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Raft International plc

Our focus:

Raft International plc is a leading supplier
of component based software solutions for
the financial services and energy industries.

Corporate summary

Difficult trading environment continues with loss before tax in line
with market expectations

Reduced exposure to Investment Banking sector hit hard by
economic downturn

Focus on energy and operational risk sectors begins to pay dividends

Three contract wins in the last quarter reflect success of new market
strategy with a combined value of £2.2 million

Stringent cost controls produce £0.6 mitlion of savings for the year

Deferred income of £0.4 million at year end

Strong cash position of £3.7 million at year end

USA offers significant potential

New Houston office will drive further revenue growth in this territory

New CEOQ appointment allows strategic redeployment of senior management

Long ferm prospects remain encouraging
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Our business at a glance

Raft International offers component based solutions for banks
and energy companies. It specialises in credit risk management
across both sectors, operational risk management for investment
banks and wealth management for the private banking sector.

Invesfment
banking

Operational risk

Energy credit risk
management

Wealth
management

Features

Raft's solutions in this area are focused or managing
the credit risk that a counterparty, or trading pariner,
will not be able to pay what they owe on the

due date,

In particular, cur solution encompasses functions for
the dealer to pre-check trades with automatic linking
into credit workflow for approvals, denials and
excesses. Detailed credit exposure analysis shows
risk concentrations with full deat deill down including
netting effects. A fully ntegrated set of functions also
enables collateral to be managed by the collateral

Operational risk is defined as the risk of direct ar
indirect ftoss resulting from inadequate or failed
internal processes, people and systems or from
externat events. Raft's solution, marketed as Raft
Radar, prevides a range of modules to cover the
full range of operational risk requirements. All the
modules use a common database schema fo
provide a consistent and controlled view of the
client organisation,

Incidents and Indicator information can be collected
either manually, through browser pages, or uploaded
in batches. The process and controls module provides

While the requirements are similar to those in the
Banking sector there are significant differences
arising from the wide disparity in creditworthiness
of counterparties, the lack of market data and

the complexity of the inter-relationships and
correlations between energy products,

In moving into the energy sector with an
implementation for one of the leading global players
we found ready application for the most sophisticated
features of our credit risk management product. The
strength of Raft's component based development
method was demonstrated by the ease with which

Raft's Wealth Management solution consists

of a set of co-operating modules aimed at

the different sections of the institution’s
organisation. Account Managers or Relationship
Managers can make use of the portfolio tools
to get an up to date picture of their clients’
assets, including the effects of all the latest
trades and any outstanding orders. These
tools include specialised restriction tools that
analyse the makeup of the portfolio against
pre-defined rules and notify the client of
any violations.

team with full workflow functionality and deal mark
to market reconciliation.

In additien all regulatory and sclvency calculations
and reporting are supperted. The solution operates in
a global manner across three different time zones and
is in operation on a 24xy basis.

Product coverage includes a range of treasury
and capital markets instruments with a flexible
underlying model which is easily extendable to
other instruments.

a simple mechanism for identifying “hot-spols™ in the
risk map of the oreganisation, and creating new
controls to mitigate thase risks. The capital adequacy
reguirements expressed in the Basel Capital Accord
are covered, as is the allocation of capital to
individual products or profit centres.

Raft Radar's infrastructure module provides facilities
for users ta attach notes, files or actions to any item,
Action Items are automatically routed through to the
email system for notification. Outstanding actions are
automatically chased or escalated as they age.

it was possible to incorporate some key dilferences
in the structure of the energy market.

The Raft energy solution is designed to manage and
report future exposure for energy produtts covering
electricity, gas, oil, coal and weather. Physicals and
derivatives, and netting and collateral agreements,
are covered in the scope, Advanced techniques allow
interfaces with existing client systems to be built
rapidly. Any exposure can be drilled through the
various levels of aggregation down to the individual
transaction level,

New grders or trades entered into the system are
also compared against these resirictions. |f
acceptable they can be passed directly to the
institution’s settiement system, and are
immediately reflected in the portfolio asset
allocation figures.

This product enables the private banker to collate
and present accurate, timely and retiable
information about the client's portfolic.
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Benefits Share of turnover

Credit management continues 10 graw in importance
across the entire corporate universe, Our strategy is
to address specific business sectors with a product
developed from a common set of components;
banking credit risk is our initial credit product.

We are actively marketing the Banking Credit
Management product across the spectrum, but
specifically targeting the medium and smaller sized
banks, We are well positioned to take advantage
of an up-turn in the market's appetite to invest

in high quality credit solutions.

Given the diverse approaches to operational risk
management, Raft Radar is designed and marketed
a5 @ series of stand alone functional modules which
can interact with each other. £ach module delivers
business benefits and can be implemented
independently of the others.

Qur strategy is to market the product to all segments
of the banking market, adding modules and
functionality in response to actual client needs.

We view Lhe energy trading sector as one of our
most important. As well as leading edge compoenent
technology, we uniquely bring substantial expertise
in credit technigques from our banking background.
The US and Furopean markels are both

very altractive,

The recently announced relationship with KWl who
supply transaction procassing sofiware {o energy
trading companies is the latest addition to our
partnership programme,

The product is mature and nstalied successlully
in a number of [orations in Europe.

The market for this product is currently depressed.
Raft Wealth Marnagement is therefore not being
actively marketed or developed. We are
maintaining adequale expertise within the firm w
be able to activate the product guickly when
conditions change.
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Chairman’s statement

At the end of the last financial year we
reporied that successful completion of
new transactions was unlikely to have

an impact on our results unfil late in
2002. Unfortunately, the down tum in
information technology spending in the
financial services sector lasted for longer
thar we had expected or hoped for and
as a result the sectar has continued to
suffer from delayed IT spend decisions,
lengthened sales cycles and pricing
pressures. On top of these issues, bearish
market conditions and its impact on
investor confidence resulted in a weakened
performance from our traditional investment
hanking solution, The combination of these
factors during 2002 has consequently
produced a disappointing set of results.

