











K3 AX supplies Microsoft Dynamics AX software
and holds the property
complementary modules in the food and process

intellectual rights for

manufacturing vertical markets. The business
contributed revenues of £2.01m (2007: one month
contribution of £0.05m) and adjusted profit from
operations*'® of £0.08m (2007: one month contribution
of £0.01m). K3 AX opens up a new marketplace for
us and we are making significant investment in the
business, strengthening the sales and delivery teams.
Deal sizes are typically large and currently we have a

pipeline worth approximately £6m.

2009 has started well for the Manufacturing Software
Division and, as a result of additional orders taken
in the first quarter of the new financial year and cost
cuts referred to above, we are seeing consultancy
services operating at almost full capacity. In addition,
the managed service business is continuing to grow
steadily and is an ideal defensive tool for an economic
downturn.

Central Division

Central costs for the year were £0.26m (2007:
£0.49m) reflecting reduction in salary costs and the
increasing utilisation of central resources within the
operating units.

We are seeing
consultancy services
operating at almost
full capacity
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OUTLOOK

Our creditable performance in 2008 reflects our
work over the last two years to build a significant
presence in our core markets as well as the high
levels of predictable income, in the form of licence
fee renewals and associated support, which is
generated annually from our large customer base.

We are anticipating a tougher 2009, however, we
believe opportunities for the business over the
longer term remain encouraging. Additionally we
are continuing to consider acquisitions which
complement our existing businesses.

Andy Makeham, Chief Executive

*13 Calculated before amortisation of acquired intangibles of £0.24m (2007: £0.01m).
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Business Review continued

FINANCIAL REVIEW

Group Results

*14

*15

Full year revenue increased to £37.62m from
£34.15m in 2007. This reflected a full year’s
contribution from the three acquisitions made
during 2007. Both Divisions performed well with
encouraging new business sales supported by
high levels of recurring income.

The Group registered an adjusted profit from
operations*'* of £7.35m (2007: £5.76m).

Profit from operations for the year was £5.37m
(2007: £4.71m).

The amortisation of intangible assets of £1.88m
(2007: £0.90m) includes amortisation of McGuffie
Brunton over 8 years, of Landsteinar Netherlands
over 5 years and Index over 6 years. Under IFRS,
amortisation is only applied to intangible assets
other than residual goodwill on acquisitions.

Finance costs of £1.41m (2007: £1.04m) reflect a
full year’s charge on bank loans acquired during
2007 to fund acquisitions made during 2007.
The finance cost in 2007 reflects the impact of
costs written off on refinancing of facilities with
new bankers of £0.18m.

The profit for the year was £2.81m (2007:
£2.92m).

The tax charge for the year was £1.14m (2007:
£0.76m) comprising a charge of £1.43m (2007:
£1.10m) of current taxation and a credit of
£0.29m (2007: £0.34m) of deferred taxation,
of which £0.50m (2007: £0.40m) related to the
amortisation of intangible assets. The effective
tax rate was 24% (2007: 26%) due to the
inclusion of profits from overseas subsidiaries
which are taxed at lower rates and the reduction
in the UK corporation tax rate from 30% to 28%
from 1 April 2008.

Adjusted earnings per share*'® was 18.2p (2007:
16.8p).

Earnings per share was 11.8p (2007: 13.4p).

The directors propose to pay a dividend of 0.5p
per share (2007: 0.5p).

Balance Sheet

Other intangible assets decreased by £0.21m
being a net increase in development costs
of £0.77m and a net decrease in intangibles
acquired on business combinations of £0.98m.
Additions to development costs and intellectual
property were £1.0m reflecting the additional
development of mid-tier multi channel, distribution
channel and fashion sector functionality whilst
amortisation was £0.26m. Amortisation on
intangibles acquired on business combinations
was £1.88m. The effect of movements in the
Euro rate increased other intangibles by £0.92m.
Goodwill increased by £1.73m reflecting the
effect of movements in the Euro rate of £2.35m
and an adjustment of £0.67m to the estimate of
contingent consideration payable in respect of
K3 Landsteinar Netherlands.

Property, plant and equipment increased by
£0.038m reflecting net additions of £0.31m and
depreciation of £0.28m.

Current assets include £10.69m (2007: £10.98m)
of trade and other receivables and cash balances
of £2.83m (2007: £3.09m).

Trade and other payables of £13.23m (2007:
£14.70m) included £5.08m (2007: £4.88m)
of deferred revenue relating to licence and
support charges billed but not yet recognised
as income.

The cash in hand at 31 December 2008 was
£2.83m (2007: £3.09m), and bank and other loans
were £15.84m (2007: £16.48m) Repayments

Calculated before amortisation of acquired intangibles of £1.88m (2007: £0.9m) and share-based payment costs of £0.10m

(2007: £0.15m).

Calculated before amortisation of acquired intangibles and related tax charge of £1.37m (2007: £0.49m), share-based payment
costs net of tax of £0.13m (2007: £0.11m), and loss on disposal of operations including the related tax charge in 2007 of £0.14m.



against bank and other loans during the year
were £3.63m (2007: £2.04m) but this was offset
by an increase in the sterling value of the Euro
denominated loan of £1.96m (2007: £0.54m).
During the quarter ended December 2008,
the Group did not meet a financial covenant
regarding annual rolling cash flow cover and a
particular general undertaking within its banking
facilities agreement. However, no adjustments
are required or have been made in the preparation
of these financial statements following the bank’s
agreement to waive its rights under the terms of
the facilities agreement. Additionally, repayment
terms and the annual rolling cash flow cover
covenant are unchanged.

A deferred tax liability of £3.34m (2007: £3.51m)
has been recognised, primarily in respect of
the intangible assets from acquisitions. These
balances are amortised to the income statement
over the useful lives of the intangible assets.

During the year the Group adopted cash flow
hedge accounting in respect of its interest collar.
The effect is that £0.26m has been debited
to the cash flow hedging reserve. A financial
liability of £0.33m is included as derivative
financial instruments within current trade and
other payables.

Equity increased by £4.15m. This included share
capital issued in respect of option exercises of
£0.04m. Retained profit for the year was £2.81m,
currency differences were £1.72m. Dividends
were paid to equity shareholders of £0.12m.
The amount debited to the cash flow hedging
reserve for the change in fair value of hedging
derivatives was £0.26m.
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Full year revenue
iNncreased to
£37.62m from
£34.15m in 2007

Cash Flow

The Group’s net cash outflow in the year was
£0.88m (2007: net cash inflow £0.58m).

The Group’s inflow from operations in the year
was £6.38m (2007: £6.23m).

Financing costs amounted to a cash outflow of
£1.32m (2007: £1.24m).

Capitalised development expenditure amounted
to £1.00m (2007: £0.37m)

Capital expenditure less disposal proceeds was
£0.31m (2007: £0.22m).

Net cash outflow on acquisitions and disposals
was £0.29m (2007: £16.59m).

Proceeds from the exercise of share options and
placing of shares generated a cash inflow after
costs of £0.02m (2007: £0.26m).

The Group repaid £3.59m during the year of the
bank loans (2007: £1.92m), together with £0.04m
in respect of finance leases (2007: £0.13m). The
group received loan funding for acquisitions of
£16.59m during 2007.

David Bolton, Chief Finance Officer
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Business Review continued

Risks and Uncertainties

There are a number of potential risks and uncertainties,
which could have a material impact on the Group’s
performance and could cause actual results to differ
materially from expected and historical results. The
Group’s risk management policies and procedures to
deal with operational risk are included in the Corporate
Governance Statement on pages 25 and 26. The
principal business risks which the Group faces can be
categorised as follows:

Strategic

Changes in the business environment influence the
Group’s development in terms of the strategies which
it pursues and the products and services it offers.
These changes may stem from market competition
or economic and technological advancement. The
executive directors regularly review the Group’s
strategic progress and obtain market information
to assist in strategic decisions around products,
competitors and potential acquisitions. We recognise
that selected acquisitions will play a key role in
future growth of the business as illustrated by the
five major acquisitions made since 2003. We also
recognise that the ability to integrate acquisitions
and derive synergies is key and, to this end, we have
strengthened our central management team to ensure
that strategic objectives and targets are reached.

Business Environment

The Group’s customer base is mainly in the retail,
distribution and manufacturing sectors, primarily in
the United Kingdom and Europe. The environment
in which the Group offers its products and services
is, therefore, dependent on the economic and other
circumstances affecting these business sectors
including competitor behaviour. Over the years we
have developed a creative, innovative, competitive
culture and a reputation for advanced functionality
and product quality.

The downturn in worldwide markets following the
difficulties in the financial markets are likely to impact
our customers and new pipeline opportunities
which could lead to a downturn in activity for the
Group. However, the Group is well placed as one
of Microsoft’s larger business partners in the UK
and has high levels of predictable income from its
existing customer base, both in the UK and in its
overseas markets.

Relationships

The Group benefits from a number of close
commercial relationships with key suppliers and
customers. Damage to or loss of these relationships
could have a direct and detrimental effect on the
Group’s results. The key Group supplier relationships
are secured by commercial agreements lasting for
up to 6 years and management participate in regular
product and strategy reviews with the supplier. On an
annual basis our customers commit to maintenance
and support agreements that facilitate availability of
product upgrades and business support.

Delivery

Our products and services operatein business critical
areas for our customers and any failure to meet
contractual commitments and client expectations
could damage our reputation and impact upon our
financial position. To mitigate this risk we monitor
our performance continuously against contractual
commitments and expectations and deploy a wide
range of experienced technical specialists and
project managers to evaluate performance. High
risk projects are monitored at Division board level,
meetings of which are attended by main Board
executive directors.



Financial

Whilst all risks may be considered to have a financial

impact, the management of the Group’s financial

resources represents a key area of focus. Financial

risks are faced in ensuring sufficient funds are

available to meet financial commitments as and when

they fall due and protecting the Group’s financial

strength against adverse movements in financial

markets. Further details are provided in note 19.

Credit risk — The Group’s credit risk is primarily
attributable to its trade debtors. The amounts
presented in the balance sheet are net of
doubtful debts,
by the Group’s management based on prior

allowances for estimated
experience and their assessment of the current
economic environment. The Group operates
in two key markets and hence the credit risk
is concentrated on retail and manufacturing
customers. The Group manages credit risk by
ensuring that outlays by the Group are matched
with receipts from customers where possible
and by tight control over contractual terms.

Currency risk — The Group’s currency risk is
primarily attributable to its trade debtors where
certain customers are billed in US Dollars or Euros
where these are not the functional currency of
the Group company. Where possible the risk is
hedged by amounts payable in those currencies.
The acquisition of Landsteinar Netherlands in
September 2007 was part funded by a Euro loan
which acts as a hedge against the net assets of
the business.

Price risk — The Group does not have any financial
instruments which are exposed to price risk.
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Liquidity and cash flow - The Group has
contingent consideration and a bank loan with
set payment dates. The Group ensures that
it has sufficient funds to meet its obligations
or commitments associated with its financial
instruments by monitoring cash flow as part of
its day-to-day control procedures and also, more
strategically, to ensure that financing is in place
with manageable repayment periods and that
appropriate facilities are available to be drawn
upon when the need arises. The facilities from
the Group’s bankers require the Group to meet
certain covenants throughout the term of the
loans and in the current economic environment
it is likely that the Group will have less headroom
in relation to these covenants. However, the
Group’s forecasts indicate that the Group will
remain within the set parameters.

Interest rate — Interest rate risk arises from
the extent to which the Group holds interest
rate sensitive assets or is exposed to interest
rate sensitive liabilities. The Group maintains
a balance of fixed and floating interest rates
on its financing to manage this exposure and
also has an interest rate hedge strategy set up
with its UK bankers. The Group has a cap and
collar hedging arrangement to mitigate the risk
of interest rates falling outside specified ranges
on approximately 75% of sterling denominated
long term loans. Foreign currency loans that
were taken out at the time of the Landsteinar
Netherlands acquisition are not currently hedged
for interest rates.
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Directors’ Report

The directors present their annual report on the
affairs of the group, together with the financial
statements and auditors’ report, for the year ended
31 December 2008.

Principal Activities

The principal activities of the group and the
company are the supply of computer software and
consultancy.

The subsidiary undertakings principally affecting the
profits or net assets of the group in the year are listed
in note 13 to the consolidated financial statements.

Business Review

The consolidated results of the year are shown on
page 34.

Further details of the group’s performance during
the vyear, including the Companies Act 1985
requirements regarding KPIs, and expected future
developments are contained in the business review
on pages 8 to 15 and the Chairman’s statement on

pages 4to 7.

The group’s financial risk management objectives
and policies are disclosed in the Business Review
on page 19 and in note 19 to the consolidated
financial statements. Details of the use of financial
instruments are given in note 20.

Results and Dividends

The audited financial statements for the year ended
31 December 2008 are set out on pages 34 to 85.
The group’s profit for the year was £2.81m (2007:
£2.92m).

The directors propose a net dividend of 0.5p per
share (2007: 0.5p)

Directors

The directors who served during the year were as
follows:

DJ Bolton

PJ Claesson
NA Makeham
TA Milne

Mr DJ Bolton retires by rotation and offers himself
for re-election.

Supplier Payment Policy

The company’s policy, which is also applied by the
group, is to agree terms of payment with suppliers
when setting the terms of each transaction, ensure
that suppliers are made aware of the terms of
payment and abide by the terms of payment. Trade
creditors of the company at 31 December 2008 were
equivalent to 64 (2007: 61) days’ purchases, based
on the average daily amount invoiced by suppliers
during the year.

Charitable and Political Contributions

Charitable contributions during the year amounted
to £200 (2007: £1,750). There were no political
contributions during the year or prior year.



Substantial Shareholdings

On 17 March 2009, the company had been notified,
in accordance with sections 198 to 208 of the
Companies Act 1985, of the following interests in
the ordinary share capital of the company.

Name of holder Number Percentage

Held
PJ Claesson 5,164,482 21.7%
Laxnes BV 1,600,000 6.7%
Blackrock Group 1,502,013 6.3%
Bluehone Investors LLP 1,051,552 4.4%
Yfm Private Equity Limited 1,001,902 4.2%
Altenberg Reval AS 840,000 3.5%
Garpenbergs Intressenter AB 800,000 3.4%
DJ Bolton 772,300 3.3%
NA Makeham 759,139 3.2%
Gerrard Investment Management 711,562 3.0%

Disabled Employees

Applications for employment by disabled persons
are always fully considered, bearing in mind the
aptitudes of the applicant concerned. In the event of
members of staff becoming disabled every effort is
made to ensure that their employment with the group
continues and that appropriate training is arranged.
It is the policy of the group that the training, career
development and promotion of disabled persons
should, as far as possible, be identical with that of
other employees.
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Employee Consultation

The group places considerable value on the
involvement of its employees and has continued to
keep them informed on matters affecting them as
employees and on the various factors affecting the
performance of the group. This is achieved through
informal discussions between management and
other employees at a local level.

Directors’ Indemnity Cover

All directors benefit from qualifying third-party
indemnity provisions in place during the financial
year and at the date of this report.

Environmental Matters

The directors recognise that whilst the group’s
business activities as a developer and supplier
of software applications have minimal direct

environmental impact, they acknowledge that
the group’s actions may have an impact on the
environment through its day to day activities and
through its wider network. They acknowledge a
commitment to the protection of the environment
and the group’s environmental policy aims to
raise awareness of environmental matters and
to establish standards. The group’s intention is
to establish a paperless working environment
wherever appropriate. This is supported through the
automation of a number of internal management
and administrative processes such as timesheets
and performance appraisals. The group also
encourages staff to minimise unnecessary travel by
using web exchange, telephone conferencing and

working from home in appropriate circumstances.
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Directors’ Report continued

Post Balance Sheet Events

These are detailed in note 30 to the consolidated
financial statements.

Auditors

All of the current directors have taken all of the steps
that they ought to have taken to make themselves
aware of any information needed by the company’s
auditors for the purposes of their audit and to establish
that the auditors are aware of the information.
The directors are not aware of any relevant audit
information of which the auditors are unaware.

The Notice of Annual General Meeting contains a
resolution to re-appoint BDO Stoy Hayward LLP as
auditors for the ensuing year.

Linden Business Centre
Linden Road

Colne

Lancashire BB8 9BA

By order of the Board
RL Smith, Secretary

17 March 2009



The Board supports the principles of good
governance. In fulfilling their responsibilities, the
directors believe that they govern the company in
the best interests of the shareholders, whilst having
due regard to the interests of the stakeholders in the
group including, in particular, customers, employees
and suppliers. Although as a company quoted on
AIM it is not required to comply with the provisions
of the July 2006 FRC Combined Code on Corporate
Governance, the directors intend to comply with the
provisions of the Combined Code in so far as they
consider it appropriate having regard to the size of
the group and have decided to provide corporate
governance disclosures comparable with those
required of a listed company.

The Board

The group is headed by an effective board which
meets on a bi-monthly basis. All meetings in the year
were attended by all the directors. It is supplied in a
timely manner with information of a quality to enable
it to discharge its duties. The board has determined
those matters which are retained for board sanction
and those matters which are delegated to the
executive management of the business. The types of
decisions which are to be taken by the Board are:

e approval of the financial statements and profit
plans for the group;

e approval of any unbudgeted plans in accordance
with prescribed authority levels;

e approval of all shareholders’ circulars and

announcements;

e approval of the appointment or termination of
advisors to the group;

e the purchase or sale of any business or
subsidiary;
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Corporate Governance Statement

e any new borrowings, facilities and related
guarantees;

e any asset purchase or lease, hire purchase
facility or rental agreement over prescribed
authority limits;

e any donation to a political party, or any charitable
donation exceeding £250.

The Board has established three standing sub-
committees to assist in the discharge of corporate
governance responsibilities. They are the nominations
committee, remuneration committee and audit
committee. The roles of each of the committees, their
members and activities during the year are covered

separately within this report.

The Board comprised the Chairman, two executive
and one non-executive directors, details of whom are
included on page 3. The composition of the Board
is designed to provide an appropriate balance of
group, industry and general commercial experience
and is reviewed as required to ensure that it remains
appropriate to the nature of the group’s activities.

The roles of the Chairman and Chief Executive are
distinct. The office of Chairman is held by Mr TA
Milne. The office of Chief Executive is held by Mr
NA Makeham.

Appointments to the Board are the responsibility of
the Nominations Committee.
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Nominations Committee

the
Chairman, Mr TA Milne and the non-executive

The Nominations Committee comprises

director, Mr PJ Claesson, and the Chief Executive,
Mr NA Makeham, and is chaired by the Chairman.
Meetings are arranged as necessary and none were
held during the year. The committee is responsible
for nominating candidates (both executive and
non-executive) for the approval of the Board to
fill vacancies or appoint additional persons to the
Board. Its terms of reference are available upon
request and are placed on the company’s website.

All directors receive induction on joining the Board
covering the group’s operations, goals and strategy,
and their responsibilities as directors of the group.
The company supports the directors in developing
their knowledge and capabilities.

The directors have established a procedure, agreed
by the Board, for directors in the furtherance of their
duties to take independent professional advice, if
necessary, at the company’s expense.

The Combined Code requires that the Board
should undertake a formal and rigorous annual
evaluation of its own performance and that of its
committees and individual directors. However, no
formal evaluation was conducted during the year
although informal evaluation of the performance of
the individual executive directors was conducted by
the Chairman.

