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Espresso Group Limited
Financial statements for the year ended 31 July 2011

Report of the directors

The directors present their report and the financial statements of the group for the year ended

31 July 2011

Principal activities and business review

The prncipal activity of the company during the year was to serve as the parent of Espresso Education
Limited, Educauon Media Debvery Limited and Espresso Educaton Ine, a group that engages in the

production and distnbution of digital education programming

2011 was the year in which Espresso significantly stepped up uts mnvestment in the development of s US
business The directors are delighted both with the progress made 1n product development and the 1nitial
market response to the Espresso Elementary service, as well as the conunued improvement in profitability
of the UK busmess dunng difficult trading conditions The results for the year and financial position of
the company are shown 1n the attached financial statements and are discussed further 1n the business

review below

Year Ended Year Ended
July 31, 2011 July 31, 2010 Change Change
£Millions LMillions %o £Millions

Lumover 134 133 1% 01
Group Operating
{L.oss)/Profit 06) 01 N/A 06}
Core UK Operanng
Profit/(l.oss) 11 06 68% 04
US Operating
{L.oss) {16) 086) {175%) (10}

Business review

At this stage of the group'’s development, the majonity of revenue continues to come from the UK schools
market, but this year has seen a sigmaficant shuft 1n developing an international business model which has
benefited from 1nvestment i enhanced delivery platforms and technologies

In the UK, the reduction in several funding streams and Local Authority budgets n 2010 continued to
create a pertod of significant uncertanty 1n the first half of the academic year as schools tried to
understand the implicattons on their funding Furthermore, ceneral purchases effecuvely disappeared and
some schools found themselves trymng to fund resources that previously had been purchased on thewr
behalf However, in the second half of the year, school spending stabilised and reverted to hustorical
levels as schools had better visibility of and confidence 1n budgets

Despite these challenges, UK retentzon levels were mamntained at their hustoncally hugh levels and
recutring revenues grew targinally duning a period when school spending on educational resources
generally saw a sigruficant dechne At the same tme, profitability in the UK business grew significantly as
one-time costs assoctated with replacing obsolete infrastructure in schools came to an end and the
business benefited from operational efficiencies achteved across all functional areas as a consequence of 2
stable customer base
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Away from the UK, the directors are pleased to report the growth mn the Swedish service with revenues
and school counts having doubled year on year We believe that this demonstrates the adaptability of the
core Espresso service to mternanional markets and 15 indicauve of a global demand for digital resources in
schools

Last yeaz, the directors took the deciston to accelerate international expansion plans 1n order to grow
revenue and capitalise on new opportunities, particularly m the USA  Espresso Education Inc was
established and this year saw a sizeable increase in investment to £1 6m (2010 £0 6m) which represented
a tnilestone 1n the development of a localised, standards aligned, centrally delivered USA service, as well as
the development of a hugh quality sales and marketing infrastructure Despite the US education market
having 1ts own funding challenges, Espresso has now secured 600 new schools 1n the US and the directors
anticipate strong growth in 2012 as we grow market awareness of our product and brand at the bottom of
the current spending cycle in the US

As stated mn last year's directors’ repott, this iitiative was anucipated to have the effect of depressing
group profits in the 1tial investment phase before the new subscriber base had been established 1n
subsequent years The undetlying profitability and cash generative nature of the UK business has meant
that this has been funded internally It 1s currently anticipated that the level of mvestment in the U3
service in 2012 will broadly level out

The group closed the financial year with current assets of £7 4m against the same balance 1n 2010 Despite
significant investment ta the USA business, cash balances were broadly flat at £4 2m compared to £4 1m
at July 2010, which 1s reflective of the cash generative nature of the UK business As such, 1t 1s anticipated
that the company will repay its last outstanding loan note and as a consequence will be entrely debt free
during the current financial year

The directors momtor the growth of the business by reference to certain key financial and non-financial
performance indrcators  Finanaal indicators include revenues and earmings before interest, tax,
depreciation and amortsation, FRS 20 charges and non-recurning expenses

Year Ended Year Ended
July 31,2011 July 31,2010 Change Change
LMidbons LMillions % LMatltons

[urnover 134 133 1% 01
[Farings before interest, tax,
amortisation, FRS20 charges 26 18 44% 08
and non recurnng items
(excluding US investment)

Non-financial indicators 1nclude the number of schools under contract and subscoption renewal rates
The subscription retention rate averaged 93% 1n the curzent year and was broadiy consistent with prior
year measurements These key performance indicators are constantly monitored by management and
reported to the Board of Directors on a monthly basis

