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2e2 Group Limited

Chairman’s Statement

[ am delighted to present our Annual Report and Accounts for 2009 In what can only be described as
exceptionally challenging and demanding economic times, out business made sigmificant progress,
producing a strong set of results

Once again, we have secured many major new projects with beth our existing and new highly-valued
customers Despite the market landscape proving to be competitive, we have continued to successfully
differentiate 2e2 with our approach to providing solutions that deliver clear, measurable value whilst
transforming our customers’ business

As ever, we have enjoyed strong support from our industry partners, which 1s greatly appreciated

Looking back to the start of the year, we undertook a number of measures to help protect the business
from the worst effects of the difficult economy in which we found ourselves Tight cost controls and
prudent management allowed us to retain and grow our market position By remaming focused and
maintaining the igh levels of service, i which we take pride, our revenues for the year reached £200m
producing an EBITDA result of £30m

Let me take this timely opportunmity to thank our many customers for thetr ongoing support and, in
particular, to recognise my fellow employees for all their hard work and many contributions to our success
during 2009 Thank you

Now looking forward, we have just completed our acquisition of Morse plc We see the combination of
2e2 and Morse as the perfect next step in our strategy to create a larger and broader 1T Services business
in the UK and with strong presence in selected European territories The combined business will be
heavily focused on key market sectors with some 64% of revenues coming from Financial Services, TMT
and Public Sector The enlarged business will dertve 38% of revenues from Managed Services and
Professional Services This supports our strategy to build a compelling and respected 1T services
organisation with revenues of £500m and a clear value-enhancing proposition and track record 1n our
chosen market sectors Working closely with the boards of our customers, we will continue to become
more involved i introducing innovation and new ways of working that will help turn business strategy
into competitive and commercial advantage for our clients

Finally I would like to welcome Hutton Collins, our recent equity investor, who provided the funding for
the Morse transaction

In summary, the future for 2e2 1s exciting and full of opportumity We are 1n an exceptionally strong
position to drive the business forward, thereby increasing the importance and significance of 2e2 to our
Customers 1n our chosen markets

Eric Priestley
Chairman
2e2 Holdings Limited




2e2 Group Limited

Chief Executive’s Review

[ am delighted to present our results for the year ended 31 December 2009 In what was an exceptionally
difficult economic environment we have once again produced strong results and improved our margins

During the early part of the year we completed our integration of the UK business into a unified
organisation With central shared services, sales and account management organisations, we are now able
to scale easily to address the demands of our customers’ most strategic programmes, underpmning our
future growth potential Our broader portfolio has enabled us to engage 1n mcreasingly complex
assignments spanning business process optimisation and workflow through to jomed-up analytics and
scaleable infrastructure [ am particularly pleased with the role that our cloud-based services have played,
we have a ten-year pedigree of providing Cloud and Xaa$ services and this 15 enabling us to win the
confidence of a growing number of clients

As ever we’ve enjoyed strong support from our industry partners and exceptional commitment and
dedication from our workforce 1'd like to thank all of our employees for their hard work and for thewr
contribution during 2009

The recent completion of our acqusition of Morse plc plays a key role in our strategic vision of becoming
a £500m services and solutions organisation The acquisition will bring us valuable professional services
skills, the ability to offer SAP-orientated solutions and services, and increased scale and capabilities
around storage and security solutions Morse also brings a wealth of both high-end customer relationships
and staff skills and we are focused on retaming and expanding these in the coming months The
acquisition of Morse will also assist with the introduction of our Architectures and our ongoing alignment
agamnst industry sectors Our Architectures provide customers with a clear means of applying IT solutions
to address business 1ssues

Results

Group turnover from continuing activities for the year was £201m {2008 £194m) At the beginning of
2009, against a backdrop of economic deciine, we implemented a number of cost controls and spending
constrawnts and many of these remained n place throughout the year [ am pleased to say that these
measures not only helped us to remain in"good health but also enabled us to emerge with improved
margins EBITDA from continuing operations and before exceptional items increased to £30 9m (2008
£24 6m)

It was very pleasing to see our UK tegration project reach friution This has produced a substantially
more robust and capable organisation whilst retaining the agility for which we are known Functioning
under a umfied management structure, we now operate a companywide ERP and CRM platform that
allows us to gain improved insight to all aspects of the business and make early and informed decisions
that underpin our continued success

We enjoyed strong growth 1n many segments of our business during the year and were particularly
encouraged by the number of significant project wins from both new and existing customers London
Borough of Brent, Connaught, Talk Talk, Camden and Ishington Primary Care Trusts and [slington
Foundation Trust and Remploy were amongst these The London Borough of Brent win was particularly
notable as we are now providing services to 24 of the 33 London Boroughs as our public-sector practice
continues 1o experience strong demand




2e2 Group Limited

Chief Executive’s Review

Our Microsoft consulting business enjoyed a particularly strong year with several new projects embarked
upon and a placing by Microsoft as a finahst in their New Dynamics Partner of the Year As a result of
this progression, we now operate the second largest Microsoft Dynamics practice in the UK

Our well-established Cloud Computing platform once again underpinned many of our wins 2e2 now
offers on-demand data warehousing, data-as-a-service and specialist cloud-based sotutions for the legal
and professional services industries For over ten years we have been delivering Cloud services and with
the greater drive for efficiency savings in both public and private sector organisations, we are seeing a
steadily increasing demand for our proven capabilities in this area

Industry recognition of 2e2’s achievements continued We were awarded Integrator of the Year 2009 1n
the prestigtous Channel Awards, and were the second fastest growing IT services organisation 1n the
Sunday Tunes and Deloitte Buyout Track 100 Our move to a centralised sales model drove us to make
our extensive portfolio more accesstble to existing and potential customers, our partners and of course our
own sales teams Following extensive market research and lisiening to customer feedback, we created four
business architectures focused on the key needs of organisations today These business architectures focus
on