All directors are subject to election by shareholders
at the first opportunity after their appointment.
In accordance with the Articles of Association, all
directors are required to retire by rotation and shall
be eligible for re-election. The terms and conditions
of appointment of the non-executive director are
available for inspection upon request.

Corporate Governance Statement continued

Remuneration Committee

the
Chairman, Mr TA Milne, and the non-executive
Mr PJ Claesson,
the Chairman.

The Remuneration Committee comprises

director, and is chaired by
It reviews the remuneration and
contractual arrangements of the executive directors.
The remuneration of the Chairman and the non-
executive director is determined by the Board as a
whole, based on a review of the current practices in
other companies. The committee met twice during
the year and the meeting was attended by both
members of the committee. The terms of reference
are available upon request and are placed on the

company’s website.
Accountability and Audit
Financial Reporting

The Board recognises its responsibility to present
a balanced and understandable assessment of the
group’s position and prospects, both within its half
year and annual financial statements and in other
price-sensitive public reports. The statement of the
directors’ responsibility in preparing the financial
statements is made on page 31.

Going Concern

After making enquiries, the directors have formed
a judgement, at the time of approving the financial
statements, that there is a reasonable expectation
that the group has adequate resources to continue
in operational existence for the foreseeable future.
For this reason the directors continue to adopt
the going concern basis in preparing the financial
statements.



Internal Control

The Board recognises its ultimate accountability for
maintaining an effective system of internal control
which is appropriate in relation to both the scope
and nature of the group’s activities. The system
covers all controls including:

e financial;
e operational;

e compliance; and
¢ risk management.

The responsibility for managing risks on a day to day
basis lies with the executive directors. The principle
business risks and the actions to mitigate the risks
are included in the business review on pages 18 and
19. Details of operational risks are included below.

Operational

These risks, which are inherent in all business
activities, are those which mainly result from the
potential breakdown of individual business units
or the group’s control of its human, physical and
operating resources. The potential financial or
reputational loss arising from failures in internal
controls, flaws or malfunctions in computer systems
and poor product design or delivery all fall within
this category.

There
evaluating and managing the significant issues faced

is an ongoing process for identifying,
by the group which has been in place throughout
the year and up to 17 March 2009. It has been
regularly reviewed by the Board and it accords with
the Turnbull guidance.

The Board and senior management have a clear and
consistent understanding of the key risks facing the
business. Whilst they recognise that it is not possible
to eliminate risk completely, they have established
an infrastructure of controls, systems, staff and
processes which aim to minimise the likelihood of
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risks occurring or reduce the impact should they
do so. The key elements of this infrastructure which
enable the Board to review the effectiveness of the
system of internal controls are as follows:

e establishment of a formal management structure,
including the specification of matters reserved
for decision by the Board;

e setting and reviewing the strategic objectives of
the group;

¢ Board involvement in the setting and review of
the annual budget;

e the regular review of the group’s performance
compared with budget and forecasts;

e pre and post investment appraisal of capital
expenditure;

¢ integrity and competence of personnel as part of
the control environment; and

e group reporting instructions and procedures
including delegation of authority and authorisation
levels, segregation of duties and other control
and standardised

procedures, accounting

policies.

The Board and senior management are aware that
any significant operational matters which raise
cause for concern may have arisen because of or
give rise to material internal control issues. There
is a process in place whereby any member of
management who becomes aware of an internal
control issue can bring this to the attention of the
Chief Finance Officer. There were no such issues
raised during the year under review.

The Board acknowledges its responsibility for the
group’s system of internal control and for reviewingits
effectiveness. The Board is committed to operating
comprehensive processes to manage the key risks
which face the business. They have established a
framework of policies, systems and procedures
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to ensure that the nature and extent of the risk
undertaken is commensurate with the commercial
returns and, where necessary, to ensure prudent
risk-taking to protect shareholder value. Such a
system is designed to manage rather than eliminate
the risk of failure to achieve business objectives
and can provide only reasonable but not absolute
assurance against material misstatement or loss.

Audit Committee

The Audit Committee comprises the Chairman,
Mr TA Milne, and the non-executive director, Mr
PJ Claesson, and is chaired by the Chairman. The
committee met twice during the year and meetings
were attended by both members of the committee.
The role of the Audit Committee is to consider the
appointment of the auditors, audit fees, scope of
audit work and any resultant findings. It reviews
external audit activities, monitors compliance
with statutory requirements for financial reporting
and reviews the half year and full year financial
statements before they are presented to the Board
for approval. The Chief Executive, Chief Finance
Officer and external auditors attend meetings of
the Audit Committee by invitation. The committee
is also required to review the effectiveness of the
group’s internal control systems, to review the
group’s statement on internal control systems prior
to endorsement by the Board and to consider, from
time to time, the need for a “risk sub-committee”
to assist in monitoring the group’s internal control
systems. lts terms of reference are available upon
request and are placed on the company’s website.

The Audit Committee considers and determines
relevant action in respect of any control issues raised
by the auditors. Given the size of the group and the
close day to day control exercised by the executive
directors and senior management, no formal internal
audit department is considered necessary.

Corporate Governance Statement continued

Relations with Shareholders

The company seekstomaintaingood communication
with shareholders. The executive directors make
presentations to institutional shareholders covering
the interim and full year results. Whilst most
shareholder contact is with the executive directors,
the Chairman and the non-executive director are
available to meet major shareholders if requested to
do so. The views of major shareholders are obtained
through direct face-to-face contact and analysts’ or
brokers briefings.

The Board considers the AGM to be an important
opportunity to communicate with shareholders
and encourages their participation. The company
despatches the notice of AGM, with explanatory
notes describing items of special business, at least
21 working days before the meeting. All shareholders
have the opportunity formally or informally to put
questions to the company’s AGMs. All directors
attend the AGM and the Chairman of the Audit,
Remuneration and Nominations Committees is
available to answer questions from shareholders.
At each AGM the Chairman advises shareholders of
the proxy voting details on each of the resolutions
which is dealt with on a show of hands.



Auditors’ Remuneration

Fees for services provided by the auditors have
been as follows:

2008 2007
£000  £000
Audit services
e Statutory audit 70 79
Further assurance services:
Tax services
e Advisory services 2 26
Other services
e Corporate finance services 33 107
e Other services 5 25
110 237

During the year, the auditors provided non-audit
services in relation to consultation on half year
results, potential acquisitions and tax advice in
connection with VAT matters. The Board considered
the proposed non-audit services in advance to
ensure that it was satisfied that neither the nature
nor the scale of the non-audit services would impair
the auditors’ objectivity and independence.

Compliance with the Combined Code

Whilst the group is not required to comply with
the provisions of the Combined Code, it has
given considerable attention to the provisions set
out therein. The group has not complied with all
provisions required for listed companies, principally
as it does not consider these appropriate given
the size and nature of the group. However, the
directors confirm that throughout the year ended 31
December 2008 the group has been in compliance
with the Code provisions set out in Section 1 of
the July 2006 FRC Combined Code on Corporate
Governance, with the following exceptions:
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No director has been identified as a senior
independent director. There is no alternative
route for shareholders to raise their concerns
other than the normal channels of the chairman,
chief executive or chief finance officer. The
directors consider this to be appropriate for the
size of the group at present. (A.1.2) (A.3.3)

The Chairman’s performance has not been
appraised by the non-executive director, nor
have there been meetings of the non-executive
directors as there is only one non-executive
director. (A.1.3)

The group has only one non-executive director,
Mr PJ Claesson, who is not considered
independent due to the size of his shareholding.
(A.3.1) (A.3.2)

The Nominations Committee, Remuneration
Committee and Audit Committee each include
only one non-executive director and he is not
considered to be independent. (A.4.1) (B.2.1)
(C.3.1)

The Board has not conducted a performance
evaluation of the Board, its committees or its
individual directors although informal evaluation
of the executive directors has been conducted
by the Chairman. (A.6.1)

The directors have not conducted a formal and
documented review of the effectiveness of the
group’s system of internal controls during the
year ended 31 December 2008. (C.2.1)

The non-executive director has not met with
major shareholders during 2008, although he
was available to do so if requested. (D.1.1)
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Remuneration Report

Remuneration

The salaries of the executive directors are determined after giving full consideration to the best practice
provisions and after a review of the performance of the individual. It is the aim to reward directors
competitively; consideration is, therefore, given to the median remuneration paid to senior management
of comparable public companies. No director is involved in deciding his own remuneration. Details are
included in note 4 to the consolidated financial statements.

Each of the executive directors has a service contract providing 12 months notice.
Directors’ Pension Entitlements

The company makes contributions to defined contribution schemes for each of the executive directors.
Part of the remuneration of the Chairman is paid into a defined contribution scheme. There are no pension
entitlements for the non-executive director.

Directors’ Indemnity Cover

All directors benefit from qualifying third-party indemnity provisions in place during the financial year and
at the date of this report.

Directors’ Interests

The directors who held office at 31 December 2008 had the following interests in the shares of the company.

Ordinary shares of 25p each Ordinary shares of 25p each

31 December 2008 1 January 2008

Number Number

TA Milne 225,000 225,000
NA Makeham 759,139 759,139
DJ Bolton 772,300 772,300
PJ Claesson 5,164,482 4,001,448

None of the directors had any interests in the shares of other group companies. Between 31 December
2008 and 17 March 2009, there have been no changes in the interests of the directors.
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Directors’ Share Options and Warrants

Mr PJ Claesson is interested in warrants for 25p ordinary shares held by companies associated with him

as follows:

Company Number of warrants Exercise price
CA Fastigheter AB 200,000 90p
CA Fastigheter AB 500,000 123.5p
Johan & Marianne Claesson AB 400,000 90p

Details of exercise periods of both the share options and the warrants are given in note 22 to the consolidated
financial statements.

The market price of the ordinary shares at 31 December 2008 was 61.5p and the range during the year was
61.5p to 163p.

Aggregate emoluments do not include any amounts for the value of options to acquire ordinary shares in
the company granted to or held by the directors. Details of the options are as follows:

Name of 1January Granted Exercised Lapsed 31 December Exercise Gains on Gains on
Director 2008 2008 price  exercise 2008 exercise 2007
NA Makeham 66,667 - - - 66,667 75p - 104,666
NA Makeham 50,000 - - - 50,000 62.5p - -
NA Makeham 60,000 - - - 60,000 100p - -
NA Makeham 50,000 - - - 50,000 94p - -
DJ Bolton 51,272 - - - 51,272 98.5p - -
DJ Bolton 50,000 - - - 50,000 75p - -
DJ Bolton 40,000 - - - 40,000 62.5p - -
DJ Bolton 60,000 - - - 60,000 100p - -
DJ Bolton 50,000 - - - 50,000 94p - -
RE Dorset - - - - - 75p - 14,650
RE Dorset - - - - - 67.5p - 16,200
RE Dorset - - - - - 62.5p - 34,800
RE Dorset 64,500 - - (64,500) - 100p - 9,765
TA Milne 103,626 - - - 103,626  196.5p - -
TA Milne 125,000 - - - 125,000 150p - -

No options were exercised during 2008. Mr Dorset’s compensation for loss of office included the entitlement
to exercise his share options up to one year after his date of resignation. The remaining 64,500 options
lapsed on 16 February 2008.
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Remuneration Report continued

The options for each of the above directors are exercisable as follows:

NA Makeham DJ Bolton TA Milne Exercise Price Exercisable if market price
reaches at least

- 16,667 - 75p 100p
- 16,667 - 75p 125p
66,667 16,666 - 75p 150p
- 27,664 - 98.5p 100p
- 15,808 - 98.5p 125p
- 7,800 - 98.5p 150p
16,667 13,333 - 62.5p 100p
16,667 13,333 - 62.5p 125p
16,666 13,334 - 62.5p 150p
20,000 20,000 - 100p 125p
20,000 20,000 - 100p 150p
20,000 20,000 - 100p 175p

All of the above options are exercisable.

In addition, the directors hold options which are exercisable if the growth of earnings per share (eps) over
the three year period from the financial year in which the options were granted achieves the following:

NA Makeham DJ Bolton TA Milne Exercise Price Growth in eps is at least
12,500 12,500 - 94p 15%
12,500 12,500 - 94p 20%
25,000 25,000 - 94p 25%
- - 25,907 96.5p 15%
- - 25,906 96.5p 20%
- - 51,813 96.5p 25%
- - 31,250 150p 15%
- - 31,250 150p 20%
- - 62,500 150p 25%

In respect of Messrs Makeham and Bolton, the three year period is that ended on 31 December 2007
and for Mr Milne is that ended on 31 December 2008 for the options exercisable at 96.5p and that ending
31 December 2009 for those exercisable at 150p. Of the above options, those with an exercise price of 94p
are exercisable.
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Statement of Directors’ Responsibilities

Directors’ Responsibilities

The directors are responsible for keeping proper accounting records which disclose with reasonable
accuracy at any time the financial position of the group, for safeguarding the assets of the company,
for taking reasonable steps for the prevention and detection of fraud and other irregularities and for the
preparation of a Directors’ Report which complies with the requirements of the Companies Act 1985.

The directors are responsible for preparing the annual report and the financial statements in accordance
with the Companies Act 1985. The directors are also required to prepare financial statements for the group
in accordance with International Financial Reporting Standards as adopted by the European Union (IFRSs)
and the rules of the London Stock Exchange for companies trading securities on the Alternative Investment
Market. The directors have chosen to prepare financial statements for the company in accordance with UK
Generally Accepted Accounting Practice.

Group Financial Statements

International Accounting Standard 1 requires that financial statements present fairly for each financial year
the group’s financial position, financial performance and cash flows. This requires the faithful representation
of the effects of transactions, other events and conditions in accordance with the definitions and recognition
criteria for assets, liabilities, income and expenses set out in the International Accounting Standards Board’s
‘Framework for the preparation and presentation of financial statements’. In virtually all circumstances, a fair
presentation will be achieved by compliance with all applicable IFRSs. A fair presentation also requires the
Directors to:

e consistently select and apply appropriate accounting policies;

e present information, including accounting policies, in a manner that provides relevant, reliable, comparable
and understandable information; and

e provide additional disclosures when compliance with the specific requirements in IFRSs is insufficient
to enable users to understand the impact of particular transactions, other events and conditions on the
entity’s financial position and financial performance.

Parent Company Financial Statements

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

¢ select suitable accounting policies and then apply them consistently;

e prepare the financial statements on the going concern basis unless it is inappropriate to presume that
the company will continue in business;

e make judgements and estimates that are reasonable and prudent; and

e state whether applicable accounting standards have been followed, subject to any material departures
disclosed and explained in the financial statements.

Financial statements are published on the group’s website in accordance with legislation in the United
Kingdom governing the preparation and dissemination of financial statements, which may vary from
legislation in other jurisdictions. The maintenance and integrity of the group’s website is the responsibility of
the directors. The directors’ responsibility also extends to the ongoing integrity of the financial statements
contained therein.
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We have audited the group and parent company
financial statements (the “financial statements”) of
K3 Business Technology Group plc for the year ended
31 December 2008 which comprise the consolidated
income statement, the consolidated statement of
recognised income and expense, the consolidated
and company balance sheets, the consolidated
cash flow statement, and the related notes. These
financial statements have been prepared under the
accounting policies set out therein.

Respective Responsibilities of Directors
and Auditors

The directors’ responsibilities for preparing the
annual report and group financial statements in
accordance with applicable law and International
Financial Reporting Standards (IFRSs) as adopted
by the European Union and for preparing the parent
company financial statements in accordance with
applicable law and United Kingdom Accounting
Standards (United Kingdom Generally Accepted
Accounting Practice) are set out in the statement of
directors’ responsibilities.

Our responsibility is to audit the financial statements
in accordance with relevant legal and regulatory
requirements and International Standards on

Auditing (UK and Ireland).

We report to you our opinion as to whether the
financial statements give a true and fair view and
have been properly prepared in accordance with the
Companies Act 1985 and whether the information
given in the directors’ report is consistent with
those financial statements. We also report to you
if, in our opinion, the company has not kept proper
accounting records, if we have not received all the
information and explanations we require for our
audit, or if information specified by law regarding
directors’ remuneration and other transactions is
not disclosed.

Independent Auditors’ Report to the Shareholders of K3 Business Technology Group pic

We read other information contained in the annual
report, and consider whether it is consistent
with the audited financial statements. This other
information comprises only the directors’ report,
the chairman’s statement, the business review,
the corporate governance statement and the
remuneration report. We consider the implications
for our report if we become aware of any apparent
misstatements or material inconsistencies with the
financial statements. Our responsibilities do not
extend to any other information.

Our report has been prepared pursuant to the
requirements of the Companies Act 1985 and for no
other purpose. No person is entitled to rely on this
report unless such a person is a person entitled to
rely upon this report by virtue of and for the purpose
of the Companies Act 1985 or has been expressly
authorised to do so by our prior written consent.
Save as above, we do not accept responsibility
for this report to any other person or for any other
purpose and we hereby expressly disclaim any and
all such liability.

Basis of Audit Opinion

We conducted our audit in accordance with
International Standards on Auditing (UK and Ireland)
issued by the Auditing Practices Board. An audit
includes examination, on a test basis, of evidence
relevant to the amounts and disclosures in the
financial statements. It also includes an assessment
of the significant estimates and judgments made
by the directors in the preparation of the financial
statements, and of whether the accounting policies
are appropriate to the group’s and company’s
circumstances, consistently applied and adequately
disclosed.



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

Opinion

In our opinion:

e the group financial statements give a true and fair
view, in accordance with IFRSs as adopted by
the European Union, of the state of the group’s

affairs as at 31 December 2008 and of its profit
for the year then ended;

e the parent company financial statements give
a true and fair view, in accordance with United
Kingdom Generally Accepted Accounting
Practice, of the state of the parent company’s
affairs as at 31 December 2008;

e the financial statements have been properly
prepared in accordance with the Companies Act
1985; and

¢ the information given in the directors’ report is
consistent with the financial statements.