Although the market 1n the UK 15 1n a pertod of transiton, the directors remain confident m the
underlying strength of its services and are very encouraged by the speed of progress internationally It s
anucipated that the investment 1n international projects will continue to be dilutive to profits i 2012 but

will provide a platform for future long-term profitable growth in the years beyond

Results and dividends

The loss for the year, after taxation, amounted to £1,295,985 The directors have not recommended a

dividend
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Financial risk management objectives and policles

Business risks
The company's strategy and operating performance are subject to certamn nisks and uncertainties which the
directors have set forth below

As discussed above, the UK and to a large extent the markets outside of the UK, where Espresso operates
for the supply of educational services and matenals have undergone a great deal of uncertainty as to the
level of funding available to schools In order to minigate these risks, the company continues to enhance
1ts products and services through the use of new technologies and delivery mechamusms and invests
significant resources in truning and support services so as to maximize the value proposition 1t delivers to
schools Further, mternational expansion opportunites allow the busimess to leverage existng IPR 1n the
creation of new revenue streams that are not dependent on the UK funding or policy changes

The company's business 1s depeadent on the mamtenance of key third party relanonships In particular,
the cessation of certain suppler and distnbution arrangements could have an adverse impact on the
busmess The directors are not aware that any supplier or distnbunon arrangements will, or are likely to,
cease and the company takes all reasonable precautions to ensure the stability of these agreements and the
overall reputation of the company but cannot ensure that these relationships continue without the
continued goodwill of third parties

As part of 1ts long-established arrangements for delivering digatal darta to schools via electromic
transmmussion, the company has positioned computer servers inside server farms owned and operated by
third parties The company depends on the third partes continuing to provide effecuve services in order
to deliver its services to schools 1n a tunely and effictent manner

Fmancial risks

The company uses various financial instruments including cash, loans, equity investments and varnous
other items such as trade debtors and trade creditors that arise from operations for the purpose of
financing the company's operations The existence of these financial instruments exposes the company to
certain financal nisks, including credit r1sk and liquidity nisk

The company's prancipal credit nsk anses from trade debtors In order to manage and mitigate credit nsk,
the directors have set credit hmats for customers and momntor these hmits in conjuncton with payment
history Histoncally credit nsk has been low, given the nature of the customer base

As the company moves mto international markets 1t will be subject to foreign currency nsk, notably to
movement 1n the US dollar rate  The directors will manage this nsk through a vanety of foreign currency
mstruments with a suitably registered third party suppler
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Directors

The directors who served the company dunng the year were as follows

Mt L. Bronze

Mr T Evans

Mr ] Hardie

Mr R McGrath
Mr A] Stonger

Mr S Veale

Mr T Hempenstall
Mr D Cockburn
Ms | Benson

Ms | Benson was appomnted as a director on 15 December 2010

Mr D Jones-Owen was appointed as Company secretary on 15 December 2010

The Board of Directors undertake regular reviews of the group's iquidity to ensure it has sufficient
headroom to meet 1ts working capital demands Thus review includes cash flow forecasts and trading
results of a minimum of 12 months Given the strength of the group's balance sheet and cash position,
the Board continue to consider it approprate to prepare the financal statements on a going concern basis

Directors’ responsibliities

The directors are responsible for prepaning the Directors' Report and the financial statements 1n
accordance with applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law
the directors have elected to prepare the financial statements in accordance with United Kingdom
Accounting Standards (United Kingdom Generally Accepted Accounting Practice) Under company law
the directors must not approve the financial statements unless they are satisfied that they give a true and
fair view of the state of affairs of the company and the group and of the profit or loss of the group for
that year In prepanng those financial statements, the directors are requured to

select sutable accounting policies and then apply them consistently,
make judgements and estimates that are reasonable and prudent,

state whether applicable UK Accounnng Standards have been followed, subject to any maternal
departures disclosed and explained 1n the financial statements,

prepare the financial statements on the going concern basis unless 1t 1s tnappropnate to presume that
the group will continue in business

The directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the group's and company's transactions and disclose with reasonable accuracy at any tume the
financial position of the group and enable them to ensure that the financial statements comply with the
Compantes Act 2006 They are also responsible for safeguarding the assets of the group and hence for
taking reasonable steps for the prevention and detection of fraud and other irregulanities
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In so far as the directors are awate
- there 1s no relevant audit information of which the group's auditor 1s unaware, and

