1992 when
I was asked by Alan Cane - then
technology correspondent for the
Financial Times - for my views on
Admiral’s results. | actually said
‘Admiral is boringly consistent'
but the FT reported this as
‘Holway says Admiral is boring'.
We then received messages from
companies saying 'but we are
Just as boring as Admiral', which
in turn gave birth to our Boring
Awards.

Companies can get a Boring
Award only if:

° they are quoted companies

e they have a consistent,
unbroken record of ten or more
years of earnings per share
growth.

Admiral was the first winner. We
actually had a trophy produced
and presented it to Clay Brendish
at our annual presentation.
Admiral held the award until it
was acquired by CMG in 2000.

Indeed, Clay told us that he took
the trophy as a memento when
he left!

The other (and still current) award
holders are Sage and Capita.
Both these companies have
unbroken EPS records going
back not ten years but back to
the 1980s.

The rarity of Boring Award
winners is testimony to how
difficult this kind of consistency is
to achieve. It is also testimony to
how highly consistency is held in
the esteem of investors. Capita's
share price has grown nearly
150-times since its 1989 IPO at
3.5p - not only the best return of
any UK company in our S/ITS
index in the period but the best of
any FTSE100 company too! Sage
is in second place. A £1,000
investment in its 1989 IPO would
now be worth a ‘mere’ £90,000!
Admiral, when acquired by CMG
in 2000, would have returned
around £60,000 to its IPO
investors.

So 'boring’ - as in consistency of
financial performance - is quite
demonstrably 'good'. But what

Richard Holway

are the other characteristics
which make a boring company?
Indeed, are these characteristics
which others might emulate if
they too strive' to be boring?

Easy to understand

Analysts have short attention
spans. In my view, the very best
companies are those where | can
easily and quickly understand
what they do. Where their
business model can be summed
up in a sentence or two. Ask
almost anyone what Sage or
Capita do and they will tell you
‘accounting systems for SMEs' or
'‘BPO, particularly for the public
sector'. Conversely, in my time as
an analyst, I've been confronted
with  companies that have

Capita’s Share Price has grown nearly 150 times since its IPO at 3.5p
in 1989 and now exceeds its dot.com peak
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required 50+ PowerPoint slides to
describe their business. |
remember the 'old' Sanderson, in
the 1990s, having 47 different
business streams!

Some will argue that big
technology companies will always
tend to get complex. | would
argue that when this happens
that's when the problems start.
HP's business model was hugely
complex under Carly. BT needs to
take great care in concentrating
on its simple-to-understand
networked IT core and not get
sucked into peripheral areas like
S| and BPO. Many of Microsoft's
current problems relate to the
complexity of its new business
offerings. If it is not careful, the
wonderful initial simplicity of the
Google model will get infected by
going in too many directions too
quickly.

Consistent management

The CEOs of Sage and Capita -
Paul Walker and Paul Pindar -
have both been with their
companies for over 20 years.
Conversely some of the waorst
performers seem to go through
CEOs at a rate of knots.

Of course, we all get old - or
worse may happen. So
succession planning should be a
key agenda item for every
responsible board. As an analyst,
| like to see strong teams. | like to
be able to identify one (or more)
likely candidates for the CEQ role
from within the company long
before they are required. To be fair
to Bill Gates at Microsoft, he
realised that long before he
decided to retire and had a
number of very strong candidates
in waiting.

Boring companies led by
accountants

It would be highly insulting to
describe the past or current
CEOs of our Boring Award

holders as boring people. But it
is interesting that Walker,
Aldridge and Pindar are all
accountants by training.

As an analyst it is very easy to
succumb to the high profile ‘all
sizzle, no sausage' CEO. They
rarely deliver the goods!

Eat small meals regularly

Readers may also remember our
'Acquisition indigestion - the after-
effects of eating big meals of the
wrong type too often' theme.

Both Capita and Sage have been
very active in M&A. Indeed, we
have long suggested that in a
low-growth market the ‘blended'
approach to business
development - ie both organic
and inorganic - is the only real
route to success. But neither
company has ever attempted a
‘mega’ acquisition (in our
definition that involves taking over
a company >50% your current
size or market value). Instead
they have both ‘stuck to the
knitting' with small/medium-sized
acquisitions taking their existing
core  business into new
geographies or industry sectors.
How different this has been to,
say, the strategy of Misys, which
has undertaken a number of
acquisitions which break our
golden rule both by being too big
or being outside what we
understood was its core
business. Its acquisition of Medic
in 1997 was 1) big 2) in
healthcare, which was a brand
new sector for it, and 3) in the
US. The contrast in returns to
Misys shareholders (no share
price appreciation in the last ten
years) and those of Capita and
Sage (see above) could not be
more stark!

Predictable revenue streams
| spent my first 20 years at

Hoskyns - the then UK
outsourcing leader. When we did

SYSTEMHOUSE
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our business planning each year,
something like 80% of the base
revenue for the coming year was
'in the bag'. The first advisory
contract | got when | left Hoskyns
to form Richard Holway Limited in
1986 was with Apple. It involved
me interviewing its top dealers. |
was foolish enough to ask at the
first interview to look at the order
book for the next year, only to be
told that there were no firm orders
past this Friday!

I've been in love with contractual,
predictable revenue streams ever
since. (Indeed, here at Ovum we
moved our business model away
from the 'one-off' reports we sold
in the 1990s to long-term
contractual advisory services.)

Both Sage and Capita have
long term predictable revenue
streams. They are quite
different though. Capita gets
them from five- to ten-year
outsourcing deals. Sage gets its
from getting customers hooked
on its SageCover support - a
model which it then replicates in
every new geography and every
new acquisition.

Conversely, ITSAs have very short
predictability, which has made
their share prices so vulnerable
and their valuation metrics so low.
A similar fate has befallen those
who relied on big S| projects
alone without the predictability of
follow-on support contracts. One
of the main reasons why | like
software-as-a-service (SaaS) so
much is that it provides much
higher revenue predictability for
software products companies:
albeit at the expense of the
‘excitement’ of big end-of-quarter
licence sales!

Boring companies for a boring
world?

Yet another theme we introduced
was 'IT's all over now?' in 2002
when we suggested that the days
of ICT growing at its historically

[continued on page six]
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normal rates of 2, 3 or 4x the rate
of GDP were over and that from
now on we would be lucky to
keep pace with GDP growth.
(This was highly controversial
then. I guess the fact that IT now
occupies a lower % share of GDP
than it did back then has brought
most to their senses! Almost
every forecaster now agrees with
us that IT growth will be, at best,
low to mid single digits for the
foreseeable future.)

This new low-growth IT world is
little different to the world that

Computer Associates

On 13 August, CA reported a
small increase in revenue but a fall
in profits for the quarter to 30
June, Q1 of its fiscal 2007.
Revenue rose 3% to $956m
compared to $927m a year ago.
(CA's numbers for a year ago
have been re-stated so there may
be some differences with our
previous comments on CA). The
company said that the overall
growth was largely driven by its
acquisitions, notably Wily
Technology, acquired earlier this
year, and Niku, acquired in 2005.

Operating costs rose by over 9%
to $905m compared to $827m a
year ago. The biggest single
contributor was a rise of just
under 12% in selling, general and
administrative costs which were
$434m compared to $389m.
$35m of this increase was due to
additional personnel costs from
the acquisitions. Operating profit
fell 49% to $51m compared to
$100m, reducing operating
margin to 5.3% from 10.8%. Net
income was down 64% at $35m
compared to $97m.

Geographically, CA reported that

most other industrial sectors have
had to live with for decades. The
big companies in those other
sectors have to act, well, like big
companies. And big companies
tend to be pretty boring! They do
things like pay dividends, have
CSR policies, spend a lot of time
on corporate governance issues.
Both Sage and Capita have
moved decisively in that direction
- and that's not all bad!

The top line ICT market growth
may well be modest but there is
huge diversity within. This creates

Where CA's money comes from...
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its US revenue rose by 7% to
$518m. However, its non-US
operations fell by 1% to $438m.
CA did not publish any further
breakdown of the revenues. CA
closed the quarter with a little
over $1.5bn in cash.

CA's president and chief
executive officer John Swainson
said "...we are not satisfied with
our cost structure and we are
implementing an  expense
reduction plan to improve the

equally huge opportunities.
Personally | believe that the
opportunities to create and build
new ICT companies today are at
least equal to those that faced
Capita and Sage in the 1980s
when they both started.

Of course, no new company
setting up today is likely to have
'being boring' as its objective. But
remembering the 'virtues of being
boring' and learning from the
lessons of our Boring Award
holders would not be a bad
routemap to follow.

CA REPORTS DISAPPOINTING Q1 RESULTS

| M Professional services
OFinancing fees
OLicenses and other
B Maintenance

B Subscriptions

Company's  efficiency  and
competitive position. These are
the first steps in a long-term
program to achieve a best-of-
breed cost structure." He
announced that the company
was launching a cost-reduction
programme that would see
around 1,700 staff leave and
global facilities rationalised. The
company put the cost of this plan
at around $200m before tax.

We are always a bit worried when

[continued on page seven]
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a CEO announces a top-line
figure for reductions after a
disappointing quarter's results,
wondering just how much
thought has gone into the cost
reduction numbers.

We trust that the first task that
Swainson handed to incoming
CFO Nancy Cooper, who joined
later in the same week that these
results were announced, will be to
conduct a detailed root-and-
branch examination of CA's cost
structure. Her appointment and

...and where it goes

Swainson's depth of experience
reassure us that the cost cutting
programme will be an orderly,
closely considered programme,
than a 'slash and burn' approach
we have seen elsewhere.

CA's problem with costs is not
new, there was clearly a problem
in the previous quarter's results,
which it published only two weeks
earlier. We suspect that the
management has had its hands
too full with governance issues to
take a look at the cost structures

SYSTEMHOUSE
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following the mergers.

CA's main issue is that it faces
fierce price competition around the
shrinking, mature segments of the
mainframe infrastructure software
market, where CA gets most of its
revenue. Except for  the
virtualisation software vendors,
where EMC is having a very good
run, almost everyone in this sector
is experiencing tough times. lis
customers, the ClOs, are reducing
infrastructure costs in order to free
up some cash for innovation.
Indeed, part of CA's marketing
thrust is helping customers to
optimise and control costs.

So while the fall in profits is
discouraging, the low rise in
revenue is part of a serious long
term problem. CA didn't
disclose what the organic
growth was, but our estimate is
that it would be around -1%.
That said, things could have
been worse. Indeed the financial
analysts were actually expecting
worse, so CA's stock price rose
after the results were
announced.

(David Bradshaw)
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=y XCHANGING STARTS EXTENDING ITS REACH
Xchanging —

Xchanging, the privately-owned
UK BPO player, broke its
characteristic silence in early
August to announce an
acquisition and a major new
contract.

First, Xchanging extended its HR
abilities through the acquisition of
Ferguson Snell & Associates
(FS&A), a specialist helping
foreign nationals to live and work
in the UK. Founding directors
Paul Ferguson and John Snell,
and their team of 15 will continue
in their current roles and
responsibiliies within Xchanging.

We spoke with Xchanging CEO
and founder David Andrews at
the time of the deal. He explained
that FS&A discrete HR services
will  complement its HR
outsourcing business, which is
currently dominated by the large
£600m+ outsourcing
relationships it has with BAE
Systems and United Biscuits.

A week later Xchanging
announced a £230m, ten-year
back-office insurance processing
deal with the UK arm of US-
based conglomerate Aon. This is
a significant contract  for

Xchanging, adding to its other
£100m+ insurance processing
deal with Lloyds. It's also the
largest single deal the company
has signed in the insurance
sector so far and a major step in
its strategy to provide back-office
services to the London market.

We understand that Accenture
was also in the running for the
contract. If so, it is an impressive
feat for UK-based Xchanging,
ranked tenth in the UK BPO
market, to beat the fourth ranked
UK BPO player, the US-based
Accenture. Under the deal,

[continued on page eight]
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Xchanging will handle insurance
claims, accounting and
settlement, with 500 Aon
employees transferring to the
outsourcer.

Comment: Xchanging is
beginning to piece together a
much more diverse business now
and this is a good thing. Clearly
the Aon deal helps it expand
further into claims processing,
adding to its existing expertise in
finance & accounting,
procurement and HR
outsourcing. The expertise within
FS&A - as with the insurance
sector consultancy Landmark it
bought in January - should also
enable Xchanging to sell more
discrete services at a higher
volume. In turn this should protect
the company from the lumpy BPO
sector, where only a handful of
large deals emerge for tender
each year.