Your Board is committed to retumning
the Group to profitability and as part

of this strategy, the Group intends to
grow licence fee income rather than

by increasing per diem-based fees. in
support of this strategy we are widening
gur channels to market through third
party sates and distribution agreements.

In addition to these measures, we have

a focused marketing strategy primarily
aimed at the investment banking, energy
and operational risk markets. The recent
contract wins demonstrate the significant
potential of these markets going forward.
The considerable potential in the energy
trading sector has been recognised by the
opening of an office in Houston to lead our
sales efforts in this sector. This marketing
focus has been combined with improved
business efficiencies and stringent cost
controls across the entire Groupn.

We have also made fundamental
management changes. The appointment
of Derek Hall as the Group's London-
based CEO in June 2002 provided the
opportunity to distribute key executive
directors across three continents to focus
on sales, routes to market and R&D.

Despite the losses of this financial year,
we remain optimistic about the future.
We are a well capitalised company, we
have a significant pipeline across all our
actively marketed products and we

will continue to address the difficult
conditions by widening our channels

to market, controlling expenses and
exploiting our existing infrastructure and
product range.

Finally, the Board would like to thank all
members of staff for their loyalty and
dedication throughout this very difficult
year. Ouy growing reputation for world-class
client service is testament to our staffs
abilities and commitment to excetlence.

DSt

David Priestley
Chairman
17 December 2002

We are a well capitalised company, we have
a significant pipeline across all our actively
marketed products and we will continue to
address the difficult conditions by widening
our channels to market, controlling expenses
and exploiting our existing infrastructure and

product range.
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Board of directors

01 - David Priestley

Executive Chairman

David ¢o-founded Raft International in
1995 after 16 years in the financial
services 1T industiry. David has
established and run companies providing
consulting services and trading software
development services to leading banks.
In his role as executive chairman, David
is specifically responsible for corporate
cxpansion and acquisition, as well as
heing responsible for the Group’s strategy
in the energy sector.

02 - Derek Hall

Chief Executive Officer

Derek has a wealth of experience in both
fnformation Technology and Financial
Services having spent 22 years with

I.P. Morgan before retiring at Managing
Director level, He was previously with
Andersen Consulting. He is an inter-
nationally experienced manager and a
change-leader in information technology,
bank operations and risk management.
His direct commercial banking experience
and unigue skill set will provide Raft with
an additional broad and robust approach
to strategic and managerial issues.

03 - Sandra Kelly ACA

Chief Financial Officer

Sandra joined Raft International having
previously worked as CFO setting up the
European division of a US on-line retail
organisation and as Financial Controller for
a prestigious car manufacturer, Sandra is a
qualified Chartered Accountant who started
her career at one of the worlds leading
Accountancy organisations. She has more
than 2o years finance experience and

is responsible for the Financial and
administrative affairs of the Group.

04 - Asim Shah

Chief Technical Officer

Asim co-founded Raft International with
David Priestley in 1995. Asim's career
started in software develapment, prior
to moving into development management
and eventually overall IT strategy. Asim
is now based in Raft international’s
Research and Development Centre in
india, from where he is responsible for
the Company’s technical architecture,
research and development of emerging
technologies and overall ownership of
the Raft Component Inventory,

05 - Frank Mebijerg

Executive Director

Frank has aver 2o years experience in
financial T from within the banking
environment itself. Prior to joining Raft
International in 1996, Frank was a senior
vice president In a leading Scandinavian
bank responsible for IT development.
Frank’s initial role with the Company

was the establishment of the Copenhagen
office, while he is now responsible also for
the Group's strategy in the investment
banrking sector.

06 - Lance Moir FCT ACIB

Non-executive Director

Lance has extensive financial manage-
ment and financial services experience
from poth a banking and a corporate
perspective and has previously served as
the financial director of a quoted public
company. Lance lectures at Cranfield
School of Management in the fields of
Accounting and Finance and is a Fellow
and member of council of the Assoclation
of Carporate Treasurars and an Associate
of the Chartered institute of Bankers.
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Operating review

Our organisation and management
structure is able to ensure that we
can take maximum advantage of the
opportunities which exist today -
we have the right types of expertise

in the right places.

in our 2001 annual report we forecast that
our business would he primarily driven by
the demands arising from the increased
reguiation of both the financial services and
energy sector and that we would he active
in four product areas across these sectors.
In generai, this farecast has turned out to
be the case although we bave reduced the
number of products being actively marketed
but widened our geographic presence. Qur
new Houston office is added to the existing
locations of London, Copenhagen, Mumbai
and Stockhalm.

The difficult market conditions highlighted
at the time of our 2001 annual report have
remained throughout this financial year.
We have taken measures to address these
conditions as well as the general changes
aceurring in our market place. One of the
more significant measures has been the
refocation of some of our staff, in addition
to the distribution of the executive
directors referred to earlier, highly
experienced individuals have been
assigned from Europe to Houston and
Mumbai to ensure that these locations

are able to maximise their contributions
as early as possible,

The average headcount during the year
declined from 73 to 69 with the expense-
cutting programmes removing seven from

the permanent payroll. However, we are
now hiring very selectively, particularly in
the US, to service the large pipeline we
have built.

Our research and development spend in
2002 was £o.4 million (2001: £o.6 million).
We made substantial additions to the
compenent inventory as well as important

enhancements to the technical infrastructure,

The research and development budget will
continue to be set relative to our revenue
and our policy of executing the wark in
Mumbai, India helps ensure the maximum
retirn on the investment,

Product review

The core product and business strategies
remain those set out in our zooo flotation
prospectus. We supply two types of
preduct: pre-assembled products based
on component technotogy and targeted

at specific sectors and secondly, the
component technology tools themselves.