- the directors have taken all steps that they ought to have taken to make themselves aware of any
relevant audit information and to establish that the auditor 1s aware of that informanon

Donatlons

The group made no charitable donations, nor did 1t incur political expendirure

Auditor

Grant Thornton UK LLP are deemed to be re-appotnted under sectton 487(2) of the Companies Act

2006

BY ORDER OF THE BOARD

o

Mr D Jones-Owen
Secreta
i r & \ 10 \zon




° GrantThornton

Independent auditor's report to the members of Espresso

Group Limited

We have audited the group and parent company financial statements ("the financal statements") of
Espresso Group Limited for the year ended 31 July 2011 The finanaal reporting framework that has been
applied in their preparation 1s applicable law and United Kingdom Accounting Standards (United
Kingdom Generally Accepted Accounung Practice)

Thas report 1s made solely to the company’s members, as a body, mn accordance with Sections 495 and 496
of the Companites Act 2006 Our audit work has been undertaken so that we mught state to the company's
members those matters we are requared to state to them in an auditor's report and for no other purpose
To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the
company and the company's tmembers as a body, for our audit work, for this report, or for the opinions
we have formed

Respective responsibiiities of directors and auditors

As explamed more fully in the Directors' Responsibilites Statement set out on page 6, the directors are
responstble for the preparaton of the financial statements and for being satisfied that they give a true and
fair view Qur responsibiliry 1s to audit and express an opinion on the financial statements in accordance
with applicable law and International Standards on Auditing (UK and Ireland} Those standards require us
to comply with the Audiing Practices Board's (APB's) Ethucal Standards for Auditors

Scope of the audit of the financlial statements

A descrpuion of the scope of an audut of financial statements 1s provided on the APB's website at
www frc org uk/apb/scope/pnvate cfm

Opinion on financial statements
In our opinton the financial statements

- gve a true and fair view of the state of the group's and parent company's affaurs as at 31 july 2011
and of the group's loss for the year then ended,

- have been properly prepared in accordance with United Kingdom Generally Accepted Accounung
Practice, and

- have been prepared 1n accordance with the requrements of the Companies Act 2006

Opinion on aother matter prescribed by the Companles Act 2006

In our opinion the mnformauon gven m the report of the durectors for the financial year for which the
financial statements are prepared s consistent with the financial statements




Independent auditor's repott to the members of Espresso
Group Limited (continued)

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Cotnpanies Act 2006 requires us
to report to you if, 1n our opinton

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

the parent company financial statements are not 1 agreement with the accounting records and
returns, or

certamn disclosures of directors’ remuneranion specified by law are not made, or

we have not recetved all the informatton and explanations we tequire for our audst

NICHOLAS PAGE (Senior Statutory Auditor)
For and on behalf of

GRANT THORNTON UK LLP
STATUTORY AUDITOR

CHARTERED ACCOUNTANTS

London

L—‘Yl\ol *
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Accounting policies

Basis of accounting

The financial statements have been prepared under the historical cost convention and 1n accordance with
applicable accounting standards

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the company and all group
undertakings These are adjusted, where appropuate, to conform to group accounting policies
Acquisttions are accounted for under the acquisitton method and goodwill on consohdation 1s capitalised
and wrtten off over five years from the year of acquistion The results of companies acquired or disposed
of are mcluded 1n the profit and loss account after or up to the date that control passes respectively As a
consolidated profit and loss account 1s published, a separate profit and loss account for the parent
company is omitted from the group financial statements by virtue of section 408 of the Companies Act
2006

Tumover

The turnover shown in the profit and loss account consists of the following revenue streams and 1s
exclusive of Value Added Tax

Subscription revenue
Revenue 1s recognised over the period of the contract

Installation revenue
Revenue 1s recogmsed when installation has taken place

Training
Revenue 1s recogmsed when the service has been delvered and mnvoiced

Commissioned content
Revenue 1s recognised when the content module 1s complete and made available to the customer

Goodwill

Goodwll ansing on consolidation and purchased goodwll, representing the excess of the fair value of the
consideration given over the fair values of the identifiable net assets acquired, 1s capitabised and 15
amortised on a straight line basts over 1ts estimated useful economic hife
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Intangible assets

Intellectual property nights
Intellectual property nghts compnses externally acquired licences, internally generated digital content and
technology

Externally acquired licences are included at cost and amorunsed on straight-line basis over their useful
economuc hves