« updating and rationalising information and communication infrastructure to increase availability
and reduce management cost,

+  supporting new ways of working as employees become increasingly mobile and use ever more
applications and devices,

+  centralising information and reducing duplications, thereby providing a single and consistent
means of managing customer and stakeholder contacts, and

+  ensurmg information 1s secure, compliant and can be disseminated readily, 1n the nght format
and to the appropnate peaple

Operating cash flow performance was affected by the difficult economic conditions During the year we
were able to improve the management of our receivables, but found 1t more difficult to continue to
achieve our historic credit terms from our suppliers Many of our suppliers were unable to mamtain trade
credit insurance and this had a negative impact on our facilities Most of the impact of this was felt during
the first half of the year, and we have seen more stable facihities since then We are grateful to our supply
chain partners for their continued support through this period

Since the close of the year, we have completed our acquisition of Morse ple This forms a key step in the
onward progression of 2e2, creating an excellent opportunity to expand our client base and access
valuable skills and capabilities The combined group will create a significant UK IT services provider
with strong representation in selected European territories It will create a significant critical mass in the
finance and banking sector and will enable us to deliver complex professional services projects more
readily

Summary

2009 was a successful year for the group, particularly given the macro-economic climate that existed
Now, almost a year after we completed the integration of our UK business, we have a stronger and more
adaptable business, and this 15 helping us to serve our customers more effectively Our customers tell us
that they continue to work with 2e2 because we are agile, accountable by demonstrating return on
investment, have a strong track record of delivery and due to our depth of techrucal expertise We have
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Chief Executive’s Review

matntained and invested in these core tenets during 2009 whilst ensuring that we have the robust and
durable underlying processes to ensure control and quaiity

Terry Burt
Chief Executive Officer
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Directors’ report

The directors’ present their report and financial statements for the year ended 31 December 2009

Results and dividends
There was a group operating profit for the year of £11 2m (2008 — profit of £10 Im)

The directors are satisfied with the performance of the group during the year They do not recommend the
payment of a dividend (2008 — £ni1l)

Principal activity and review of the business

The principal activity of the group 1s the delivery of outsourced computer services, focusing on the
Unified Communications, Technology Solutions, Managed Services and Business Applications Solutions
These services are dehivered to customers in the UK, Channel Islands, Isle of Man and The Netherlands
The group continues to expand 1ts activities through a combination of organic growth and acquisitions

The retained profit for the year after taxation amounted to £2 5m (2008 — profit of £2 4m) Included
within operating profit, certain exceptional one-off costs have been highlighted on the face of the profit
and loss account to give a better understanding of the underlying performance of the group These costs
amount to £4 5m (2008 — £5 6m) and relate to the integration and restructuring of the UK companies

Since the end of the year, the Group has acquired the entire share capital of Morse plc for £69 6m plus
associated costs Morse provides IT Services and Technology to large customers, principally in the UK,
Spamn and Ireland The acquisition gives 2e2 sigmificant addittonal scale and service capability

The acquisition was funded by the 1ssue of £85 Om of new preferred ordinary equity in 2e2 Holdings
Limuted, the Group’s ultimate holding company, to Hutton Collins Capital Partners Limuted The excess
funding 1s to be used to provide additional working capital to the Group

The Darectors are grateful for the support of Group’s funders, and n parttcular for the support of our new
investors, Hutton Collins Capitat Partners, in facihitating the acquisition of Morse

Future developments

In the future the group will continue to investigate suitable acquisition opportunities where it feels these
will strengthen its offerings to customers The group 1s also planning to continue the integration activities
in order to maximise the benefits of the increasing scale of the group

Directors

The directors who served during the year and those appointed subsequently were as follows
T Burt

M McVeigh

N Grossman
S Burt
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Directors’ report

Principal risks and uncertainties

Discussed below are the group’s major business risks, together wath systems and initiatives 1n place to
address them

Market

The IT services market 1s subject to fluctuations of demand by customers These fluctuations are linked to
the economic cycle and changes n the spending patterns of customers In addition, the group works with a
number of key vendors and 1t 1s important to maintain strong relationships and terms of business with
these partners

Operational

Thus relates to the risk of financial loss resulting from internal processes, people and systems The group
manages this risk through appropriate internal controls and proactive intervention, such as management
reporting systems, insurances, business interruption and disaster recovery planning

Liquidity

This relates to the nsk that the group 1s unable to fund its requirements because of insufficient banking
faciliies The group manages hquidity rnisk via a revolving credit facilities and long term debt

Interest rates

The relates to the nsk of fluctuattons in LIBOR, on which the interest charges for the group’s bank
facilities are based The group manages interest rate risk by entering into interest rate hedging agreements
in relation to the majority of its bank borrowings

Credit risk

This relates to the risk that one party to a financial instrument will cause a financial loss for that other
party by failing to discharge an obhigation Group policies are aimed at minimising such losses and require
that deferred terms are only granted to customers who demonstrate an approprate payment history and
satisfy credit worthiness procedures

Key performance indicators

The senior management of the group focus on a number of key performance indicators These include
sales bookings and billings, the value of contracted annuity revenues, gross margins and staff utilisation
These, along with other measures, are monitored regularly with explanations sought for variances against
expectations Management have reviewed the key performance indicators during the year and are satisfied
with the results

Employee involvement

The group maintains a practice of keeping employees informed of matters affecting them as employees
and the financial and economic factors affecting the performance of the group

Disabied employees

Applications for employment by disabled persons are given full and fair consideration for all vacancies in
accordance with their particular aptitudes and abilities In the event of employees becoming disabled,
every effort 1s made to retrain them 1n crder that their employment with the group may continue

It 1s the policy of the group that training, career development and promotion opportunities be available to
all employees
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Supplier payment policy

It 1s the policy of the group to pay all amounts due to suppliers as they fall due As at 31 December 2009,
trade creditors of the group were equivalent to 50 days purchases (2008 — 49 days)