Zes

Earlier this month, Sage agreed to
buy Emdeon Practice Services,
Inc. (EPS) from its parent
company Emdeon Corporation
(formerly and better known as
WebMD) for an enterprise value of
approximately £297 million to be
paid in cash. Sage expects the
acquisition to complete in
September, and EPS will become
the basis for a new doctors'
practices division, which
according to Paul Walker, Chief
Executive, Sage aims "to grow
both organically and through
further acquisitions. "

EPS sells software and services
to doctors' practices in the US. It
has 20,000 customers, around
10% of the total doctors'
practices in the US. It is based in
the US in Tampa, Florida, and
had revenue of £160m for the
year to 31 December, and

It's a strategy that works well for
market leader Capita, which
targets the mid-market with
distinct software, consultancy
and transactional services, but
that can also bring all this
expertise together to take on
some of the UK's biggest BPO
deals. Capita generates a 13%
operating margin on the back of
this model.

Xchanging, which we estimate
generated around £140m in UK
BPO revenue last year, and says
it "aims for a 10% EBIT margin”,
should in principle be able to
mirror Capita's performance as it
gains in size. However, a key
difference is that Xchanging is
already an international business
(in 14 countries). Indeed,
Andrews is planning further
global expansion, perhaps into
Asia Pacific. This multinational
strategy means it faces a very

£156m for the previous year (all
the price, revenue and other
figures relating to EPS are
converted to £s at the rate of
£1=$1.90). EBITDA was £11.4
million, compared to £3.7 million.

EPS software, which contributed
53% of its 2005 revenue, is used in
practice management
(appointment scheduling,
prescriptions and billing) and in the
maintenance of patient data. EPS
also provides network services, in
particular claims to healthcare
insurers, and this contributed 37%
of its revenue in 2005.

Though most opinion on this deal
has been positive, | am not so
convinced. My main concern is
that this is a business that Sage
does not know, so the price looks
rather high considering the risk
involved.

different set of opportunities and
risks to the domestically focused
Capita.

Nonetheless, David Andrews
believes that the combination of
global reach and a keen focus on
process management expertise,
could ultimately give Xchanging
the opportunity to be a global
"Microsoft-like player in BPO".
We're not convinced that there is
a requirement for such a player, or
even that a company such as
Xchanging could fulfil that role if
there was. But we would not
discount Xchanging's abilities.
The BPO market (in the UK and
globally) still offers a significant
opportunity for growth, and
Xchanging has proved so far that
its smallsize has not been a
barrier to signing some of the
market's most prominent
multinational deals.

(Samad Masood)

SAGE BUYS US HEALTHCARE PLAYER

Let's start with the positive first.
Surprisingly, this is Sage's largest
acquisition to date in terms of the
cost, but it is actually quite a small
acquisition in comparison to the
overall size of Sage. It is well
under our ‘rule of thumb' that
acquisitions should be no more
than 50% of the acquirer's size.

Sage also says that there is an
opportunity to sell an integrated
Sage solution, coupling the
financial side of the business to
the practice management. We
agree that there is the potential to
sell an integrated suite. Doctor's
practices are generally quite small
organisations, SO having the
transactional side ready linked to
the accounts looks like a good
offer for the future.

However, the price seems on the
high side for a business that is not

[continued on page nine]
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performing very well. The EDITDA
margin is only 7.1% and Sage is
paying 26x EBITDA for the
company.

EPS's growth rate is also rather
low, at only 2.6% vyear-on-year.
This compares badly with US
healthcare software market
leader Cerner which grew its US
revenue by 22% to $1.05bn.
Cerner is at the opposite end of
the healthcare market, supplying
systems for large organisations
like hospitals not individual
doctor's practices, but it does
indicate the strength of the
market. This strength is because
the US is also pushing towards
electronic  patient  records,
though along a different path to
the UK, and this affects all parts
of the market.

Sage would argue that its
intention is to 'Sageify’ the
company, focussing strongly on

Google

Google has launched a suite of
on-line  applications  called
"Google Apps for Your Domain"
which currently offers three
applications: e-mail, calendar,
and chat. It also offers web
hosting plus a tool for building
your website, Page Creator.
Google will also host your
website, though it will not register
the domain on your behalf - you'll
have to get someone else to do
that for you.

The services are free to small
businesses. Google says it wil
charge medium and large
businesses, though it does not
have a mechanism to do so yet.
In an interview with CNET, Matt

cost management and other
financial metrics, and thereby
make EPS a far slicker
operation. Indeed it has a track
record of doing exactly this in
the accounting businesses it
has bought.

Sage's operating margin in
North America was 23% in the
year to 30 September 2005,
and if it could achieve this with
EPS, that would imply an
operating profit of £36.8m, and
a somewhat more comfortable
price multiple of 8.1x.

However, healthcare is not a
business that Sage has any direct
experience in, beyond selling
accounting  systems.  Sage
therefore has to rely on keeping
the existing management to run
the company, but teaching them
the 'Sage way' of increasing
margin. This is the obvious way 0
go. But this is the management

Glotzbach, head of enterprise
products for Google, said that the
company was looking at
providing the same applications
on a server for organisations that
had legal issues with using
software-as-a-service.

As a competitor to Microsoft
Office, there are three glaring
omissions from this offering: it
includes neither Google's Writely
online word processor nor the
Google Spreadsheets application,
nor does Google have a
presentation/graphics application
to rival PowerPoint.

Google describes Google Apps
as 'hosted communications
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team that has been producing the
low EBITDA and growth numbers.
Is that due to the strictures that its
current parent has been placing on
it, or is there some other reason?
From the outside, we cannot tell.

One tantalising point is Walker's
notice of the potential for further
acquisitions in this area. There is
of course another UK company
that is up for sale, Misys, and
one that has a healthcare arm
that competes with EPS.
However, it would be a bridge
too far to buy anything
substantial before Sage has its
knees under the table at EPS.

In summary, at some point Sage
has to diversify out of its existing
markets, so this could be the right
path for Sage. That said, | have
doubts about the wisdom of
entering the healthcare market via
the purchase of EPS.

(David Bradshaw)

GOOGLE'S ASSAULT ON MICROSOFT BEGINS?

services' in its press release -
though virtually no one else is
referring to it in this way. Everyone
else (us included) is viewing this
as the opening shot in an assault
on Microsoft's near-monopoly of
the desktop. This is probably
because Glotzbach made it clear
that Google will carry on
expanding the offering by adding
the other capabilities. Beyond
this, there's quite a lot of wishful
thinking over Google's ability to
take on Microsoft.

We believe that Microsoft is now
vulnerable on the corporate
desktop. The reason is that,
because of its complexity, the
typical corporate desktop costs

[continued on page ten]
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several times its purchase price
every year to keep going and to
provide support. Increasing levels
of security threat don't help either.
Moving all the  desktop
applications on the desktop off
onto a server, whether in the
corporate data centre or outside
the corporation, has the potential
to drastically reduce IT operating
costs while increasing security.

There's a lot of money at stake
here, as the chart shows. In case
you immediately think that I've
somehow confused percentages
with dollars, the client business
really did make over $10bn in
operating profit, and information
worker over £8bn (both of these
exclude Microsoft's $5bn  of
corporate overheads). Only one
company (IBM) has more software
revenue than Microsoft's client
division, and only two companies
(IBM and Oracle) have more
software revenue than Microsoft's
Information Worker division.

Lucrative though these targets
may be, Microsoft's position is so
strong that it would be suicidal for
anyone to try to go head-to-head,
but a well-funded competitor
coming form a different direction
rather than making a fully frontal
assault might stand a chance. I'm
sure the comparison has been
drawn before with the market
entry strategy of Honda into the
UK motorbike market with 50cc
mopeds, when the market was
dominated by folks like BSA and
Triumph with 250ccs or more.

My worry is that by offering
‘hosted communications
services' first, Google is starting
from the wrong point, because

Google's target - Microsoft's Information

Worker and Client business lines

$ billion
14

12

10 {21

Client
I Revenue

it's very easy for Microsoft to
defend this particular stronghold.
In particular, Microsoft has a good
online version of Outlook that
offers  virtually the same
functionality and interface as the
'thick client' desktops.

Google's first wave is aimed not
at the large enterprise market, but
at the small business market,
where this offer is potentially very
attractive to technophiles who are
not too risk averse. However, one
element of this package would be
an instant win for corporate e-mail
users - up to 2GB of e-mail
storage per user! Theoretically
there's no restriction on the size
of a mailbox in Exchange, but
practicalities mean that most
Exchange users are forced to put
up with just a hundred or so
megabytes of storage. A handful
of chunky attachments can

Information worker

W Operating profit

quickly take you over this limit.

Microsoft will fight back strongly.
We expect that it will offer server-
based versions of its Office suite
and we'd be very surprised if it
hadn't already made contingency
plans to do this. Indeed, there
have long been rumours that
Microsoft had a server-based
Office substitute that was put on
ice. Microsoft will also try to
reduce the management burden
of 'thick' desktop computers,
though a world full of increasingly
sophisticated hackers will be
doing its level best to make
things worse for it. But should an
organisation decides to go 'thin
client' at the desktop, it will soon
find that Microsoft itself is offering
a good choice of ‘low
maintenance’ desktop operating
systems.

(David Bradshaw)



DS

EDS unveiled Q2 results showing
total revenue of $5.2bn. That was
towards the high end of guidance
and represented growth of 4%
against the same period last year.
Organic, constant currency
growth was 5%. The Q2
operating profit rose from £85m
to £155m, which took the
operating margin from 1.7% to
3.0%. Earnings per share
quadrupled to 20 cents.

Revenues in EMEA grew by 9%
to $1.6bn. The ramp-up on the
DIl contract with the MoD was the
key driver here, although CFO
Ron Varga confirmed that EMEA
grew by "a few percentage
points" if we exclude the DIl
effect.

Comment: This was another
positive quarter for EDS and it's
not hard to see why Jordan, the
architect of the company's
turnaround over the past three
years, told analysts he was "very
happy with it". The topline growth
is hardly stellar but EDS is doing
well enough at the halfway stage
to raise 2006 revenue guidance
by a bilion dollars (from $20-
20.5bn up to $21-21.5bn). Such
a move must be especially
satisfying following the
disappointing showing from rivals
IBM Global Services (in its Q2)
and CSC (Q1).

Contract signings, the key driver
of EDS's topline, were
encouraging at $5.4bn in the
quarter - higher than expected
and 103% up on Q2 last year. The
biggest new deals came from the
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MORE POSITIVES FROM EDS IN Q2

EDS Q2 revenue growth vs IBM and CSC
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-8%

-10% -9%

private sector, notably Kraft, Bank
of America and Commonwealth
Bank of Australia. Overall, Jordan
said that 80% of the total signed
value came from new customer
wins and contract add-ons, with
the remainder from renewals of
existing deals. That's a healthy
balance and one that EDS says is
reflected in its current pipeline.

As for profits, Jordan was able to
reiterate the goal of reporting 7%
operating margins for 2007. (For
those interested in the detail, this
figure excludes the impact of
expensing stock options and
performance-based stock units -
if we include these, as in the
operating margin figures quoted
earlier in this article, the 2007
target is 6.3%). The stable topline
is helping margins inch up, but a
lot rests on EDS' ongoing
efficiency plans. Indeed, the
company is anticipating as many
as 4,000 headcount reductions in
higher-cost locations in the
second half alone, compared to
around 1,000 in H1. We can
expect ‘a heavier emphasis in
Europe”.

[:h BWorldwide
8 Europe/EMEA
-1%
IBM (total)

Two key factors are enabling such
reductions: offshoring (where the
completion of the Mphasis
acquisition in the quarter has
provided a major boost) and
investment in productivity through
automation/standardisation. On
the latter point, EDS says the
sorts of ITIL-based tools, biling
and asset management
processes it is implementing at
General Motors will become a
standard for large enterprise
customers.

Can the operating margin go
much beyond 7%7? Jordan says
that 7.5-8.5% is the best we can
expect with the current business
mix. The impediment here is EDS'
current bias towards
infrastructure outsourcing, which
accounts for 58% of all revenue. If
the company can deliver on plans
to boost applications and
business process services, it may
be in a position to aim higher. But
for now, EDS remains on track in
its recovery and continues to
confound those that were writing
it off in 2003 and 2004.

(Phil Codling)
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= |Torexretail

Shares in Torex Retail fell in
August as investors reacted to
news from Alphameric that it is
pursuing a claim for additional
earn-out payments. Alphameric
agreed to sell its retail division to
Torex in November 2004 for an
initial £15m, plus a potential
£15m in performance-dependent
earn-outs. Torex has paid £2m,
but is resisting the claim for the
remaining £13m, stating that "no
additional payments are due to
Alphameric Plc in respect of the
acquisition and [we] will resist
strongly the claim being made".