BDO Stoy Hayward LLP
Chartered Accountants and Registered Auditors
Manchester

17 March 2009
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Consolidated Income Statement
FOR THE YEAR ENDED 31 DECEMBER 2008

Notes 2008 2007
£000 £'000

Revenue 2 37,619 34,146
Cost of sales (11,278) (11,415)
Gross profit 26,341 22,731
Administrative expenses (20,971) (18,019)
Profit from operations before amortisation of acquired intangibles
and cost of share-based payments 7,348 5,760
Amortisation of acquired intangibles 11 (1,875) (896)
Cost of share-based payments 26 (103) (152)
Profit from operations 3 5,370 4,712
Finance income 6 14 45
Finance expense 6 (1,430) (1,081)
Share of loss of associate 14 (12) -
Profit before taxation 3,942 3,676
Tax expense 7 (1,137) (761)
Profit for the year 23 2,805 2,915
All of the profit for the year is attributable to equity shareholders of the parent.
Earnings Per Share
Basic 9 11.8p 13.4p
Diluted 9 11.7p 13.1p

The notes on pages 38 to 85 form part of these financial statements.
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Consolidated Statement of Recognised Income and Expense
FOR THE YEAR ENDED 31 DECEMBER 2008

Notes

2008

2007

£000 £1000

Exchange differences on translation of foreign operations 3,678 1,082
Net investment hedge (1,956) (536)
Loss on cash flow hedges 271) -
Transferred to income statement on cash flow hedges 6 -
Net profit recognised directly in equity 1,457 546
Profit for the year 2,805 2,915
23 4,262 3,461

Total recognised income and expense for the year

All of the above recognised income and expense is attributable to equity holders of the parent.
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Consolidated Balance Sheet
AS AT 31 DECEMBER 2008

Notes 2008 2007
£1000 £1000

ASSETS
Non-current assets
Property, plant and equipment 10 1,333 1,305
Goodwill 11 33,225 31,494
Other intangible assets 11 12,075 12,282
Deferred tax assets 21 244 466
Investments in associates 14 222 -
Total non-current assets 47,099 45,547
Current assets
Trade and other receivables 15 10,690 10,984
Cash and cash equivalents 2,828 3,085
Total current assets 13,518 14,069
Total assets 60,617 59,616
LIABILITIES
Non-current liabilities
Long-term borrowings 17 10,346 12,437
Other non-current liabilities 18 25 564
Deferred tax liabilities 21 3,343 3,508
Total non-current liabilities 13,714 16,509
Current liabilities
Trade and other payables 16 13,229 14,704
Current tax liabilities 312 639
Short-term borrowings 17 5,494 4,043
Total current liabilities 19,035 19,386
Total liabilities 32,749 35,895
EQUITY
Share capital 22 5,939 5,926
Share premium account 23 1,619 1,588
Other reserves 23 10,448 10,448
Cashflow hedging reserve 23 (265) -
Translation reserve 23 2,253 531
Retained earnings 23 7,874 5,228
Total equity attributable to equity holders of the parent 27,868 23,721
Total equity and liabilities 60,617 59,616

The financial statements on pages 34 to 85 were approved and authorised for issue by the Board of Directors on
17 March 2009 and were signed on its behalf by:

N A Makeham, Director D J Bolton, Director

The notes on pages 38 to 85 form part of these financial statements.
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Consolidated Cash Flow Statement
FOR THE YEAR ENDED 31 DECEMBER 2008

Notes

2008

2007

£000 £1000
Cash flows from operating activities
Profit before tax 3,942 3,676
Adjustments for:
Share-based payments charge 103 152
Depreciation of property, plant and equipment 323 308
Amortisation of intangible assets and development expenditure 2,135 1,078
Profit on sale of property, plant and equipment (11) 4)
Loss on sale of disposal group 28 - 121
Interest received (14) 45)
Interest expense 1,430 1,081
Share of losses of associate 12 -
Decrease in trade and other receivables 153 594
Decrease in trade and other payables (1,698) (733)
Cash generated from operations 6,375 6,228
Interest paid (1,323) (1,243)
Income taxes paid (1,614) (2,074)
Net cash generated from operating activities 3,438 2,911
Cash flows from investing activities
Acquisition of subsidiaries, net of cash acquired 27/31 (58) (19,068)
Acquisition of associates 14 (234) -
Development expenditure capitalised (1,004) (872)
Proceeds from sale of trade investments - 1,398
Proceeds from sale of disposal group 28 - 1,081
Purchase of property, plant and equipment (330) (271)
Proceeds from sale of property, plant and equipment 19 51
Interest received 14 45
Net cash absorbed by investing activities (1,593) (17,136)
Cash flows from financing activities
Proceeds from issue of share capital 24 263
Proceeds from long-term borrowings - 16,586
Proceeds from short-term borrowings 1,000 -
Payment of long-term borrowings (3,591) (1,915)
Payment of finance lease liabilities 43) (125)
Dividends paid (119) -
Net cash (absorbed by) generated from financing activities (2,729) 14,809
Net change in cash and cash equivalents (884) 584
Cash and cash equivalents at start of year 31 3,085 2,267
Exchange gains on cash and cash equivalents 627 234
Cash and cash equivalents at end of year 31 2,828 3,085

The notes on pages 38 to 85 form part of these financial statements.
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Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008

1 Accounting Policies for the Consolidated Financial Statements
Statement of Compliance

These financial statements have been prepared in accordance with International Financial Reporting Standards (IFRSs
and IFRIC interpretations) as endorsed by the European Union (“endorsed IFRS”) and with those parts of the Companies
Act 1985 applicable to companies preparing their accounts under endorsed IFRS. The company has elected to prepare
its parent company financial statements in accordance with UK GAAP; these are presented on pages 86 to 99.

Basis of Preparation

The principal accounting policies adopted in the preparation of the financial statements are set out below. The policies have
been consistently applied to all the years presented, unless otherwise stated. The consolidated financial statements have
been prepared under the historical cost basis, except for the revaluation of certain derivative financial instruments which
have been valued in accordance with IAS 39.

Adoption of New and Revised Standards

In preparing the Group financial statements for the current year the Group has adopted the following new International
Financial Reporting Standards (IFRS), amendments to IFRS and International Financial Reporting Interpretations Committee
(IFRIC) Interpretations, which have not had a significant impact on the results or net assets of the Group:

Amendments to IAS 39 and IFRS 7: Reclassification of Financial Instruments
IFRIC 11 IFRS 2 — Group and Treasury Share Transactions

The following interpretations were effective in 2008 but are not relevant to the Group:

IFRIC 13 Customer Loyalty Programmes
IFRIC 14 IAS 19 — The Limit on a Defined Benefit Asset

The following standards, amendments and interpretations to published standards are not yet effective:

New standard or interpretation EU Mandatory
endorsement effective date
status (periods beginning)

IFRS 1 and IAS 27 (amended) — Cost of an Investment

in a Subsidiary, Jointly Controlled Entity or Associate;

IFRS 1 (revised 2008) - First-time Adoption of
International Financial Reporting Standards;

IFRS 2 (amended) Share-based Payment —

Endorsed

To be confirmed

1 January 2009

1 January 2009

Vesting Conditions and Cancellations; Endorsed 1 January 2009
IFRS 3 (revised 2008) Business Combinations; Expected Q2 2009 1 July 2009
IFRS 8 Operating segments; Endorsed 1 January 2009
IAS 1 (revised 2007) Presentation of Financial Statements; Endorsed 1 January 2009
IAS 23 (revised 2007) Borrowing Costs; Endorsed 1 January 2009
IAS 27 (revised 2008) Consolidated and

Separate Financial Statements; Expected Q2 2009 1 July 2009



K3 ANNUAL REPORT AND FINANCIAL STATEMENTS 2008

1 Accounting Policies for the Consolidated Financial Statements continued

New standard or interpretation EU Mandatory
endorsement effective date
status (periods beginning)

IAS 32 (amended) IAS 1 (amended) — Puttable Financial

Instruments and Obligations Arising on Liquidation; Endorsed 1 January 2009

IAS 39 (amended) - Eligible Hedge ltems Expected Q2 2009 1 July 2009

IFRIC 12 Service Concession Arrangements; Expected Q1 2009 1 January 2008

IFRIC 15 Agreements for the Construction of Real Estate; Expected Q2 2009 1 January 2009

IFRIC 16 Hedges of a Net Investment in a Foreign Operation; Expected Q2 2009 1 October 2008

IFRIC 17 Distributions of Non-cash Assets to Owners; To be confirmed 1 July 2009

IFRIC 18 Transfer of Assets from Customers To be confirmed 1 July 2009

The Directors anticipate that the adoption of these Standards and Interpretations in future periods will only have a material
impact on the presentation in the financial statements of the Group.

Revenue Recognition

Revenue is recognised to the extent that it is probable that the economic benefits associated with the transaction will flow
into the Group.

Revenue comprises the value of sales to third party customers of software licences, customised software, hardware and
fees derived from installation, consultancy, training and support. It is stated exclusive of value added tax and net of trade
discounts and rebates.

Revenue on the sale of software licences, customised software, hardware and installation is recognised on delivery to a
customer or on completion of contractual milestones. Revenue from training and consultancy is recognised on performance.
Revenue from support is generally invoiced in advance, termed “deferred revenue”, and taken to revenue in equal monthly
instalments over the relevant period.

Profit from Operations

Profit from operations is stated after charging all operating costs including those separately disclosed by virtue of their
size or unusual nature or to facilitate a more helpful understanding of the group’s results. It is stated before finance income
and costs.

Principles of Consolidation

The consolidated financial statements present the results of the company and its subsidiaries (“the group”) as if they
formed a single entity. Intra-group transactions, including sales, profits, receivables and payables, have been eliminated on
the group consolidation.

Subsidiaries are entities controlled by the group. Control exists when the group has the power, directly or indirectly, to
govern the financial and operating policies of an entity so as to obtain benefits from its activities. In assessing control,
potential voting rights that presently are exercisable or convertible are taken into account.
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Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

1 Accounting Policies for the Consolidated Financial Statements continued
Business Combinations

All business combinations are accounted for by applying the purchase method. On acquisition, all of the subsidiaries’
assets and liabilities that exist at the date of acquisition are recorded at their fair values reflecting their condition at that
date. The results of subsidiaries acquired in the period are included in the income statement from the date on which
control is obtained.

Goodwill

Goodwill represents the excess of the fair value of the consideration paid on acquisition of a business over the fair value
of the assets, including any intangible assets identified, liabilities and contingent liabilities acquired. Goodwill is not
amortised but is measured at cost less impairment losses. In determining the fair value of consideration, the fair value
of equity issued is the market value of equity at the date of completion, and the fair value of contingent consideration is
based upon the extent to which the directors believe performance conditions will be met and thus whether any further
consideration will be payable.

As permitted by IFRS 1, goodwill arising on acquisitions before 1 January 2006 (date of transition to IFRS) has been
frozen at the UK GAAP amounts subject to being tested for impairment at that date. Goodwill is tested for impairment at
least annually. The group performs its impairment reviews at the cash-generating unit level. Any impairment is recognised
immediately in profit and loss and is not subsequently reversed.

On disposal of a subsidiary, the attributable net book value of goodwill is included in the determination of the profit or
loss on disposal.

Associates

Where the group has the power to participate in (but not control) the financial and operating policy decisions of another
entity, it is classified as an associate. Associates are initially recognised in the consolidated balance sheet at cost. The
group’s share of post-acquisition profits and losses is recognised in the consolidated income statement, except that
losses in excess of the group’s investment in the associate are not recognised unless there is an obligation to make good
those losses.

Profits and losses arising on transactions between the group and its associates are recognised only to the extent of
unrelated investors’ interests in the associate. The investor’s share in the associate’s profits and losses resulting from
these transactions is eliminated against the carrying value of the associate.

Any premium paid for an associate above the fair value of the group’s share of the identifiable assets, liabilities and
contingent liabilities acquired is capitalised and included in the carrying amount of the associate. The carrying amount
of investment in associate is subject to impairment in the same way as goodwill arising on a business combination
described above.
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1 Accounting Policies for the Consolidated Financial Statements continued

Impairment Charges of Non-Financial Assets (Excluding Deferred Tax Assets)

Impairment tests on goodwill and other intangible assets with indefinite useful economic lives are undertaken at the
financial year end. Other non-financial assets are subject to impairment tests whenever events or changes in circumstances
indicate that their carrying amount may not be recoverable. Where the carrying value of an asset exceeds its recoverable
amount (i.e. the higher of its fair value less costs to sell and its value in use (effectively the expected cash to be generated
from using the asset in the business)), the asset is written down accordingly.

Where it is not possible to estimate the recoverable amount of an individual asset, the impairment test is carried out on
the asset’s cash-generating unit (i.e. the lowest group of assets in which the asset belongs for which there are separable
identifiable cash flows). Goodwill is allocated on initial recognition to each of the group’s cash-generating units that are
expected to benefit from the synergies of the combination giving rise to the goodwiill.

The estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects current
market assessments of the time value of money and the risks specific to the asset for which the estimates of future cash
flows have not been adjusted.

Impairment charges are included in administrative expenses in the consolidated income statement, except to the extent
they reverse gains previously recognised in the consolidated statement of recognised income and expense. An impairment
loss recognised for goodwill is not reversed.

Foreign Currency Translation

Transactions entered into by group entities in a currency other than the currency of the primary economic environment in
which they operate (the “functional currency”) are translated at the rates ruling at the dates of transactions. Monetary
assets and liabilities denominated in foreign currencies at the balance sheet date are translated at the rates ruling at that
date. Exchange differences arising on the retranslation of unsettled monetary assets and liabilities are similarly recognised
immediately in the income statement except for foreign currency borrowings qualifying as a hedge of a net investment in
a foreign operation, in which case exchange differences are recognised in a separate component of equity.

In order to hedge its exposure to certain foreign exchange risks, the group enters into forward contracts and options (see
below for details of the group’s accounting policies in respect of such derivative financial instruments). Where the group
has entered into forward currency contracts to hedge future foreign currency cash flows, the group adopts hedge
accounting for these transactions.

On consolidation, results of overseas subsidiaries are translated using the average exchange rate for the period. The
balance sheets of overseas subsidiaries are translated using the closing year end rate. Exchange differences arising, if
any, are taken to a separate component in equity (the translation reserve). Such translation differences are recognised as
income or as expenses in the period in which the operation is disposed of.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as assets and liabilities of the
foreign entity and translated at the closing rate. The group has elected to treat goodwill and fair value adjustments
arising on acquisitions before the date of transition to IFRS as sterling denominated assets and liabilities.

Exchange differences recognised in the income statement of group entities’ separate financial statements on the
translation of long-term monetary items forming part of the group’s net investment in the overseas operation concerned
are reclassified to the foreign exchange reserve on consolidation.
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Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

1 Accounting Policies for the Consolidated Financial Statements continued
Segment Reporting

A business segment is a distinguishable component of an enterprise that is engaged in providing an individual product or
service or a group of related services and that is subject to risks and returns that are different from those of other business
segments. A geographical segment is a distinguishable component of an enterprise that is engaged in providing products
or services within a particular economic environment and that is subject to risk and returns that are different from those of
components operating in other economic environments.

Financial Assets

Financial assets are recognised at fair value on the group’s balance sheet when the group becomes a party to the contractual
provisions of the instrument.

Loans and receivables

These assets are non-derivative financial assets with fixed or determinable payments that are not quoted in an active
market. They arise principally through the provision of goods and services to customers, e.g. trade receivables. Trade
receivables do not carry any interest and are stated at their nominal value as reduced by appropriate allowances for
estimated irrecoverable amounts.

Impairment provisions are recognised when there is objective evidence (such as significant financial difficulties on the part
of the counterparty or default or significant delay in payment) that the group will be unable to collect all of the amounts due
under the terms receivable, the amount of such a provision being the difference between the net carrying amount and the
present value of the future expected cash flows associated with the impaired receivable. For trade receivables, which are
reported net, such provisions are recorded in a separate allowance account with the loss being recognised within
administrative expenses in the income statement. On confirmation that the trade receivable will not be collectable, the
gross carrying value of the asset is written off against the associated provision.

The group’s loans and receivables comprise trade and other receivables and cash and cash equivalents.

Cash and cash equivalents include cash in hand deposits held at call with banks. The group has no bank overdrafts at either
year end.

Fair value through profit or loss

This category comprises only in-the-money derivatives (see Financial liabilities section for out-of-money derivatives). They
are carried in the balance sheet at fair value with changes in fair value recognised in the consolidated income statement in
finance income or expense line. Other than derivative financial instruments which are not designated as a hedging
instrument, the group does not have any assets held for trading nor does it voluntarily classify any financial assets as being
at fair value through profit or loss.
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1 Accounting Policies for the Consolidated Financial Statements continued
Financial Liabilities

The group classifies its financial liabilities into one of two categories, depending on the purpose for which it was acquired.
Other than financial liabilities in a qualifying hedging relationship (see below), the group’s accounting policy for each
category is as follows:

Fair value through profit or loss

This category comprises only out-of-the-money derivatives (see Financial assets for in-the-money derivatives). They are
carried in the balance sheet at fair value with changes in fair value recognised in the consolidated income statement. Other
than these derivative financial instruments, the group does not have any liabilities held for trading nor has it designated any
financial liabilities as being at fair value through profit or loss.

Other financial liabilities
Other financial liabilities include the following items:

¢ Bank borrowings are initially recognised at fair value net of any transaction costs directly attributable to the issue of the
instrument. Such interest bearing liabilities are subsequently measured at amortised cost using the effective interest
rate method, which ensures that any interest expense over the period to repayment is at a constant rate on the balance
of the liability carried in the balance sheet. Interest expense in this context includes initial transaction costs and
premiums payable on redemption, as well as any interest or coupon payable while the liability is outstanding;

¢ Trade payables and other short-term monetary liabilities, which are initially recognised at fair value and subsequently
carried at amortised cost using the effective interest method.

Hedge Accounting

Derivatives are initially recognised at fair value on the date a derivative contract is entered into and are subsequently re-
measured at their fair value. The method of recognising the resulting gain or loss depends on whether the derivative is
designated as a hedging instrument, and if so, the nature of the item being hedged. The group designates certain derivatives
as either:

e Hedges of interest rate and foreign currency cash flow risk associated with a recognised asset or liability or a highly
probable forecast transaction (cash flow hedge); or

¢ Hedges of a net investment in a foreign operation (net investment hedge).

The group documents at the inception of the transaction the relationship between hedging instruments and hedged items,
as well as its risk management objectives and strategy for undertaking various hedging transactions. The group also
documents its assessment, both at hedge inception and on an ongoing basis, of whether the derivatives that are used in
hedging transactions are highly effective in offsetting changes in cash flows of hedged items.

The fair values of derivative instruments used for hedging purposes are disclosed in note 20. Movements on the hedging
reserve in shareholders’ equity are shown in note 23. The full fair value of a hedging derivative is classified as a non-current
asset or liability if the remaining hedged item is more than 12 months, and as a current asset or liability, if the remaining
maturity of the hedged item is less than 12 months.
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Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

1 Accounting Policies for the Consolidated Financial Statements continued
Hedge Accounting continued

Changes in the fair value of derivative financial instruments that are designated and effective as hedges of future cash flows
are recognised directly in equity and the ineffective portion is recognised immediately in the income statement. If the cash
flow hedge of a firm commitment or forecasted transaction results in the recognition of an asset or a liability, then, at the
time the asset or liability is recognised, the associated gains or losses on the derivative that had previously been recognised
in equity are included in the initial measurement of the asset or liability. For hedges that do not result in the recognition of an
asset or a liability, amounts deferred in equity are recognised in the income statement in the same period in which the
hedged item affects net profit or loss.

Hedges of a net investment in a foreign operation

Where the group has foreign currency borrowings to hedge changes in the net investment of foreign operations arising from
movements in the forward exchange rate, to the extent that the hedge is effective, gains and losses arising on the foreign
currency borrowings are recognised directly in equity. The ineffective portion of such hedges is recognised in the
consolidated income statement.

Equity Instruments
Equity instruments issued by the group are recorded at the proceeds received, net of direct issue costs.
Pension Contributions

Obligations for contributions to defined contribution pension plans are recognised as an expense in the income statement
as incurred. The group has no defined benefit arrangements in place.

Share-Based Payments

The group issues equity-settled share-based payments to certain employees, that is, share options and warrants. Equity-
settled share-based payments are measured at fair value at the date of grant. Fair value is measured by use of a trinomial
lattice model. The expected life used in the model has been adjusted, based on the group’s best estimate for the effects of
non-transferability, exercise restrictions and behavioural considerations.

The fair value determined at the grant date is 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. Non-market vesting conditions are taken into account by adjusting
the number of equity instruments expected to vest at each balance sheet date so that, ultimately, the cumulative amount
recognised over the vesting period is based on the amount that eventually vest. Market vesting conditions are factored into
the fair value of the options and warrants granted. As long as all other vesting conditions are satisfied, a charge is made
irrespective of whether the market vesting conditions are satisfied. The cumulative expense is not adjusted for failure to
meet a market vesting condition.