Share-based payments
All employee share option ptan

Employees may be awarded share options as a reward for past performance or to incentivise future
performance The options will vest 1f the employee remains in service for a penod of four years from the
date of grant The contractual life of the ophions 1s ten years and there are no cash settlement alternatives
No options were 1ssued during the year

Corporate governance

The directors recogruise the importance of adopting good corporate governance practices in the best
interests of shareholders as a whole

Going concern

The directors, after making appropriate enquiries, have a reasonable expectation that the company has
adequate resources to continue 1n operational existence for the foreseeable future For this reason, the
directors continue to adopt the going concern basis in preparing the financial statements

Directors’ qualifying third party indemnity provision

The company has granted an indemnity to one or more of its directors against hability in respect of
proceedings brought by third parties, subject to the conditions set out in Section 234 of the Companies Act
2006 Such qualifying third party indemnity provision remains 1n force as at the date of approving the
directors’ report

Disclosure of information to the auditors

So far as each person who was a director at the date of approving this report 15 aware, there 1s no relevant
audit information, being information needed by the auditer 1n connection with preparing its report, of
which the auditor 1s unaware Having made enquiries of fellow directors and the group’s auditor, each
director has taken all the steps that he/she 1s obliged to take as a director in order to make himself/herself
aware of any relevant audit information and to establish that the auditor 1s aware of that information

Auditors

A resolution to reappoint Ernst & Young LLP as auditors will be put to the members at the Annual
General Meeting

On behalf of the Board

Simon Burt
Director

io \‘m\:n JdON0




2e2 Group Limited

Statement of directors’ responsibilities

The directors are responsible for preparing the annual report and the financial statements in 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
Generally Accepted Accounting Practice (United Kingdom Accounting Standards and applicable Jaw)
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 group and the company and of the profit or loss
of the group for that pertod In preparing these financial statements, the directors are required to

e select suitable accounting policies and then apply them consistently,
*  make judgments and estimates that are reasonable and prudent,

e state whether applicable UK Accounting Standards have been followed, subject to any matenal
departures disclosed and explained in the financial statements, and

prepare the financial statements ot the going concern basis unless it 1s inappropriate to presume that
the company wiil continue in business

The directors are responsible for keeping proper acceunting records that are sufficient to show and explain
the group’s and the company’s transactions and disclose with reasonable accuracy at any time the
financial position of the group and the company and enable them to ensure that the financial statements
comply with the Companies Act 2006 They are also responsible for safeguarding the assets of the group
and company and hence for taking reasonable steps for the prevention and detection of fraud and other
rregularities

The directors are responsible for the maintenance and integrity of the corporate and financial information
included on the company’s website Legislation in the United Kingdom goverming the preparation and
dissemmation of financial statements may differ from legislation in other junisdictions




Independent auditors’ report

to the members of 2e2 Group Limited

We have audited the group and parent company financial statements of 2e2 Group Limited for the year
ended 3| December 2009 which comprise the Group Profit and Loss Account, the Group Statement of
Total Recogmised Gains and Losses, the Group and Company Balance Sheets, the Group Cash Flow
Statement and the related notes 1 to 27 The financial reporting framework that has been applied in their
preparation 1s apphicable law and United Kingdom Accounting Standards (United Kingdom Generally
Accepted Accounting Practice)

This report 1s made solely to the company's members, as a body, in accordance with Chapter 3 of Part 16
of the Companies Act 2006 Our audit work has been undertaken so that we might state to the company's
members those matters we are required to state to them n an auditors' 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 members as a body, for our audit work, for this report, or for the opinions we
have formed

Respective responsibilities of directors and auditors

As explamned more fully in the Statement of Directors” Responsibilities set out on page 9, the directors are
responsible for the preparation of the financial statements and for bemng satisfied that they give a true and
fair view Our responsibility 1$ to audit the financial statements in accordance with applicable law and
International Standards on Auditing (UK and Ireland) These standards require us to comply with the
Auditing Practice’s Board’s (APB’s) Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures 1n the financial statements
sufficient to give reasonable assurance that the financial statements are free from material misstatement,
whether caused by fraud or error This includes as assessment of whether the accounting policies are
appropriate to the company’s and parent company’s circumstances and have been consistently apphied and
adequately disclosed, the reasonableness of significant accounting estimates made by the directors, and
the overall presentation of the financial statements

Opinion on the financial statements
In our opinion the financial statements

e  give atrue and fair view of the state of the group’s and the parent company’s affairs as at 31
December 2009 and of the company’s profit for the year then ended

e have been properly prepared in accordance with United Kingdom Generally Accepted Accounting
Practice, and

e  have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opimion the information given by the Directors” Report for the financial year for which the financial
statements are prepared 1s consistent with the financial statements




Independent auditors’ report

to the members of 2e2 Group Limited (continued)

Matter on which we are required to report by exception

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

e  Adequate accounting records have not been kept by the parent company, or returms adequate for our
audit have not been received from branches not visited by us, or

e  The parent company financial statements are not in agreement with the accounting records and
returns, or

e  Certain disclosures of directors’ remuneration specified by law are not made, or

»  We have not recetved all the information and explanations we requre for our audit

%ﬂu.“ *\{0“»'-5 wA

Kevin Harkin (Senor Statutory Auditor)
For and on behalf of Emst & Young LLP, Statutory Auditor
Reading