Meanwhile, Torex's interim results
did little to counter the negative
sentiment. Total revenue for the
six months to June rose by 151%
to £131.9m, and operating profit
before goodwill amortisation and
employee share schemes was up
128% to £18.2m. But Torex made
a loss before tax of £3.7m (H1
FYO05: profit before tax of £2.1m).
Loss per share was 1.5p (H1
FY05: earnings per share of 0.4p).
The company proposed an
interim dividend of 0.137p, up
10% from last year's 0.125p.

Comment: It's perhaps surprising
that disputes like this don't occur
more often, given the popularity of
earn-out agreements and the
difficulties of assessing the
financial performance of an
acquired operation once it is
integrated into its new parent.
That said, it's unusual to see a
proportion as high as 50% of the
total potential acquisition price, as
in this case, bound up in the earn-
out payment.

Independent accountants have
been brought in to help settle the

matter, as Alphameric and Torex
have clearly reached a stand-off.
Given the dramatic effect of this
dispute on its share price, Torex
perhaps stands to gain or lose the
most from the outcome. It cannot
afford to lose the confidence of
investors or pay out much more
(the original earn-out agreement
was 50% cash, 50% Torex
shares), not least because its
acquisition spree has put £150m
of net debt on its balance sheet.

As for Torex's interim results, the
bottom line loss is not a surprise
and reflects a big increase in
goodwill  amortisation  (from
£2.4m last year to £9.4m).
Exceptional items (i.e.
reorganisation costs arising from
the integration of acquisitions)
were also up sharply, from £1.8m
to £4.9m. Strip out these costs
and, at the operating level, the
company is making a reasonable
profit. The operating margin,
however, fell from 15.2% to
13.8%, reflecting an increased
proportion of business coming
from hardware sales. Going
forward, Torex Retail will be
seeking to shift its acquired
overseas businesses to the more
software and services-centric
model of the UK, where software
and services (including
maintenance) represent 72% of
turnover. If effective, this strategy
will provide some room to raise
the operating margin in the
coming periods.

Getting the most from its existing
operations and ensuring cross-
selling through integration is now
the clear priority for Torex Retail.
Indeed, management underlined
categorically its commitment to an

TOREX HIT BY EARN-OUT DISPUTE

organic future when it released its
interims: “"Going forward, we will
have a total focus on organic
growth ... there will be no more
acquisitions for the foreseeable
future®, said FD Mark Pearman to
analysts. This change of tack isn't
a knee-jerk reaction to the
Alphameric dispute, but
something the company has been
promising for a while. It also
means that the organic rate of
growth should be watched closely.
On this measure the first half was
slightly disappointing, with organic
growth at 8%. The company is
forecasting ‘“low double digit
organic growth” for 2006 as a
whole, nonetheless, which is just
below the level seen in 2005.

All of which suggests that, while
the current earn-out-related mess
may have had a short-term
negative effect on sentiment
towards Torex Retail, there's
probably a more fundamental
challenge here. The company's
bold acquisition spree and
consequent rapid growth over the
past two years have created a lot
of expectation around its
prospects. With only organic
means at its disposal from now
on, Torex's performance may not
be exciting as some had hoped.
After all, the retail sector, despite
a welcome cycle of legacy
renewal, is not increasing its rate
of S/ITS spending at the same
rate as, for example, parts of the
much larger financial services
sector. It's little wonder that
Chairman and CEO Chris Moore,
the architect of the company's
acquisitive growth, is  now
spending most of his time
focusing on customers and sales.
(Phil Codling)
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"WEB 2.0" DRIVES NEW ENERGY INTO VC
INVESTMENT

Cobalt Corporate Finance, the
London-based technology
funding and M&A advisor, has
released data on H1 06 venture
capital investment in the UK and
Ireland. Cobalt tracked 66 deals
and £315m worth of VC
investment into the technology
sector over the first half of 20086,
representing a 28% increase in
value and 20% growth in the
number of deals over the same
period last year.

According to Cobalt, the value
invested into wireless and Internet
technology companies has grown
by 76% on H1 05, and these
companies now account for 53%
of the total value invested in the
half. First-half investments into
wireless and Internet technology
companies have been heading
upwards in volume and value
since 2004. Of this, the Internet-
sector investment has been
driven by funding for "Web 2.0"
companies that support social
networks and interactive user-
generated content, often using
P2P (peer-to-peer) models.

The number of first-round
investments are at their highest
level since 2001, and now
represent 43% of all deals. Total
first round investment has also
grown by 19% to £87m. But the
average value of disclosed first-
round investments has fallen to
around £3m, down from around
£8m in the peak of 2001, and
£1m below the average first-
round investment between 1999
and 2006.

Although  the number of
syndicated deals (with more than
one investor) has stabilised at

Number of deals and average value of investment 1H99 - 1H06
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around 64% of the total, the value
invested by syndicates continues
to go upwards, representing 78%
of the total value of VC
investment. According to Cobalt,
deal sizes seem to be increasing,
and the first half of 2006 has seen
a significantly higher number of
large deals than previous years.

borrowing exchange that raised
two rounds worth more than
£11m; Bebo, a Skype-aligned
social network targeting schools
and universities in the UK, Ireland
and New Zealand and, which
raised $15m in May; and ricall, a
music marketplace for users to
trade songs and, which received
an undisclosed investment from
Benchmark. And these aren't all -
Cobalt has tracked at least 10
investments (15% of the total) in
such companies over the first half.

Comment: VC tech investment is
definitely getting interesting again,
and new opportunities in the
industry have clearly enticed
private investors to spend more of
their money on more companies. The fall in average value of first
round investments can be
interpreted in a couple of ways -
one of which is also related to the
growth in Web 2.0 investments.
Arguably, Web 2.0 companies
may require less start up cash
than their former iterations, as
their technology tends to piggy-
back on existing infrastructure
and use free viral marketing.

"Web 2.0%, with its multiple
connotations, is perhaps not the
most useful term when identifying
this trend - its connotations are
simply too numerous.
Nonetheless new Internet sector
investments are clearly leaning
towards companies that use
collaboration  and/or  user-
generated content to drive
business. But the fall in investment value can
also be interpreted as a sign that
investor confidence is returning.
Smaller, early-stage companies

Notable examples in H1 include:
Zopa, the P2P lending and

[continued on page fourteen]



14

155p

SYSTEMHOUSE
SEPTEMBER 2006

[continued from page thirteen]

are not only riskier propositions,
but typically require a lower level of
investment than more established
businesses, and it seems that
investars are now including more

MAXIMA

AlM-listed IT services
consalidator Maxima Holdings plc
announced its results for the 12
months to May 2006, a year in
which it made four acquisitions.
Total revenue came in at £19.1m,
36% up on the previous year (on
a pro forma basis - i.e. including a
full 12 months of the Azur
business that formed the core of
the company when acquired in
November 2004). Operating profit
was up 54% on the same basis to
£3.4m, taking the operating
margin from 15.5% to 17.6%.
PBT was up 47% to £1.5m but a
tax charge meant earnings per
share fell from 8.8p to 5.9p.
Maxima proposed a 2.5p final
dividend, compared to last year's
1.5p.

Comment: Maxima is an
ambitious consolidator, but these
results also underline its solid
operational progress. The margin
improvement is especially
encouraging, and suggests that
the company is delivering on its
strategy of integrating earnings-
enhancing acquisitions into an
efficient management and process
model. Another positive signal is
the increase in recurring revenues
(from 48% to 56% of total turnover)
as the company shifts away from
technology sales and becomes a
predominantly services-oriented
business. Indeed, services
accounted for almost 90% of
revenue in FY06, compared to
77% in the previous year.

Further acquisitions are of course
planned. CEO Kelvin Harrison

of these early stage companies on
their radar. As Edward Martin-
Sperry of Cobalt explains, “this
suggests a more significant shift in
attitude than just an increase of 1st

round fundings would - it shows a
wilingness to invest in companies
that are riskier individually as they
are more unproven.”

(Samad Masood)

MAXIMA CONFIRMS ACQUISITION-LED
PROGRESS

Maxima revenue split by vertical, FY06

Other

Financial
Services

Public Sector

and FD Linda Andrews told us
that there is no shortage of
options but that finding the right
“fit" - especially in a cultural sense
- is more of a challenge. They are
mostly interested in £5-10m
turnover businesses but would
also consider a larger player up to
£20m in revenue. They claim that
the company's simple
organisational structure (which
comprises a "Solutions" division
that develops and integrates

enterprise  software and a
"Managed Services" division
delivering applications

management services) is helpful
to post-acquisition integration.
Given the troubles currently
afflicting another mid-market
consolidator, Torex Retail, it's
pleasing to hear confirmation that
Maxima is no fan of earn-outs and
has only a small earn-out liability
on its books.

Acquisitions are the key to
Maxima delivering on its promise -
as made when it IPO'd in late

Manufacturing

2004 - of £50-100m in turnover
and over £10m in profit by FY08.
The company also needs to show
it can grow organically. In FYOB6,
all of the growth came from the
acquired businesses, rather than
the core Azur operation. But
going forward, Maxima says it is
comfortable  with  analysts'
estimates of 8% organic growth in
FY07 (and 40% topline growth).
The key here is the potential for
growth in the more recently
acquired operations, notably the
two that make up the Managed
Services division - that s,
Hanston (acquired in September
2005) and QED (May 2006).
Maxima also needs to continue
increasing its exposure to
opportunities in the public sector
and financial services if it is to
boost organic growth. At present,
60% of its revenue comes from
manufacturing, which as we
confirmed in Market Trends 2008,
offers a shrinking addressable
market for UK S/ITS suppliers.
(Phil Codling)



steria

IN H2

French-headquartered IT services
firm, Steria, has released revenue
data for the first half of 2006. The
company registered 4.0% growth
to euroB607.2m. France led the
charge with growth of 8.9%,
ahead of the UK with 5.7%
growth. The story was different
elsewhere with just 0.6% growth
in Germany and a decline of 5.2%
in the Rest of Europe.

By business lines, Steria saw its
outsourcing revenues grow 6.0%
organically while consulting and
systems integration grew 2.5%.

Comment: Germany had been
performing well in Q1, and
certainly the company's decision
to withdraw from certain activities
will have affected the revenue
numbers. However, Steria says
new orders have picked up
“significantly” in Q2, which bodes
well for the second half.

In fact, this story rings true across

D&l

Against a backdrop of mass
media coverage relating to a recall
on notebook batteries, Dell
released its Q2 FYQO7 financial
results. Revenue was up 5.0%
year-on-year (but down 1%
quarter-on-quarter) to $14.1bn.
Operating income was $605m,
producing an operating margin of
4.3%. The company generated
almost $700m in cash flow from
operations, compared with
$900m last year. Desktop PC
revenue declined 4.0%, while
mobility grew 8.0%, servers grew

the other geographies too. France
saw a 29% rise in orders in June
(year-on-year), while the UK saw
orders increase 77% in H1 2006
versus H1 2005. Given that the UK
saw revenue decline 1.5% in FY05,
2006 really is shaping up well
Notable contracts in the UK include
a euroddm/five-year deal with the
Department for Communities and
Local Government, a
eurol7m/five-year deal  with
Wiltshire County Council and a
euro9m/five-year deal with Biristol
International Airport. Indeed, the
company is indicating that the
second half of the year could see
quite a significant rise in revenue. If
this is indeed the case, the year as
a whole will turn out to be
considerably better than last year.

Steria is a relatively small player in
the UK IT services market (ranked
29th by revenue), and certainly
much smaller than other key
European players, such as Atos
Origin, Capgemini and SBS. As

Dell worldwide revenue split Q2 07
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STERIA PREDICTS "SUBSTANTIAL GROWTH"

well as being quite small, revenue
performance in the UK over the
past five years (i.e. since the Bull
acquisition) has been very poor
with flat or declining revenues
over the past five years. If it can
indeed return to significant growth
in 2006, that would be a notable
milestone.

At group level, Steria says its
pipeline is up by 20% compared
with December 2005. It puts this
down to being positioned in the
best growth markets (including
financial services and public
sector) and to the reorganisation
work carried out in each
geography last year.

The news is also good on the
profits front. Although there were
no real details in the
announcement, we do know that
profitability improved in H1 and that
Steria remains on target to hit an
operating margin of 7.0% for FY0B.
(Kate Hanaghan)

DELL MARGINS SQUEEZED IN Q2

Desktops PCs

1 Mobility

B Servers and Networking
O Storage

W Enhanced Services

O Software and Peripherals

[continued on page sixteen]
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1.0%, storage grew 36% and
services grew 21%.