This two-track approach enables us to offer

a wider choice to the market place and to
rapidly create new pre-packaged products
for specific market sectors. We have an
active partnership programme to
supplement our functionatity.

Credit risk

In common with all of Raft’s other
products, Raft Credit is available as a
series of modules that can be installed
in a phased manner bringing immediate
business benpefits at each stage. Specific
versions are available for the banking
and energy sectors. We have won a major
contract to extend our coverage of an
existing energy client. The new project
introduces retail functionatity to the
system and we are canfident the Retail
module will be a good source of future
revenues,

QOperational risk

Raft Radar was successfully implemented
at a major internaticnal bank in Londen
during the year. In response to client
needs the product was enhanced to
provide self assessment, processes &
controls management, capital modelling
and aflocation and cost per transaction
caiculations. Interest in operational risk
and other risk management topics has
been sharpened by the more demanding
regulations set out in the New Basel
Capital Accord.

We have added another customer for Raft
Radar which will add further functionality
and widen the product offering.
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Wealth management

Raft Wealth is aimed at pertfolio
managers and client managers in the
private banking/wealth management
sector. It is used by a number of clients
across Europe, but oppartunities for new
product sales are very limited in today’s
difficult market.

Component approach

The component archifecture underpinning
these products is a product in its own
right as shown by the recent contract
win with the Copenhagen Stock Exchange
to provide a system that maintains

and distributes standard stock exchange
information services. Raft's general
approach is to satisfy our clients’ specific
requirements by selecting and assembling
components that provide the prescribed
functionality from the constantly growing
inventory of components. We are among
the world's front rurners in this field.

Professional services

We continue to provide consultancy
services independent of product-related
work to specific clients.

Technology

We are proud to be a Microsoft Certified
Solution Provider. Our core component
technology is based on the Micrasoft DNA
architeciure and this is migrating to the
emerging Microsoft \NET environment, We
remain cohvinced that this building block
approach to software development brings
significant advantages in terms of
fexibility, responsiveness and speed to
market. We are actively reviewing the
commercial opportunities that would
emerge if we also offered a Java
alternative to our clients.

Outlook
Our organisation and management
stricture is able to ensure that we can fake
maximum advantage of the oppartunities
which exist today ~ we have the right types
of expertise in the right places. We are able
to scale up to handle a larger number of
concurrent implementation projects. We are
confident that we will be able to satisfy the
pected higher tevels of demand from our
chgsen market sectors.

Derek Hall
Chief Executive Officer
17 December 2002
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Financial review

In 2003, we expect a larger proportion of our
business to come from sales in the USA and
have opened an office in Houston to support
this anticipated growth in sales.

Key figures
2002 20012
£'o00 £'000
Turnover 6,666 9,468
Loss an ordinary activities hefore taxation 2,113 826

Cash paosifion 3,709 5:295




9  Raft Internationat plc annual report and accounts 2o02

Opening results

The Group's turnover declined by £2.8
million to £6.7 million (2001: £9.5
million) and the loss before taxation
increased by £1.3 miilion to £2.1 million
(2001: £0.8 miliion).

Turnover

The decline in turnover is primarily
atiributed 1o tower sales in the
investment sanking secior. Whilst this
decline in Group turnover is extremety
disappointing, we are pleased 1o note
that the rate of this decline has now
stowed, such that the turnover in the
second half of 2002 was only 3.5% lower
than the first half. Performance in the two
months since the year end would suggest
that this decline appears to have been
reversed. In addition we are continuing to
reduce the dependency of the Group on
our traditional investment hanking sector
by focusing on our two new markeis of
energy credit risk and operational risk
management.

Turnaver has failen both in the UK and
the rest of Europe but has risen in the
USA by fo.7 million, primarily due to
increased sales of our energy credit
product. in 2003, we expect a larger
proportion of our business to come
from sales in the USA and have opened
an office in Houston to support this
anticipated growth in sales.

Qutright licence fees account for 5% of our
turnover {zoo1: 11%) with the proportion of
income from maintenance and recurring
licence fees rising to 5% (2001 2%).

Share of gross profit

Pricing and margins have come under
continued pressure this year and with the
reduction in the proportion of our
turnover attributed to teence fees the
overall gross margin has fallen to 32%
(2001 40%).

Further key financial information

The cost savings review mentioned in
the 2001 Chairman’s statement resuited
in the forecasted overheads savings of
f£0.6 miltion. This decline in overheads
arose mainly through staff reductions and
lower marketing expenditure following
the investment in the development of
the brand in 2001

Deferred income in the Group balance
sheet of £0.4 million {2001: £nil)
represents amounts invoiced but not

yet recognised as revenue. This primarily
relates to amounts invoiced for products
services that have not been delivered,
completed or fully accepted at the balance
sheet date.

The Group balance sheet remains strong
and closing cash balances at the end of
the year were £3.7 million (2o001: £5.3
million). The reduction in cash arises
from the loss for the year.

In light of the importance of revenue
recognition within the software industry,
the Group 15 providing more information
on its accounting policy for revenue
recognition in Note 1 to the financial
statements.

D — 'L

Sandra Kelly
Chief Financial Officer
17 December 2002
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Report of the directors

for the year ended 31 October 2002

The directors present their report with the financial statements of the Group for the year ended 31 October 2002,

Principak activity
The principal activity of the Group in the year under review was that of the provision of computer software services to international banks, energy
trading compantes and other financial institutions.

Review of the business

Areview of the business during the year is given in the Chairman’s Statement, in the Operating Review and in the financial Review, Included in these
reviews are references to the Group's future prospects and these statements should be read as part of this report.