The group has applied the exemption available under IFRS 2, to apply its provisions only to those options and warrants
granted after 7 November 2002 and which were outstanding at 1 January 2006.
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1 Accounting Policies for the Consolidated Financial Statements continued
Leased Assets

Leases for which the Group assumes substantially all the risks and rewards of ownership are classified as finance leases.
Assets held under finance leases and hire purchase contracts are capitalised in the balance sheet and depreciated over
their expected useful lives. The amount initially recognised as an asset is the lower of the fair value of the leased asset and
the present value of the minimum lease payments payable over the term of the lease. The corresponding lease commitment
is shown as a liability. Lease payments are analysed between capital and interest. The interest element of leasing payments
represents a constant proportion of the capital balance outstanding and is charged to the income statement over the
period of the lease. The capital element reduces the balance owed to the lessor.

All other leases are regarded as operating leases and the payments made under them are charged to the income statement
on a straight-line basis over the lease term.

Externally Acquired Intangible Assets

Externally acquired intangible assets are initially recognised at cost and subsequently amortised on a straight-line basis
over their useful economic lives. The amortisation expense is included within administrative expenses in the consolidated
income statement.

Intangible assets are recognised on business combinations if they are separable from the acquired entity or give rise to
other contractual/legal rights. The amounts ascribed to such intangibles are arrived at by using appropriate valuation
techniques (see section related to critical estimates and judgements below).

The significant intangibles recognised by the group, their estimated useful economic lives and the methods used to
determine the cost of intangibles acquired in business combinations are as follows:

Intangible asset Estimated useful economic life Valuation method
Software distribution agreements 5-9 years Estimated royalty stream if the rights were to be licensed
Contractual customer relationships 5-8 years Estimated discounted cash flow

Internally Generated Intangible Assets (Research and Development Costs)

Expenditure on research activities is recognised as an expense in the period in which it is incurred. An internally-generated
intangible asset arising from the group’s software development is recognised only if all of the following conditions are met:

¢ itistechnically feasible to develop the product for it to be sold;

e adequate resources are available to complete the development;

e thereis anintention to complete and sell the product;

e the group is able to sell the product;

¢ sale of the product will generate future economic benefits; and

e expenditure on the project can be measured reliably.

The expenditure capitalised represents the cost of direct labour incurred in developing the software product.

Capitalised development costs are amortised on a straight-line basis over their useful lives commencing from the date of first
income recognition. The estimated useful lives for development expenditure are estimated to be in a range of between three
and five years. The amortisation expense is included within administrative expenses in the consolidated income statement.
Where no internally-generated intangible asset can be recognised, development expenditure is recognised as an expense in
the period in which it is incurred.
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Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

1 Accounting Policies for the Consolidated Financial Statements continued
Taxation
The tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from net profit as reported in the
income statement because it excludes items of income or expense that are taxable or deductible in other years and it
further excludes items that are never taxable or deductible. The group’s liability for current tax is calculated using tax rates
that have been enacted or substantively enacted by the balance sheet date.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amounts of assets and
liabilities in the financial statements and the corresponding tax bases used in the computation of taxable profit, and is
accounted for using the balance sheet liability method. Deferred tax liabilities are generally recognised for all taxable
temporary differences and deferred tax assets are recognised to the extent that it is probable that taxable profits will be
available against which deductible temporary differences can be utilised. Such assets and liabilities are not recognised if
the temporary difference arises from goodwill or from the initial recognition (other than in a business combination) of other
assets and liabilities in a transaction that affects neither the tax profit nor the accounting profit. Deferred tax liabilities are
recognised on intangible assets and other temporary differences recognised in business combinations.

Deferred tax liabilities are recognised for taxable temporary differences arising on investments in subsidiaries and
associates, except where the group is able to control the reversal of the temporary difference and it is probable that the
temporary difference will not reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that it is no
longer probable that sufficient taxable profits will be available to allow all or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled or the asset is
realised. Deferred tax is charged or credited in the income statement, except when it relates to items charged or credited
directly to equity, in which case the deferred tax is also dealt with in equity.

Deferred tax assets and liabilities are offset when the group has a legally enforceable right to offset current tax assets and
liabilities and the deferred tax assets and liabilities relate to taxes levied by the same tax authority on either:

¢ the same taxable group company; or

¢ different group entities which intend either to settle current tax assets and liabilities on a net basis, or to realise the
assets and settle the liabilities simultaneously, in each future period in which significant amounts of deferred tax assets
or liabilities are expected to be settled or recovered.
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1 Accounting Policies for the Consolidated Financial Statements continued

Property, Plant and Equipment

ltems of property, plant and equipment are initially recognised at cost. The cost of items of property, plant and equipment
is its purchase cost, together with any incidental costs of acquisition.

Depreciation is calculated so as to write off, on a straight-line basis over the expected useful economic lives of the asset
concerned, the cost of property, plant and equipment, less estimated residual values, which are adjusted, if appropriate,
at each balance sheet date. The principal economic lives used for this purpose are:

¢ Long leasehold properties Period of lease

¢ Short leasehold properties Period of lease

¢ Plant and machinery Three to five years
e Motor vehicles Four years

Provision is made against the carrying value of items of property, plant and equipment where impairment in value is
deemed to have occurred.

Cash and Cash Equivalents

Cash and cash equivalents comprise cash balances and call deposits. The group considers all highly liquid investments
with original maturity dates of three months or less to be cash equivalents. Bank overdrafts that are repayable on demand
and form an integral part of the group’s cash management system are included as a component of cash and cash
equivalents for the purpose of the statement of cash flows.

Employee Share Ownership Plans

As the company is deemed to have control of its ESOP trust, it is treated as a subsidiary and consolidated for the purposes
of the group accounts. The material assets, liabilities, income and costs of the K3 Business Technology Group plc Share
Incentive Plan are included in the financial statements. Until such time as the group’s own shares vest unconditionally
with employees, the consideration paid for the shares is deducted in equity shareholders funds.

Provisions

A provision is recognised in the balance sheet when the group has a present legal or constructive obligation as a result
of a past event, and it is probable that an outflow of economic benefits will be required to settle the obligation. Provisions
are measured at the directors’ best estimate of the expenditure required to settle the obligation at the balance sheet date,
and are discounted to present value where the effect is material.

Provisions are reviewed on a regular basis and released to income statement where changes in circumstances indicate
that a provision is no longer required.

Critical Accounting Estimates and Judgements

The preparation of financial statements in conformity with IFRS requires management to make judgements, estimates
and assumptions that affect the application of policies and reported amounts of assets and liabilities, income and
expenses. The nature of the group’s business is such that there can be unpredictable variation and uncertainty regarding
its business. The estimates and associated assumptions are based on historical experience and various other factors that
are believed to be reasonable under the circumstances, the results of which form the basis of making the judgements
about carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may differ
from these estimates. The key sources of estimation that have a significant impact on the carrying value of assets and
liabilities are discussed below:



K3 ANNUAL REPORT AND FINANCIAL STATEMENTS 2008

Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

1 Accounting Policies for the Consolidated Financial Statements continued
Critical Accounting Estimates and Judgements continued
Valuation of intangibles acquired in business combinations

Determining the fair value of software distribution agreements acquired in business combinations requires estimation
of the discounted royalty payments that would have to be paid to acquire the distribution agreement if it had not been
acquired as part of the business combination. Determining the fair value of contractual customer relationships acquired
in business combinations requires estimation of the value of the cashflows related to those relationships and a suitable
discount rate in order to calculate the present value. More details including carrying values are included in note 11.

Valuation of contingent consideration

When valuing the contingent consideration still payable on acquisitions the group considers various factors including the
performance of the acquired entity since acquisition together with its expected performance to the end of the earn-out
period. Adjustments to contingent consideration at each period are booked to goodwill and contingent consideration.
Contingent consideration is discounted in line with IFRS 3 and hence also requires an assessment of an appropriate
discount rate to be made. More details including carrying values are included in notes 16 and 18.

Impairment of goodwill and other intangibles

Determining whether goodwill is impaired requires an estimation of the value in use of the cash generating units to which
goodwill has been allocated. The value in use calculation requires an entity to estimate the future cash flows expected to
arise from the cash generating unit and a suitable discount rate in order to calculate present value. An impairment review
has been performed at the reporting date and no impairment has been identified. More details including carrying values
are included in notes 11 and 12.

Useful economic lives of intangible assets and property, plant and equipment

Intangible assets and property, plant and equipment are amortised or depreciated over their useful economic lives.
Useful lives are based on management’s estimates of the period over which the assets will generate revenue, which are
periodically reviewed for continued appropriateness. Changes to estimates can result in changes in the carrying values
and hence amounts charged to the income statement in particular periods which, in the case of intangible assets, could
be significant. More details including carrying values are included in notes 10 and 11.

Capitalised development expenditure and subsequent amortisation

Where such expenditure meets the relevant criteria the group is required to capitalise development expenditure. In order
to assess whether the criteria is met the Board is required to make estimates in relation to likely income generation and
financial and technical viability of the relevant development projects and the period over which the group is likely to
benefit from such expenditure.
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2 Revenue

2008

2007

£000 £1000
The group’s revenue comprises:
Sale of software and hardware 6,753 7,349
Provision of consultancy services 16,099 14,111
Support and maintenance 14,767 12,686
Revenue 37,619 34,146
Finance income 14 45
Total revenue 37,633 34,191
3  Profit from Operations
2008 2007
£000 £1000
This has been arrived at after charging/(crediting):
Staff costs (see note 4) 17,960 17,042
Depreciation of property, plant and equipment 323 308
Amortisation of acquired intangible assets 1,875 896
Amortisation of development costs 260 182
Foreign exchange differences (68) (56)
Operating lease expenses
- Plant and machinery 448 356
— Property 640 501
Audit fees 70 79
Fees paid to the company’s auditors for non-audit services provided to the Company and UK subsidiaries 40 158
Profit on disposal of fixed assets 1 @)
Loss on disposal of operations - 121
An analysis of fees paid to the Company’s auditors for non-audit services is as follows:
2008 2007
£000 £1000
Further assurance services:
Tax services:
— Advisory services 2 26
Other services:
— Corporate finance services 33 107
— Other services 5 25
40 158
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Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

4  Staff Costs

2008 2007
£'000 £'000
Staff costs (including directors) comprise:
Wages and salaries 14,990 14,507
Short-term non-monetary benefits 699 489
Defined contribution pension cost 338 353
Share-based payment expense (see note 26) 103 152
Employers national insurance contributions and similar taxes 1,830 1,541
17,960 17,042
2008 2007
The average number of employees during the year was
Consultants and programmers 189 175
Sales and distribution 53 46
Administration 78 86
320 307

Directors and Key Management Personnel Remuneration

Key management personnel are those persons having authority and responsibility for planning, directing and controlling
the activities of the group, including the directors of the company listed on page 2.

2008 2007
£'000 £'000
Key management personnel remuneration consists of:
Emoluments 1,360 1,389
Company contributions to money purchase pension schemes 93 90
Compensation for loss of office - 177
Share-based payment expense (note 26) 71 54
1,524 1,710
2008 2007
£:000 £'000
Directors’ remuneration consists of:
Emoluments 360 591
Contributions to personal pension schemes 28 36
Gains on exercise of share options - 180

388 807
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4  Staff Costs continued

2008 2007
£'000 £'000
Remuneration in respect of the highest paid director:
Aggregate emoluments 164 204
Gains on exercise of share options - 104
Pension contributions 16 13
180 321

There were 2 directors in the company’s defined contribution pension scheme (2007: 3).

Note that the directors’ emoluments include amounts attributed to benefits-in-kind on which directors are assessed for
tax purposes. This may differ to the cost to the group of providing those benefits included in note 4.
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Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 8 CONTINUED

5 Segment Information

The group’s primary reporting format for reporting segment information is business segments.

Retail Manufacturing Distribution Central Total
Software Software Software

2008 2008 2008 2008 2008

£'000 £1000 £000 £1000 £1000
Revenue
External 22,176 15,433 - 10 37,619
Segment result
Profit from operations before amortisation of acquired
intangibles and cost of share-based payments 3,955 3,654 - (261) 7,348
Amortisation of acquired intangibles (769) (1,106) - - (1,875)
Cost of share-based payments (48) (55) - - (103)

3,138 2,493 - (261) 5,370

Net finance costs (1,416)
Share of losses of associate (12)
Tax expense (1,137)
Profit for the year 2,805
Balance sheet
Segment assets 24,937 32,528 - - 57,465
Unallocated assets 3,152
Total assets 60,617
Segment liabilities 7,139 9,575 - 50 16,714
Unallocated liabilities 16,035
Total liabilities 32,749
Other
Capital expenditure 835 499 - - 1,334
Depreciation 175 148 - - 323

Amortisation of intangible assets 981 1,154 - - 2,135
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5 Segment Information continued

Retail Manufacturing Distribution Central Total
Software Software Software

2007 2007 2007 2007 2007

£1000 £'000 £1000 £000 £1000
Revenue
External 20,473 13,495 178 - 34,146
Segment result
Profit from operations before amortisation of acquired
intangibles and cost of share-based payments 2,912 3,417 (75) (494) 5,760
Amortisation of acquired intangibles (238) (658) - - (896)
Cost of share-based payments (69) (83) - - (152)

2,605 2,676 (75) (494) 4,712

Net finance costs (1,036)
Tax expense (761)
Profit for the year 2,915
Balance sheet
Segment assets 21,608 34,594 - - 56,202
Unallocated assets 3,414
Total assets 59,616
Segment liabilities 6,795 12,225 - 185 19,205
Unallocated liabilities 16,690
Total liabilities 35,895
Other
Capital expenditure 448 195 - - 643
Depreciation 202 106 - - 308
Amortisation 355 723 - - 1,078

All results arise from continuing operations. The Distribution Software Division related to the Elucid business which was
disposed of in February 2007. There are no inter-segment transfers.
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Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

5 Segment Information continued

The group’s secondary reporting format for reporting segment information is geographic segments.

External Revenue by
Location of Customers

Total Assets by
Location of Assets

Capital Expenditure by
Location of Assets

2008 2007 2008 2007 2008 2007
£1000 £1000 £'000 £000 £1000 £1000
United Kingdom 28,513 25,198 41,154 44,149 1,193 635
Rest of Europe 6,692 4,885 19,463 15,467 141 8
USA 1,533 3,757 - - - -
Rest of World 881 306 - - - -
37,619 34,146 60,617 59,616 1,334 643
6 Finance Income and Expense
2008 2008 2007 2007
£'000 £1000 £1000 £1000
Finance income
Bank interest received (14) (45)
Finance expense
Bank borrowings 1,277 908
Finance leases 12 39
On related party balances 62 52
On tax balances 16 62
Other 1,367 1,061
Unwinding of discount on provisions 3 20
Net loss on financial instruments at fair value through profit or loss 11 -
Net change in fair value of cash flow hedges transferred from equity 49 -
1,430 1,081
Net finance expense 1,416 1,036
Of which from financial instruments:
Cash and cash equivalents 1,290 829
Financial liabilities at amortised cost 10 20
Financial liabilities at fair value through profit or loss 30 -
Derivatives used for hedging 49 -
Loan fee amortisation 37 187
1,416 1,036
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7 Tax Expense

2008 2008 2007 2007
£'000 £'000 £'000 £'000
Current tax expense
UK corporation tax and income tax of overseas operations
on profits for the year 1,344 1,220
Adjustment in respect of prior periods 84 (119)
1,428 1,101
Deferred tax expense
Origination and reversal of temporary differences (280) 66
Previously unrecognised deferred tax assets assessed
as recoverable at the end of the year - (278)
Effect of change in rate of deferred tax (11) (128)
(291) (340)
Total tax charge 1,137 761

The reasons for the difference between the actual tax charge for the year and the standard rate of corporation tax in the
UK applied to profits for the year are as follows:

2008 2007

£2000 £000
Profit before tax 3,942 3,676
Expected tax charges based on the standard rate of corporation tax in the UK of 28.5% (2007: 30%) 1,123 1,103
Expenses not deductible for tax purposes 164 9
Effect of tax reliefs (33) @31)
Capital gains sheltered by losses - 14
Deferred tax assets not recognised at acquisition 42) 1)
Different tax rates applied in overseas jurisdictions 175) (145)
Effect of change in rate for deferred tax 11) (128)
Adjustment for under (over) provision in prior periods 111 40)
Total tax charge 1,137 761
8 Dividends

2008 2007

£'000 £'000
Final dividend of 0.5 pence (2007: nil) per ordinary share proposed and
paid during the year relating to the previous year’s results 119 -

119 -

A dividend in respect of the year ended 31 December 2008 of 0.5p per share, amounting to a total dividend of
£119,000, is to be proposed at the annual general meeting on 10 June 2009. These financial statements do not reflect
this dividend payable.
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Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

9 Earnings Per Share

The calculations of earnings per share are based on the profit for the year and the following numbers of shares.

2008 2007
Number of Number of
Shares Shares

Denominator
Weighted average number of shares used in basic EPS 23,675,195 21,695,518

Effects of:

Employee share options and warrants 339,517 641,022
Weighted average number of shares used in diluted EPS 24,014,712 22,336,540

Certain employee options and warrants have not been included in the calculation of diluted EPS because their exercise is
contingent on the satisfaction of certain criteria that had not been met at the end of the year. In addition, certain employee
options have also been excluded from the calculation of diluted EPS as their exercise price is greater than the weighted
average share price during the year (i.e. they are out-of-the-money) and therefore it would not be advantageous for the
holders to exercise those options.

The alternative earnings per share calculations have been computed because the directors consider that they are useful to
shareholders and investors. These are based on the following profits (losses) and the above number of shares.