W 200
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2e2 Group Limited

Group profit and loss account
for the year ended 31 December 2009

Continuing  Discomtinued Total
aperalions aperations 2009 2008
Notes £000 £000 £000 £000
Turnover
Continuing operations 200,075 - 200,075 183,096
Acquisitions - - - 10 560
200,075 - 200,075 193,656
Discontinued operations - 731 731 11,292
Group turnover 2 200,075 731 200,806 204,948
Cost of sales (127,249) (178) (127,427) (132,300)
Gross profit 72,826 553 73,379 72,648
Adminmistration expenses (41,892) (1,504) (43.,396) (49,187)
Operating profit before depreciation,
amortisation of goodwili
and exceptional tems* 30934 (951} 29,983 23,461
Depreciation (non-rental assets) (5,661) - {5,661) (2,053)
Amortisation of goodwill 3 (8,577) - (8,577) (5,737)
Exceptional administration expenses 3 (4,493} {29) (4 522) (5,603)
Operating profit
Continuing operations 12,203 - 12,203 12 884
Acquisitions - - - (1,436)
12,203 - 12,203 11,448
Discontinued operations - (980) (930) {1379
Group operating profit 3 12,203 (980) 11,223 10 069
Cost of fundamental restructuring . - - (3 395)
Net interest and other similar charges 6 (11 466) - (11,466) (3,546)
Profit on ordinary activities before taxation 737 (980) (243) 3,128
Tax on profit on ordinary activities 7 27712 - 2,772 (713)
Profit for the year attributable to members
of the parent undertaking 21 3509 {980) 2,529 2415

* Non-statutory disclosure, presented for supplementary understanding of the financial statements

12



Group statement of total recognised gains and losses
for the year ended 31 December 2009

2009 2008

£000 £000
Profit for the year 2,529 2,415
Currency translation dsfferences on foreign currency net investments 1,313 (4,290)
Total recognised gains and tosses related to the year 3,842 (1,875)

13




2e2 Group Limited

Group balance sheet
at 31 December 2009

Fixed assets
Intangible assets — goodwill
Tangible assets

Current assets

Stocks

Debtors amounts due within one year

Debtors amounts due after more than one year
Cash

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

Financed by

Creditors amounts falling due after more than one year
Deferred mmcome

Capital and reserves
Called up share capital
Share premium account
Other reserves

Profit and loss account

Shareholders’ funds and net assets

Simon Burt

Director

30 July 2010

Notes

10

13
14
14

15

16
17

20
21
21

2009 2008
£000 £000
138,290 146,871
17,236 17,375
155,526 164,246
3,025 5372
73,554 58,450
6,328 3,644
540 3,718
85,447 71,184
(48975)  (50,815)
34,472 20,369
189,998 184,615
159,188 163,407
25,583 19,831
105 105

265 265
466 458
4,391 549
5,227 1,377
189,998 184,615

14




2e2 Group Limited

Company balance sheet
at 31 December 2009

Fixed assets
Tangible assets
Investments

Current assets
Debtors

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

Financed by

Credrtors: amounts falling due after more than one year

Capital and reserves
Called up share capital
Share premium account
Other reserves

Profit and loss account

Shareholders' funds and net assets

Simon Burt

Director

30 July 2010

Notes

11
12

14

15

16

20
21

21

2009 2008
£000 £000

1 I

222 222
223 223
15,732 14,216
15,732 14,216
(46) (67)
15,686 14,149
15,909 14,372
9,957 8,240
105 105
265 265

51 51
5,531 5,711
5,952 6,132
15,909 14,372

15



2e2 Group Limited

Group statement of cash flows
for the year ended 31 December 2009

Notes

Net cash inflow from operating activities 22(a)

Returns on mvestments and servicing of finance
Interest received

Interest paid

Finance lease interest paird

Net cash outflow from returns on investments and servicing of finance

Taxation

Capntal expenditure and financial nvestment
Purchase of tangible fixed assets

Net cash outflow from capital expenditure and financial investment

Acqunsitions and disposals

Purchase of subsidiary undertakings

Net (debt)/cash from purchase of subsidiary undertakings
Sale of subsidiary undertaking

Net cash wansferred with subsidiary undertaking
Payments in respect of prior year acquisifions

Net cash outflow from acquisitions and disposals

Net cash inflow/(outflow) before financing
Financing
Receipt of borrowings

Repayment of loans from parent company
Finance leases

Net cash (outflow)/inflow from financing

Decrease in cash 22(b)

2009 2008
£000 £000
14,366 21,224
28 84
(8,168) (3,243)
7) (16)
(8,237) (3,175)
230 (203)
(5,805) (9,086)
(5,805) (9,086)
- (63,054)
- (385)
. 8,400
- (1,303)
(2,494) -
(2,494)  (56,342)
(1,940)  (47,582)
2,250 154,221
(3,251)  (115,374)
(237 650
(1,238) 39,497
(3,178) (8,085)

16



2e2 Group Limited

Notes to the financial statements
at 31 December 2009

Accounting policies
Basis of preparation

The financial statements have been prepared in accordance with applicable Umited Kingdom accounting
standards and under the historical cost convention

Basis of consolidation

The group financial statements consolidate those of the company and of 1ts subsidiary undertakings (see
note 12), drawn up te 31 December 2009

Subsidiary undertakings

The acquisition method of accounting has been adopted for acquisitions Under this method the results of
the subsidiary undertakings acquired or disposed of in the year are included i the profit and toss account
from the date of acquisition or up to the date of disposal

In the company’s financial statements, invesiments in subsidiary undertakings are stated at cost less any
provisions for diminution 1 value

In accordance with section 408 of the Compames Act 2006, 2e2 Group Limated 1s exempt from the
requirement to present 1ts own profit and loss account

Goodwill

Goodwill arising on consolidation, representing the excess of the fair value of the consideration given
over the fair values of the identifiable net assets acquired, 1s capitalised and 1s amortised on a straight line
basis over 1ts esimated useful economic life, generally 20 years

Negative goodwill 1s written back to the profit and loss account to match the recovery of the non-
monetary assets acquired

Turnover

Turnover 1s the total amount receivable by the group for goods supplied and services provided, excluding
VAT and trade discounts Service revenues mvoiced in advance are taken to income evenly over the
period of delivery of the service

In the case of long-term contracts, turnover reflects the contract activity during the year and represents the
proportion of total contract value which costs incurred to date bear to total expected contract costs