Comment: We attended the Dell
analyst briefing shortly after the
Q2 results were announced. The
company could not ignore either
the notebook battery recall issue
that has hit the headlines or the
informal investigation by the
Securities and Exchange
Commission (into certain
accounting practices, including
revenue recognition policies). This
is unfortunate timing - given that
Dell also had to announce a
decrease in margin for Q2 FYQ7
over the previous year. However,
we think the company has
probably handled the recall
situation as best it could; go to
dell.com and you'll still see the
issue highlighted very clearly on
the home page. We understand

Spring

Spring, the UK's largest IT staffing
agency, has released its results
for the six months to end June.
The company's restructuring
plan, initiated back in February, is
starting to pay off. It is back in the
black, to the tune of £1.8m
(operating profit) having recovered
from last year's loss of £1.5m.
That produces an operating
margin of 0.86%. IT staffing
accounted for 91% of total
revenues (see chart for break-out
of this revenue), which were
£207.9m (down 4.9% on H1
2005). Profit before tax was
£2.0m, from last year's loss of
£4.6m. The company produced
earnings per share of 1.16p, from
last year's loss of 2.71p.

Comment: Some encouraging
signs here, notably the return to
operating profit across all
segments of the IT staffing
business. Overall, this has
produced an operating margin for

the SEC investigation has been
going on for some time, and that
so far it "hasn't found anything
that indicates a restatement is
needed", according to EMEA
head, Paul Bel. We wait to see
how this progresses.

As for the financial results, the
emerging markets (Asia Pac but
also Eastern Europe) are clearly
where the strong growth is.
Looking more generally at the
company's performance, revenue
growth was just 5.0% in Q2 07,
down from 17% in Q2 last year.
On top of this, profitability has
taken a knock, with the operating
margin slipping from 8.7% last
year to 4.3%. More specifically,
Dell's services business (called
Enhanced Services) also saw
revenue growth slow. It registered
21% worldwide, as opposed to

41% in Q2 last year. Quarter-on-
quarter growth was only 2.0%,
however. Furthermore, we know
that Europe didn't manages to
match the 21% growth rate of the
services business worldwide -
although we understand that it
wasn't too far off this.

Dell continues to build its services
capabilities  (in  addition to
subcontracting large amounts of
work to Getronics and Unisys). For
example, it is building up its own
teams of solutions architects and
project managers. It's absolutely
crucial that Dell keeps evolving its
services capability and maintains
the momentum because alongside
certain geographies, Enhanced
Services will be a key growth area
for the company more broadly
going forward.

(Kate Hanaghan)

SPRING SHOWS ENCOURAGING SIGNS IN H1

Split of Spring’s IT staffing revenues in H106

30% (24%)

3% (4%)

2% (2%)

IT staffing of 2.2%. The largest
slab of the IT business is in
contracting services (65%), which
saw revenues fall but returned to
profit. In certain cases, Spring has
bitten the bullet and exited
contracts that are just not
economical. However, one can't
help thinking this should have
been done some time ago.
Combined with a refocus on
higher margin work, in particular

B Contracling Services
B Permanent Recruitment
[ Spring IT Solutions

O hy-phen Recruitment
Process Outsourcing

/ 65% (70%)

around "niche markets”, we think
there is reason to feel optimistic.

One other area of focus - and
quite rightly - has been growing
the permanent [T business.
Although it's back in the black,
it's failed to find growth - despite
the creation of specialist teams
around more profitable areas. We
do, however, believe that we need
to give the business more time

[continued on page seventeen]
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before we can judge its
performance. Once again, the
early indicators are encouraging.

During the reorganisation of the
IT business, hy-phen (which was
only a £700k business as at the
last interim results) has become
a £57.7m business. It now
contains a range of managed
service and RPO-type contracts,
which previously sat in other
divisions of the IT business. We

MORSE

Morse, the reseller and services
company, has announced its
results for the year to end June
2006. Revenues from continuing
operations declined 4.0% to
£286.9m. The operating margin
(before exceptional restructuring
costs and trading balance
release) on continuing operations
improved from 2.0% to 2.6%.
Profit before tax (which includes a
£13.1m exceptional trading
balance release) was £16.9m, up
from £1.3m. Diluted EPS
improved to 9.5p from a loss of
0.2p. Net funds balance was
£25.7m at year end, down from
£36.3m.

Morse also announced a new
corporate structure, which will
consist of two operating
businesses. The company is to
split out its mobile banking
applications business (which saw
losses deepen during the year to
£3.2m from £2.1m) from its core
activities, which include resale
and consulting. The two units will
each have their own CEO, while
Duncan Mclintyre will become
CEO of the holding company.

Comment: Over the years we
have watched as Morse has
steered away from the bog-
standard reseller model with little
or no services. For example, in

are pleased to see that Spring's
strategy to drill deeper into
clients is paying off - in revenue
terms, at least. However, it
currently has overall operating
margins of just 0.52%, and we'd
like to see improvements within
the next year.

The final point we would make on
the results is the departure of
Richard Barfield. The
longstanding CEO and FD is
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leaving for family reasons. We
think Peter Searle (ex MD
Computer People) is a good
choice as a replacement as he
brings many years of industry
experience. It could be that he is
just what Spring needs to take its
recovery and development to the
next level.

(Kate Hanaghan)

See this month's cover story for
more on the ITSA market

MORSE SETS STAGE FOR THE FUTURE

Split of Morse revenues FY06 Total revenues = £297m (£429.5m)

5% (3%)

2% (1%) ~,

47% (44%)

FY06 it reduced resale revenues
by £47m and at the same time
increased revenue from what was
the Diagonal business by £16m.
Over the years, it has accelerated
this strategy via acquisitions (such
as Diagonal and CSTIM) and
disposals (of resale-heavy
divisions).

While Morse faces numerous
specific challenges as it evolves
its services business (e.g.
improving  services margins,
growing  services  revenues
organically and executing better
on its SAP business), it also has
to address the broader (and
fundamental) issue of bringing
together the numerous parts of
the organisation so that it is much
greater than the sum of its parts.
In other words, it must create an

27% (14%)

19% (38%)

OManagament consulting
B Business consulting
B Europe
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OUK Techniology & Integration

B Morse software

organisation (having made a fair
number of acquisitions) that has
an integrated set of solutions
under one brand. Work is
underway here.

By February next year, Morse will
have ditched the Diagonal brand
and all the other (and there are
quite a number!) brands that
collectively could confuse the
outside observer. For example,
you might know Diagonal, but do
you also know SkillsHub (staffing
services) or Marshall-Wilkins (also
recruitment) or Delphis
(consulting)? We think the
company must also pay special
attention to clarifying with
customers the range of services it
offers. It is no longer ‘just' a
reseller, and it needs to shout
about that.

[continued on page eighteen]
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[continued from page seventeen]

So does its decision to split the
company into two operating
businesses aid or impede its
services strategy? On the one
hand, bringing the Monitise
(mobile banking applications)
business out into the open before
it's really got off the ground (in
terms of revenue generation) feels
a little premature. Could unveiling
this product, which is very
different to the services business
Morse has been building, confuse
customers? On the other hand,
bringing Monitise into the light at

lorien

IT staffing agency Lorien has
posted its results for the first half
to 28 May 2006. Revenues
increased by 16% to £71m during
H1, while pre-tax profit turned
positive at £0.2m (versus a pre-
tax loss of £0.2m in H1 2005),
although this excludes non-
recurring administrative expenses
and discontinued items.

Earnings per share were 0.6p,
versus a loss of 1.2p in H1
2005. Cash outflow was £0.5m,
versus breakeven in H1 2005,
but this was after repaying
£1.4m of Lorien's invoice-
discounting facility.

Turnover and gross margins
grew in the core Resourcing
business, with revenues up 16%
to £61.6m and gross margin up
8% to 5.7m, giving a gross
margin of 9.3%, versus 10% in
H1 2005. Gross margin dipped
slightly because the revenue mix
moved towards key-account
work (revenues up 18%), which
supplies more regular revenue
but at lower margins than the
‘spot'  recruitment  market
(revenues up 4%).

Resourcing orders increased by
12% (versus year-end 2005)

this stage demonstrates quite
overtly that there is much more to
Morse than resale alone.

The Monitise business is actually
quite interesting. It is based on
Morse's own IPR that allows
users to perform simple banking
tasks from their mobile phones.
Morse is quick to emphasise that
this is not some gimmicky tool. It
merely complements the other
channels banks already use, such
as the internet and phone. "lt's
more analogous to smile.co.uk

LORIEN GROWS IN H1: TIME TO
ON IT STAFFING

during the half, generating an
annualised growth of 25%. But
Lorien suffered a major contract
loss in its separate Market
Research business, losing its
contract with the unit's largest
customer (Ford Motor, on which
Lorien has a 30-person team)
with effect from 1 January 2007.
Lorien said it remained “hopeful
that we will retain the printing and
mailing functions of the contract”
as a subcontractor.

Excluding pass-through revenues,
the Specialist Services division
(which includes Market Research)
was broadly flat in revenue and
grew margins slightly.

Executive chairman Bert Morris
said in a statement that he sees
"no reason for us to adjust our
expectations for the profit outlook
in the next financial year".

Comment: The core recruitment
business delivered a good
performance, despite losing a key
customer (IBM, which rolled its IT
recruitment into a broader
recruitment contract that Lorien
couldn't deliver). Two new
contracts starting at the end of
H2 should help compensate for
the IBM and Ford revenue losses.

than the Crazy Frog," says
Monitise CEQ Alistair Lukies.

Without question there is still
work to be done at Morse in order
for it to complete its journey into
services. But if it really can make
the cultural leap we refer to and at
the same time get the separate
services offerings motoring as
one, it could become a financially
strong services company. These
will, however, be tricky
accomplishments to achieve.
(Kate Hanaghan)

CONCENTRATE

Excluding Ford, weekly gross
margin is rising and looks set to
continue doing so.

We like the emphasis on key
account work, and on RPO work.
Lorien's  management  and
staffing changes in these areas
last year seem to be paying off.
From what we can see, Morris
and FD Chris Hinton are doing a
good job returning Lorien to
sustainable growth.

The Specialist Services
businesses theoretically have
great potential (we think some
aspects of the Digital Colour
Printing service are genuinely
exciting, for example), and they
helped get Lorien through the
dark days of the IT staffing
downturn. But it's time for Lorien
to sell these disparate bits and
pieces, despite their quality. They
still lack critical mass, even if they
do a good job focusing on a tightly
defined niche or customer set.

Lorien is delivering organic
growth, but ultimately we think
that the non-organic route -
consolidation - is the way forward
for Lorien, as it is for many of its
competitors.

(Douglas Hayward)
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Mergers & Acquisitions

Buyer Seller

AT Rocom Group
Communications Limited

Capita Abbey National
AESOP Trustees

Limited

Detica m.a. International

Limited

Group NBT Exalia Ltd

Horizon
Technology

WBT Systems
Limited

1BM 1SS

IBM FileNet

Infor Extensity

Keyman

Emdeon Practice
Services

' Xchanging Ferguson Snell &

Associates

MSB International

Seller Descriplion  Acquiring Price Comment

Provider of comms 100% £17.6m
equpment and

Support services

Since December 2005, AT Communications has made four acquisitions, including the purchase of Rocom.
That's gol to have kept management busy in H1! What has been encouraging, though, is the level of organic
growth it has been able to drive. Partly through eling to the newly ed bases, the
company managed to notch-up growth of 13%. That's mpr work the actvies it
would have been running (as well as closing the deal on Rocom), However, Ihe sheer size of the Rocom deal
puts it n a different league to the previous purchases. At £17.8 million it s worth more than all of the other
acqussitons this year put together. Ths purchase signifies a major change in the scals of AT Communications
(Rocom generated revenues ol £43 milion in FY 2006) and therefore a real challenge for management. We
hope it can rise to ths chalenge whie mantaning the good work that has been done to create cross-sell
opportunities in other parts of the business and taking advantage of what locks to be a strong ppelne. No
mean feat.

100% na Captta has been an arch exponent of the *string ol pearks® approach to acquisitions. It has consistently bought
smal operatons that it can easdy bolt onto s existing busmess. In this way it has used acquisitions to extend
its capabiities and customer base whie minmising risk. If anything, ths week's acquisition s even kess rnsky
than usual, since Capita’s existing outsourcing arrangement with Abbey's share plan business means it
knows the oparation well It is also avoiding the need to transfer service delvery staff, which should help
service continuity. And whila the acqusition doesn't gve Capda anythng especially new to offer its customers,

it does boost the sales and delivery capabity of s existing share plan interests.