Results for the year

The results for the vear ended 31 October 2002 and the financial position at that date are set aut in the financial statements. The loss after taxation of
the Group amounted to £2,038,000 (2001: £893,000 l0ss).

Dividends

The directors do not recommend the payment of a dividend on the ordinary shares.

Research and development
During the vear, the Group expended £402,000 (2001 £632,000) on research and development activities,

Directors

The directors during the year and their interests in the 5p ordinary shares of the Company were as follows:

31 October 2001

or date of

31 October 2002 appointment

Number Number

C D Priestley 15,623,945 15,623,545
A Shah 19,599,147 19,569,147
F Mabjerg 6,201,268 6,201,268
L Moir 20,000 20,000
5 Kelly 27,000 27,000
D Hall - appointed 7 lanuary 2002 21,000 -

Details of direclors’ share options are included in the Remuneration Report. There were no changes between 31 October zo02 and 17 December 2002.

Share capital

As al 17 December 20032, the Company had been notified that the following persons or entities bad an interest of 3 percent or more in the issued share
capital of the Company:

P Curtis 5.55%
L Tobin 7.85%




11 Raft Interpational plc annual report and accounts 2002

Report of the directors continued

for the year ended 31 Gctober 2002

Statement of directors’ responsibilities
Company law requires the directors to prepare financial statements for each financial year that give a true and fair view of the state of affairs of the
Company and the Group and of the profit or loss of the Group for that period. In preparing those financial statements, the directors are required to:

* select suitable accounting policies and then apply them consistently

= make judgments and estimates that are reascnable and prudent

* prepare the financial statements on a going concern basis unless it is inappropriate to presume that the Group will continue in business

» state whether applicable Accounting Standards have been followed, subject to any material departures disclosed and explained in the
financial staterents

The directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any time the financial position of the
Company and the Group and to enable them to ensure that the financial statements comply with the Companies Act 1985. They are also responsibie
for safeguarding the assets of the Company and the Group and hence for taking reasonable steps for the prevention and detection of fraud and
other lregula-ities.

The maintenance and integrity of the Group’s website is the responsibility of the directors; the work of the auditors dees not involve a consideration of
these matters and accordingly, the auditors accept no responsibility for any changes that may have occurred to the information contained in the
financial statements as they are presented on the website,

Policy on payment to suppliers
The Group agrees terms and conditions for its business (ransactions with suppliers. Payment is then made on these terms, subiect to the terms and
conditions being met by the supplier. At 31 October 2002 Group trade creditors represented approximately z4 days (2c01: 31 days).

Employment policies
The Group seeks to offer equal opportunities to employees regardless of disability, sex, race or religion. The Group also recognises its obligation to

provide a safe working environment for its staff.

Independent auditors
The auditors, Baker Tifly formerly HLB Kidsons), will be proposed for re-appointment in accordance with Section 385 of the Companies Act 198s.

On behalf of the Board

S c-/\b“""
S Kelly
Director

17 December 2002
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Corporate governance

for the year ended 31 October 2002

The directors acknowlecge the importance of the Combined Code and have complied with its requiremants so far as is appropriate to a Group of the
size and nature of Raft international plc.

Going concern

The direciors have satisfied themselves that the Group has adeguate resources to continue n operational existente for the foreseeable futwre, and for
this reason the financial statements have been prepared on a going concern basis.

Directors
The Board currenlly consists of five executive directors and one non-executive director, Following the appeintment of D Hall as CEO the Board
now represents three significant shareholder directors and three minor shareholder directors. Given the mix of significant shareholders and other

directors, potential conflicts of interest can be managed by an appropriate combination of at least two directors, always chaired by the
non-executive director,

Meeting structure

Following the restructuring of the Group, a new meeting structure has been adopted which reflects the international basis of personnel and to better
manage the business.

Meeting Attendees Frequency Purpose

Baard Board Quarterly Strategic direction of the Group

Oversight Non-executive director, CEQ and CFO Monthly Review the financial affairs of the Group

Executive Board excluding the non-executive director Manthly QOperational management of the Group

Operating Executive directors and product managers Fortnightly Decisions on bidding, projects, pricing, clients and rescurcing.

Audit MNon-executive direclor, CEQ, CFO and auditors  Quarterly Review financial controls, reporting of results, effectiveness and
costs of the audit

Remuneration Non-executive director, CEO and CFO Biannually Framework of execulive remuneration and its cost

Risk management and internal control
The Board has overall responsibility for the Group’s system of risk management and internal controls.

The schedule of matters reserved for the Board ensures that the directors maintain full and effective control over all significant strategic, financial,
organisationai and compliance issues.

The directors’ have delegated to executive management the establishment and implementation of a system of internal contrels appropriate to the
various business environments in which it operates, The Group operates under a system of controls that have been developed and refined over time
1o meel its current and future needs and the risks and opportunities to which it is exposed. These controls include but are not limited to:

= strategic planning and the related annual planning and quarterly re-forecasting process including the ongoing review by the Board of the
Group’s stretegies

» the definition of the organisalional structure and the appropriate delegation of authorities to operational management

« the establishment of individual business unit performance targets and the monthly business review of actual performance

+ the [nternal financial reporting and review of financiat results and other key performance criteria

+ accounting and financial reporting policies to ensure consistency, integrity and accuracy of the Group’s financial records

= specific treasury policies and objectives

» procedures for the authorisation of capital expenditure

Independent auditors' responsibilities
Any work undertaken by the Group's auditors outside of the audit engagement is approved by the independent member of the audit committee in
advance of the work being undertaken after enguiries to satisfy themselves that no potential conflict of interest arises from this work.
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Remuneration report

for the year ended 31 October 2002

The Remuneration Committee comprises of L Moir with at least one executive director in attendance at meetings. Directors are not involved in deciding
their own remungration.