Revenue from equipment rentals 1s recognised aver the term of the agreement on a straight line basis Any
unrecognised revenue element 15 shown separately in the balance sheet as deferred mcome For certain
rental equipment arrangements, the company recetves a discount against the purchase of products from the
supplers of this rental equipment For these arrangements, reveniue 18 equal to the discount received by

the company which 1s recognised over the term of the rental agreement

Long-term contracts

The attributable profit on long-term contracts 1s recognised once their outcome can be assessed with
reasonable certainty The profit recogmised reflects the proportion of work completed to date on the
project

Costs associated with long-term contracts are included 1n stock to the extent that they cannot be maiched
with contract work accounted for as turnover Long-term contract balances included 1n stocks are stated at
cost, after provision has been made for any foreseeable losses and the deduction of applicable payments
on account

Full provisien 1s made for losses on all contracts in the year in which the loss 1s first foreseen

17




2e2 Group Limited

Notes to the financial statements
at 31 December 2009

Accounting policies (continued)
Tangible fixed assets and depreciation
Tangible fixed assets are stated at cost or valuation, net of depreciation and any provision for impairment

Depreciation 1s calculated to write down the cost of all tangible fixed assets by equal annual instalments
over their estimated useful economic lives or lease term if shorter The rates generally applicable are

Leasehold improvements - Term of the lease
Computer equipment - 34 years
Fixtures and fittings - 4 years

Motor vehicles — 4 years

Rental assets — 2 —3 years
Leased assets

Assets held under finance leases and hire purchase contracts are capitalised in the balance sheet and
depreciated over their estimated useful economic lives The interest element of leasing payments
represents a constant proporiion of the capital balance outstanding and 1s charged to the profit and loss
account over the period of the lease All other leases are regarded as operating leases and the payments
made under them are charged to the profit and loss account on a straight-line basis over the lease term

Investments

Investments are included at cost tess amounts written off

Stocks
Stocks are stated at the lower of cost and net realisable value

Deferred taxation

Deferred taxation 1s recognised n respect of all timing differences that have onginated but not reversed at
the balance sheet date where transactions or events have occurred at that date that wali result in an
obligation to pay more, or right to pay less or to receive more tax, with the following exceptions

s  Provision 1s made for deferred taxation that would arise on remittance of the retained earnings of
subsidiaries, associates and joint ventures only to the extent that, at the balance sheet date, dividends
have been accrued as receivable

»  Deferred tax assets are recognised only to the extent that the directors consider that 1t 1s more likely
than not that there will be suitable taxable profits from which the future reversal of the underlying
timing differences can be deducted

Deferred tax ts measured on an undiscounted basis at the tax rates that are expected to apply in the periods
in which hming differences reverse, based on tax rates and laws enacted or substantively enacted at the
bailance sheet date

18




Notes to the financial statements
at 31 December 2009

Accounting policies (continued)
Foreign currencies

Transactions n foreign currencies are translated at the exchange rate ruling at the date of the transaction
Monetary assets and habilities m foreign currencies are translated at the rates of exchange ruling at the
balance sheet date The financial statements of foreign subsidiaries are translated at the rate of exchange
ruling at the balance sheet date The exchange differences arising from the retranslation of the opening net
investment in subsidiaries are taken directly to reserves Where exchange differences result from the
translation of foreign currency borrowings raised to acquire foreign assets they are taken to reserves and
offset against the differences anising from the translation of those assets All other exchange differences
are dealt with through the profit and loss account

Research and development

Research and development expenditure 1s charged to the profit and loss account in the period i which 1t 1s
incurred

Pensions

The group operates a number of defined contribution pension schemes Contributions are charged 1n the
profit and loss account as they become payable

Share options

The group 1ssues equity-settled share-based payments to certain employees and advisers Equity-settled
share-based payments are measured at fair value (excluding the effect of non market-based vesting
conditions at the date of grant) The fair value so determined has been expensed on a straight-line basis
over the vesting period, based on the group’s estimate of the number of shares that will eventually vest,
and adjusted for the effect of non-market vesting conditions

Where an equity-settled award 1s cancelled, 1t 1s treated as 1f it had vested on the date of cancellation, and
any cost not yet recognised in the income statement for the award 1s expensed immediately Any
compensation paid up te the fair value of the award at the cancellation or settlement date 1s deducted from
equity, with any excess over fair value being treated as an expense 1n the income staiement

Fair value 15 measured using a Black-Scholes-Merton option pricing model The key assumptions used 1n
the model have been adjusted, based on management’s best estimate, for the effects of non-transferability,
exercise restrictions and behavioural considerations

Turnover

Turnover is wholly attnibutable to the provision of Information Technology Solutions An analysis of
turnover by geographical market 1s given below

2009 2008
£000 £000
United Kingdem (including the Channel Islands and the Isle of Man) 168,985 180,742

Europe 31,821 24,206
Rest of world - -

200,806 204,943

No turnover relates to barter transactions (2008 £1 Im)
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Notes to the financial statements
at 31 December 2009

3. Operating profit
This 15 stated after charging

2009 2008
£000 £000
Auditors’ remuneration — audit services — UK 302 319
- Overseas 85 77
— non-audit services 79 412
Depreciation and amortisation — goodwill (see note 10) 8,577 5,737
—tangible fixed assets — owned 5,328 6,466
— held under finance leases and hire
purchase contracts 333 231
FRS 20 share option charges 4 4
Other operating lease rentals 7,830 6,208
Exceptional restructuring and integration costs 4,522 5,429
Exceptional restructuring costs
The restructuring costs relate to the following activities
2009 2008
£000 £000
Restructuring costs and redundancy costs in the UK group 3,358 3,918
Restructuring costs and redundancy costs in the Netherlands group 1,164 1,511
4,522 5,429

There were no acquisitions during the year

4. Directors’ emoluments

For the current year directors’ emoluments have been borne by fellow group company 2e2 Holdings
Limited Further details of the director emoluments are disclosed 1n the accounts of 2e2 Holdings Limited
Remuneration in respect of directors during the previous year was as follows