Abbey's employee
share plan
business

London-based
consulting frm

100%  £20.5m mialy,
pusupo €118
dependant on

the performance

The acqusiton of m.a. fits the bill with the focus on capdal markels; it siots in wel with the acquisition of
Evolution made in Jan 06, which took Delica into ths vertcal for the first tme. The move gves Detica a step
up in the US commercial market with m.a. actve Dn bath sados of the Atlantc. The acquisition also boosts the
company’s high level business g the strong skils of the existing
capital markets team). Detica recently told us thal business :onsu!ung is one area that, driven by the
demands of its chenls, it is Keen to strengthen. We now expect Delica to use its deeper knowledge of the
capital markets sector to consider taloring its fraud detection solution (Netreveal), which enables the analysis
ol large amounts of complex data using fast hardware, to cater to the financial services markel

An invbal £2m n
cash, plus two
tranches of up
to £600% each

Privately-held
managed hosting
services business

100% This i5 an expensive but entirely logical move for NBT. Paying 6x historic revenue for Exalia is undoubtedly a
relatively high price, even considering the company's PBT margin of 13% and low level of debt (total creditors
n the most recently fled accounts were £200k). So NBT wil need to keep Exala growing if it's to make the
most of s investment - indeed the second, share-based earn-out will depend on the acquired operation

achieving an annual revenue run rate of £2m by January 2008.

An imial €.15m
in cash, with up
to one milion in
shares delerred
unti February
2007

A provider of learning
management
solutons in the
enterprse
applications market

100% This purchase is bang in fne with Horizon's strategy to expand out of ts low margin {and declining) reseler
business by adding on more services business. Indeed. it comes only four months after Horzon bought
Dubin-based Enterprise Process Consulting Group Limited (EPC), which claims to ba the largest indigenous
Irish SAP Consultancy - and should add significantly to Horizon's services plans. WBT Systems comes to
Horizon at a very reasonable price, and should be a good fit given that it s also Dublin based. However, it wil
be inleresling to see what Horizon chooses to do with WBT's offices in the US, Canada, Germany and
Netherlands, as we don't believe Horizon currently has a presence in these geographies. Overal though this
seems a good bolt-on purchase that should take Horizon further down the path towards higher-margin
services delivery.

Provider of security $1.3bn cash
services and

software

100% There seems to be no stopping IBM al the moment on the acquisttion trail. Either it's serously worried about
organic growth or has ambitious expansion plans: we suspect it's a bit of both as IBM's traditienal mainframe
software market continues to decfine. This one is more interesting than most as t's a mixed services and
software acquisition with the services part of ISS geing inta IGS and its products going into the Tivol group of
IBM Software. We are sure thal this fits in very well with IGS's strategy of going for more repeatable service
revenues based on IBM product offerings.

ECM software 100% $1.6bn cash So s this ust an opportunity to buy market share? To improve up/cross-sell opportunites for IBM
salespeople? Or as the public staterent says, does it support IBM's Information on Demand strategy? Well,
yes to all of those and more. FileNet has effectively been ‘avaiable’ for a number of years. It was reported that
it was approached in 2003 by Oracle, just after EMC had acquired Documentum, but asked for an exorbiant
$2 bilion. Many analysts have argued that Oracle should have tried again with FileNet to bolster it Content
Services 10g offering and to give it some market share outside its current base. With this purchase, IBM has

effectively stopped that too.

VC-owned business
software vendor

100% na If we were to kst all the individual companies that the Infor, SSA, Extensity and Systems Union have bought
over tha years, the fist would run to several pages - 50 you will just have to trust us when we say thatits a
lot! The Eist of products that Infor now has would be even longer. What is staggering is to see a company of
Infor's size assembied with VC funds. However, it could be a case of ‘ain't seen nothing yet. Thanks to the |
lack of a ‘next big thing', technology stocks are languishing on both sides of the Atlantic whila VC funds are |
stuffed with cash that would have baen spent on start-ups chasing the next big thing. With interest rates stil
low, VCs seem to think that buying undervalued and, in some cases, sub-optimaly managed companies is a

better use than holding onto the cash.

Recruitment 100%  65pincash for
each Scheme

Share

Based on the quoted 39p, the offer seems reasonabla. Although shares have traded much higher than this
low point in the past - for example, in August 2005 shares were 62p. In March, however, the asset valuation of
the company was hnghet than the market valuation. As the offer datais suggest, MSB has been in discussion
for some time regarding the of the shares by Flaherty. We also know that MSB was in
taks with other parties during the pericd from February. MSB has faied in its search lo find a suitable
candidate for either a merger or acquisition, in order to gain the kind of scale it was looking for. It has for the
past couple of years been trying to dversify its non-IT business, but progress here hasn't boen rapid.

Provider of software
and services o
doctors’ practices in
the US

c£297 milion in
cash

Opinion s divided on whather ths is a good mave for Sage or nat. The price at not far off 2x revenue and 26x
EBITDA seems on the high side. Sage wil clearly have to work on the margin, which it reports is akroady
moving upwards this year. But imposing financial discipine s something Sage is used to. Although the largast
Sage acquisition to date in terms of the price paid, EPS i actualy quite smal — and thus digestible - in
comparison o Sage's overal size. There also seems to bo a cross-sell opportunity. Indead, Sage's key
argument is that there is an opportunity to sell an integrated Sage solution, couplng tha financial side of the
business to the practice managament.

A spacialistin helping wa
foreign nationals to

fve and work in the

UK

100% Xchanging is beginning to piece together a much more diverse business now and this is a good thing. The
expertise within FS8A - as with the insurance sector consultancy Landmark it bought in January - should
enable it to sell more discrete services at a higher volume. In tum ths should protect the company from the
lumpy BPO sector, whera only a handful of large deals emergae for tender each year. I's a stralegy that works.
wel for market leader Capita, which targets the mid-market with dstinct software, consultancy and
transactional services, but that can also bring al this expertise together to take cn some of the UK's biggest
BPO deals.

Kemﬁ-cs- group
Probabilty Pic

~ Name
Rubicon software group
Brulines (Holdings) Pic

~ Recent IPOs
Activity ~ Indox Class
RFID technology specialists 7
Mobile gambing payments service

Forthcoming IPOs
AERE x | ;'E;-'.tvtn.n'“‘ Price ||

Activity
CRM software

Retail technology nAa
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UK software and IT services share prices and market capitalisation - August 2006

Share PSR SATS Share price |Share price Capitalisation
SCS Price Capitalisation Historic Ratio Index move since | % move  move since