The cost of internally generated digital content and technology 1s recogmised as an mntangible asset and 1s
subsequently measured and amortised 1n the same way as externally acquired licences

Amortisation

Amortisaton 1s calculated so as to wnte off the cost of an asset, less uts esumated residual value, over the
useful economic life of that asset as follows

Goodwnll - 20 years on cost
Other intangibles - 3-7 years on cost
Fixed assets

All fixed assets are imnially recorded at cost
Depreclation

Depreciation 1s calculated so as to wnte off the cost of an asset, less its estimated tesidual value, over the
useful economic hife of that asset as follows

Leasehold Property - 10% on cost
Fixtures & Fitungs - 20% on cost
Equpment - 33% on cost
Stocks

Stocks are valued at the lower of cost and net realisable value, after making due allowance for obsolete
and slow moving items

Operating lease agreements

Rentals applicable to operating leases where substantially all of the benefits and nsks of ownership remain
with the lessor are charged against profits on a straight line basis over the period of the lease
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Deferred taxation

Deferred tax 15 recognised 1n respect of all umung dufferences that have onginated but not reversed at the
balance sheet date where transactions or events have occurred at that date that will result 1n an obligation
to pay more, or a nght to pay less or to recetve more tax, with the following excepuons

Deferred tax assets are recogmsed only to the extent that the directors constder that 1t 1s more likely than
not that there wilt be swtable taxable profits from which the future reversal of the underlying tuming
differences can be deducted

Deferred tax 1s measured on an undiscounted basis at the tax rates that are expected to apply 1n the
periods m which tming differences reverse, based on tax rates and laws enacted or substanuvely enacted
at the balance sheet date

Monetaty assets and labihities 1n foreign currencies are translated into sterling at the rates of exchange
ruling at the balance sheet date Transacttons in foreign curtencies are translated into sterling at the rate of
exchange ruling at the date of the transaction Exchange differences are taken into account 1n arnving at
the operating profit

Current assets and labilities 1 foreign currencies are translated into sterling at the year-end rates of
exchange Translation differences are dealt with 1n the profit and loss account

The accounts of the overseas subsidianies and associated undertakings are translated into sterling at year-
end rates of exchange and the differences on exchange on the opening equity 1nvestment are taken directly
to reserves

Share-based payments

The group 1ssues equity-settled and cash-settled share-based payments to certamn employees (including
directors) Equity-settled share-based payments are measured at fair value at the date of grant The farr
value determined at the grant date of the equuty-settled share-based payments 1s expensed on a straight-
line basis over the vesting pertod, together with a corresponding increase 1n equity, based upon the
group's estimate of the shares that will eventually vest

Fair value 1s measured using an appropnate opuon pricing model. The expected life used 1n the model has
been adjusted, based on management's best estimate, for the effects of non-transferability, exercise
restrictions and behavioural considerauons

Financial Instruments

Financial habihittes and equuty instruments are classified according to the substance of the contractual
arrangements entered mto An equity instrument 1s any contract that evidences a residual interest in the
assets of the enuty after deducting all of us financial liabilities

Where the contractual obligations of financal instruments (including share capital) are equivalent to a
similar debt instrument, those financial instruments are classed as financial habilites Financial habilities
are presented as such in the balance sheet Finance costs and gans or losses relating to financial habilizes
are included 1 the profit and loss account Finance costs are calculated so as to produce a constant rate of
return on the outstanding habihity

Where the contractual terms of share capital do not have any terms meeting the definition of a financial
liability then thus 1s classed as an equuty instrument Dividends and distnbutions relating to equuty
instruments are debited direct to equuty
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Profit and loss account

Note
Group turnover 1
Cost of sales
Gross profit
Other operating charges (including non recurring restructuring costs of 2001
£147,000) 2
Other operating income 3
Operating (loss)/ profit 4
Interest recesvable 7
Interest payable and similar charges 8
Loss on ordinary activities before taxation
Tax on loss on ordinary activities 9
Loss fot the financial year 10

All of the activities of the group are classed as continung

13

2011 2010

£ £
13,390,257 13,278,885
(5,508,404)  (5,459,822)
7,881,853 7,819,063
(8,454,934)  (7,779,966)
22,376 11,094
(550,705) 50,191
5,589 4,524
(118,498) (57,391)
(663,614) (2,676)
(632,371)  (286,520)
(1,295,985)  (289,196)

The company has taken advantage of section 408 of the Companies Act 2006 not to publish its own