During the year three directors participated in meney purchase pension schemes, further details are
disclosed in 2e2 Holdings Limited financial statements (2008 — four)
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2e2 Group Limited
Notes to the financial statements
at 31 December 2009

Staff costs
Staff costs during the year were as follows

Wages and salaries
Social security costs
Other pension costs

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

Management and administration
Sales and marketing
Operations

Net interest and other similar charges

Interest payable on bank loans
Finance charges in respect of finance leases

Other nterest recervable and similar income

2009 2008
£000 £000
48,429 53,173
5,705 6,275
1,340 1,280
55,474 60,728
2009 2008
No No
185 169
158 255
862 899
1,205 1,323
2009 2008
£000 £000
11,400 3,614
04 16
11,494 3,630
(28) (84)
11,466 3,546
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Notes to the financial statements
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Tax

(a}  Tax on profit on ordinary activities

Current tax

UK corporation tax

Overseas taxation

Adjustments 1n respect of prior years

Total current tax (note 7(b))

Origination and reversal of timing differences
Effect of changes 1n tax rates on hiability

Total deferred tax

Tax on profit on ordnary activities

(b)  Factors affecting tax (credit) / charge for the year

2009 2008
£000 £000

- 682
(178) (530)
91 561
(87) 713
(2,685) 78
- (78)
(2,685) _
(2,772) 713

The tax assessed for the year 1s different than the standard rate of corporation tax in the UK of 28% (2008

28 5%) The differences are explained as follows

(Loss) / profit on ordinary activities before tax

(Loss) / profit before tax on ordinary activities multiphed by the standard rate of
corporation tax m the UK of 28% (2008 28 5%)

Effects of

Expenses not deductible for tax purposes

Capatal allowances n excess of depreciation
Increase/utilisation of tax losses

Dufferences in tax rates

Adjustments to tax charge in respect of previous years
Group relief recerved

Other short-term timing differences

Current (credit) / tax charge for the year (note 7(a))

2009 2008
£000 £000
(243) 3,128
(68) 891
2,521 312
1177 (1,091)
(2,342) 1,474
- (530)
91 561
(1,374) (808)
(92) (96)
(87) 713
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2e2 Group Limited

Notes to the financial statements

at 31 December 2009

Profit for the financial year

The parent undertaking’s loss for the year ended 31 December 2009 was £0 2m (2008 — loss of £1 9m)

Dividends

No dividends were paid or declared during the year (2008 — £ml)

intangible fixed assets

Goodwill

Group

Cost

At | January 2009

Additions (note 23)

Adjustments 1n respect of prior year acquisitions
Disposals (note 24)

At 31 December 2009
Amortisation

At 1 January 2009
Provided in the year
Disposals

At 31 December 2009
Net book value

At 31 December 2009

At 1 January 2009

Group

2009 2008

£000 £000

138,290 146,871

Purchased Negative

goodwill Goodwill goodwill Total

£000 £000 £000 £000

868 163,278 (2,772) 161,374
Q) - - @®

864 163,278 (2,772) 161,370
(656) (16,619) 2,772 (14,503)
(160) (8,417) . (8,577)
(816) (25,036) 2,772 (23,080)

48 138,242 - 138,290

212 146,659 - 146,871

The goodwill that has arisen on all acquisitions 1s being amortised evenly over the estimate of the useful

economic life of 20 years.
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11. Tangible fixed assets

Group Freehold  Leasehold Motor  Computer

property improvements vehicles  equipment Total

£000 £000 £000 £000 £000

Cost
At | January 2009 1,454 1,786 222 19,033 22,495
Additions 4 521 13 4,989 5,527
Foreign exchange - (48) - (115) (163)
Disposals - (266) (13) (540) (819}
At 31 December 2009 1,458 1,993 222 23,367 27,040
Depreciation
At 1 January 2009 15 735 96 4,274 5,120
Provided in the year 193 1,072 61 4,335 5,661
Foreign exchange - (36) - 4 {110)
Disposals - (315) (12) (540) (867)
At 31 December 2009 208 1,456 145 7,995 9,805
Net book value
At 31 December 2009 1,250 337 77 15,372 17,236
At 1 January 2009 1,439 1,050 126 14,759 17,375

The net book value of fixed assets includes £1 2m (2008 £1 4m) for computer and other equipment
respect of assets held under finance leases and hire purchase contracts

Company Computer
equipment
: £000
Cost
At | January 2009 8
Additions -
At 31 December 2009 —8
Depreciation
At | January 2009 7
Provided in the year -
At 31 December 2009 —7

Net book value
At 31 December 2009 1

At | January 2009 1
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2e2 Group Limited

Notes to the financial statements
at 31 December 2009

Fixed asset investments

Comparny Investment 1n
subsidiary

undertakings

£000

At beginning and end of year 222

The company owns either directly or indirectly 100% of the ordnary share capital of the following
principal subsidiary companies, the principal activities of which are the provision of computer services

Incorporated m the United Kingdomn (including the Channel Isiands and the Isle of Man) and trading

2e2 Limited 2e2 UK Limited

2e2 Services Limited Compelsolve Limited

2¢2 Solutions Limited 2e2 Data Management Limated
2e2 Offshore Limited Compel Group Limited
Netstore Limited 2e2 Storage Limited

Incormorated in the Netherlands and trading
2¢2 Tradecom International B V 2e2 Dynomic B V

2¢2 Group BV 2e2 Motifact Group B V
2¢2 Yul Data Security BV

incorporated in Belgium and trading

2e2 Motifact Service Management Belgie N V

All subsicharies are held indirectly with the exception of 2e2 Limited which 1s held directly

Stocks
Group Company Group Company
2009 2009 2008 2008
£000 £000 £000 £000
Spare parts 1,928 - 3,194 -
Goods for resale 1,028 - 597 —
Short-term work n progress 69 - 1,581 -
3,025 - 5,372 -
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at 31 December 2009