2008 2007
Earnings Per Share Per Share Earnings Per Share Per Share
Amount Amount Amount Amount
Basic Diluted Basic Diluted
£'000 p p £'000 p p
Numerator
Profit for the year (for both basic and
diluted EPS) 2,805 11.8 11.7 2,915 134 13.1
Add back:
Amortisation of acquired intangibles
(net of tax) 1,371 5.8 5.7 492 2.3 2.2
Share-based payments (net of tax) 128 0.6 0.5 106 0.5 0.4
Loss on sale of disposal group (net of tax) - - - 137 0.6 0.6
Adjusted EPS 4,304 18.2 17.9 3,650 16.8 16.3

The loss on sale of a disposal group (net of tax) in 2007 relates to Elucid on which the pre-tax loss was £0.12m and the tax
charge was £0.02m.
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10 Property, Plant and Equipment

Long Leasehold Plant, Motor Total

Leasehold Improvements Fixtures Vehicles

Land and and

Buildings Equipment

£/000 £2000 £'000 £'000 £'000

Cost
At 1 January 2007 - 195 666 189 1,050
Additions - - 271 - 271
Acquired through business combinations 750 - 206 29 985
Disposals - - (363) (120) (483)
At 31 December 2007 750 195 780 98 1,823
Additions - 57 273 - 330
Disposals - - 41) (69) (110)
Effect of movements in foreign exchange rate - - 90 - 90
At 31 December 2008 750 252 1,102 29 2,133
Accumulated depreciation
At 1 January 2007 - 92 416 126 634
Depreciation charge 7 65 188 48 308
Disposals - - (332) 92) (424)
At 31 December 2007 7 157 272 82 518
Depreciation charge 10 36 268 9 323
Disposals - - 41) (62) (103)
Effect of movements in foreign exchange rate - - 62 - 62
At 31 December 2008 17 193 561 29 800
Net book value
At 1 January 2007 - 103 250 63 416
At 31 December 2007 743 38 508 16 1,305
At 31 December 2008 733 59 541 - 1,333

Bank borrowings are secured on certain assets of the group including property, plant and equipment. There is a fixed

charge over the long leasehold property.
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Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

10 Property, Plant and Equipment continued

The net carrying amount of property, plant and equipment includes the following amounts in respect of assets held under
finance leases (see note 24):

2008 2007
£000 £000
Leasehold Improvements 5 38
Office equipment 3 47
Motor vehicles - 5
8 a0
11 Intangible Assets
Goodwill Development Contractual Distribution Total
Costs and Agreements
Non-Contractual
Customer
Relationships
£000 £000 £000 £000 £000
Cost or valuation
At 1 January 2007 15,684 419 - - 16,103
Additions — internally developed - 372 - - 372
Acquired through business combinations 16,617 - 2,232 10,192 29,041
Adjustments (826) - - - (826)
Disposals (677) - - - (677)
Effects of movements in foreign exchange rate 696 - 148 143 987
At 31 December 2007 31,494 791 2,380 10,335 45,000
Additions — internally developed - 1,004 - - 1,004
Acquired through business combinations 49 - - - 49
Adjustments (669) - - - (669)
Effects of movements in foreign exchange rate 2,351 27 579 569 3,526
At 31 December 2008 33,225 1,822 2,959 10,904 48,910

The adjustment to goodwill in 2008 relates to an adjustment to the estimate of the contingent consideration payable
in respect of K3 Landsteinar Nederland BV and that in 2007 relates to an adjustment to the estimate of contingent
consideration payable in respect of K3 Information Engineering Limited acquired in 2005. The disposal of goodwill in 2007
relates to Elucid.

The additions to goodwill acquired through business combinations in 2008 of £0.05m are hindsight adjustments.
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11 Intangible Assets continued

Goodwill Development Contractual Distribution Total
Costs and Agreements
Non-Contractual
Customer
Relationships
£'000 £'000 £000 £000 £000
Accumulated amortisation
At 1 January 2007 - 146 - - 146
Amortisation charge - 182 174 722 1,078
At 31 December 2007 - 328 174 722 1,224
Amortisation charge - 260 453 1,422 2,135
Effect of movements in foreign exchange rate - - 127 124 251
At 31 December 2008 - 588 754 2,268 3,610
Net book value
At 1 January 2007 15,684 273 - - 15,957
At 31 December 2007 31,494 463 2,206 9,613 43,776
At 31 December 2008 33,225 1,234 2,205 8,636 45,300

All intangible assets, other than goodwill which has an indefinite life, have a useful life economic life of between 3 and
9 years. The remaining useful life of development costs is between 2 and 3 years, for contractual and non-contractual
customer relationships is between 4.5 and 7 years, and for distribution agreements is between 4.5 and 8 years.

12 Goodwill and Impairment

Goodwill acquired in business combinations is allocated at acquisition to the cash generating units (“CGUs”) that are
expected to benefit from that business combination. Details of goodwill allocated to each CGU is as follows:

Goodwill carrying amount

2008 2007

£000 £000
Manufacturing — Walton 1,555 1,555
Manufacturing — Syspro 13,678 13,652
Manufacturing — Index 1,777 1,710
Retail - UK 6,381 6,381
Retail — Netherlands 9,834 8,196

33,225 31,494
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12 Goodwill and Impairment continued

The recoverable amounts of the CGUs are determined from value in use calculations, derived from the present value of
future cash flows generated by the CGUs. There are a number of assumptions and estimates involved in calculating the
present value of the future cash flows, including but not restricted to the following:

e growth rates applied to profit from operations used as the basis for the future cash flows;
e the discount rate applied to the cash flows to calculate their present value.

Although the directors are satisfied that the assumptions used are appropriate to the current circumstances of the group,
changes to these key assumptions or estimates could significantly affect the result of the impairment calculation. The
basis of the assumptions used is as follows:

* management estimates discount rates using pre-tax rates that reflect current market assessments of the time value of
money and the risks specific to the business. The growth rates are based on management forecasts for the markets
in which each CGU operates.

e the group prepares pre-tax cash flow forecasts derived from the most recent financial forecasts approved by the
directors for the next two years and extrapolates cash flows for future periods of between 8 and 15 years which
is based on management’s assessment of the useful economic lives. In the 4 year period following the approved
forecasts, growth rates of between 2.5% and 7% have been applied (except for the CGU relating to Index). A growth
rate of 25% has been applied to the cash flows for Index for the first 6 years as it is an emerging business with large
value orders so that a small number of new customers will make a significant impact on the future cash flows. In
the period thereafter, a long term growth rate of 2.25% has been applied. The most recent financial forecasts have
been prepared on the assumption that gross margins will be consistent with those in 2008 and that overheads are
in line with any changes in the level of revenues forecast. The growth rates are based on industry growth rates,
management’s view of the observable markets as well as historical and estimated requirement by customers for the
products and services.

¢ the rate used to discount the forecast pre-tax cash flows is 14.65% and represents the directors current best estimate
of the weighted average cost of capital (“WACC”).

As a result of the impairment testing carried out on the basis of these estimates and assumptions, no impairment
provisions are considered necessary.

13 Subsidiaries

The principal subsidiaries of K3 Business Technology Group plc, all of which have been included in these consolidated
financial statements, are as follows:

Name Country of incorporation Proportion of ownership interest and
ordinary share capital held

K3 Supply Chain Solutions Limited UK 100%

K3 Landsteinar Nederland BV Netherlands 100%

K3 AX Limited (formerly Index Computer Systems Limited) UK 100%

K3 Retail and Business Solutions Limited Ireland 100%

Integrated Manufacturing Software Limited Ireland 100%

K3 Business Technology Group Trustees Company Limited UK 100%
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14 Investments in Associates

The following entity meets the definition of an associate and has been equity accounted in the consolidated financial

statements:
Country of incorporation Proportion of voting rights held
at 31 December 2008
Lumos Services Limited UK 30%

The investment was acquired on 1 May 2008 for a total consideration of £234,000 including directly attributable acquisition
expenses of £34,000. In addition to holding 30% of the issued share capital, the group entered into a call option and a
put option in relation to the acquisition of the remaining 70% of the issued share capital. The call and put options are
exercisable on or after 1 May 2011 and are dependent on the profits earned in the year ending 30 April 2011. Both options
are only exercisable in respect of all of the 70% shareholding. Neither option has a fair value.

As at 31 December 2008 aggregate amounts relating to associates are as follows:

2008

£1000

Trade assets 1,639
Total liabilities (1,526)
Revenues 2,870
Loss 28)

15 Trade and Other Receivables

2008 2007

£1000 £1000

Trade receivables 8,556 9,949
Less: provision for impairment of trade receivables (571) (982)
Trade receivables — net 7,985 8,967
Other receivables 124 463
Accrued income 2,114 1,141
Prepayments 467 413
10,690 10,984

The fair value of trade and other receivables approximates to book value at 31 December 2008 and 2007.
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15 Trade and Other Receivables continued

The group is exposed to credit risk with respect to trade receivables due from its customers. The group has over 1,300
customers spread across various industries, although predominantly in the retail sector and manufacturing sector,
and hence the concentration of credit risk is limited due to the large and diverse customer base. Whilst a number of
customers are in the Retail sector, which could be regarded as higher than average risk in the current economic climate,
credit control procedures have been enhanced in recognition of this and the group considers that its exposure to credit
risk remains acceptable. The group assesses the credit rating for new customers to minimise the credit risk. Provisions
for bad and doubtful debts are made based on management’s objective assessment of the risk taking into account the
age of the debt and items considered to be in dispute with customers. Given that the large number of customers limits
the concentration of credit risk, the directors consider that no further credit provision is required other than the provision
for impairment of £0.57m (2007: £0.98m).

As at 31 December 2008 trade receivables of £4.29m (2007: £4.27m) were past due but not impaired. They relate to the
customers against whom no provision is considered necessary. The ageing analysis of these receivables is as follows:

2008 2007

£000 £000

Up to 3 months overdue 2,933 2,883
3 to 6 months overdue 869 633
6 to 12 months overdue 490 754
4,292 4,270

As at 31 December 2008 trade receivables of £0.57m (2007: £0.98m) were past due, impaired and provided against. There
are no individually significant receivables included within this provision. The group takes a prudent view in assessing
the risk of non-payment and considers provision for all debts more than 3 months in arrears unless there are specific
circumstances to indicate that there is little or no risk of non-payment of these older debts.

The carrying amounts of the group’s trade and other receivables are denominated in the following currencies:

2008 2007
£:000 £'000
Pound Sterling 8,091 7,837
Euro 2,436 3,147
US Dollar 163 -

10,690 10,984
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15 Trade and Other Receivables continued

Movements on the group provision for impairment of trade receivables are as follows:

2008 2007

£2000 £:000
At beginning of year 982 596
Acquired on business combinations - 97
Provided during the year 103 411
Utilised during the year (274) -
Unused amounts released (240) (122)
At end of year 571 982

The movement on the provision for impaired receivables has been included in administrative expenses in the consolidated
income statement.

Other classes of financial assets included within trade and other receivables do not contain impaired assets.

The maximum exposure to credit risk at the reporting date is the fair value of each class of receivable set out above.

16 Trade and Other Payables - Current

2008 2007
£'000 £000
Trade payables 2,106 2,733
Other payables 307 623
Contingent consideration (see note 18) 25 320
Derivative financial instruments (see note 20) 325 -
Accruals 2,651 3,458
Total financial liabilities, excluding loan and borrowings,
classified as financial liabilities measured at amortised cost 5,414 9,828
Other tax and social security taxes 2,740 2,694
Deferred revenue 5,075 4,876
13,229 14,704

The fair value of contingent consideration was based on the cash flows discounted at 14.65% (2007: 9%).

To the extent trade and other payables are not carried at fair value in the consolidated balance sheet, book value
approximates to fair value at 31 December 2008 and 2007.

Maturity analysis of the financial liabilities, excluding loans and borrowings, classified as financial liabilities measured at
amortised cost, is as follows:

2008 2007
£2000 £000
Up to 3 months 5,414 9,517
3 to 6 months - -
6 to 12 months - 311

5,414 9,828
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17 Loans and Borrowings

2008 2007
£'000 £'000
Non-current
Bank loans (secured) 10,309 12,378
Finance lease creditors (note 24) 37 59
Loans from related parties (note 29) - -
10,346 12,437
Current
Bank loans (secured) 3,818 3,346
Finance lease creditors (note 24) 22 43
Loans from related parties (note 29) 1,654 654
5,494 4,043
Total borrowings 15,840 16,480
Principal terms and the debt repayment schedule of the group’s loans and borrowings are as follows:
Currency Nominal rate % Year of maturity Security
Secured bank loan GBP 3.5% over LIBOR 2012 See below
Secured bank loan EUR  3.5% over EURIBOR 2012 See below
Loans from related parties GBP 8.5% 2009 Unsecured
Finance lease creditors (note 24) GBP 14t0 22% 2008 to 2011 Secured

Finance lease creditors are secured on the assets to which they relate.

£5.28m of the sterling bank loans at 31 December 2008 (2007: £6.72m) are covered by an interest rate collar which
reduces the group’s exposure to movements in interest rates. The maximum underlying LIBOR interest rate to which the
group is exposed on this loan is 5.75%; the minimum is 4.75% (see note 20).

Maturity analysis of loans and borrowings:

2008 2007
£'000 £'000
In less than one year 5,531 4,043
In more than one year but not more than two years 3,879 3,356
In more than two years but not more than five years 6,579 9,081

15,989 16,480
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17 Loans and Borrowings continued
Bank Borrowings

The bank loans are secured by a fixed charge over the group’s long leasehold property and floating charges over the
remaining assets of the group.

The group has undrawn committed borrowing facilities available at 31 December 2008 of £4.5m (2007: £4.5m) for which
all conditions have been met. It is a Revolving Credit Facility on which interest is charged at a floating rate linked to LIBOR
and expires in 2012.

The currency profile of the group’s loans and borrowings is as follows:

2008 2007

£000 £000

Pound Sterling 8,696 9,684
Euro 7,144 6,796
15,840 16,480

The Euro loan has been revalued at the year end with the loss on the translation of the loan of £1.96m (2007: £0.54m) being
recognised in the translation reserve within equity.

18 Other Non-Current Liabilities

2008 2007

£'000 £'000

Contingent consideration 25 474
Other payables - 90
25 564

Contingent consideration in relation to the acquisitions of K3 Landsteinar Nederland BV and Index Computer Systems
Limited is included at fair value. Contingent consideration of £0.03m in relation to Index Computer Systems Limited is
payable on 2 January 2010. Contingent consideration in relation to K3 Landsteinar Nederland BV has been reduced in
line with current expectations of amounts payable. Fair values of financial liabilities have been determined by discounting
cash payments at prevailing market rates of interest having regard to the specific risks attaching to them.



K3 ANNUAL REPORT AND FINANCIAL STATEMENTS 2008

Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

19 Financial Instruments
Risk Management
The group is exposed through its operations to one or more of the following financial risks:
e Market price risk
— Fair value or cash flow interest rate risk
— Foreign currency risk
e Liquidity risk
e Creditrisk

Policy for managing these risks is set by the Board following recommendations from the Chief Finance Officer. Certain
risks are managed centrally, while others are managed locally following guidelines communicated from the centre. The
policy for each of the above risks is described in more detail below. Further quantitative information in respect of these
risks is presented throughout these financial statements.

There have been no substantive changes from previous periods in the group’s exposure to financial instrument risks, its
objectives, policies and processes for managing those risks or methods used to measure them, other than the adoption
of hedge accounting in respect of the interest collar.

Principal Financial Instruments

The principal financial instruments used by the group, from which financial risk arises, are as follows:
¢ Trade receivables

e Cash at bank

e Trade and other payables

¢ Floating-rate bank loans

e Loans from related parties

* Interest rate collars

e Forward currency contracts.

Market Risk

Market risk arises from the group’s use of interest bearing, tradable and foreign currency financial instruments. It is the risk
that the fair value of future cash flows of a financial instrument will fluctuate because of changes in interest rates (interest
rate risk), foreign exchange rates (currency risk) or other market factors (other price risk).

Fair Value and Cash Flow Interest Rate Risk

The group has fixed interest loans in respect of finance leases with a net book value of £0.06m (2007: £0.10m) and loans
from related parties of £1.65m (2007: £0.65m). The fixed rates applicable are 19% and 8.5% respectively.

Bank debt totalling £14.13m (2007: £15.72m) is held under floating rates linked to monthly LIBOR and EURIBOR. The
group makes use of interest rate collar arrangements to mitigate its exposure to fluctuations in LIBOR. As at 31 December
2008 37% of outstanding bank debt was covered by these arrangements.
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19 Financial Instruments continued
Foreign Currency Risk

Foreign exchange risk arises because the group has operations located in Europe whose functional currency is not the
same as the group’s primary functional currency (sterling). The net assets from overseas operations are exposed to
currency risk giving rise to gains or losses on retranslation into sterling. The group has hedged its net investments in
overseas operations by denominating a proportion of its bank loans in Euros so that the cash flow risk created from such
hedging techniques reduces the volatility in consolidated net assets.

Foreign exchange risk also arises when individual group operations enter into transactions denominated in a currency
other than their functional currency. It is group policy that such transactions should be hedged by entering into forward
contracts where it is considered the risk to the group is significant. This policy is managed centrally by group treasury
entering into a matching forward contract with a reputable bank.

It is group policy that transactions between group entities are always denominated in the selling group entity’s
functional currency thereby giving rise to foreign exchange risk in the income statement of both the purchasing group
entity and the group. No external hedge is entered into as there is no exposure to consolidated net assets from intra-
group transactions.

Other Market Price Risk

Where the group has generated a significant amount of surplus cash it invests in money market over-night deposits. The
directors believe that the exposure to market price risk from this activity is acceptable in the group’s circumstances.

Liquidity Risk

The liquidity risk of each group entity is managed centrally by the group treasury function comparing to budgets and
quarterly forecasts.

All surplus cash is held centrally to maximise the returns on deposits through economies of scale. The type of cash
instrument used and its maturity date will depend on the group’s forecast cash requirements. The group maintains a
revolving credit facility with a major banking corporation to manage any unexpected short-term cash shortfalls. The
facilities from the Group’s bankers require the Group to meet certain covenants throughout the term of the loans. During
the quarter ended December 2008, the Group did not meet a financial covenant regarding annual rolling cash flow cover
and a particular general undertaking within its banking facilities agreement. However, no adjustments are required or
have been made in the preparation of these financial statements following the bank’s agreement to waive its rights under
the terms of the facilities agreement. Additionally, repayment terms and the annual rolling cash flow cover covenant are
unchanged. In the current economic environment it is likely that the group will have less headroom in relation to these
covenants. However, the group’s forecasts indicate that the group will remain within the set parameters.

The principle terms of the group’s borrowings are set out in note 17.
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19 Financial Instruments continued
Credit Risk

Credit risk is the risk that a counterparty will default on its contractual obligations resulting in a financial loss to the group.
The group is mainly exposed to credit risk from credit sales. It is group policy, implemented locally, to assess the credit
risk of new customers before entering contracts. Such credit ratings, taking into account local business practices, are
then factored into any contractual arrangements.

The group does not have any significant credit risk exposure to any single customer. The carrying amount of financial
assets recorded in the financial statements, which is net of impairment losses, represents the group’s maximum exposure
to credit risk.

Further details, including quantitative information, are included in note 15.
Capital Disclosures
Capital comprises share capital, share premium and other reserves. Other reserves comprise a merger relief reserve.

The group’s objective when maintaining capital is to safeguard the company’s ability to continue as a going concern so
that it can continue to provide returns to shareholders and benefits for other stakeholders. In order to maintain the capital
structure, the group may adjust the amount of dividends paid to shareholders, return capital to shareholders, issue new
shares, or sell assets to reduce debt.

Sensitivity Analysis

Whilst the group takes steps to minimise its exposure to cash flow interest rate risk and foreign exchange risk as described
above, changes in interest and foreign exchange rates will have an impact on profit.

The directors consider a 1% movement in the interest rate to be reasonably possible as at the reporting date. Excluding
the impact of the interest rate collar, the annualised effect of a 1% increase in the interest rate at the balance sheet date
on the variable rate debt carried at that date would, all other variables being held constant, have resulted in a decrease
of the group’s post-tax profit for the year of £0.15m. A 1% decrease in the interest rate would, on the same basis, have
increased post-tax profits by the same amount. Taking the interest rate collar into account, a 1% increase in the interest
rate at the balance sheet date on the variable rate debt carried at that date would, all other variables being held constant,
have resulted in a decrease of the group’s post-tax profit for the year of £0.09m. A 1% decrease in the interest rate would,
on the same basis, have increased post-tax profits by £0.15m.