The terms of reference of the committee are that it makes recommendations to the Board on the framework of executive remuneration and its cost.

The overall policy of the committee is to provide pay and benefits packages to executive directors that are appropriate to retain and motivate them to
meet the objectives set by the Board, Both short-term rewards (base salary, annual sales commission, bonuses and fringe benefits) and longer-term
benefits (share options) reflect the responsibilities and performance of individual executives. Those directors with direct sales responsibilities have a
base salary supplemented by sales commission. Other executive directors have a base salary supplemented by a profit related bonus,

in recognition of the financial under perfarmance of the Group the directors agreed to a decrease in salary for the period from 1 April 2002 until 31
Qctober 20072, Details of the reduction are recorded below.

Emoluments paid 1o each director are as follows:

Sales Salary 2002 2001

Salary Commission reduction Benefits Pension Total Total

£ £ f f £ £ f

C D Priestiey 160,000 10,463 (18,667) - 16,000 167,796 176,000
A Shah 120,000 - (14,000) - - 106,000 120,000
F Mgbjerg 77.040 - (17,500} 14,935 13,427 87.902 98,256
D Hali ! 37,045 - - - - 37,045 -
L Moir 28,750 - (1,458) - - 27,292 15,000
S Kelly 110,000 (5,833) - - 104,167 51.756
M T Dowding? - — - - - - 131,667
532,835 10,463 (57,458) 14,935 25,427 530,202 552,679

Note 1 - 2ppointed 7
Mate 2 - 1es

UBMY 29002,
2001 Inclides £50,000 payment made at the time of his resignation as a director.

i addition, during the year payments were made te business entities in which certain directors had a material interest:

2002 2001
- £ £

FM Investment & Consulting APS (F Mghjerg) 62,208 66,433
Creativg_ Business Solutions Limited (M T Dowding) - 18,459
62,208 84,892

The service contracts of the directors are terminable on 12 months notice (S Kelly, D Hall and L Moir: six months) by the Company.

Details of directors” outstanding share oplions are shown below:

EMI scheme Unapproved scheme Exercise dates
Ovdinary Exercise Ordinary Exercise
~ shares price shares price From To
F Mabjerg - - 575,242 5.2p April 2002 April 2008
S Kelly 150,000 38p - - May 2004 May 2011
S Relly 365,625 5.25p - June 2005 june 2012
D Hall 1,000,000 5.25p - June 2005 june 2012

The market price of the Company's Ordinary shares ranged from a high of 11p 1o a low of 2p during the year from 1 November 2001 1o 31 Oclober 2002,
Since 31 Orioher 2002 to the date of this report, no options have been exercised by the directors.
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Independent auditors’ report to the members
of Raft International plc

for the year ended 31 October 2002

We have audited the financial statements on pages 15 to 26.

Respective responsibilities of directors and auditors

The directers’ responsibilities for preparing the Annual Report and the financial statements in accordance with applicable law and United Kingdom
Accounting Standards are sel out in the statement of directors’ responsibilities.

Qur responsibility is to audit the financial statements in accordance with relevant legal and regulatory requirements and United Kingdom
Auditing Standards.

We reporl 1o vou our opinion as to whether the financial statements give a true and fair view and are properly prepared in accordance with the
Companies Act 1085, We also report to you if, In our opinion, the report of the directors is not consistent with the financial statements, if the Company
fvas not kept proper accounting records, if we have not received all the information and explanations we require for our audit, or if information
specified by law regarding directors’ remuneratien and transactions with the Company is not disclosed.

We read other information contained in the Annual Report, and consider whether it is consistent with the audited financial statements. This ather
mformation comprises only the corporate summary, business at a glance, chairman's statement, operating review, financial review, report of the
directors, corporate governance report and remuneration report. We consider the implications for our report if we become aware of any apparent
misstatements or material inconsistencies with the financial statements. Qur responsibilities do not extend to any other information.

Basis of opinion

We conducted cur audit in accordance with Auditing Standards issued by the Auditing Practices Board, An audit includes examination, on a test basis,
of evidence relevant to the amounts and disclosures in the financial statements, It also includes an assessment of the significant estimates and
judgements made by the directors in the preparation of the financial statements, and of whether the accounting policies are appropriate to the
Company's circumstances, consistently applied and adequately disclosed.

We plannied and performed our audit so as to ebtain all the information and explanations which we considered necessary in crder to provide us with
sufticient evidence to give reasonable assurance that the financial statements are free from material misstatement, whether caused by fraud or other
irregularity or error In forming our opinion we also evaluated the overall adequacy of the presentation of informatien in the financial statements.

Opinion
in our opinion the financial statements give a true and fair view of the state of the Company’s and the Group's affairs at 31 October 2002 and of the
loss of the Group for the year then ended and have been properly prepared in accordance with the Companies Act 1685,

Baker T‘\\’)

Baker Tilly
Registered Auditors
Chartered Accountants

Spectrurm House
20-26 Cursitor Street
London

EC4A 1HY

17 December zo002
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Consolidated profit and loss account

for the year ended 31 October 2002

2002 2001
e Note £’000 £uoo
Tumover 2 6,666 0,468
Cost of sales {4579 . {5,690)
Gross profit 2,087 3,778
.!:\dministrativs? expenses (4,355} (4.902)
Operating loss 4 (2,268) {1,122)
lntecest receivable and similar income 155 300
lp__terest pa_yab[e a..'.].d simila[ charges ) 5 - (2)
Loss on ordgnary actiyities before taxation (2,113) (826) _
_Tax on loss on ordinary activities o 6 75 67)
Loss after taxation retained for the financial year (2,038) {(8g3)
Loss per share (pence) 7 (3.10) (1.36}
Fully diluted toss per share {pence} 7 (3.10) {1.32}
Statement of total recognised

ains and losses s
g dl
for the year ended 31 Oclober 2002
2002 2001
£’o000 £’o00 )
Loss for the year (2,038) (893)
Exchange adjusiments on foreign currency investments 8 4