Debtors
Group Company Group Company
2009 2009 2008 2008
£000 £000 £000 £000
Trade debtors 315,685 - 40,577 -
Amounts owed by group undertakings 2,825 15,732 — 14,120
Prepayments and accrued mcome 35,044 - 17,873 96
Deferred tax asset (see note 19} 6,328 — 3,644 -
79,882 15,732 62,094 14,216
Included n the above are the following amounts that are due after more than one year
Group Compary Group Company
2009 2009 2008 2008
£000 £000 £000 £000
Deferred tax asset 6,328 - 3,644 -
Creditors: amounts falling due within one year
Group Comparny Group Company
2009 2009 2008 2008
£000 £000 £000 £000
Bank loans 4,000 - 4,000 -
Trade creditors 21,475 46 25,194 67
Tax and social security 5,263 - 6,862 -
Accruals 17.474 - 13,974 —~
Amounts due under finance leases 763 - 785 -
48,975 46 50,815 67
Creditors: amounts falling due after more than one year
Group Comparny Group Company
2009 2009 2008 2008
£000 £000 £000 £000
Bank loans 154,188 9,957 149,941 8,240
Amounts owed to group undertakings 4,426 - 12,677 -
Amounts due under finance leases 574 - 789 -
159,188 9,957 163,407 8,240

The bank loans are secured by a fixed and floating charge over all the assets of the Group The bank loans

consist of the following facilities
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2e2 Group Limited

Notes to the financial statements

at 31 December 2009

Creditors: amounts falling due after more than one year (contnued)

®  Term Loan A —1n the amount of £31 7 mullion 15 repayable 1n instalments A total of £4 mullion 15
repayable within one year with the balance payable in instalments finishing on 30 June 2015 Interest
15 charged at the rate of LIBOR plus 2 25% to 4 50%

¢  Term Loan B — in the amount of £37 5 million 1s repayable 1n a single instalment on 10 October
2016 Interest 1s charged at the rate of LIBOR plus 3 00% to 5 00%

e  Term Loan C — in the amount of £37 5 milhon 1s repayable 1n a single instalment on 10 October
2017 Interest is charged at the rate of LIBOR plus 5 50%

e Revolving Facility — in the amount of £15 million 1s repayable 1n a single instalment on 30
September 2013 Interest 1s charged at the rate of LIBOR plus 2 25% to 4 50%

¢  Mezzanine Facility — 1n the amount of £35 0 million 15 repayable 1n a single instalment on 10
Qctober 2018 Interest 1s payable at the rate of LIBOR plus 16 00% 11 00% of the interest 1s not due
for payment and reolls up until 10 October 2018

Amounts due under finance leases are secured on the assets to which they relate

Deferred income

Deferred income — within one year

Borrowings

Borrowings are repayable as follows

Within one year
Bank and other borrowings
Finance leases

After one and within two years
Bank and other boarrowings
Finance leases

After two years and within five years
Bank and other borrowings
Finance leases

After five years
Bank and other borrowings

Less 1ssue costs

Group Company Group Company
2009 2009 2008 2008
£000 £000 £000 £000

25,583 - 19,831 -

Group Company Group Company
2009 2009 2008 2008
£000 £000 £000 £000

4,000 - 4,000 -
763 - 785 -
6,400 - 4,000 -
573 - 416 -
22,400 - 20,800 -
- - 374 -
133,847 9,957 141,635 8,240
(4,032) -~ (4,603) -
163,951 9,957 167,407 8,240
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Notes to the financial statements
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Borrowings (continued)
Bank and other borrowings repayable after five years comprise

Group Company Group Company

2009 2009 2008 2008

£000 £000 £000 £000

Bank borrowings 127.427 9,957 131,587 8,240
Accrued interest 1,994 - 371 -
Amounts owed to group undertakings 4,426 - 12,677 -
133,847 9,957 144,635 8,240

On 10 October 2008, the Company entered 1nto a cross guarantee 1n the amount of £165,000,000, in

favour of 1ts bankers in respect of the borrowings of the group

Following the acquisition of Morse plc by 2e2 Litd on 21 June 2010, the company entered into a cross
guarantee on 21 June 2010 for the amount of £85,000,000, in favour of certain investors

Deferred taxation

Deferred taxation recognised in the financial statements 1s set out below (see note 14)

Group Company Group Company
2009 2009 2008 2008
£000 £000 £000 £000
Assets

Tax losses carmed forward 6,328 - 3,644 -

The movement in deferred tax 1s as follows
Group and
company
£000
As at | January 2009 3,644
Provided during the year 2,684
As at 31 December 2009 6,328

Based on current contracted revenues and consequent visibility of profits at 2e2 UK Limited, a deferred

tax asset has been recognised to reflect the recoverability of historic trading losses in this entity
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Notes to the financial statements
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Deferred taxation (continued)
Unrecognised deferred tax
Unrecognised deferred taxation 15 set out below

Group  Company Group  Company
2009 2009 2008 2008
£000 £000 £000 £000

Assets
Depreciation in excess of capital allowances 3,770 13 797 12
Other short-term timing differences 961 - 849 -
Tax losses carmed forward 14,040 36 21,785 285
Total tax losses carred forward 18,771 49 23,431 297

In his budget of 22 June 2010, the Chancellor of the Exchequer announced Budget tax changes, which, 1f
enacted in the proposed manner, will have a significant effect on the Company’s future tax position As at
31 December 2010, the tax changes announced n the Budget are not vet regarded as ‘substantively
enacted’ and as such, 1n accordance with accounting standards, the changes have not been reflected in the
Company’s financial statements as at 31 December 2009

The budget proposed a decrease in the rate of UK corporation tax from 28% to 24% by 1% each year,
from Apnl 2011, which will be enacted annually The effect of the reduction in the tax rate to 24% on the
Company’s deferred tax asset would be to reduce the deferred tax asset by a maximum of £904,000 The
rate change will also impact the amount of the future cash tax payment to be made by the Company