s _ Cat. 31-Aug-06 | 31-Aug-06 P/E Cap./Rev. | 31-Aug-06 = 31-Jul-06 in 2006 31-Jul-06
@UK plc SP 0.55 20.47 - 14.08 832.06 0% -17% -£0.03m
Alphameric SP 0.73 87.38 13.8 1.19 332.57 16% -19% £8.34m
Alterian SP 1.09 44.34 32.1 417 545.00 10% -18% £2.61m
Anite Group Cs 0.74 256.18 735 1.35 429.82 1% 8% -£0.09m
Ascribe SP 0433 34.75 50.0 6.50 1,710.53 0% 7% -£2.36m
Atelis plc SP 0.18 4.50 837.21 -16% -16% -£0.50m
Atlantic Global SP 0.16 3.53 - 1.65 525.42 0% -28% -£0.00m
Autonomy Corporation SP 3.90 699.52 741 12.76 118.89 6% 0% -£67.26m
Aveva Group SP 3.74 249.57 308 3.79 1,870.00 7% -60% £15.89m
Axon Group Cs 4.01 232.17 35.9 253 2,292.86 7% 47% £37.24m
Bond International SP 1.46 40.50 18.2 2.91 2,238.46 14% 47% £4.71m
Brady SP 0.28 7.23 - 297 345.68 2% -11% £0.25m
Business Systems CS 0.11 8.32 11.2 0.28 90.34 7% -37% £0.58m
Capita Group Cs 5.47 3368.53 29.9 2.35 147,865.17 5% 31% £197.53m
Centrom _cs 0w 305 - 048 | 33333 0% 56%  -£1.13m
Charteris CS 0.15 6.45 11.5 0.33 166.67 -3% -58% -£0.22m
Chelford Group Cs 1.83 12.97 10.2 1.09 31,739.07 -2% -25% -£0.43m
Civica Ccs 2.32 144.55 201.9 1.36 1,326.79 3% “T% £29.15m
Clarity Commerce SP 0.65 10.29 11.1 0.77 516.00 10% -15% -£1.02m
Clinical Computing SP 0.07 2.28 - 1.38 58.47 2% -28% -£0.08m
CODASCciSys Cs 4.96 126.22 20.1 1.73 3,846.90 -1% 19% -£2.34m
Compel Group Ccs 0.89 30.02 46.6 0.47 708.00 1% 1% £2.79m
Computacenter R 2.62 417.14 20.1 0.18 391.42 9% 3% -£41.96m
Computer Software Group SP 1.09 59.98 375 4.26 927.65 13% 63% £4.74m
Cornwell Management Consultants ~ CS 0.43 7.49 66 = 042 30521 | 4% -43% -£0.35m
Corpora SP 0.08 10.31 - 20.65 207.37 -12% -36% £5.00m
Dealogic SP 1.33 94.49 - 3.05 576.08 -2% -10% -£1.51m
Delcam SP 3.19 19.22 9.9 0.80 1,225.00 2% -4% £0.26m
Detica Cs 3.02 337.53 34.4 4.81 755.00 17% -75% £106.63m
Dicom Group R 2.53 220.31 36.7 1.05 774.83 15% 2% | £22.26m
Dillistone Group SP 1.37 7.37 - 1,000.00 0% 0% -£0.11m
Dimension Data R 0.36 491.50 25.1 0.35 63.94 | 7% -10% -£22.52m
DRS Data & Research SP 0.34 11.59 - 0.93 304.55 2% -11% £0.79m
Electronic Data Processing SP 0.61 14.76 59.9 212 1,852.42 6% -9% £0.83m
FDM Group LA 0.76 1765 18.5 054 | 93252 £1% S OBIE=10is £0.24m
Ffastfill SP 0.03 7.58 - 2.86 26.04 1% -19% -£0.91m
Financial Objects Cs 0.41 19.43 - 1.40 17826 | 1% 4% £1.65m
Flomerics Group SP. 0.88 12.94 14.0 1.13 3,384.62 -10% 1% -£1.40m
Focus Solutions Group CS 0.16 4,57 35.6 0.84 82.05 14% -24% £0.56m
GB Group €S| 035 2880 | - | 257 | 20253 | 8% | 1% | -£06om
Gladstone SP 0.23 11.64 56.3 1.52 562.50 | 0% -4% -£1.73m
Glotel A 0.61 23.50 94 0.26 316.88 : -20% -26% | -£5.77m
Gresham Computing CSs 1.12 55.99 - 4.00 1,201.61 | 8% 38% £4.21m
Group NBT cs 1.40 27.33 15.7 242 700.00 ‘ 8% 22% £0.73m
Harvey Nash Group A 0.61 39.86 10.9 0.20 348,57 | 3% 37% £2.63m
Highams Systems Services A 0.05 1.47 s 0.11 128.47 0% 48% £0.57m |
Hoarizon Technology CS 0.60 48.73 1.9 0.26 220.66 6% -28% £4.32m |
IBS OPENSystems CS 1.88 75.00 - 4.80 122951 | 9% 17% £6.00m
| S Solutions cs 0.20 5.06 54.7 0.92 754.62 13% 50% £0.60m
ICM Computer Group Cs| 264 | s572 | 173 | o072 | 146389 | 6% 21% | -£328m
IDOX SP 0.07 12.37 7.4 0.87 8.50 2% -54% -£0.29m
In Technology cs 0.37 51.45 - 0.18 | 1,460.00 -1% 14% -£0.63m
InterQuest Group A 0.88 2217 12.5 080 | 152174 -3% 103% -£0.66m
Innovation Group SP 0.29 131.94 - 2.16 127.73 | -3% -3% -£4.52m
Intelligent Environments -8B 0.05: . 7.47 = | 239 | 4920 -10% 42% -£1.01m
Intercede Group SP 0.29 9.76 - 5.41 479.17 1% -15% £0.08m
Invu SP 0.28 30.11 22.4 9.56 2,947.34 12% 33% £3.52m
ISOFT Group SP 0.52 118.79 - 0.45 470.45 -17% -87% -£25.61m
iTrain SP 0.03 2.56 14.8 1.40 | 38.24 0% -40% £0.32m
IX Europe ot ] cs 0.33 56.09 - 2.49 1,065.57 7% 7% £4.75m
K3 Business Technology SP 0.97 16.62 - 0.75 741.14 2% 18% -£0.32m
Kewill SP 0.59 46.34 16.9 1.74 1,166.01 7% -18% -£4.45m
Knowledge Technology Solutions SP 0.01 1.47 - 1.18 200.00 0% -43% -£0.01m
LogicaCMG CcS 1.56 1788.35 30.0 0.98 2,132.97 -8% -12% -£131.85m
Lorien | &l 0@l |  7ss ll o= .l 006 | gsso0 | el case. | efiaml
Macro 4 SP 2.33 51.94 775 1.57 937.50 4% -11% £3.39m
Manpower Software SP 0.19 8.19 - 1.59 190.72 2% -36% £0.11m
Maxima Holdings Cs 1.65 24.81 258 2.00 1,127.27 4% 0% £1.16m
Mediasurface SP 0.14 11.01 - 2.04 1,047.79 12% 21% £1.16m
Micro Focus | SP 1.08 215.30 2491 || 2650l 1000 3% -8% £4.99m
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Share PSR S/TS Share price Share price| Capitalisation
SCs Price | Capitalisation| Historic Ratio Index move since % move | move since
Cat. | 31-Aug-06 | 31-Aug-06 P/IE Cap./Rev. 31-Aug-06 31-Jul-06 in 2006 31-Jul-06
Microgen CS 0.46 46.73 11.0 1.15 196.58 -19% -37% -£11.65m
Minorplanet Systems SP 0.46 13.26 - 0.60 939.35 23% 5% £2.45m
Misys SP 247 12835.00 476 1.30 3,076.08 2% 4% £18.00m
Mondas SP 0.14 4.90 - 2.34 186.67 -20% 8% -£1.22m
Morse R 0.94 141.95 9.7 0.36 376.00 12% -2% £12.95m
MSB International A 0.63 12.97 - 0.14 332.89 8% 76% £0.98m
NCC Group CSs 2.43 79.07 17.3 3.81 1,452.10 -9% 5% -£7.30m
Ncipher SP 2.20 61.97 15.5 3.57 880.00 0% 6% £7.07m
Netcall SP 0.15 9.56 72.5 3.96 292.93 16% 12% £1.31m
Netstore . ~Ccs 0.36 44.96 247 2.10 240.00 1% 6% -£0.31m
Netwaorkers International A 0.39 293 65.0 0.15 121875 | 22% 22% £2.93m
Nexus Management CS 0.01 2.35 - 2.03 227.27 1% 14% -£0.00m
Northgate Information Solutions CS 0.73 388.88 18.1 117 280.77 4% -15% £16.18m
NSB Retail Systems SP 0.29 107.83 7.0 2.23 2,543.48 4% -10% £6.89m
OneclickHR SP 0.04 6.32 - 1.32 106.25 10% -3% £0.56m
OPD Group (was PSD Group) A 3.65 96.90 26.3 222 1,659.09 9% 46% £8.01m
Parity A 0.51 19.28 - 0.14 8,499.97 2% 467% £0.38m
Patsystems SP 0.15 24.36 - 1.58 142.52 6% 13% -£2.22m
Phoenix [T Cs 2.80 164.91 1352 1.87 1,037.04 0% 4% £1.26m
Pitat Media Global | sP 0.56 29.05 16.4 2.23 277500 | 6% 25% | -£1.37m
Pixology SP 0.29 5.78 - 1.28 204.19 0% -48% -£0.00m
Planit Holdings SP 0.26 23.58 18.4 0.84 1,072.92 -3% 1% -£0.84m
Portrait Software (was AIT) Cs 0.18 15.54 - 1.09 118.18 -10% -32% -£1.75m
Proactis Haldings SP 0.47 14.01 - 958.76 -4% 4% £0.00m
Prologic CSs 0.70 7.00 15.6 1.01 843.37 -18% 14% -£1.50m
QinetiQ Group CS 1.66 1081.56 - 1.03 757.40 0% -24% -£7.66m
Qonnectis CS 0.02 3.83 - 63.75 466.67 0% -18% £1.07m
Quantica A 0.52 33.94 12.8 0.87 415.32 -13% -12% -£5.13m
Red Squared Cs 0.05 1.01 - 0.41 274.73 18% -25% £0.15m
Retail Decisions | SP 1.68 131.21 18.5 240 | 226923 | 5% | 26% | -£7.05m
\RM SP 1.80 165.28 - 0.63 5,150.00 3% 14% £6.05m
Royalblue Group SP 8.75 287.12 27.7 3.87 5,144.12 16% 22% £41.21m
Sage Group SP 2.39 3094.19 20.3 3.98 92,019.23 3% 7% £95.80m
Sanderson Group SP 0.47 19.44 - 1.34 930.00 1% -11% £0.21m
SDL Cs 2.05 127.70 421 1.63 1,366.67 -2% -5% £3.19m
ServicePower SP 0.23 18.50 - 2.33 230.00 5% -26% £2.17m
Sirius Financial SP 1.32 23.27 264.0 1.07 880.00 -3% -9% -£0.63m
SIRVIS IT ple CS 0.03 3.85 375 1.19 29.35 23% 13% £0.71m
smartFOCUS plc SP 0.16 11.93 119.2 1.97 1,675.68 0% 3% -£0.00m
Sopheon |_SP. 0.20 27.59 oh 5.91 291.37 4% 4% £1.75m
Spring Group A 0.55 88.51 822 0.19 611.11 29% 1% £20.18m
|StatPro Group SP 0.96 37.53 20.8 3.48 1,193.75 15% 45% £4.88m
SThree Group plc A 3.24 447.02 20.0 1.84 1,572.82 6% 50% £26.21m
Stilo International SP 0.03 2.48 - 1.20 55.00 30% 5% £0.56m
'Strategic Thought CS 1.83 47.59 18.6 4.15 1,346.86 1% 35% £0.26m
SurfControl (was JSB) SP 4.17 130.94 107.7 249 2,083.75 0% -21% £15.67m
\Tadpole Technology SP 0.02 6.96 - 1.44 42.25 0% -52% -£0.00m
Tikit Group Cs 2.01 25.25 117.9 1.25 1,743.48 -3% 14% -£0.69m
' Torex Retail SP 0.52 186.17 = 1.11 1,287.50 -13% -52% -£42.17m
Total Systems Lsel 035 368 163 1.06 66038 | 4% | -13% | -£0.14m
Touchstone Group SP 1.67 19.02 66.8 1.10 1,590.48 10% 23% £1.16m
' Trace Group SP 0.98 14.50 16.5 0.94 780.00 0% 2% £0.33m
Triad Group Ccs 0.25 3.79 = 0.08 185.19 6% -51% £0.23m
Ubiquity Software SP 0.21 37.46 - 5.02 515.08 -2% -45%
Ultima Networks [ R | oot 1.53 5.4 080 | 1829 | 0% | -54%
|Ultrasis Group SP 0.02 20.64 - 13.45 31.63 -3% -23%
|Universe Group SP 0.13 7.92 319 0.18 566.67 -11% -33%
Vega Group Cs 2.36 48.04 15.5 0.77 1,934.43 6% 16%
IVl group SP 0.10 3.54 - 0.37 190.00 6% 15% £0.19m
| Xansa Cs 078 | 268.58 325 0.71 1,993.59 16% -14% £39.13m
;[?KO Group SP 0.92 25.44 18.4 0.57 613.33 -4% -9% -£0.97m
'Xperlise Group CS 0.43 2.25 - 017 1,720.00 | -9% -48% _-£0.24m

Note: We calculate PSR as market capitalisation divided by sales in the most recently announced financial year.

Main SYSTEMHOUSE S/TS Index set at 1000 on 15th April 1989. Any new entrants to the Stock Exchange are allocated an index of 1000 based on
the issue price. The SCS Index is not weighted; a change in the share price of the largest company has the same effect as a similar change for the

smallest company. Category Codes: CS = Computer Services SP = Software Product R = Reseller A = IT Agency O = Other
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Quoted Companies - Results Service

@ UK pic
Final - Dec 04 Final - Dec 05
£1202,324 £1354,073
£384.745 -E1582883
-2200 -2500
Alphameric pic
Interim - Maq05  Final-Now 05 interim - May 06
£20,824.000 £73431.000 £36,504,000
£3,292.000 £7.555,000 £2,822.000
2400 5 10p 1300
Alterian pic
Final - Mar 05 Final - Mar 05
£7.206.000 10,629,000
-£649,000 £883.000
0040 3200
Anite Group pic
Final - Apr 05 Final - Apr 06
£189,402,000 £164 567,000
£6,820,000 £10,443,000
0500 2!
Ascribe pic
Interims- Dac 04 Finals- Jun 05 Interims. Dec 05
£1644,000 £5,347,000 £4537,000
-£4.000 £794,000 £717.000
0360 055 044p
Atiantic Global pic
Final -Dec 08 Final - Dec 05
£2,146,000 £2.137.000
ms oou Es:n nna
Au!nrnrny Corporation plr_-
Interim - Jun 05 Final-Oec 05 Interim - Jun 06
£20.834.010 154,834,272 £63.348326
£3503,100 £7.210,533 11537.265
0.0 0.04p 0.04p
Aveva Group pic
Final - Mar 05 Final - Mar 06
£57,163,000 £65,920,000
£9,124,000 E1L155,000
22780 3B 1p
Axon Group plc
Final - Dec 04 Final-Dec 05
60,273,000 £91.733,000
£6,600,000 £8,128,000
2500 10.500
Bond International Software pic
Final - Dec 04 Final-Dec 05
£9)578,000 £12,324,000
E1881000 £2,568.000
6630 7820
Brady pic
Final - Dec 04 Final - Dec 05
14932440 £2431503
i su 789 ~iw‘s 046

2700

80p
B-.slmss Systems Group Hnl:nngs pic

Interim - Sept 04 Final -Mar 05 Intenm - Sept 05
£12,624/000 £23.485000 £12,800,000
£136,000 £576,000 433,000
0450 0
Capita Group plc
It .Jun05  Final-Dec05  Intenm - Jun 0§
'z'r:a?r.m,om £1435500000  E845000,000
£74,500.000 4153, mow £32.400,000
7820 0.2%
cnmerh pic
Intenm - Jan 05 Final - Jud 05 Intedim - Jan 06
£8.966,000 EI9290-00° £10,662,000
£438.000 491,000 £407,000
0630 128p 056p
Cheltord Group pic
Final - Dec 04 Final - Dec 05
£11,952.000 11,434,000
£1.008,000 ‘“53'22“
o
Civica plc
Ind - (5 Frnal-Sep 05  Intetim - Mar 06
T are000  EI0G023000  £56453000
1559.000 £2.501000 -£2.145,000
1800 1100 4700
Clarity Commerce pic
Final - Mar 05 Final - Mar 06
£15,310,000 £12,384,000
513,000 i.asg.ooo
60
Clinical Computing pic
Final - Dec 04 Final - Dec 05
E£1757.997 £1555,806
-£1097.741 -E1538.439
2400 4400
CODAScISYs plc
Final - Dec 04 Final - Dec 05
167,930,000 £72771,000
£3.94,000 £7,666,000
8 22
Compel Group pic
Interim - Dec 0% Final- Jun 05  Interim - Dac 05
£41512,000 £79,103,000 £41,032.000
£1204,000 346,000 £331000
1600 3400 2o
Computacenter pic
Final - Dec 04 Final - Dec 05
£2.410,590,000 £2.285.209,000
67,328,000 £34012,000
23500 10.30p

Note: Highlighted Names indicate results announced this month.