The group’s foreign exchange risk is dependent on the movement in the Euro to sterling exchange rate. The directors
consider a 6% movement in the Euro rate to be reasonably possible as at the reporting date. The effect of a 6%
strengthening in the Euro against sterling at the balance sheet date on the Euro denominated debt at the date and on
the annualised interest on that amount would, all other variables being held constant, have resulted in a decrease in the
post-tax profit for the year of £0.02m. A 6% weakening in the exchange rate would, on the same basis, have increased
post-tax profit by £0.02m.
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19 Financial Instruments continued
Financial Instruments by Category

The carrying value of the Group’s financial instruments (together with non-financial instruments for reconciling purposes)
are analysed as follows:

At 31 December 2008

Financial Instruments

Notes Loans and Derivatives Amortised Non Financial Total
Receivables Designated as Cost Instruments
Hedging
Relationships
£'000 £2000 £'000 £'000 £'000
Assets
Non current assets - - - 47,099 47,099
Trade and other receivables:
Trade receivables 15 7,985 - - - 7,985
Other non derivative financial assets 15 124 - - - 124
Non financial instruments 15 - - - 2,581 2,581
Derivative financial assets - - - - -
Cash and cash equivalents 2,828 - - - 2,828
Total assets 10,937 - - 49,680 60,617
Liabilities
Borrowings:
Current 17 - - (5,494) - (5,494)
Non-current 17 - - (10,346) - (10,346)
Deferred tax liabilities 21 - - - (3,343) (3,343)
Other non current liabilities 18 - - (25) - (25)
Trade and other payables:
Trade payables 16 - - (2,106) - (2,106)
Derivative financial liabilities 16 - (325) - - (325)
Other non derivative financial liabilities 16 - - (2,983) - (2,983)
Non financial instruments 16 - - - (7,815) (7,815)
Current tax liabilities - - - (312) (312)
Total liabilities - (325) (20,954) (11,470) (32,749)

Net assets 10,937 (325) (20,954) 38,210 27,868




K3 ANNUAL REPORT AND FINANCIAL STATEMENTS 2008

Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

19 Financial Instruments continued

At 31 December 2007
Financial Instruments

Notes Loans and Derivatives Amortised Non Financial Total
Receivables at Fair Value Cost Instruments
through Profit
orLoss
£'000 £2000 £'000 £'000 £/000
Assets
Non current assets - - - 45,547 45,547
Trade and other receivables:
Trade receivables 15 8,967 - - - 8,967
Other non derivative financial assets 15 463 - - - 463
Non financial instruments 15 - - - 1,554 1,554
Derivative financial assets - - - - -
Cash and cash equivalents 3,085 - - - 3,085
Total assets 12,515 - - 47,101 59,616
Liabilities
Borrowings:
Current 17 - - (4,043) - (4,043)
Non-current 17 - - (12,437) - (12,437)
Deferred tax liabilities 21 - - - (3,508) (3,508)
Other non current liabilities 18 - - (564) - (564)
Trade and other payables:
Trade payables 16 - - (2,733) - (2,733)
Derivative financial liabilities 16 - - - - -
Other non derivative financial liabilities 16 - - (4,401) - (4,401)
Non financial instruments 16 - - - (7,570) (7,570)
Current tax liabilities - - - (639) (639)
Total liabilities - - (24,178) (11,717) (35,895)

Net assets 12,515 - (24,178) 35,384 23,721




K3 ANNUAL REPORT AND FINANCIAL STATEMENTS 2008

20 Derivative Financial Instruments

On 1 July 2008 the Group adopted cash flow hedge accounting.

2008 2007
£:000 £000

Derivatives not designated as hedging instruments
Interest rate collar - -

Derivatives designated as hedging instruments

Interest rate collar — cash flow hedge (325) -
Forward foreign exchange contracts — cash flow hedge - -
(325) -

Interest Rate Collar

The Group has interest rate collar arrangements expiring 31 August 2012 under which the floating LIBOR rate is capped
at 5.75% with a floor at 4.75%. At 31 December 2008 the notional principle amount under the Group’s interest rate collar
was £5.28m.

Losses recognised in the hedging reserve in equity (note 23) on the interest collar as of 31 December 2008 will be
continuously released to the income statement until the repayment of existing borrowings is complete.

Since the adoption of hedge accounting, given that the hedges are deemed to be highly effective, changes in the fair
values of the collar have been taken to the hedging reserve in equity. Prior to the adoption of hedge accounting changes
in the fair values of the collar were included in financial income and expense in the income statement.

Forward Foreign Exchange Contract

The notional principle amounts of outstanding forward foreign exchange contracts at 31 December 2008 was £0.88m
(2007: nil). The hedged highly probable forecast transaction denominated in foreign currency was expected to occur
within one month of the period end. Gains and losses recognised in the hedging reserve in equity (note 23) on forward
foreign exchange contracts as of 31 December 2008 are recognised in the income statement in the period during which
the hedged forecast transaction affects the income statement.

Hedge of Net Investment in Foreign Entity

The group has Euro denominated borrowing amounting to £7.14m (2007: £6.80m) which is designated as a hedge of
the net assets in the Group’s Dutch subsidiary K3 Landsteinar Nederland B.V. The fair value of the borrowing at 31
December 2008 was £7.08m (2007: £6.80m). The foreign exchange loss of £1.96m on translation of the borrowing to the
presentational currency at the balance sheet date is recognised in the Translation reserve (note 23).
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21 Deferred Tax

Deferred tax is calculated in full on temporary differences under the liability method using a tax rate of 28% (2007:

28%).
The movement on net deferred tax is as shown below:
2008 2007
£:000 £'000
At 1 January 2008 (3,042) 191
Profit and loss credit 291 340
On business combinations 27 (3,642)
(Debit) credit to equity — re share options (123) 69
Effect of movements in foreign exchange rates (252) -
At 31 December 2008 (3,099) (3,042)

Deferred tax assets have been recognised in respect of all tax losses and other temporary differences giving rise to
deferred tax assets where the directors believe it is probable that these assets will be recovered.

The movements in deferred tax assets and liabilities (prior to the offsetting of balances within the same jurisdiction as
permitted by IAS12) during the period are shown below.

Deferred Tax Assets

Accelerated Other Business Total

Capital Temporary Combinations Gross

Allowances Differences Assets

£'000 £'000 £'000 £'000
At 1 January 2007 137 54 - 191
(Charge) credit to income statement (32) 102 (5) 65
Credit to equity - 69 - 69
On business combinations - - 141 141
At 31 December 2007 105 225 136 466

Charge to income statement (31) 95) - (126)

Debit to equity - (123) - (123)
On business combinations - - 27 27
At 31 December 2008 74 7 163 244

There are no unrecognised deferred tax assets. Deferred tax assets on business combinations relate to those arising on fair
value adjustments.
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21 Deferred Tax continued

Deferred Tax Liabilities

Other Business Total

Temporary Combinations Gross

Differences Liabilities

£2000 £000 £'000

At 1 January 2007 - - -
(Charge) credit to income statement (133) 408 275
On business combinations - (8,701) (8,701)
Effects of movements in foreign exchange rates - (82) (82)
At 31 December 2007 (133) (3,375) (3,508)
(Charge) credit to income statement (87) 504 417
Effects of movements in foreign exchange rates - (252) (252)
At 31 December 2008 (220) (3,123) (3,343)

Deferred tax liabilities on business combinations relate to those arising on separately identifiable intangibles.

No deferred tax has been provided on temporary differences of £1.42m (2007: £0.81m) relating to the unremitted earnings

of foreign subsidiaries.

22 Share Capital

Authorised
2008 2008 2007 2007
Number £000 Number £'000
Ordinary shares of 25p each 50,000,000 12,500 50,000,000 12,500
Issued and fully paid

2008 2008 2007 2007
Number £°000 Number £°000

Ordinary shares of 25p each
At beginning of the year 23,705,982 5,926 19,487,271 4,872
Issued to acquire McGuffie Brunton Limited - - 2,099,144 525
Issued to acquire Landsteinar Nederland BV - - 1,600,000 400
Issued to acquire Index Computer Systems Limited - - 257,400 64
Employee share options exercised 50,000 13 262,167 65
At end of the year 23,755,982 5,939 28,705,982 5,926
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22 Share Capital continued

All shares have equal voting rights and there are no restrictions on the distribution of dividends or repayment of capital.

2008 2007
Number Number
Own shares held 61,499 39,781

Own shares are held by a subsidiary undertaking, K3 Business Technology Group Trustees Company Limited, as trustee
of the group’s employee share ownership plan.

In connection with the loan made by CA Fastigheter AB to the company to assist it with the acquisition of Alpha
Landsteinar, the company issued 200,000 warrants for ordinary shares of 25p each. These are exercisable at £0.90. The
warrants were exercisable until 29 June 2008 or the date on which the loan is repaid whichever in the later. The loan is
currently outstanding. In addition, 500,000 warrants for ordinary shares of 25p each were issued to CA Fastigheter AB
during 2007 in recognition of the reduction in its security following the increase in borrowings from the bank to fund the
acquisition of McGuffie Brunton Limited. The warrants are exercisable at 123.5p and until 31 May 2010 upon meeting the
following conditions: 300,000 of the warrants are exercisable when the company’s share price reaches £2.50; 100,000 are
exercisable when it reaches £3.25; 100,000 have no conditions attached to them.

In connection with a loan made by Johan and Marianne Claesson AB to the company to assist it with the acquisition
of IEG, the company issued 400,000 warrants for the ordinary shares of 25p each. These are exercisable at £0.90. The
warrants were exercisable until 22 June 2008. During 2008 the exercise period was extended until 31 December 2009.

Options have been granted under the K3 Business Technology Group Plc Executive Share Option Scheme 1994 and
the K3 Business Technology Group Plc Executive Share Option Scheme 2000 to subscribe for ordinary shares of the
company as follows:

K3 Business Technology Group plc Executive Share Option Scheme 1994

Number of Subscription Exercise conditions Exercise period

Shares Under Price

Option Per Share

51,272 98.5p '/s0n the achievement of market prices Between 12 March 2000 and
of 100p, 125p and 150p 27 July 2009

100,000 94p s on achievement of growth in earnings per share Between 21 June 2008 and
over the three year period ending 31 December 2007 20 June 2015
of 15% and 20%; 2 on growth of at least 25%

125,000 150p Y4 on achievement of growth in earnings per share Between 14 June 2010 and
over the three year period ending 31 December 2009 13June 2017
of 15% and 20%; %2 on growth of at least 25%

30,420 154.5p s on achievement of growth in earnings per share Between 22 November 2010 and
over the three year period ending 31 December 2009 21 November 2017

of 15% and 20%; 2 on growth of at least 25%

No options were either granted or exercised by members of the 1994 scheme during the year and 50,000 options lapsed
unexercised during the year.
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22 Share Capital continued

K3 Business Technology Group plc Executive Share Option Scheme 2000

Number of
Shares Under
Option
16,667
30,000
96,666
13,333
90,000

120,000

224,000

20,000

103,626

18,867

135,949

86,084

344,603

Subscription
Price
Per Share

75p

75p

75p

75p

62.5p

100p

94p

101.5p

96.5p

106p

165.5p

154.5p

119.5p

Exercise conditions

On the achievement of market price of 100p

On the achievement of market price of 125p

On the achievement of market price of 150p

On the achievement of market price of 175p

/s 0on the achievement of market prices of 100p,
125p and 150p

/s 0on the achievement of market prices of 125p,
150p and 175p

s on achievement of growth in earnings per share
over the three year period ending 31December 2007
of 15% and 20%; 2 on growth of at least 25%

Y4 on achievement of growth in earnings per share
over the three year period ending 31 December 2008
of 15% and 20%; %2 on growth of at least 25%

s on achievement of growth in earnings per share
over the three year period ending 31 December 2008
of 15% and 20%; 2 on growth of at least 25%

Y on achievement of growth in earnings per share
over the three year period ending 31 December 2008
of 15% and 20%; %2 on growth of at least 25%

Y4 on achievement of growth in earnings per share
over the three year period ending 31 December 2009
of 15% and 20%; %2 on growth of at least 25%

Y4 on achievement of growth in earnings per share
over the three year period ending 31 December 2009
of 15% and 20%; %2 on growth of at least 25%

Y on achievement of growth in earnings per share
over the three year period ending 31 December 2010
of 15% and 20%; %2 on growth of at least 25%

Exercise period

Between 28 March 2004 and
27 March 2011

Between 28 March 2004 and
27 March 2011

Between 28 March 2004 and
27 March 2011

Between 28 March 2004 and
27 March 2011

Between 11 April 2005 and
10 April 2012

Between 8 March 2007 and
7 March 2014

Between 21 June 2008 and
20 June 2015

Between 3 April 2009 and
2 April 2016

Between 27 June 2009 and
26 June 2016

Between 2 October 2009 and
1 October 2016

Between 10 September 2010 and
9 September 2017

Between 22 November 2010 and
21 November 2017

Between 14 July 2011 and
13 July 2018

50,000 options were exercised by members of the 2000 scheme during the year and 279,022 options lapsed unexercised

during the year. 344,603 options at a price of 119.5p were granted during the year.
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Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

23 Reserves

Share Other Cashflow Translation Retained
Premium Reserve Hedging Reserve Earnings
Reserve
£'000 £'000 £'000 £'000 £'000
At 1 January 2007 1,388 6,070 - (15) 2,113
Proceeds on share issue 73 4,378 - - -
Share-based payment credit - - - - 221
Options exercised 127 - - - -
Own shares acquired - - - - 21)
Net investment hedge (note 20) - - - (536) -
Translation differences on overseas operations - - - 1,082 -
Profit for the year - - - - 2,915
At 31 December 2007 1,588 10,448 - 531 5,228
Share-based payment debit - - - - (20)
Options exercised 31 - - - -
Own shares acquired - - - - (20)
Dividends to equity holders - - - - (119)
Change in fair value of hedging derivatives (note 20) - - (265) - -
Net investment hedge (note 20) - - - (1,956) -
Translation differences on overseas operations - - - 3,678 -
Profit for the year - - - - 2,805
At 31 December 2008 1,619 10,448 (265) 2,253 7,874

The debit to equity in the year for deferred tax is £123,000 (2007: credit of £69,000).

The following describes the nature and purpose of each reserve within shareholders’ equity.

Reserve Description and Purpose
Share premium Amount subscribed for share capital in excess of nominal value.
Other reserve Merger relief reserve for amount in excess of nominal value on issue of shares in relation to

business combinations.
Translation Gains/losses arising on retranslating the net assets of overseas operations into sterling.

Cashflow hedge reserve Effective portion of cumulative net change in the fair value of cash flow hedging instruments
related to hedged transactions that have not yet occurred.

Retained earnings Cumulative net gains and losses recognised in the consolidated income statement.
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24 Leases

Finance Leases

The group leases a small proportion of its office equipment and leasehold improvements (net carrying value £0.01m).

Such assets are generally classified as finance leases as the rental period approximates to the estimated useful economic

life of the assets concerned and often the group has the right to purchase the assets outright at the end of the minimum

lease term by paying a nominal amount.

Future lease payments are due as follows:

Minimum Interest Present
Lease Value

Payments
2008 2008 2008
£°000 £'000 £'000
Not later than one year 29 7) 22
Later than one year and not later than five years 42 5) 37
71 (12) 59
Minimum Interest Present
Lease Value

Payments
2007 2007 2007
£000 £000 £'000
Not later than one year 56 (13) 43
Later than one year and not later than five years 70 (11) 59
126 (24) 102

The present values of future lease payments are analysed as follows:

2008 2007
£'000 £'000
Current liabilities 22 43
Non-current liabilities 37 59
59 102

Operating Leases

With the exception of the property in Manchester, the group leases all of its properties. The terms of property leases vary,

although they all tend to be tenant repairing with rent reviews every 2 to 5 years and many have break clauses. In addition,

the group leases the majority of its motor vehicles which are generally 3 year contracts.

The total future value of minimum lease payments is due as follows:

2008

2007

£'000 £'000

Not later than one year 942 802
Later than one year and not later than five years 1,941 1,715
Later than five years 592 889
3,475 3,406
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Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

25 Retirement Benefits

The group operates a defined contribution scheme and also makes contributions to personal pension schemes of certain
senior employees and directors.

Pension costs for defined contribution schemes in 2008 are £0.34m (2007: £0.35m).

26 Share-based Payments

As disclosed in note 22, K3 Business Technology Group plc operates two equity-settled share-based remuneration
schemes for employees: an Executive Share Option Scheme for certain senior management including executive directors
and an unapproved scheme for executive directors. Under both schemes there are two types of share options: those
where the options vest based on the achievement of a share price target and those where the options vest on the
achievement of target growth in adjusted earnings per share, i.e. adjusted for goodwill amortisation, cost of share-based
payments and exceptional items and with the tax charge being 30% of the operating profit so adjusted. All options are
subject to the employee having completed three years service from the date of grant.

2008 2008 2007 2007
Weighted Options Weighted Options
Average (Number) Average (Number)

Exercise Exercise

Price Price

(Pence) (Pence)
Outstanding at beginning of the year 113.10 1,412,968 92.71 1,205,015
Granted during the year 119.50 344,603 157.97 427,453
Exercised during the year 94.00 (30,000) 70.94 (68,833)
Lapsed during the year 108.29 (329,021) 96.59 (150,667)
Outstanding at the end of the year 116.22 1,398,550 113.10 1,412,968

The exercise price of options outstanding at the end of the year ranged between 62.5p and 165.5p (2007: 62.5p and
165.5p) and their weighted average contractual life was 2.66 years (2007: 3.71 years).

Of the total number of options outstanding at the end of the year, 534,001 (2007: 274,501) had vested and were exercisable
at the end of the year at an average exercise price of 90.04p (2007: 87.7p).

The weighted average share price (at the date of exercise) of options exercised during the year was 94.0p (2007:
70.94p).

The weighted average fair value of each option granted during the year was 33.00p (2007: 21.66p).
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26 Share-based Payments continued

The following information is relevant in the determination of the fair value of options granted during the year under the
equity-settled share-based remuneration schemes operated by the company.

2008 2007
Option pricing model used Trinomial Lattice Trinomial Lattice
Weighted average share price at grant date (pence) 119.50 157.97
Weighted average exercise price (pence) 119.50 157.97
Weighted average contractual life (years) 4.90 3.71
Weighted average expected volatility 34.10% 28.44%
Weighted average expected dividend growth 0.5% 0%
Weighted average risk-free interest rate 4.84% 3.06%

The volatility assumption, measured at the standard deviation of expected share price returns, is based on a statistical
analysis of average weekly share prices since 1 January 2004.

Where the options vest on the achievement of a share price target, to allow for the effects of early exercise it was assumed
that executive directors will exercise the options after the vesting date when the share price is 25% higher than the target
share price and that other employees will exercise when the target share price is achieved.

The share-based remuneration expense (note 4) comprises:

2008 2007
£°000 £'000
Equity-settled schemes 103 152

The group did not enter into any share-based payment transactions with parties other than employees during the current
or previous period.
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Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

27 Acquisitions of Prior Periods
McGuffie Brunton Limited

On 2 April 2007 the company acquired the entire issued share capital of McGuffie Brunton Limited, now called K3
Supply Chain Solutions Limited. The consideration was £13.8m satisfied on completion by £11.31m in cash and
£2.50m in shares.

The following table sets out the book values of the identifiable assets and liabilities acquired and their values to the group:

Book Adjustments Provisional

e Value

£1000 £'000 £1000
Assets
Property, plant and equipment 1,020 (137) 883
Other intangible assets - 7,684 7,684
Deferred tax assets - 70 70
Trade receivables 726 27) 699
Other current assets 383 - 383
Cash and cash equivalents 2,640 - 2,640
Liabilities
Trade and other payables (2,493) (298) (2,791)
Current tax liabilities (453) 21 (432)
Deferred tax liabilities - (2,377) (2,377)
Net Assets 1,823 4,936 6,759
Consideration
Cash consideration 11,308
Shares issued (2,024,292 shares) 2,500
Costs of acquisition 383

e

Goodwill (note 12) 7,432

The fair value of the shares issued was determined by reference to their quoted market price of £1.235 at the date of
acquisition.