Profit and Loss Account

The accompanying accounting policles and notos form part of theso financlal statoments.
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Group balance sheet

Fixed assets
Intangible assets
Tangible assets

Current assets
Stocks
Debtors

Cash at bank

Creditors amounts falling due within one year
Net current liabilities

Total assets less current ltabilities

Provisions for hiabilities
Other provisions

Capital and reserves
Called-up equty share capital
Share premmm account
Share options reserve

QOther reserves

Profit and loss account

Shareholders’ funds

Note

3!
12

14
15

17

18

23
24
24
24
24

25

14
2011 2010
£ £
7,094,690 7274352
1,113,220 1,011,903
8,207,910 8286255
57,063 54,492
3,092,801  3,235083
4,226,062 4,148,357
1,375,926 7,437,932
(9,662,245)  (9,106,550)
(2,286,319)  (1,668,618)
5,921,591 6,617,637
(133,078)  (125,357)
5,788,513 6,492,280
4,971,764 4971314
9234477  9,234477
1,933,763 1,414,857
(769,390)  (769,390)
(9,582,101)  (8,358,978)
5,788,513 (6,492,280

These financial statements were approved by the directots and authornsed for 1ssue on 1a\e h‘“ ,and

are signed on their behalf by

Mr R McGrath

The accompanying accounting policies and notes form part of these financlal statemonts.
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Balance sheet

Fixed assets
Investments

Current assets
Debtors
Cash at bank

Creditors amounts falling due within one year
Net current assets
Total assets less current habihitzes

Capital and reserves
Called-up equuty share capital
Share premmm account
Share ophons reserve

Other reserves

Profit and loss account

Shareholders' funds

Note

13

15

17

23
24
24
24
24

15
|
|
i

2011 2010

£ £

6,641 6,641
7,725,745 7,028,725
69,435 60,718
7,795,180 7,089,443
(2,300,019)  (1,286,878)
5,495,161 5,802,565
5,501,802 5,809,206
4,971,764 4,971,314
9,234,477 9,234,477
1,260,256 898,421
(769,390)  (769,390)
(9,195,305)  (8,525,616)
5,501,802 5,809,206

These financial statements were approved by the directors and authorsed for 1ssue on 3-"‘“ l‘-““ ,and

are signed on their behalf by

Mt R McGrath

Company Registration Number 04075079

The accompanying accounting policles and notes form part of theso financlal statements.
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Group cash flow statement

Net cash inflow from operating activities
Returns on investments and servicing of finance

Capital expenditure and financial investment

Cash inflow before financing

Financing

Increase 1in cash

Note
26
26
26

26

26

418
2011 2010
£ £
1,642,098 3,277,674
(112,909) (52,867)
(1,451,934)  (1,984,789)
77,255 1,240,018
450 (278,999)
77,705 961,019

The accompanying accounting policles and notos form part of these financial statoments.
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Other primary statements
Statement of total recognised gains and losses

Loss for the financial year
attributable to the shareholders of the parent company

Exchange differences on retranslation of net assets of subsidiary
undertakings

‘Total gains and losses recogmised for the year

17
2011 2010
£ £
(1,295,985)  (289,196)
72,862 (7.876)
(1223,123)  (297,072)

The accompanying accounting policles and notes form part of these financlal statemeonts.
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Notes to the financial statements

Tumover

The turnover and loss before tax are attnbutable to the one prineipal acuvity of the group

An analysts of turnover 1s given below

United Kingdom
Overseas

Other operating charges

Admunistrative expenses

Other operating income

Other operating income

Operating (loss)/profit

Operating {loss)/ profit 1s stated after charging/ (crediting)

Amortisaton of mntangible assets
Depreciation of owned fixed assets
Loss on disposal of fixed assets
Operating lease costs
- Other
Net loss/(profit) on foreign currency translatton
Auditor's remuneration - audit of the financial statements
Auditor's remuneration - other fees

18

2011 2010

£ £
12,401,535 12,789,183
988,722 489,702
13,390,257 13,278,885
2011 2010

£ £
8,454,934 7,779,966
2011 2010

L £

22,376 11,094
2011 2010

£ £
1,208,475 1,057,257
321,804 173,466
- 4,288
255,310 243,817
69,206 (19,543)
7,500 7,200
38,700 37,300
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Auditor's remuneration - audit of the financial statements

Auditor's remuneration - other fees

- Local statutory audut of subsidiary

- Taxaton services

Particulars of smployees

The average number of staff employed by the group dunng the financial year amounted to