Computer Saftware Group plc Highams Syslems Services Group plc
Compatison Final -Feb 05 Final-Feb 05 Comosnson Final - Mar 05 Final -Mat 06 Compatison
20 9% REY 14072000 156,000 -788% BEV £12.512,000 ENT.337.000 2%
Lossboth PBT £9228.000 lz:n?cm «29% PBT E.S“ DDO -£13,000 Loss both
Loss both EPS 2130 289 942 EPS 005 Loss both
Cornwell Manage ment Consunam pkc Horh'.on Technology Group pic
Compatison Frnal - Dec 04 Final - Dec 05 Comaanson Froal Dac 04 Final- Dec 05 Comparson
-BAx REV  £17.738285 £20720174 687 FEY  £130.772.27 £205,876,300 15
M.z PBT £1257.282 1579353 257% PBT £4272.000 £4,647,300 46
-250% EPS 7.700 6400 59% EPS sip Siip 55%
Corpora pk IBS OPENSystems pc
Compatison Fral - Jun 04 Final Jun 05 Compatison Intzrem - Jun0%  Final -Dec 05  Intetim - Jun 06 Comparizon
3523 REV £439,381 £1330,101 2865% REV £5215000  EK5523000 £9.383.000 7993
Losstoproft PBT  -£2 usssa E4,844.339 Lossboth PBT isswou £3, 331.000 £1,392,000 Lbe
Lossta proft EFS 11500 Loss both EPS Ld0p 430
DCS Group pic I:HComputer Group pkc
Companson Fnal - Dec 04 Final-Dec 05 Comoarison Fnal - Jun 04 Final-Jun0S  Compwison
30 REV E42200000 £35,100,000 J68% FEV  £77.542.000 £77.628,000 e
5327 PBT £2.100,000 -£3400000  Profittoloss FPBT £4,230,000 £4,433,000 o
-40002 EPS 038 41 Prefittoloss EPS 14.00p H.30p w64
Dealogic Hokdings plc IDOX plc
Compatison Final - Dec 04 Final - Dec 05 Comparison Intarem - Apr05  Final- Oct 05 Interim - Apt 06 Comparison
J7502 REY  £J3.445.080 £36,280,700 -85 REV 000 £W.155.000 £6.912.000 1622
Losstoproie PBT £10,538.040 £1,31,300 «358% PBT 000 EGJSDOIJ £1.000 3952
Lossto proft EPS 5530 10780 349 EPS 0070 Profittolozs
Dekam pk Inmvalbn Gmup plc (The)
Compaizon Intetim - Jun 05 Fnal-Dec05 Interm-Jn06  Comparison Interim-Mar05  Fmal-Sep05 Interim-Mar06  Comparison
04% REV £11.825.000 £2401000  E13.465.000 A38% REV  E28772000  ES091000  E38.542.000 S
Proiittoloss PBT £1084,000 £2; 13? om £1208.000 B PBT £1078000  -EN, m.ooo £4, 290000 23827
Profittoloss EPS 15600 X 5.1z EP: 015 -368.82
I:Ietk:a Gmup pkc InTechnnlngy pic
Comparison Final - Mar 05 Final-Mu 06 Comoarison Final - Mar 05 Final-Mar 06 Comparison
20402 REV  E71027.000 EWL504,000 423 REV izsnzzwo ~04%
«2288% PBT £8.781000 £11413,000 200 FBT L1201 Loss both
<333 EPS 31.300 42700 364 EPS Loss both
Dicom Group pk ln’telllmm Environments Group plc
Compatison Final - Jun 05 Final- JunD6  Comparison - Compatison
J53% REV  £179.795.000 £209,213,000 542 REY 506 «15%
237 PBT  £104 rs aou moﬁs 000 1507 FBT Loss both
+519% EPS 840p -1.7% EPS L] Loss both
Dlrnensbn Data Holdings plc Intercede Group pic
Compatison Ireerim-Mar 05 Final - Sep 05 Interim-Mar 06 Comparison Final - Mar 05 Final-Mar06  Comparison
523 REV 662517640  EISTLZELA04  £830312030 2532 REY £1306,000 £2,142,000 J186%
232% PBT 2077010 £28300244  E16.556.262 <371z PBT -£426.000 -£382,000 Loss both
+235x% EPS 20 0.7%0 0% <2406 EPS -0.70p -0.30p Loss both
DRS Data & Research Services plc InterQuest Group pkc
Comparizon Final - Dec 04 Final - Dec 05 Comoatison Final - Dec 04 Final-Dec 05  Comparison
A54% REY  £14.400000 £12,452,000 A36% BEV  £24,309.937 £27.530.849 2%
-At8% PET 14-:2000 £17.000 -362% PBT £326.376 £1270,527 797
-7.3% EPS 0020 Profttoloss EPS 420p £60p -I15%
Electmni: Data Processing pkc INVU pic
Companszon Intenm -Mar 05 Finsl - Sep 05 Interim-Mar 06 Comosnson Final - Jan 05 Final-Jan 06  Comparison
-437% REV £3472.000 £6.971000 £3.274.000 5.7% FEY £3.143,000 £4,775,000 516%
Profittoloss PBT £2165.000 £431000 £213.000 09z FBT £608,000 £1248,000 10532
Profittoloss EPS 060p 1010 0820 -36.7% EPS 0640 12 922
FDM Group pic ISOFT Group pkc
Companson Final - Dec 04 Final - Dac 05 Compatizan Final - Apr 04 Final - Apr 05 Compatison
~48.9% REV £32.371.000 £35.063,000 -64x REV  £149,260,000 £261,932,000 A755%
5467 PET £1805,000 £1565,000 A33% FBT  £17.5393.000 £44.524,000 53
333 EPS 5000 4100 -130% EPS 6570 o 670
Ffastfill Pic 1S Solutions pic
Companson Intenim - Sep 04 Final- Mar 05 Interim - Sep 04 Comoanson Final - Dec 04 Final- Dec 05 Compatison
+229% REV £1583000 4,327,000 227,700 856% FEV £5514,000 £6,085,000 184
+24.02 PBT £1534.000 -£2,379,000 £1566,000 Lossboth PBT -£328,000 108,000  Loss to Profit
+23.9% EPS -100p -160p -0.70p Loss both EPS. Af7e 0.950  LosstoProfit
Financial Objects pic
Compsiison Final - Dec 04 Finsl-Dec05  Comoarison Final - Dec 04 Final-Dec 05 Compatison
«20.3% BEV E‘-*.'»es.ooo £13,916,000 46.3% FEV £1094,097 £1829645 6727
7.1; PBY -£45.000 -ERI000 Lossboth PBT £70076 £203255 +190.0%
T EPS 0 16p. -052p Lossboth EFS 0.10p 022p 120 0%
- Flomerics Group pk K3 Business Technology Group pic
Comgatison Intefim - Jun 05  Final-Oec 05 Interim - Jun 06 omoatison Final - Dec 04 Final-Oec05  Comoatison
-22.34 REV £5.256,000 £11,424.000 £5,677,000 80 REV 18,529,000 £22,029,000 158,32
+356% PBY L’:!s uau LSSG wu £91000 £32% FBT ELIG0,000 £279.000 -75.9%
*225% 0450 69.1% EPS, 10000 400 Profittoloss
d Focm saluibm Group pic Kewill Systems pic
Compatison Final - Mar 05 Final-Mar6  Comoarison Final - Mar 05 Interim - Mar Comparison
-W0% REY £5.431000 £6, 535 cm 22127 FEV  £26,580,000 £31.648.000 +13.63
Profittoloss PBT £26.000 «3323% FBT £2.442.000 E!GBL 3452
Lassboth EPS 010p cusa 3500 EPS 1400 284
G8 Group pic Knowledge Technology Solutions Pic
Comearison Final - Mar 05 Final-Mar 08 Comoarison Final - Jun 04 Final-Jun05  Comparison
~B.82 REV £1L231,000 £2.875,000 748 REY £770.185 £1.250474 6247
+859% PBT £146,000 -£268000 Profittoloss PBT -£904,161 -£366.536 Lossboth
W58 EPS 0300 Profittolass EPS 0Tp -06%0 Lossbath
Ghadstone Pic LogicaCMG pkc
Compatison Intefim - Feb 05 Final- Auq05 Intetim-Feb 08 Comparison Final - Dec 04 Final - Dec05  Comparison
-58% REY £3912157 12411642 £4.314.130 <103 PEY  £1669,800,000 £1834.100.000 +3 8%
Lossboth PBT £130.925 ms sn EXLE «1315% FBT  £42400.000 £105,600,000 PLEAA
Lossboth EPS 028p 0.710 +1536% EPS 150p 1400 +2895%
the I plc Lorlen pic o
Compati Final - Mar 05 Final-Mar06  Comoarison Final - Mow 04 nal lov Comparison
«7.3% REV  EN9496.000 134,175,000 +123% REY  E122.74,000 E£129,151.000 5.3%
+953% PBT izﬁnmo E4, nzo.oou 564 PBT £1152,000 £34,000 -97.0%
<151 9% EPS <362 EPS §90p 00l FProfittaloss
Gresmm Computing plc Macro 4 pkc
Compatison Fnal-Dec 04 Finsl-Dec05  Comparison Interim - Dec 04  Final-Jun 05 Interim-Dec 05  Comgarison
A2 BEV  E12.338000 £13,382,000 <1282 REV  £16536000  £33400000  £M4.940.000 1005
-22.7% PBT -£1067 000 -EL246,000 Loss both PBT u:s? 000 £2,779.000 £1482,000 B
ALT: EPS A54p -220p Loss both EPS 5.50p 11500 4.700 M8
Group NBT plc Manpower SoftWare pic
Interims - Dec G4 Final - Jun 05 Intenims-Dec 0% Cempatison Final - May 04 Final-Maq05  Compatison
v £5413,000 £11.280.000 £6,164,000 1291 FEY £5,W6663 £5,509,466 blagod
FBT EBT8, unu £1,630,000 £367,000 +420% PBT £389,906 £33633  Profittoloss
PS 8.30p 307 -874 EPS 100p 0.70p Losstoprofit
Har\fey Nash Group pic
Final - Jan 05 Final - Jan 06 Comparizon
REY  £163,74.000 £202.234,000 -238%
FBT £3,169,000 £4.003,000 -253%
EFS 3620 505 ~35%
gl niding 4 i b bk " — . T



Quoted Companies - Results Service

Maxima Hokdings pic
Comparison

Finad - Maa 05 Final - Maa 08
REY £8,078.367 E£13.132.000 13853 REY
PBT £1033.0% £1524,000 -A80% PET
EPS 5.300 -289% EPS
= Medias urface pic z
erim-Mar 05 Final-Sep 05 Interim - Mar 08 omparison
REV £3.661081 £6,796,433 £4.439,040 «212x% REV
FeT ERTAT .m;_ £350,42 15253 PST
EPS 0. uou 100.03%¢ EPS
- Ilbm Focts i'hn-nthm:plc
al- Final - Apr 05 arison
By e 303000 Re% Por
EPS SS'; U0 N EPS
Microgen plc
Intetim-Jun 05 Final-Dec05 Interim - Jun 06
gl T R
1 057, .
s iy & (i 240 EPS
Immhrnl Systems Plc
Interim -Feb 05  Final- Auq05 Interim-Feb08  Comparison
REY 1400000  £22000000  £10,300.000 -44% PEV
FBT  -£3000000  -£19.200,000 -£100,000 Loss both PBT
EPS 244.000 12000 0.00p Lossboth EPS
Misys plc
Final - Mag 05 Final - Magq 08 Comparison
REY  E£883.400000 £4953.300,000 «7.3% REV
PBT  E27600,000 £226,600,000 +7210% PBT
EPS 12300 43600 +254 5% EPS
Mondas pic
Final - Apr 05 Final - Dec 05
FEY  E43532675 E2031456
FBT  -£1334081 -ELH4B579
EPS 5300
Morse pic
Interims -Dec 04 Final ims - Deo 05
REY  E218592000  £429531000  £197.496.000
FBT  £23530.000 mazmo E6.12000
EPS 0600 1100
MSB Irbrr-tbrlt plc
Final- Jan 05 Final-Jin068  Comparison
REV  £92.321000 £95,660,000 <36% FEY
PBET £025,000 -ES58,000 Profittoloss PBT
EPS I3p e 289  Profittoloss EPS
C Group ple
Final - May 05 -Mag 05
Rey 78! £20.747.000 04% REV
PBT £5.417.000 1000 +208% FBT
EPS 10,000 600 +360% EPS
Final - Dec 04 NeRHREEY
.De005  Comparist
FEV  £M244,000 F‘Efr:gufm om0
FBT £3,739,000 =872 PBT
243 \25.1¢ EPS
Netcall plc

g | 338 333 ﬂé‘ﬁ 333 333 1348 | §

g §38

v

BT

EPS

REV
PBT

FBT
EPS

HHTL-ODJ?& Final- Jun 05 Interim - Dec 05 Cmox:f; —
£2,822.008 E1592.700 !