Amendments have been made during 2008 to the adjustments for deferred tax assets of £0.01m and trade and other
payables of £0.04m to reflect hindsight adjustments.

The intangible assets recognised in the adjustments relate to the distribution agreement for the SYSPRO software and
to customer relationships. £2.31m of the deferred tax liability recognised relates to these intangible assets. The goodwill
is attributable to the significant synergies which are expected to arise from the integration of this business with that of
K3’s existing SYSPRO provider, K3 Information Engineering Limited, and those intangibles such as the workforce which
are not recognised separately.
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26 Acquisitions of Prior Periods continued
Landsteinar Nederland B.V.

On 31 August 2007 the company acquired the entire issued share capital of Landsteinar Nederland BV, now called K3
Landsteinar Nederland BV. The initial consideration was £9.75m satisfied on completion by £7.30m in cash and £2.45m in
shares. Contingent consideration is also payable dependent on the future profits generated.

The following table sets out the book values of the identifiable assets and liabilities acquired and their values to the group:

Book Adjustments Provisional

e Value

£1000 £1000 £'000
Assets
Property, plant and equipment 78 - 78
Other intangible assets - 3,276 3,276
Deferred tax assets - 78 78
Trade receivables 1,502 41) 1,461
Other current assets 60 - 60
Cash and cash equivalents 260 - 260
Liabilities
Trade and other payables (452) (270) (722)
Current tax liabilities (84) - (84)
Deferred tax liabilities - (914) 914)
Net Assets 1,364 2,129 3,493
Consideration
Initial cash consideration 7,299
Contingent cash consideration -
Shares issued (1,600,000 shares) 2,448
Costs of acquisition 614

10,361

Goodwill (note 12) 6,868

The fair value of the shares issued was determined by reference to their quoted market price of £1.53 at the date of
acquisition.

The cash consideration payable is dependent on profit generated by K3 Landsteinar Nederland BV over the two year
period following the date of acquisition. The amount included above represents the directors’ current best estimate of
the amount payable, which they consider is likely to be paid. This has been adjusted during 2008. Additional costs of
acquisition of £0.02m have been recognised during 2008.

The intangible assets recognised in the fair value adjustments relate to distribution agreements and to customer
relationships. £0.99m of the deferred tax liability recognised relates to these intangible assets. The goodwill is attributable
to those intangibles such as the workforce which are not recognised separately.
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Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

27 Acquisitions of Prior Periods continued
Index Computer Systems Limited

On 14 December 2007 the company acquired the entire issued share capital of Index Computer Systems Limited. The initial
consideration was £2.96m satisfied on completion by £2.56m in cash and £0.40m in shares. Contingent consideration of
£0.025m is payable on 2 January 2009 and £0.025m on 2 January 2010.

The following table sets out the book values of the identifiable assets and liabilities acquired and their values to the group:

Book Adjustments Provisional

e Value

£1000 £'000 £1000
Assets
Property, plant and equipment 23 - 23
Other intangible assets - 1,464 1,464
Deferred tax assets - 20 20
Trade receivables 643 - 643
Other current assets 34 - 34
Cash and cash equivalents 354 - 354
Liabilities
Trade and other payables (647) (71) (718)
Current tax liabilities 91) - 91)
Deferred tax liabilities - (410) (410)
Net Assets 316 1,003 1,319
Consideration
Initial cash consideration 2,560
Contingent cash consideration 50
Shares issued (257,400 shares) 400
Costs of acquisition 86

3,096

Goodwill (note 12) 1,777

The fair value of the shares issued was determined by reference to their quoted market price of £1.554 at the date of
acquisition.
Amendments have been made during 2008 to the adjustments for deferred tax assets of £0.02m and trade and other

payables of £0.06m to reflect hindsight adjustments. Additional costs of £0.02m have been recognised during 2008.

The intangible assets recognised in the adjustments relate to a distribution agreement. £0.41m of the deferred tax
liability recognised relates to this intangible asset. The goodwill is attributable to those intangibles such as the workforce
which are not recognised separately.



K3 ANNUAL REPORT AND FINANCIAL STATEMENTS 2008

28 Disposals of Prior Periods

In February 2007 the Group disposed of the Elucid business. The business was not classified as held for sale at 31
December 2006 as the directors did not commit to selling the business until January 2007. The disposal of the business is
not regarded by the directors as a discontinued operation as multi-channel software solutions are provided by the Retail
Software Division.

The results of the business are disclosed in segmental analysis (note 5) as the Distribution Software Division.

The effect of the disposal on the financial position of the group is as follows:

£000
Goodwill 677)
Property, plant and equipment (12)
Trade receivables (328)
Net identifiable assets and liabilities disposed of (1,017)
Other costs of disposal (185)
Total effect on assets and liabilities (1,202)
Consideration received, satisfied in cash 1,112
Expenses of disposal (31)
Net cash inflow 1,081
Loss on disposal before tax 121

29 Related Party Transactions

Details of key management compensation are given in the Remuneration Report on pages 28 to 30 and note 4. Other than
their remuneration and participation in the group’s share option schemes, there are no transactions with key management
personnel. Other related party transactions are as follows:

On 23 June 2005 the company received a loan of £1m from Johan and Marianne Claesson AB, a company connected with
Mr PJ Claesson, a director of the company. The loan was made in connection with the acquisition of Information Engineering
Group Limited in June 2005 and was repaid during 2005. In connection with the loan, the company issued 400,000 warrants
for ordinary shares of 25p. These are exercisable at the lower of £1.00 or at the price at which any shares are issued by
the company by way of a rights issue or placing during the period up to 23 June 2006. The shares issued pursuant to the
placing in September 2005 were at £0.90 and hence the current exercise price of the warrants is £0.90. The warrants were
exercisable until 22 June 2008. During 2008 the exercise period was extended until 31 December 2009.
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Notes Forming Part of the Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

29 Related Party Transactions continued

Included within other loans due to related parties are loans of £1.64m (2007: £0.64m) from CA Fastigheter AB, a company
connected with Mr PJ Claesson, a director of the Company. A loan of £0.64m was made in connection with the acquisition
of Alpha Landsteinar in October 2004. The loan is repayable in twelve equal quarterly instalments commencing on 31 March
2006 subject to earlier repayments from proceeds from a future placing or from new bank loans raised. No repayments
have been made during the current or previous year. Interest is charged at 8.5% per annum and the accrual at the year end
amounted to £14,000 (2007: £14,000) and is included with the loan within loans from related parties. In connection with the
loan, the company issued 200,000 warrants for ordinary shares of 25p. These are exercisable at the lower of £1.00 or the
price at which any shares are issued by the company by way of a rights issue or placing during the period up to 31 January
2006. The shares issued pursuant to the placing in September 2005 were at £0.90 and hence the current exercise price of
the warrants is £0.90. The warrants are exercisable until the later of 29 June 2008 and the date upon which the loan is repaid.
As the loan remains outstanding, the warrants remain exercisable. In addition, 500,000 warrants for ordinary shares of 25p
each were issued to CA Fastigheter AB during 2007 in recognition of the reduction in its security following the increase in
borrowings from the bank to fund the acquisition of McGuffie Brunton Limited. The warrants are exercisable at 123.5p and
until 31 May 2010 upon meeting the following conditions: 300,000 of the warrants are exercisable when the company’s share
price reaches £2.50; 100,000 are exercisable when it reaches £3.25; 100,000 have no conditions attached to them.

On 29 December 2008, the company received a loan of £1m from CA Fastigheter AB. The loan was a short-term arrangement
to ensure prudent liquidity over the year end period. The loan was repaid in full on 7 January 2009 in accordance with the
terms of the loan. Interest and fees of £0.02m were also paid in respect of the loan.

On 29 July 2008 Mr DJ Bolton was appointed a non-executive director of Dawson International Plc, a company connected
with Mr PJ Claesson, a director of the Company. The Company has charged fees to Dawson International Plc for the
services provided by Mr Bolton during the year of £10,000, of which £nil was outstanding at the year end.

30 Events After The Balance Sheet Date

On 17 March 2009 the Board announced a proposed dividend of 0.5p per share to shareholders on the record on 12 June
2009. Subject to shareholder approval at the forthcoming annual general meeting the dividend will be paid on 8 July 2009.
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31 Notes To The Cash Flow Statement

Acquisition of subsidiaries, net of cash acquired comprises:

2008 2007
£/000 £1000
Initial consideration including costs incurred 49) (18,947)
Contingent consideration 9) (121)
(58) (19,068)
Cash and cash equivalents comprises:
2008 2007
£/000 £1000
Cash available on demand 2,828 3,085
Significant non-cash transactions are as follows:
2008 2007
£1000 £1000

Investing activities

Equity consideration for business combinations - 5,348
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Company Balance Sheet
AS AT 31 DECEMBER 2008

Notes 2008 2007
£1000 £1000
Fixed assets
Development costs 5 869 444
Goodwill 5 4,016 5,200
Intangible assets 4,885 5,644
Tangible assets 6 201 230
Investments 7 31,066 29,499
36,152 35,373
Current assets
Debtors 8 9,519 8,643
Cash at bank and in hand 1,743 331
11,262 8,974
Creditors: Amounts falling due within one year 9 (15,648) (13,050)
Net current liabilities (4,386) (4,076)
Total assets less current liabilities 31,766 31,297
Creditors: Amounts falling due after more than one year 10 (10,438) (12,911)
Net assets 21,328 18,386
Capital and reserves
Called-up share capital 12 5,939 5,926
Share premium account 13 1,619 1,588
Other reserve 13 10,324 10,324
Profit and loss account 13 3,446 548
Equity shareholders’ funds 15 21,328 18,386

The financial statements on pages 86 to 99 were approved and authorised for issue by the board of directors on 17 March
2009 and signed on its behalf by:

N A Makeham, Director D J Bolton, Director

The notes on pages 87 to 99 form part of these financial statements.
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Notes Forming Part of the Company Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008

1 Accounting Policies for the Company Financial Statements

The principal accounting policies are summarised below. They have all been applied consistently throughout the year
and the preceding year.

Basis of Accounting

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

Intangible Assets — Goodwill

The group has hived up the trade and assets of a subsidiary undertaking into the parent undertaking at book value. This
results in the investment in a subsidiary which has no trade and hence provision would normally be made against that
investment under UK GAAP. The company has however applied a true and fair override as allowed under the Companies
Act 1985 and transferred an amount equal to the accounting impairment from investments to goodwill. The Board feels
that this more accurately reflects the fact that in substance there has been no loss of value to the company. Had the
investment been written down in strict accordance with UK GAARP, this would have resulted in a provision, in the parent
undertaking only, of £3,313,000 (2007: £4,195,000) which is now being amortised over the remaining useful economic
life of six years.

Intangible Assets — Research and Development

Research expenditure is written off as incurred. Development expenditure is also written off, except where the directors
are satisfied as to the technical, commercial and financial viability of individual projects. In such cases, the identifiable
expenditure is deferred and amortised over the period during which the company is expected to benefit. This period
is between three and five years. Provision is made for any impairment. The directors do not consider the capitalised
development costs are a realised loss as their carry forward is justifiable under the provisions of SSAP 13.

Tangible Fixed Assets

Tangible fixed assets are stated at cost, net of depreciation and any provision for impairment. Depreciation is provided on
all tangible fixed assets, at rates calculated to write off the cost of each asset on a straight-line basis over its expected
useful life, as follows:

Plant and machinery, office equipment and fixtures 20-33% per annum
Motor vehicles 25% per annum
Impairment of Fixed Assets and Goodwill

The need for any fixed asset impairment write-down is assessed by comparison of the carrying value of the asset against
the higher of realisable value and value in use.

Investments

Fixed asset investments are shown at cost less provision for impairment except for foreign currency investments where
the company has applied net investment hedging. Where net investment hedging is applied, the revaluation is recorded
in reserves. For investments in subsidiaries acquired for consideration including the issue of shares qualifying for merger
relief, cost is measured either by reference to the nominal value or the fair value of the shares where appropriate. Any
premium is ignored when the nominal value is used.
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Notes Forming Part of the Company Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

1 Accounting Policies for the Company Financial Statements continued
Taxation

Current tax, including UK corporation tax, is provided at the amounts expected to be paid (or recovered) using the tax
rates and laws that have been enacted or substantively enacted by the balance sheet date.

Deferred tax is recognised in respect of all timing differences that have originated but not reversed at the balance sheet
date where transactions or events that resulted in an obligation to pay more tax in the future or a right to pay less tax in
the future have occurred at the balance sheet date. Timing differences are differences between the group’s taxable profits
and its results as stated in the financial statements that arise from the inclusion of gains and losses in tax assessments in
periods different from those in which they are recognised in the financial statements.

A net deferred tax asset is regarded as recoverable and therefore recognised only when, on the basis of all available
evidence, it can be regarded as 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 is measured at the average tax rates that are expected to apply in the period in which the timing differences
are expected to reverse, based on tax rates and laws that have been enacted or substantively enacted by the balance
sheet date. Deferred tax is measured on a non-discounted basis.

Turnover

Turnover is calculated net of value added tax and represents the total amount receivable by the company in respect of
the sale of software licences, customised software, hardware and fees derived from installation, consultancy, training
and support.

Income from the sale of software licences, customised software, hardware and installation is recognised upon delivery
to a customer or on completion of contractual milestone performance obligations. Income from training and consultancy
is recognised on performance of the service. Income from support is generally invoiced in advance, termed ‘deferred
income’, and taken to income in equal monthly instalments over the relevant periods.

Pension Costs

For defined contribution schemes the amount charged to the profit and loss account in respect of pension costs and other
post-retirement benefits is the contributions payable in the year. Differences between contributions payable in the year
and contributions actually paid are shown as either accruals or prepayments in the balance sheet.

Foreign Currency

Transactions in foreign currencies are recorded at the rate of exchange at the date of the transaction or, if hedged, at the
forward contract rate. Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are
reported at the rates of exchange prevailing at that date or, if appropriate, at the forward contract rate.

Where the company enters into foreign currency borrowings to hedge changes in the net investment of foreign subsidiaries
arising from movements in the forward exchange rate, gains and losses arising on the foreign currency borrowings are
recognised directly in equity.
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1 Accounting Policies for the Company Financial Statements continued
Leases

Assets held under finance leases and other similar contracts, which confer rights and obligations similar to those attached
to owned assets, are capitalised as tangible fixed assets and are depreciated over the shorter of the lease terms and their
useful lives. The capital elements of future lease obligations are recorded as liabilities, while the interest elements are
charged to the profit and loss account over the period of the lease to produce a constant rate of charge on the balance of
capital repayments outstanding. Hire purchase transactions are dealt with similarly, except that assets are depreciated
over their useful lives.

Rentals under operating leases are charged on a straight-line basis over the lease term, even if the payments are not made
on such a basis. Benefits received and receivable as an incentive to sign an operating lease are similarly spread on a
straight-line basis over the lease term, except where the period to the review date on which the rent is first expected to be
adjusted to the prevailing market rate is shorter than the full lease term, in which case the shorter period is used.

Share-based Payment

Where share options are awarded to employees, the fair value of the options at the date of grant is charged to the income
statement over the vesting period. Non-market vesting conditions are taken into account by adjusting the number of equity
instruments expected to vest at each balance sheet date so that, ultimately, the cumulative amount recognised over the
vesting period is based on the amount that eventually vest. Market vesting conditions are factored into the fair value of the
options granted. As long as all other vesting conditions are satisfied, a charge is made irrespective of whether the market
vesting conditions are satisfied. The cumulative expense is not adjusted for failure to meet a market vesting condition.

When the terms and conditions of the options are modified before they vest, the increase in the fair value of the options,
measured immediately before and after the modification, is also charged to the profit and loss account over the remaining
vesting period.

Fair value is measured by use of a trinomial lattice model. The expected life used in the model has been adjusted, based on
the directors’ best estimate, for the effects of non-transferability, exercise restrictions and behavioural considerations.

2  Profit Attributable to the Company

As permitted under section 230 of the Companies Act 1985, no separate profit and loss account is presented in respect
of the parent company.

The profit for the year dealt with in the financial statement of the parent company was £2,935,000 (2007: £644,000).
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Notes Forming Part of the Company Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

3  Staff Numbers

The average monthly number of employees (including executive directors) was:

2008 2007
Number Number

Consultants and programmers 97 93
Sales and distribution 14 14
Administration 58 71

169 178
Their aggregate remuneration comprised:

2008 2007

£'000 £'000
Wages and salaries 8,661 9,918
Social security costs 978 1,008
Other pension costs (see note 17) 100 145

9,739 11,071

4  Directors’ Remuneration, Interests and Transactions
Aggregate Remuneration
The total amounts for directors’ remuneration and other benefits were as follows:

2008 2007

£:000 £'000
Emoluments 360 591
Gains on exercise of share options - 180
Contributions to personal pension schemes 28 36

388 807

The aggregate emoluments of the highest paid director were £179,791 (2007: £308,456) and company pension
contributions of £15,677 (2007: £13,144) were made to a money purchase scheme on his behalf.

2008 2007
Number Number

Retirement benefits are accruing to the following number of directors under:
Money purchase schemes 2 3

Directors’ interests and share options are disclosed in the Remuneration Report on pages 28 to 30.



K3 ANNUAL REPORT AND FINANCIAL STATEMENTS 2008

5 Intangible Fixed Assets

Development Goodwill Total

Costs

£'000 £'000 £'000
Cost
At 1 January 2008 587 8,537 9,124
Additions 670 - 670
At 31 December 2008 1,257 8,537 9,794
Amortisation
At 1 January 2008 143 3,337 3,480
Charge for the year 245 1,184 1,429
At 31 December 2008 388 4,521 4,909

Net book value
At 31 December 2008 869 4,016 4,885
At 31 December 2007 444 5,200 5,644
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Notes Forming Part of the Company Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 8 CONTINUED

6 Tangible Fixed Assets

Short Plant, Office Motor Total
Leasehold Equipment Vehicles
Property and Fixtures

£'000 £'000 £'000 £'000
Cost
At 1 January 2008 194 358 83 635
Additions 57 99 - 156
Disposals - (40) (64) (104)
At 31 December 2008 251 417 19 687
Depreciation
At 1 January 2008 157 172 76 405
Charge for the year 34 144 4 182
Disposals - (40) (61) (101)
At 31 December 2008 191 276 19 486
Net book value
At 31 December 2008 60 141 - 201
At 31 December 2007 37 186 7 230

Leased assets included above:

Net book value

At 31 December 2008 5 3 - 8
At 31 December 2007 37 47 - 84
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7 Fixed Asset Investments

2008 2007
£'000 £'000
Subsidiary undertakings 31,066 29,499

Subsidiary Undertakings

The parent company has investments in the following subsidiary undertakings. To avoid a statement of excessive length,
details of investments which are not significant have been omitted.

K3 Supply Chain Solutions Limited*

K3 Landsteinar Nederland B.V.*

K3 AX Limited (formerly Index Computer Systems Limited)*
K3 Retail and Business Solutions Limited*

Integrated Manufacturing Software Limited

K3 Business Technology Group Trustees Company Limited*

The principal activity of all the subsidiary undertakings is the supply of computer software and consultancy with the
exception of K3 Business Technology Group Trustees Company Limited which is the trustee for the group’s employee
share ownership plan.