Total losses recognised for the year {2,030} {889)
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Balance sheets

as at 31 Dcloder 2002

Group Company
2002 2001 2002 2001
Note £'o000 £'o00 £'a00 £'ooo
Tangible fixed assets 8 322 619 - -
Investments - 9 - - 2,788 2,788
322 615 2,788 2,788
Current assets
Debtors 10 1,562 1,500 2,453 3,201
g__a__sh at b_fa_n__k_'and in hard i 3,709 5,295 2,056 2,947
5,271 6,885 4,509 6,148
Creditors: amounts falling due within one year 11 {1,355} {1,222) {99} {124}
Net current assets 3,916 5,663 4,410 B 6,024
Total assets less current liabilities 4,238 6,282 7,198 8,812
Creditors: amounts falling due after more
than one year 12 - (12) - -
Provisions for liabilities and charges 14 - (2) -
4,238 6,268 7,198 8,812
Capitat and reserves
Called up share capital 15 3,286 3,286 3,286 3,286
Share premium account 16 5,765 5,765 5,765 5,765
Profit and (oss account 18 {4,813) {2.783) {1,853) ) (239
Equity shareholders’ funds 1G 4,238 6,268 7,198 8,812

The accounts were approved by the Board on 17 December 2002.

Director - § Kelly
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Consolidated cash flow statement

for the vear ended 31 QOctober 2002

2002 2001
) Mote f'oo0 £o00
Net cash outflow from operating activities a (1.642) (1,132}
Returns on investments and servicing of finance
interest recelved 155 300
interest paid - (2)
) ) 155 298
Taxation 67 {89)
Capital expenditure
Sale of tangible fixed assets - 15
Purchase of tangible fixed assets (31) (522}
Net cash outflow befare financing {1,585) {1,330}
Financing
Capital element of hire purchase conlract payments (16) 16}
Repayment of loans 7) (z0)
Issue of equity shares - 5

Decrease in cash in the year (1,608) (1,361)
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Notes to consolidated cash flow statement

for the year ended 31 Qctober 2002

a) Reconcitiation of operating result to net cash flow from operations

2002 2001
o £'000 f'oo0
Operating [0s5 {2,268) (3,124}
Depreciation 287 108
Loss on disposal of asset - 11
Decrease in provisions (2)
Decrease/{Increase) in debtors 124 (260)
increase in creditors 217 133
(1,642) {1,132)
b) Reconciliation of net cash flow to movement in net funds
2002 2001
f'ooo f'ooo £'o00 f'ooo
Decrease in cash in the year {1,608) {1,361)
Exchange adjustments on foreign currency investments 22 37
Cash outflow from hire purchase 16 16
Cash cutflow from foans 7 B 20
Change in net funds arising from cash flow (1,563) (1,288)
Movement in funds in the year {1,563} {1,288)
Net funds at sart of year 5,260 6548
Het funds at end of vear 3,697 5,260
¢} Analysis of net funds
1 Novembey Exchange 31 October
2001 differences Cash flow 2002
L L'ooo ooo £ro00 £'aco
Cash at bank 5,295 2z (1,608) 3,709
Loans due within one year (7) - 7 -
Hire purchase contracts (28) - 16 Ga)
5,260 22 (1,585) 3,697
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Notes to the financial statements

for the year ended 31 October 2002

1 Accounting policies
Accounting convention

The financial slatements have been prepared under the historical cost convention and in accordance with applicable accounting standards
and the accounting policies set out below.

Basis of consolidation

The consolidated accounts include the accounts of the Company and its subsidiary undertakings and have been prepared using merger accounting principles.
The Company has nol prepared its own profit and loss account as permitted by Section 230 (3] of the Companies Act 198s.

Revenue recognition

Turnover represents amounts involced te customers, excluding vatue added tax, adjusted for opening and closing accrued income.

The Group has three types of revenue streams:

{a} Licence fees are recognised over the pericd from delivery of the system to the point at which there are no significant vendor obligations remaining
and the collection of the resulting receivable is considered probable, This recognition is based on the actual costs incurred and estimated likely future
costs to the point at which there are no significant vendor obligations remaining.

(b) Maintenance fees and recurring ticence fees are recognised rateably over the period of the contract.

{c) Professional services fees, such as implementation, are recognised as the services are performed.

Tangible fixed assets

Depreciation is provided on a straight-line basis over the following periods in order to write off each asset over its estimated useful life or, if held
under a finance lease, over the lease term, whichever is the shorter.

Leasehotd property over the period of the lease

improvements to property - over the period of the lease
Fixtures, fittings and computer equipment - four years

Computer sofoware - tWo years

Deferred taxation

Provision is made at current rates for taxation deferred in respect of all material timing differences. Deferred tax assets are only recognised where
recovery is more likely than not,

Research and development

Research and development is charged to the profit and foss account in the year in which it is incurred.

Fareign currencies

Differences on exchange arising from the retranslation at closing rates of the opening net investiment in averseas subsidiary companies, and from the
transtation of the results of those companies, are taken to reserves and are reparted in the statement of total recognised gains and losses. All other
exchange differences are taken inte account in arising at the operating result.

Hire purchase and leasing commitments

Assets obtained under hire purchase contracts or finance leases are capitalised in the balance sheet. Those held under hire purchase contracts are
depraciated over their estimated useful lives. Those held under finance leases are depreciated over their estimated useful lives or the lease term,
whichever is the shorter.

The interest element of these obligations is charged to the profit and loss account over the relevant period. The capital element of the future payments
is treated as o liability.