Number of production staff

Number of finance and admimstrative staff
Number of sales and marketng staff

Number of customer operations and tramning staft

The aggregate payroll costs of the above were

Wages and salanes
Social security costs
Other penston costs

Equuty-settled share-based payments

Directors

Remuneranon m tespect of directors was as follows

Remuneration recevable

Remuneration of highest paid director

Total temuneration (excluding pension contnibutions)

19

2011 2010

£ £
7,500 7,200
28,300 27,300
10,400 10,000
38,700 37,300
2011 2010
No No

41 34

13 14

44 33

23 25

121 106
2011 2010

£ £
4,853,172 5,565,871
563,136 593,781
- 4,947
518,908 234,236
5,935,216 6,398,835
2011 2010

£ £
674,936 1,074,176
2011 2010

£ L
158,600 419,206

—
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interest recelvable
2011 2010
£ £
Bank interest recervable 5,589 4,524
interest payable and similar charges
2011 2010
£ £
Interest payable on bank borrowing 118,498 57,391
Taxation on ordinary actlvities
Analysis of charge in the year
20m 2010
£ £
Deferred tax
Ongination and reversal of timing differences 530,449 286,520
Adjustment 1n respect of previous years
Deferred tax 101,922 -
Total deferred tax (note 16) 632,371 286,520

Factors affecting current tax charge

The tax assessed on the loss on ordinary acuvities for the year 1s higher than the standard rate of
corporation tax 1n the UK of 27 33% (2010 - 28%)

20m 2010

£ £

Loss on ordinary activities before taxation (663,014) (2,676)

Loss on ordinary activities by rate of tax (181,354) (749)
Expenses not deductble for tax purposes 185,693 36,013

Caprtal allowances for period 1n excess of deprecianon (46,700) (11,297)

Utillisation of tax losses and tax losses ansing 42,361 {121,478)
Other umung differences - 9,470
Difference 1in tax rates - 88,041

Total current tax - -

Loss attributahles to memhers of the parent company

The loss dealt with in the financial statements of the parent company was £(669,689) (2010 - £(635,097))
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intangible fixed assets

Group

Cost
At 1 August 2010
Additions

At 31 July 2011

Amortisation
At 1 August 2010
Charge for the year

At 31 July 2011

Net book value

At 31 July 2011

At 31 july 2010

Tangible fixed assets

Group Leasehold
Property

£

Cost

At 1 August 2010 420,299

Additions 12,619

At 31 July 2011 432918

Deprecianon

At 1 Auogust 2010 14,010

Charge for the year 42,852

At 31 July 2011 56,862

Net book value

At 31 July 2011 376,056

At 31 July 2010 406,289

21
Intellectual
property
Goodwill rights Total
£ £ £
5185449 6,112,883 11,298,332
- 1,028,813 1,028,813
5,185,449 7,141,696 12,327,145
864,241 3,159,739 4,023,980
259,273 949,202 1,208,475
1,123,514 4,108,941 5,232,455
4,061,935 3,032,755 7,094,690
4,321,208 2,953,144 7,274,352
Fixtures &

Fitungs Equipment Total
£ £ £
154,836 1,193,348 1,768,483
35,756 374,746 423121
190,592 1568094 2,191,604
10,158 732,412 756,580
35,328 243,624 321,804
45,486 976,036 1,078,384
145,106 592,058 1,113,220
144,678 460,936 1,011,903
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Investments

Company
Cost
At 1 August 2010 and 31 July 2011

Net book value
At 31 July 2011 and 31 July 2010

Country of

incorporation

Subsidiary undertakings

All held by the company
Espresso Educaton
Limited

Espresso Media Delivery
Limited

Espresso Educauon

Inc USA

England

England

Stocks

Fiushed goods

Trade debtors

Amounts owed by group undertakings
VAT recoverable

Other debtors

Deferred taxation (Note 16)
Prepayments and accrued mncome

Proportion

of voting

nights and

Holding shares held

Group
companies

£

6,641

6,641

Nature of business

Ordinary Creation of Digital
shares 100%  Education Programmng
Crdinary Delivery of Digital
shares 100%% Education Programmung
Ordinaty Creation of Dhgital
shares 100%  Education Programmung
The group The company

2011 2010 2011 2010

£ £ £ £

57,063 54,492 - -
The group The company

2011 2010 2011 2010

£ £ £ £
1,831,190 1,538,559 - -
- - 7,697,420 7,019,739

- — 10,720 5,687
212,529 216,248 - -
709,017 1,341,388 - -
340,065 138,888 17,605 3,299
3,092,801 3,235,083 7,725,745 7,028,725
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Deferred taxation