£50.600 E150,059 £149,100 1347 FBT

0. 0200 EPS

200
Netstore plc

Intetim-Dec 04 Final- Jun 05 Interim-Dec05  Comparison
£10,11,000 £21,397,000 £15,140,000 +5363 REV
£321,000 653,000 .E1§53,000 Profittaloss PBT
038p 143 idp Profittoloss EPS
Nexus Manage ment pic
Interim-Sep 04 Final-Mar 05 Interim-Sep05  Comparison
E1231134 £2.469.862 1230412 +0.2% REV
13143 -ms.m uam‘ Losstoprofit FBT
0. Losstoproft
Fh:‘mh Information suubr- pk
Apt 05
205,692,000 m}_m 618% FEV
£3,699,000 +506.7% PBT
0631 2t 139485 EFS
Nsa Retail Systems pic
Final - Dec 04 Finals-Dec 05  Comparison
£45,393,000 us.m_mn +66% REV
-£8,680,000 £9369000 Losstoprofk PBT
-2Hp 400p Losstoprofk EPS
- OneclickHR pic
eim - Jun 04 Final-Deo 04 Interim - Jun 05 on
170 g 255 055
0. le‘m‘ ﬂﬁ Loss both EPS
OPD Gfow plc
Final - Dec 04 Final-Dec05  Comparison
£42,74,000 £58,821000
£2,856,000 14,552,000 5343 PBT
1 +83.9% EPS
Parity Group
Final - Dec 04 Final-Dec05  Comparison
£159,860,000 £178,523,000 -84 REV
18 su.tm -£8,425,000 Loss both ?sr
3230 o

efim-Jun03  Final-Dec05 Interim-Jun08  Comparson
lT 708000  E15,457.000 £7.125,000 -16% REV
,000 A7 YF EMWU Loss toprofit PET
.oua Loss to proft EPS
I'lotnlx IT Gmup plc

Final - Mar 05 Comparison
£06,331.000 :mm.mo ~23.3% FEV
E11084,000 E£17.949,000 +619% PET

15.400 20.80p +35.1¢ EPS

Pilat Media Global pic

Final - Dec 04 Final - Dec 05
E12052232 £13,004,680
£1834,969 £2.465.333
245 12p
Pixology plc
Interim - Jun 04 Findl-DecO4  Interim- Jun 05
ELB33,623 E451,729 E1805,940
-EBI5547 -E2,163,333 -£T25,742
8.79p -1Rp
Planit Holdings pic
Final - Apr 04 Final - Apt 05
£28,124,000
EL547,000 19
100p 1
Portrait Software pic
Final - Mar 05 Final - Mar 08
£14,283,000 ET1572,000
mng -£1344,000
4 p
Prologic pic
Final - Mat 05 Final -Mar 08
1 £9,657,000
£421000 £623,
276p 4.
QA plc
Final - Now 04 Final - Nov 05
£30,153,000 E31,
£M1000

Final - Mar 05 Final - Mar 06
£858,300,000 £1053,100,000
£78,000,000 E72.500,
170 :)
Red Squared plc
Interim - Mar 05 Final - Sep 05 erim - Mar 06
E1040,122 E2455915 ET85464
B £70 -£290, -£2401372
-067p -1 -0.80p
Retall Decisions pic
Final- Dec 04 Final - Dec 05
E31737.000 £54,6T2,000
5,144,000 £8,
3
RM pic
Interim - Mar 03 Final-Sep05  Internm- Mar 06
£109.211,000 £262.707,000 £114.195,000
-£904.000 EN528, £1967,000

Interim - Jun 05 Final-Dec05  Interim - Jun 06

£34,032000 74,234,000 £44,397.000

£4,754,000 £11336,000 £6,074,000

10.80p 3100p 1320p
Sage Group pic

Interim - Mas 05 Final-Sen 05  Interim - Mar 08

05,357,000 [1
511 L10p
Sanderson Group pic
Final - Sep 04 Final - Sep 05
000 £15,460,000
-£320,000 -E482
100p
SDL pic
Final-Dec 04 al - 05
162,690,000 £78,479,000
£4.432,000 000
Sar rologles pe~
rvice Power Tec!
Final - Dec 04 -Dec 08
E4,114,000 E?.s:r.cm
-7 1611000
534p 214
Sirius Financlal Solutions pic
Final - Deo 04 Final - Dec 05
£21704,052 £21.780,968
£385.444 1343229
Sirvis IT ple
Final - Maq 05 - Nov 05
£3,948,000 £8,083.000 £4,028,000
£345000 -£2.432.000
0 -245p 0.09%
smartFOC US Group pic
Final - Dec 04 05
£2.850,101 E6,041106
-£324,082 33,
-0.30p [t
Sopheon
Final-Deo 04 Final - Deo 05
£4,323,000

Intefim - Jun 05 Final -Deo ediem - Jun 06
.000 E454,725.000 £207,834,000
-£4.627.000 E74 000
0p 4 1iép
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Note: Highlighted Names indicate results announced this month.

StatPro Group pic

«Jun05 Final-Dec05 Interim-Jun08  Comoparison
+7.9% REY £5.017,000 £10.786,000 £6,330,000 282%
344% PET £554.000 £1639,000 4843

317 EPS 1 4500 2000

Sthree pic

arison Interim - Maq 05 ~Now 05  Interim - Mag 05
-44% REV 3546000 E3B067,000 K ~24.0%
Lossboth PET  E0M5000  Emgs2000  ER2453,000 +382%
Loss both EPS 8 15700 £.800 -284%

. tegic Thought Group pic

Final - Mar 05 Final - Mas 08
4% REV 000 EI1464,000 23.9%
215% PBT EL731000 224%
+40.0% EPS 8.70p 8.80p <5443

Stilo International Pic
Comparison Final - Dec -Dec05  Cemoarison
-0 REY £2,093,000 R
Profitto loss PBT -£1293,000 £587,000 Loss both
Profitto loss EPS il -0.800 Loss both
SurfControl pic
atison Interim - Dec 04 Final-Jun05 Interim-Dec 05 Comoarizon
+394% REV ES2601075 £27,072.000 843
494% PET  E1590,000 E4097.322 3000 Profttoloss
+62T% EPS. 4 20.30p Profitto lass
Systems Union Group pic
Final - Dec 04 Final-Dec 05  Comoarison
+34% REV  £104.230,000 £113,354,000 *88%
Lossto profit PBT E4.6W.000 £8183, T1.5%
Loss toprofk EPS [ ~TL8%
Tadpole Technology pic
Final-Sep05  Comoarison
£9.115,000 <887%
-£9.221000 Loss both
-250p Loss both
Tikit Group pic ¢

Final- Dec 05
. B34
£632,000 -284%

Lossboth PET
Loss both EPS

ison
+25.2% REV
<I.7% PET
-98% EPS

. REY
Loss to proft PET
Loss to proft EPS

Comparison
7.3
Loss both PBT

-4.9% REV

Losstoproft PBT
Losstoprofit EPS

Inteim- Jun 05 Final-Dec 05  Interim-Jun 06 Comoatison
ES2466.000  £157.366,000  ENIL906,000 “5lax

86,
E2007.000  -£13620,000 -£3686000 Proftoloss
0. 540p -150p _ Profittoloss
Tolal Systems pic
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RESELLERS AND [TSAS FIGHT BACK

UK S/ITS stocks market started to return to growth in August, with growth across all the UK IT indices that we track. The
techMARK 100 grew by just over 3%, while our own Ovum S/ITS index achieved a 2.2% growth rate, and the FTSE IT SCS
managed a 1% upswing. It has provided some relief from the downturn we've experienced across most of the indices for the
past few months, but its effects shouldn't overestimated either. All three of the aforementioned indices are still below their
starting points in January 2008, with the FTSE IT SCS almost 10% lower.

All our industry sub-segments grew over August - but the surprise was that the normally low-growth staffing agencies and
reseller segments rose right to the top. In fact, not one reseller that we track suffered a share price decline over August (Ultima
Networks, the worst performer, was flat).

The reseller market is a tough place to do 81-Aug-06 SHTS Index 4987.34
business, with many vendors trying to re- | FTSE IT (SCS) Index 51217
model their business to grow services or ::r‘;‘:l';;““““ ‘:::ss‘:
focus on specific niches. As such, this : FTSE AIM 1045.39
month's top reseller performers, Dicom and | sesmee smmmasawn ﬁ SmellCap : 3,4427_.351
; i ."'ﬂ-nnu niﬂ;'! sml"ﬁ' .MFT! 'FTSEIT T FTSE"T[” FTSE”
Morse, benefited frlom bgmg able to reveal | B Er__ 3_ B oo Ml 1SCS1reias] | AN rsian [Stuall.Cae
some progress in this area, through Mmtmmmma‘lmm '222/ -u:r. 01%  +104%  002%  +1.88%
acquisition for Dicom and an internal | From15hApré3 gy Sl
d e Y, A From 15t Jan 30 +44204%  +150.05%
restructgrlng or Morse. As a result, these | Fom1stiand J60456%  +17338%
companies saw their share prices grow by | FromlstJan92 477.32%  +136.90%
0 ' From 1st Jan 93 +21296% +107.49% +148.49%
15% and 12% I'BSDECIIVEW. From 1st Jan 34 +198.72% +72.77% +84.48%
From 1st Jan 85 +23267%  +92.66% +97.40%
Amongst the staffing agencies it was Spring From 1st Jan 95 +12083%  +60.09%  +74.80% +975%  +7756%
T . From 1st Jan 97 +B6.27%  +43.40% +50.83% +7.20% +57.91%
that really shone, with its share price up by | £ i 1etiengs +5433%  +1501%  +4461%  —B78%  +548%  +49.03%
29% to reach 55 pence at the end of | From1stJan3g +2653%  +0.40% 525%  -6458%  +3054%  +66.47%
. Sprina's financial From 15t Jan 00 5652%  -1476%  -6350%  -96.22%  -4586%  +11.28%
PRI B Sl R i st‘art From 1st Jan 01 4043%  508%  -4623%  7372%  -21.22%  +B30%
of the month showed some encoureging | From 1stJen0z +394%  +1320%  632%  -3934%  +1655%  +3366%
signs, notably the return to operating profit | FromIstJen03 +B384%  +4989% +11264%  +5054%  +7356%  +B9.36%
; From 1st Jan 04 J6E5%  +3192%  +3592%  +170%  +2526%  +39.28%)
across all segments of the IT staffing | fomistiencs N26%  +2268%  +1531%  +543% DA%  +2499%
business. Overall, this has produced an | FromistJan0s A179%  +511%  -3B4%  -892%  +003%  +429%

operating margin for IT staffing of 2.2%. To
achieve this, Spring has bitten the bullet in
certain cases and exited contracts tha: are

just too uneconomical. Combined with a ,T@) T TR T R TS T T T

It i i H IT Staff Agencies £9.3%  -733%  -574%  232% 15.5% 2% 4.2% 16.5% 4.3%
refocus ?n higher marglnn work, .In partlculgr Resellers TILE%  -174% 93%  2L7%  64.6% -1 H4% A1% a7
around "niche markets®, we think there is | ScitwareProducts  678%  506% -707%  56%  564% 40%  82%  14%

reason to feel OptlmiStiC abOUt the Company. Holway SATS I@“ 26.5% -56.5%  404% a9% 83.8% 1.2% -1.8% 22%

Just behind Spring was Networkers International, a niche recruitment firm which completed a reverse takeover of AlM-listed
cash shell Streetnames in May. The ccmpany, which turned-over c£22m in FY05, is a minnow compared to many of the
quoted recruitment companies we track, but warrants comment as it has carved out a very profitable niche supplying contract
engineers to telecoms vendors and operators in Europe, America and emerging markets. Indeed, Networkers generates more
than half of its business in Africa, the Middle East, Asia and Latin America.

Supplying skilled expat labour to these emerging or developing markets enables Networkers to command an “attractive"
margin - the company made a pre tax profit margin of ¢12% last year. Its natwork of offices (which includes China and South
Africa) also gives it access to low-cost resources. Three months after its admission to AIM, investors are clearly still very
interested in this business proposition: the company's shares were up 22% to 39 pence in August. Who says resellers and
ITSAs are boring? (Samad Masood)

With a track record stretching back many years, Ovum is widely acknowledged as the leading commentator on UK Software &
IT Services (S/ITS). Through the Holway@Ovum service, which builds on the success of the original Holway Report, our team
of experts provides unrivalled analysis of both the market and the players. To find out how you can gain access to the service,
mmSYSlEMHOUSEandHohm plaaseeontaclSeranaMurshidan+4420?551 9071 or sum@ovum.com.

© 2006 Ovum Europe Limited. The information contained in this publication may not be reproduced without the written permission of the publishers. Whilst
every care has been taken to ensure the accuracy of the information contained in this document, the publishers cannot be held responsible for any errors or
any consequences thereof. Subscribers are advised to take independent advice before taking any action. SYSTEMHOUSE® s a registered trademark of Ovum
Europe Limited. Ovum analysts might hold stock in the companies featured.