Renlals paid under operating leases are charged to the profit and loss account as incurred.
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Notes to the financial statements continued

for the year ended 31 October 2002

2 Turnover and geographical segmental analysis
Turnover is analysed by sales into the following geographical markets:

Turnover (Loss)/profit before tax Net assets/{liahilities)
2002 2001 2002 2001 2002 2001
B £ro00 adelols] f'aon £'000 £'o00 floco
United Kingdom 3,073 4,903 {2,046) (895} 4,560 6,000
turope 2,821 4,478 (242) 215 (166} 308
Rest of World 772 87 175 (148) (156) (49)
6,666 9,468 (2,113) (B26) 4,238 6,268
3 Staff costs
2002 2001
£'000 f'ooo
Wages and salaries 2,883 3,411
Social security osts 238 201
Pensign costs ] 3 29 24
3,150 3,696

The average number of employees (including executive directors) during the year was as follows:

Computer programmers 41 42
Administraticn 28 31
69 73

4 Operating loss

2002 2001
f'o00 £'o00

The operating loss is stated after charging:
Operating leases - rent of land and buildings 237 1073
Depreciation - owned assets 271 92
Deprecialion - assels on hire purchase contract 16 16
Auditors’ remuneration - audit 3z 33
- other 21 12
Research and development 402 632
Directors’ emoluments (exciuding pension contributions} 5ol 568

Other fees paid to auditors principally related fo local and international tax advice.

Detailed information cancerning directors” emoluments, share options and consideration payable to third parties for making available the services
of the directors is disclosed in the remuneration report.
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Notes to the financial statements continued

for the year ended 31 October 2002

5 Interest payable and similar charges

2002 2001
i £'ooo t'ooo
Bank interest - 2
6 Taxation .
The tax on the 1055 on ordinary activities for the year was as follows:
2002 2001
£'o00 £'o00
UK corperation tax {10} -
Overseas taxation 1 6g
[Over provision)/under provision in prior years (64} 15
Tax (credited)/charged for the year (73) 84
ngerrecl ;axau’on i (2) (€3]
{75) 67
Tax reconciliation
Loss before taxation (2,113) (820)
Tax at 20% (4523) {165)
{Qverprovisionl/underprovision in prior years (64) 15
Disallowed expenses 12 25
Timing differences 63 22
Additional tax repayment from research and development tax credit (2) -
Addition to tax losses 341 146
Profits arising overseas that are subject to rates of
tax other than the UK small companies” rate - 41
Tax {(credited)/charged for the year (73) 84
Tax tosses available in future years 2,180 486
7 Loss per share
Loss per share is calculated on a net basis using the loss on ordinary activities after taxation and the weighted average number of shares
detaited below:
2002 2001
£'oo0 £'o00
Basic and diluted loss attributable to ordinary shareholders (2,038) {893)
Number Mumber
Weighted average number of Ordinary shares 65,720,874 65,624,980
Ditulec} share opgons - 2,250,686
Adjusted weighted average number of QOrdinary shares 65,720,874 67,884,666
Loss per share (pence) (3.10) (1.36)
Dilted loss per share {pence) {3.10) (132}
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Notes to the financial statements continued

for the year ended 31 October 2002

8 Tangible fixed assets

Computer
Leasehold Fixtures equipment
property and fittings and software Total
£'o00 f'oo0 £’000 f’ooo
Group
Cost
1 November 2001 75 103 663 841
Differences on exchange - {2} (3) 1)
Transfers - 96 (96) -
Additions 2 29 31
Revaluations (34) - - (34)
Disposals - _ _ (26) - 2) (28}
As at 31 October 2002 15 197 591 803
Depreciation
1 November 2003 21 52 149 222
Transfers - 22 (22) -
Depreciation for the year 11 32 244 287
Disposals - N 26) - ] @ R
As at 31 Ociober 2002 b 106 369 481
Net book value
As at 31 Octaber 2002 9 91 222 322
As al 31 Octoher zoo1 54 51 Ci4 619
Fixed assets, included in the above, which are held under hire purchase contracts are as follows:
Fixtures
and fittings
R—— S S E’OOD
Group
Cost
As at 31 October 2002 and 31 October 2001 63
Depreciation
1 November 2001 33
Depreciation for the year 16
As at 31 October 2002 49

Net hook value

As at 31 Uctober 2op2 14

As at 31 October 2001 30
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Notes to the financial statements continued

for the year ended 31 October 2002

9 Fixed asset investments

f’o00
Company
Cost as at 31 October 200z and 31 October zoo01 2,788
The Company's investmant in subsidiary undertakings comprises 100% of the issued share capital of the following companies:
Country of incorporation Principal activity
Raft Intemational A/S Denmark Computer software services
Raft International (UK) Lid* England and Wales Computer software services
Raft Software Private Ltd®* India Computer software services
Raft (Overseas) Lid* England and Wales Intermediate holding company
Raft International inc USA Computer software services
R.a.tt. International AB Sweden Computer software services
* Directly owned by Raft International plc.
* Owned by Raft International (UK) Limited.
All other subsidiary undertakings are owned by Raft {Overseas) Limited.
10 Debtors
Group Company
2002 2001 2002 2001
N £’oo0 foo0 £'000 frooo B
Amounts falling due within one year:
Trade debtors 1,209 1,284 - -
Amounts due from Group undertakings - - 2,410 3,200
Corporation tax 8g 186 - -
Other debtors 149 120 1 1
Prepayments and acerded income 118 - 42 -
1,562 1590 2,453 3,201
11 Creditors
Group Company
2002 2001 2002 2001
£'o00 fooo £'000 £o00
Amounts falling due within one year:
Trade creditors 835 771 39
Other loans - 7 - -
Corporation 1ax 1 53 -
Socdial security and other taxes 86 231 26 108
Hire purchase contracts 12 16 - -
Other creditors 44 144 34 16
Deferred income 377 - -
1,355 1,222 99 124
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Notes to the financial statements continued