The movement 1n the deferred taxation asset during the year was

The group The company
2011 2010 2011 2010
£ £ £ £
Asset brought forward 1,341,388 1,627,908 - -
Decrease 1n asset (632,371) (286,520) - -
Asset carnied forward 709,017 1,341,388 - -

The group's asset for deferred taxation consists of the tax effect of tuning differences 1n respect of

Group 2011 2010
Ptovided Unprovided Provided Usnprovided
£ £ £ £

Excess of depreciatnon over taxation

allowances 97,922 - 154,042 -
Tax losses avaitable 605,901 1,289,716 1,061,171 985,429
Other uming differences 5,194 - 126,175 -
709,017 1,289,716 1,341,388 985,429

The elements of the company's deferred taxation, which result in a nil balance at the end of the year,
together with details of other amounts not provided for, are as follows

Company 2011 2010
Provided Unprovided Provided Unprovided
£ £ £ £

Tax losses available - 725,773 - 827,899
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Creditors: amounts falllng due within one year

Short term borrowings

Trade creditors

Amounts owed to group undertakings
Other taxauon and soctal security
Other creditors

Accruals and deferred mncome

There 15 one class of other loans (2010 one)

The group The company
2011 2010 201 2010
£ £ £ £
1,100,000 1,100,000 1,100,000 1,100,000
632,409 846,759 58,420 36,224
- - 1,029,390 -
654,160 525,643 - -
31,860 31,175 - -
7,243,816 6,602,973 112,209 150,654
9,662,245 9,106,550 2,300,019 1,286,878

'E’ loan notes There are £1,100,000 of 'E’ loan notes The interest 13 vanable and the loan 1s secured by a
debenture over all current and future assets The loan notes are repayable to Beringea LLP

Other provisions

Other provisions:
At 1 August 2010
Movement m dilapidations provision

At 31 July 2011

2011
£

125,357
7,721

133,078

The group
2010

£

125,357

125,357

2011
£

The company
2010

£
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Financlal statements for the year ended 31 July 2011

Share-based payments
Equity-settled share-based payments

The group has a share option scheme for certain employees (including directors) Options are exercisable
at a price equal to the average market pnce of the company's shares on the date of grant The options do
not vest until an exit event and are subject to certain realisation value cntena Detals of the number of

share options and the weighted average exercise price (WAEP) outstanding during the year are as follows

Date of Estimated Strike price Expected Risk free Expected
Issue fair value per share volatility rate term (years)
February 2005 £1,791,959 £0030 30% 4 5% 74
December 2006 £621,713 £0077 30% 4 % 57
July 2007 £358,574 £0209 30% 58% 50
December 2008 £124 587 £0096 35% 2 2% 36
May 2010 £664,818 £0 0001 35% 16% 32
December 2010 £181,791 £0 0404 35% 122% 262

The estimated fair values were calculated using the stochastic pricing model The mputs mnto the model are
set out above Expected volathty was calculated by discounting the average volatlity of a number of listed
groups m the same market place as the company The nsk free rate of rerurn 1s the yield at grant date of
UK govemment gilts with a commensurate term to the expected share optton term

Dunng the year, share options with a fair value of £26,849 (2010 £67,766) were forfetted and share
options with a fair value of £60,957 (2010 £186,631) vested Of this, 1,500,000 (2010 1,882,966} options
were exercised at a weighted average price of £0 0001 (2010 £017391) per share

The group recogmsed a total charge of £518,908 (2010 £234,237) related to equity-settled share-based
payment transactions during the year
Commitments under operating leases

At 31 July 2011 the group had annual commutments under non-cancellable operatng leases as set out
below

‘The group 2011 2010
Land and Land and
buildings Other items bulldings Other items
£ £ £ £
Operatng leases which expire
Within 2 to 5 years 330,769 1,955 330,769 1,955
Contingencies

The directors have confirmed that there were no conungent labihities which should be disclosed at 31 July
2011 os 31 July 2010
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Related party transactions

No transactions with related parties were undertaken such as are required to be disclosed under Financial

Reportng Standard 8
Share capital

Authonsed share capital

201 2010
£ £
36,901,515 Ordinaty shares of £0 10 each 3,690,152 3,690,152
12,727,412 Ordinary A shares of £0 10 each 1,272,741 1,272,741
99,529,985 Ordinary B shares of £0 0001 each 9,953 9,953
35,000,000 Ordinary C shares shares of £0 0001 each 3,500 3,500
4,976,346 4,976,346
Allotted, called up and fully paid
2011 2010