The effect on the Company of these proposed changes to the UK tax system will be reflected in the
Company’s financial statements in future years, as appropriate, once the proposals have been
substantively enacted

Further from 1 April 2012, there will be a 2% reduction m the rates of capital allowances, the main rate
pool going down from 20% to 18% and the special rate pool from 10% to 8%

Issued share capital

Group and Company
2009 2008
Allotted, called up and fully pard £000 £000
1,275,000 A ordinary shares of £0 04 each 51 51
1,362,250 B ordinary shares of £0 04 each 54 54
105 105

Share option reserve

The group’s parent undertaking, 2e2 Holdings Limited operates a share option scheme which 1s open to all
employees of the group at the discretion of the board of 2e2 Holdings Limited The group records a charge
in accordance with FRS 20 for options to acquire shares of 22 Holdings Limited that are granted to
employees of the group In the scheme the options typically vest based on the following pattern, 50% on
the second anmiversary of the date of grant and a further 25% on the third and fourth anniversary, the
options also vest on the listing on a public market or the sale of 2e2 Holdings Limited The options lapse
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Notes to the financial statements
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1f they remain unexercised after 10 years from the date of grant The options also lapse following the
employee leaving the group There were 44,250 share options outstanding at the year end (2008 — 44,250)
The weighted average share price at the date of exercise for share options 1ssued during the year was

100p

The fair values were calculated using a Black-Scholes-Merton model The 1nputs into the model were as
follows

2009 2008
Weighted average share price £100 £1 00
Weighted average exercise price £100 £1 00
Expected volatility 3553% 3553%
Risk-free rate 425% 4 25%
Expected dividend yreld nil nil

Expected volatility was determined using as a base the share price movements recorded over the same
period as the vesting period {from grant date to vesting date} and taking into account any specific factors
impacting during the period The expected life used in the model has been adjusted, based on
management’s best estimate for the effects of non-transferability, exercise restrictions and behavioural
considerations

Issued share capital {(continued)

Share option reserve (continued)

There were 44,250 outstanding at the year end No options were 1ssued during the year During the year
no options were exercised, cancelled or lapsed For the share options outstanding as at 31 December 2009,
the weighted average remaming contractual life 15 7 years (2008 — eight)

The group recognised total charges of £3,837 related to equuty-settled share-based payment transactions
during the year (2008 — £3,310)

Share premium account and reserves

Group Share Profit
premium Other and loss
account reserves account
£000 £000 £000
At | January 2009 265 458 549
Retained profit for the year - - 2,533
FRS 20 share option charges - - 4
Currency translation differences on foreign
currency net investments - 8 1,313
At 31 December 2009 265 466 4,391
Company
At 1 January 2009 265 51 5,711
Retained loss for the year — - (176)
FRS 20 share option charges — — (4)
At 31 December 2009 265 51 5,531
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Notes to the financial statements
at 31 December 2009

Notes to the statement of cash flows
{a)  Net cash inflow from operating activities

Operating profit

Cash impact of fundamental restructuring

Amortisation of goodwill
Depreciation

Decrease 1n stock
Increase in debtors
Increase n creditors

(Loss)/profit on sale of fixed assets

Net cash inflow from operating activities

(b)  Reconciliation of net cash flow to movement 1n net debt

Decrease in cash in the year

Cash flow from financing

Cash flow from amounts due to parent

Change 1n net debt resulting from cash flows
Finance leases acquired with subsidiaries

Finance leases
Non-¢ash movements
Dhfference on translation

Net debt at start of year

Net debt at end of year

(c) Analysis of changes in net debt

Cash at bank
Borrowings from parent
Long term loans
Finance leases

2009 2008

£000 £000

11,223 10,069

- (3,395)

8,577 5,737

5,661 6,697

2,347 1,946

(15,104} (6,258)

1,670 6,412

(8) 16

14,366 21,224

2009 2008

£000 £000

(3,178) (8,085)

(2,012)  (154,870)

3,251 115,374

(1,939) (47,581)

- (900)

(238) 650

3,24 (5,627)

- 635
1,064 (52,823)
(164,474)  (111,651)
(163410) (163,474

At Other At

1 January non-cash 31 December
2009  Cash flow movements 2009
£000 £000 £000 £000
3,718 (3,178) - 540
(12,676) 3,251 5,000 (4.425)
(153,941) (2,488) (1,759)  (158,188)
(1,575) 238 - (1,337}
(164,474) (2,177) 3,241 (163,410)
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Notes to the financial statements
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Capital commitments

The Group had no capital commitments at 31 December 2009 (2008 — £0 4 m)

Contingent liabilities

There were no contingent lLiabilities at 31 December 2009 (2008 — £ml)

Leasing commitments — group

Operating lease payments amounting to £3 Om (2008 — £1 6m) are due within one year The leases to

which these amounts relate expire as follows

Land and Land and
buildings Other  buildings Other
2009 2009 2008 2008
£000 £000 £000 £000
In one year or less 744 2,278 535 1,139
Between one and five years 965 2,338 1,464 1,607
In five years or more 1,387 - 1,255 3
3,096 4616 3,254 2,749

Related parties

The group has taken advantage of the exemption available to wholly owned subsichary undertakings under
Financial Reporting Standard Number 8 (“Related Party Transacttons™), and accordingly has not provided
details of 1ts transactions with entities forming part of the 2e2 group

Ultimate parent undertaking and controlling party

The company’s ultimate parent undertaking 1s 2e2 Holdings Limited, a company incorporated 1n the
United Kingdom 2e2 Holdings Limited 1s the only group preparing financtal statements which are
available from its registered address of The Mansion House, Benham Valence, Newbury, RG20 8LU The
company’s immediate parent undertaking 1s 2e2 Investments Limited
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