for the year ended 31 October 2002

12 Creditors: Amounts falling due after more than one year

Group Company
2002 2001 2002 2001
7 £’ooo £'o00 f'o00 f'ooo
Amounts falling due after one year:
Hire purchase contracts - 12 - -
13 Obligations under hire purchase contracts and leases
Hire purchase contracts
Group Company
2002 2001 2002 2001
f'ao0 £'o00 f'o00 £'o00
Gross obligations repayable:
Within one year 12 16 - -
Between one and five years - 12 - -
12 28 -
Operating leases
Land and buildings Other
2002 2001 2002 2001
£'000 £'o00 £'000 £'ooo
Leases expiring:
Within one year 215 15 14 -
Between one and five years 69 103 20
More than five years - _ _
284 122 34
14 Provisions for liabilities and charges
Deferred tax
2002 2001
f'o00 f'ooo
Balance as al 1 November 2001 2 10
Decrease in provision (2) (17)
Balance as al 31 October 2002 - 2

15 Shave capital

Ordinary shares of 5p each

2002 and 2001
Number f'ooo

Authorised

200,000,000 10,000

Allstted, called up and fully pald

65,720,874 3,286
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Notes to the financial statements continued

for the year ended 31 October 2002

16 Share premium
Group and Company

£'ooo
As at 31 October 2002 and 31 October zo01 5,765
17 Share options
At 31 Qerober zooz the following options to subscribe for Ordinary shares were outstanding:
Ordinary shares at gp each
Unapproved
Exercise share option EMI 2002 2001
Exercise periad . ] price scheme scheme Total Total
Aprit 2001 -~ April 2008 5.2 p 2,588,500 - 2,588,590 2,588,560
june 2002 - June 2069 26,6 p 108,563 - 108,563 379,266
March 2003 — March zo1o 26.6 p 43,707 - 43,707 215,715
Cctober 2003 - October 2010 64.0p - 295,066 295,066 1,331,350
May 2004 - May 2011 1B.op 76,604 373,396 450,000 1,050,000
February 2005 - February 2012 10.0 p - 150,000 150,000
June 200k - june 2012 5.0 p 167,000 - 167,000
June zogs - june 2012 5.25p 405,954 2,782,352 3,188,306 -
3,390,418 3,600,814 6,991,232 5,564.921
During the year 2,078,995 share options were cancelled.
18 Profit and loss account
Group Company
2002 2001 2002 2001
] B £'ooo £'o00 f’o00 £o00
As at 1 November (2,783) (1,894} {239) 317
Loss for the year (2,038) (893) (1.614) (556)
Exchange adjustments on foreign currency investments 8 4 - o
Balance s at 31 October (4,813) (2,783) (1,853) {239)
1g Reconciliation ef movements in equity shareholders’ funds
2002, 2001
f’o00 £’c00
Loss for the year (2,038} (893)

Exchange adjustments on forelgn currency investments B 4
Issue of shares including premium

- 5
Opening shareholders' funds 6,268 7.152
Balance as al 31 October 4,238 6,268
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Notes to the financial statements continued

for the year ended 31 October 2002

20 Financial instruments and risk profile

The main objective of the Group’s treasury policy is to protect post-tax cash flows of the core business from the adverse effects of financial risks.

The main risks arising from the Group’s operations are interest rate and foreign exchange risk. The Board reviews and agrees policies for managing
eath of these risks.

The Group is risk adverse and is therefore only concerned with avoiding actual losses or cost increases and not with the opportunity costs of
potential gains.

The Group’s financial assets and liabilities comprise of cash and liquid resources, and various iterns, such as trade debtors and trade creditors that
arise directly from ifs operations.

No Fnancial instruments were held for the purpose of dealing or other financial instrument trading activities.

Interest rate risk

Tie Group has tinanced its operations through funds raised at the time of the Initial Public Offering. The Group’s exposure arises from falling
interest rates, fhe Group uses @ combination of fixed and foating deposits for its tash balances. The Group fas notl hedged the exposure to interest
rate fluctuations through the use of derivative instruments. Funds on deposit at the balance sheet date bear interest at rates based on LIBOR.

Foreign exchange risk

Financial instruments for foreign exchange are limfted to forward currency agreements. Ne forward contracts or hedging transactions were entered into
during the vear. Exchange losses were immaterial.

Translation exposure arising from the translation of the profits, losses, assets or Habilities of non-sterling businesses is not hedged.
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Group information

Raft International Officas

United Kingdom
Piercy House

7 Copthall Avenue
Landon EC2R 7R

Denmark
Ryttermarken 2A
DK-3520 Farum
Denmark

Sweden
Stureptan 4¢

4th floor

114 35 Stockholm

India

Unigue Centre

15 Waterfield Road
Bandra (West)
tumbai 40-050

United States
3005 Huldy
Houston
Texas 77098

External Advisors

Nominated Adviser and Broker
Seymour Pierce Limited

2g/30 Cornhill

Londan EC3V 3NF

Solicitors

Theodore Goddard
150 Aldersgate Street
London EC4V 4iL

Independent Auditors

Baker Tilly (farmerly HLB Kidsans)
Spectrum House

20-26 Cursitor Street

London EC4A 1HY

Principal Bankers
Barclays Bank plc
50 Pall Mall

London SWaY 5AX

Registrars

(apita IRG ple
Bourne House

34 Beckenham Road
Beckenham

Kent BR3 47U

Financial Public Relations
Biddicks

Mercury House

Triton Court

14-18 Finsbury Square
London EC2A 1BR

Key Dates
Annual General Meeting 19 February zoo3 at 10.00am
Interim results 23 June 2003

Preliminary results 17 December 2003
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