No £ No £
36,901,515 Ordinary shares of £0 10 each 36,901,515 3,690,152 36,901,515 3,690,152
12,727,412 Ordinary A shares of £0 10 each 12,727,412 1,272,741 12,727,412 1,272,741

84,209,433 Ordinary B shares of £0 0001
each 84,209,433 8,421 84,209,433 8,421
4,500,000 Ordinary C shares of £0 0001 each 4,500,000 450 - -
138,338,360 4,971,764 133838360 4,971,314

Dunng the year 4,500,000 ordinary 'C' shares were 1ssued at par for cash of £450

Reserves
Group Capaital
Share premium redemption Share opticns Profit and loss
account fesetve resetve account
£ £ £ £
At 1 August 2010 9,234,477 (769,390) 1,414,857 (8,358,978)
Loss for the year - - - (1,295,985)
Foreign exchange reserve - - - 72,862
Recogmition of equity-setiled
share-based payments 1n the year - - 518,906 -
At 31 July 2011 9,234,477 (769,390) 1,933,763 (9,582,101)
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Reserves (continued)
Company
Share premium
account
£
At 1 August 2010 9,234,477
Loss for the year -
Recognition of equuty-settled
share-based payments 1n the year -
At 31 July 2011 9,234,477

Reconclliation of movements In shareholders’ funds

Loss for the financial year

New equity share capital subscribed
Premium on new share capital subscribed
Premmm on purchase of own ordinary shares
Foreign exchange reserve

Recognition of equity-settled share-based payments m the year

Net reduction to shareholders' funds
Opening shareholders' funds

Closing shareholders' funds

Notes to the cash flow statement

Reconclllation of operating {loss)/profit to net cash Inflow

from operating actlvities

Opetating (loss) /profit

Atnortsation

Depreciation

Loss on disposal of fixed assets
(Increase)/decrease i stocks
(Increase)/decrease in debtors

Increase 1n creditors

Loss/ (gan) on foreign currency retranslation
Equity-settled share-based payments
Increase 1n provisions

Net cash inflow from operating activities

27
Capntal

redemption Share options Profit and loss
reserve reserve account
£ £ £
(769,390) 898,421 (8,525,616)
- - (669,689

- 361,835 -
{769,390) 1,260,256 {9,195,305)
2011 2010

£ £
(1,295,985) (289,196)

450 167

- 49,952
- (329,118)

72,862 (7,876)

518,906 234,236

(703,767) (341,835)

6,492,280 6,834,115

5,788,513 6,492,280

2011 2010

£ £

(550,705) 50,191

1,208,475 1,057,257

321,804 173,466

- 4,288

(2,571) 5,227

(490,08%) 1,286,284

555,693 349,244

72,862 (7,876)

518,908 234,236

7,721 125,357

1,642,098 3,277,674
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Notes to the cash flow statement (continued)

Retums on Investments and servicing of finance

Interest recetved
Interest pad

Net cash outflow from returns on investments and servicing of finance

Capltal expenditure and financial Investment

Payments to acquire intangible fixed assets
Payments to acquure tangible fixed assets

Net cash outflow for capital expenditure and financial investment

Financing

Issue of equity share capital
Share premium on 1ssue of equity share capatal
Premium on purchase of own equity shares

Net cash inflow/{outflow) from financing

Reconclillation of net cash flow to movement In net funds

Increase 1n cash in the period
Movement 1n net funds 1n the peniod
Net funds at 1 August 2010

Net funds at 31 July 2011

2011 2010
L £

5,589 4,524
(118,498) (57,391)
(112,909) (52,867)
2011 2010

£ £
(1,028,813)  (963,942)
(423,121) (1,020,847
(1,451,934)  (1,984,789)
2011 2010

£ £

450 167

- 49,952

- (329,118)

450 (278,999)

2011 2010

£ £

77,705 961,019
77,705 961,019
4,148,357 3,187,338
4,226,062 4,148,357
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Notes to the cash flow statement (continued)

Analysis of changes in net funds

Net cash
Cash 1n hand and at bank

Debt
Net funds

At At

1Aug 2010 Cash flows  31]Jul 2011
£ £ £
4,148,357 77,705 4,226,062
4,148,357 71,705 4,226,062