All subsidiary undertakings are wholly owned and all shares consist of ordinary shares only.

All subsidiary undertakings operate in the United Kingdom and are registered in England and Wales, with the exception of
K3 Retail and Business Solutions Limited and Integrated Manufacturing Software Limited which operate and are registered
in the Republic of Ireland, and K3 Landsteinar Nederland BV which operates and is registered in the Netherlands.

*Held directly by K3 Business Technology Group plc
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Notes Forming Part of the Company Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

7  Fixed Asset Investments continued

£1000
Cost
At 1 January 2008 29,767
Revaluation of investment in foreign subsidiaries 2,394
Additions 49
Adjustments (738)
Disposals (268)
At 31 December 2008 31,204
Amounts written off
At 1 January 2008 268
Provisions made during the year 138
Disposals (268)
At 31 December 2008 138
Net book value
At 31 December 2008 31,066
At 31 December 2007 29,499

The additions in the year relate to further costs in relation to acquisitions in 2007. The adjustment relates to areduction in the
contingent consideration payable in respect of K3 Landsteinar Netherlands BV. The disposal relates to Welpac Limited
which was dissolved during the year. The provision made during the year relates to K3 Landsteinar Limited which paid up a
dividend of £138,000 during the year which resulted in a corresponding reduction in its net assets.

8 Debtors
2008 2007
£2000 £'000
Amounts falling due within one year:
Trade debtors 4,711 4,777
Amounts owed by subsidiary undertakings 3,232 3,006
Other debtors 194 124
Prepayments and accrued income 1,354 687
Deferred tax asset (note 11) 28 49

9,519 8,643
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9 Creditors: Amounts Falling Due Within One Year

2008 2007
£1000 £1000
Bank loans and overdrafts 3,818 3,346
Obligations under finance leases and hire purchase contracts (note 10) 22 32
Other loans due to related parties (note 18) 1,654 654
Trade creditors 1,518 1,716
Amounts owed to subsidiary undertakings 3,037 1,249
Corporation tax 346 91
Taxation and social security 1,036 906
Other creditors 279 395
Deferred consideration 25 320
Accruals 1,088 1,618
Deferred income 2,825 2,723
15,648 13,050

10 Creditors: Amounts Falling Due After More Than One Year
2008 2007
£000 £1000
Bank loans 10,309 12,378
Obligations under finance leases and hire purchase contracts 37 59
Other creditors 67 -
Deferred consideration 25 474
10,438 12,911

The bank loan is secured by a fixed and floating charge over the assets of the group.
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Notes Forming Part of the Company Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

10 Creditors: Amounts Falling Due After More Than One Year continued

At the year end, other borrowings were repayable as follows:

2008 2007
£:000 £'000
Bank loans
Between one and two years 3,809 3,334
Between two and five years 6,500 9,044
10,309 12,378
On demand or within one year 3,818 3,346
14,127 15,724
Finance leases
Between one and two years 25 22
Between two and five years 12 37
37 59
On demand or within one year 22 32
59 91
Other loans due to related parties
Between one and two years - -
Between two and five years - -
On demand or within one year 1,654 654

1,654 654
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11 Deferred Taxation

2008 2007
£'000 £'000
Accelerated capital allowances 65 79
Other timing differences (37) (30)
Deferred tax asset 28 49
The movements in deferred tax assets during the year are:
Accelerated Other Total
Capital Timing
Allowances Differences
£000 £000 £'000
At 1 January 2008 79 (30) 49
Charged to profit and loss (14) (7) 21)
At 31 December 2008 65 87) 28

The company has no unrecognised tax losses in either year.

The deferred tax assets have been recognised as they are expected to be recoverable against future taxable profits.
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Notes Forming Part of the Company Financial Statements
FOR THE YEAR ENDED 31 DECEMBER 2008 CONTINUED

12 Called-up Share Capital

2008 2007
£'000 £'000

Authorised

50,000,000 ordinary shares of 25p each (2007: 50,000,000) 12,500 12,500

Allotted, called-up and fully-paid

23,755,982 ordinary shares of 25p each (2007: 23,705,982) 5,939 5,926

See note 22 to the consolidated financial statements for details of the movements in called-up share capital and of
outstanding warrants.

Options have been granted under the K3 Business Technology Group plc Executive Share Option Scheme 1994 and
the K3 Business Technology Group plc Executive Share Option Scheme 2000 to subscribe for ordinary shares of the
company. See note 22 to the consolidated financial statements for details.

13 Reserves

Share Other Profit and

Premium Reserve Loss

Account Account

£2000 £'000 £'000

At 1 January 2008 1,588 10,324 548
Retained profit for the year - - 2,935
Dividend to equity shareholders - - (119)
Credit to equity for equity-settled share-based payments - - 103
Own shares acquired - - 21)
Share capital issued 31 - -
At 31 December 2008 1,619 10,324 3,446

Of the above reserves, the directors only consider the profit and loss account to be distributable.

The own shares are held by a wholly-owned subsidiary, K3 Business Technology Group Trustees Company Limited, as
trustee of the group’s employee share ownership plan. The own shares represent 61,499 shares held under an employee
share ownership plan which will be issued to the employees when they choose to withdraw them. The current market
value of these shares as at 31 December 2008 was £37,822.

14 Share-based Payment

K3 Business Technology Group plc operates two equity-settled share-based remuneration schemes for employees: an
Executive Share Option Scheme for certain senior management including executive directors and an unapproved scheme
for executive directors. See note 26 to the consolidated financial statements for details regarding share-based payments.
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15 Reconciliation of Movements in Shareholders’ Funds

2008 2007
£'000 £'000
Profit for the financial year 2,935 644
Issue of share capital 44 5,632
Dividends to equity shareholders (119) -
Credit to equity for equity-settled share-based payments 103 152
Purchase of own shares 21) 1)
Net addition to shareholders’ funds 2,942 6,407
Opening shareholders’ funds 18,386 11,979
Closing shareholders’ funds 21,328 18,386
16 Financial Commitments
There were no capital commitments at the end of either financial year.
Annual commitments under non-cancellable operating leases are as follows:
2008 2007
Land and Other Land and Other
Buildings Buildings
£'000 £'000 £000 £'000
Expiry date
— within one year 15 8 - 35
—between two and five years 376 104 48 47
— after five years - - 343 -
391 112 391 82

Leases of land and buildings are typically subject to rent reviews at specified intervals and provide for the lessee to pay all

insurance, maintenance and repair costs.

17 Pension Arrangements

The group operates a defined contribution scheme and also makes contributions to personal pension schemes of certain
senior employees and directors for which the total pension cost charge for the year amounted to £100,000 (2007:

£145,000).

18 Related Party Transactions

Related party transactions are disclosed in note 29 to the consolidated financial statements.

There were no other transactions with related parties during the year.
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2008 2007 2006 2005 2004
IFRS IFRS IFRS UK GAAP UK GAAP
£/000 £9000 £1000 £1000 £1000
Revenue 37,619 34,146 27,346 22,029 8,529
Profit from operations before amortisation of acquired
intangibles and cost of share-based payments 7,348 5,760 2,918 2,408 603
Profit/(loss) from operations 5,370 4,712 2,833 604 (58)
Profit before tax 3,942 3,676 2,571 227 1,135
Profit/(loss) after tax 2,805 2,915 1,725 (266) 1,076
Adjusted basic earnings per share™ (pence) 18.2 16.8 10.5 11.2 4.5
Basic earnings/(loss) per share (pence) 11.8 13.4 9.5 (1.8) 10.0
Cash and cash equivalents 2,828 3,085 2,267 874 403
Gross debt? 15,840 16,480 1,672 2,121 1,970
Net debt™ 13,012 13,395 (695) 1,247 1,567
Net cashflow from operations 6,375 6,228 2,208 4,267 1,244

The adjustments which would be required to restate UK GAAP under IFRS relate to amortisation of goodwill, recognition
of short-term employee benefits and deferred tax.

*1 Calculated before amortisation of acquired intangibles, cost of share-based payments and profit/loss on sale of disposal groups, all net of attributable
taxation.

*2 Gross debt includes bank loans and overdrafts, finance lease creditors and loans from related parties.
*3 Net debt is gross debt net of cash and cash equivalents.
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Notice of Annual General Meeting

THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION.

If you are in any doubt as to what action you should take, you are recommended to seek your own financial advice from
your stockbroker or other independent adviser authorised under the Financial Services and Markets Act 2000.

If you have sold or transferred all of your shares in K3 Business Technology Group plc (the Company), please forward this
document, together with the accompanying documents, as soon as possible either to the purchaser or transferee or to the
person who arranged the sale or transfer so they can pass these documents to the person who now holds the shares.

NOTICE OF ANNUAL GENERAL MEETING

Notice is hereby given that the annual general meeting of the Company will be held at the offices of K3 Supply Chain
Solutions Limited, Baltimore House, 50 Kansas Avenue, Salford Quays, Manchester M50 2GL on 10 June 2009 at 10.30 am
at which the following business will be transacted.

You will be asked to consider and vote on the resolutions below. Resolutions 1 to 5 will be proposed as ordinary resolutions
and resolutions 6 to 9 will be proposed as special resolutions.

Resolutions
Ordinary Business
To consider and, if thought fit, pass the following resolutions which will be proposed as ordinary resolutions:

1. To receive and adopt the directors’ and auditors’ reports and the financial statements for the year ended
31 December 2008.

2. Tore-elect Mr DJ Bolton as a director in accordance with the Articles of Association.

3. To re-appoint BDO Stoy Hayward LLP as auditors of the Company to hold office from the conclusion of this meeting
until the conclusion of the next annual general meeting at which financial statements are laid before the Company and
to authorise the directors to fix their remuneration.

4. To declare a final dividend for the year ended 31 December 2008 of 0.5p per ordinary share of 25p each in the issued
share capital of the Company.

5. That the directors of the Company be and they are generally and unconditionally authorised in accordance with section
80 of the Companies Act 1985 (“the Act”), to exercise all powers of the Company to allot relevant securities (within the
meaning of section 80(2) of the Act) up to an aggregate nominal amount of £1,979,665 (being approximately one-third
of the issued share capital of the Company at the date of this resolution) provided that this authority shall unless
previously revoked or varied by the Company in general meeting expire five years from the date of this resolution, save
that the Company may before such expiry make an offer or agreement which would or might require relevant securities
to be allotted after such expiry and the directors of the Company may allot relevant securities in pursuance of such an
offer or agreement as if the authority conferred hereby had not expired. This authority is in substitution for all previous
authorities conferred upon the directors pursuant to section 80 of the Act, but without prejudice to the allotment of any
relevant securities already made or to be made pursuant to such authorities.

To consider and, if thought fit, pass the following resolutions, which will be proposed as special resolutions:

6. That subject to and conditional on the passing of resolution 5 above, the directors of the Company be and they are
empowered pursuant to section 95 of the Act to allot equity securities (within the meaning of section 94(2) to section
94(3A) of the Act) for cash pursuant to the authority conferred by resolution 5 above as if section 89(1) of the Act did not
apply to such allotment, provided that this power shall be limited to the allotment of equity securities:
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Notice of Annual General Meeting continued

6.1 in connection with an offer of such securities by way of rights to holders of ordinary shares in proportion (as nearly as

may be practicable) to their respective holdings of such shares, but subject to such exclusions or other arrangements
as the directors of the Company may deem necessary or expedient in relation to fractional entitlements or any legal
or practical problems under the laws of any territory, or the requirements of any regulatory body or stock exchange;
and

6.2 otherwise than pursuant to sub-paragraph 6.1 above, up to an aggregate nominal amount of £593,899 (being

approximately one-tenth of the issued share capital of the Company at the date of this resolution)

and shall expire five years from the date of this resolution, save that the Company may before such expiry make an
offer or agreement which would or might require equity securities to be allotted after such expiry and the directors of
the Company may allot equity securities in pursuance of any such offer or agreement notwithstanding that the power
conferred by this resolution has expired.

Special Business

7.

That the Articles of Association of the Company be altered as follows:

7.1 by the deletion of the term “extraordinary general meeting” wherever it appears in the Articles of Association and

replacing it in each instance with the term “general meeting” and the correction of any grammatical errors resulting
from such deletion and replacement;

7.2 by the deletion of the first two sentences from Article 51 and replacing them with “An annual general meeting shall be

8.

called by at least twenty-one clear days’ notice in writing. All other general meetings shall be called by at least fourteen
clear days’ notice in writing.”;

That the Articles of Association of the Company be altered by the insertion of the following as Article 126A:

“126A(a) For the purposes of section 175 Companies Act 2006, the Board may authorise any matter proposed to it
in accordance with these Articles which would otherwise involve a breach of duty by a Director under that section,

including, without limitation, any matter which relates to a situation in which a director has, or can have, a direct or
indirect interest which conflicts, or possibly may conflict, with the interests of the Company.

(b) Any such authorisation will be effective only if:

() the matter has been proposed in writing for consideration at a meeting of the Board, in accordance with the
Board’s normal procedure or in such other manner as the Board may from time to time require;

(i) any requirement as to quorum at the meeting at which the matter is considered is met without counting the
director in question or any other interested director; and

(iii) the matter was agreed to without their voting or would have been agreed to if their votes had not been counted.

(c) The Board may make any such authorisation subject to any limits or conditions (whether at the time of the giving
of the authorisation or afterwards) and may at any time vary or terminate such authorisation.

(d) For the purposes of these Articles, a conflict of interest includes a conflict of interest and duty and a conflict
of duties.

(e) A Director shall not, by reason of his office, be liable to account to the Company for any profit, remuneration or
other benefit derived as a result of any matter authorised by the Board in accordance with the terms of this Article
and no contract, arrangement, transaction or proposal entered into by the Director in relation to such matter shall be
avoided on the grounds of any such interest or benefit.
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() Where a director’s relationship with another person, firm or body corporate (“the Third Party”) has been approved
by the Board in accordance with the terms of this Article and for so long as such relationship gives rise to a conflict,
or possible conflict, of interest, the director shall not be in breach of his duties under sections 171 to 177 Companies
Act 2006 in the event that he:

() does not disclose to the Board (or to any director, officer or employee of the Company) any information
obtained, otherwise than in his capacity as a director of the Company, as a result of his relationship with the Third
Party in circumstances where he owes a duty of confidentiality to the Third Party;

(i) does not use such information in the performance of his duties as a director of the Company; or

(i) does not attend meetings of the Board at which any matter relating to the conflict, or possible conflict, of
interest is to be discussed (or does not otherwise discuss such matter).”

9. That the Articles of Association of the Company be altered as follows:
9.1 by the insertion of the following definitions in Article 2(A):
“communication” means the same as in the Electronic Communications Act 2000;
“electronic communication” means the same as in the Electronic Communications Act 2000.
9.2 by the deletion of Article 160 and replacing it with the following:

“160. Any notice to be given to or by any person pursuant to these articles shall be in writing or given using electronic
communications, except that a notice calling a meeting of the directors need not be either in writing or given using
electronic communication.”

9.3 by the insertion of the following as new Articles 160(A):

“160(A) The Company may give any notice to a member either personally or by sending it by post in a prepaid
envelope addressed to the member at his registered address or by leaving it at that address or by giving it using
electronic communications to an address for the time being notified by the member to the Company for that purpose.
Notice is also to be treated as given to a member where:-

(@) the Company and the member have agreed that such notices to be given to that member may instead be accessed
by him on a web site;

(b) that member is notified, in a manner for the time being agreed between him and the Company for the purpose,
of;—

() the publication of the notice on a web site;
(i) the address of that web site;
(iii) the place on that web site where the notice may be accessed, and how it may be accessed; and

(c) where the notice in question is a notice of a meeting, the notice continues to be published on that web site
throughout the period beginning with the giving of that notification and ending with the conclusion of the meeting,
save that if the notice is published for part only of that period then failure to publish the notice throughout that period
shall not invalidate the proceedings of the meeting where such failure is wholly attributable to circumstances which it
would not be reasonable to have expected the company to prevent or avoid and provided always that Article 52 shall
apply to such notice as it does to any other notice of meeting.
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In the case of joint holders of a share, all notices shall be given to the joint holder whose name stands first in the
register of members in respect of the joint holding and notice so given shall be sufficient notice to all the joint holders.
A member whose registered address is not within the United Kingdom and who gives to the Company an address
within the United Kingdom (not being an address for the purposes of electronic communications) at which notices may
be given to him shall be entitled to have notices given to him at that address, but otherwise no such member shall be
entitled to receive any notice from the Company.”

9.4 by the insertion of the following at the end of Article 162:

“A notice contained in an electronic communication shall be deemed to have been given on the day following that on
which it was sent or, in the case of the publication of a notice on a web site, on the day following that on which the
member is notified of such publication in accordance with article 160. Proof that a notice contained in an electronic
communication was sent in accordance with the Guidance issued by the Institute of Chartered Secretaries and
Administrators shall be conclusive evidence that notice was given.”

Registered Office Dated 16 April 2009
K3 Business Technology Group plc By order of the Board
Linden Business Centre

Linden Road RL Smith, Secretary
Colne

Lancashire BB8 9BA

Notes to the Notice of Annual General Meeting

Please refer to notes 10 to 19 relating to entitlements to attend and vote at the meeting and the appointment of proxies.

1.

Biographical details of Mr DJ Bolton are included on page 3 to these financial statements.

2. The payment of a dividend requires approval by the shareholders in general meeting and this approval is sought in

Resolution 4.

Resolution 5 would empower the directors to allot relevant securities for any reason up to an aggregate nominal
amount of £1,979,665 representing approximately one-third of the issued share capital of the Company at the date of
the notice of Annual General Meeting.

Resolution 6 would empower the directors to allot equity securities for cash other than to existing shareholders pro
rata to their existing holdings. Such power would be limited to the situations referred to in sub-paragraphs 6.1 and
6.2 of that resolution. Sub-paragraph 6.1 refers to rights issues and similar issues, where difficulties arise in offering
relevant securities to certain overseas shareholders or where fractional entitlements arise. Sub-paragraph 6.2 permits
allotments for cash (other than rights issues or similar) of ordinary shares up to an aggregate nominal amount of
£593,899 representing approximately 10% of the current issued ordinary share capital of the Company. The resolution
is proposed so as to give the directors greater flexibility to take advantage of business opportunities as they arise. The
directors have no present intention of exercising the authority.
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5. Resolutions 7, 8 and 9 deal with various changes to Articles of Association.
Convening extraordinary and annual general meetings

The provisions in the current form of Articles of Association dealing with the convening of general meetings and the
duration of notice required for general meetings are being amended to conform to the Companies Act 2006. In
particular, a general meeting to consider a special resolution may be called on 14 days’ notice, whereas previously 21
days’ notice was required. Shareholder meetings formerly called extraordinary general meetings will now be called
general meetings.

Conflicts of interest

The Companies Act 2006 sets out directors’ general duties which largely codify the existing law, but with some changes.
Under the Companies Act 2006, a director must avoid a situation where he has, or can have, a direct or indirect interest
that conflicts, or possibly may conflict, with the company’s interests or he will be in breach of a statutory duty to the
company. The requirement is very broad and could apply if a director were to become a director of another company or
a trustee of another organisation. The Companies Act 2006 allows directors of public companies to authorise conflicts
and potential conflicts where appropriate, provided that the articles of association contain a provision to this effect.
New Article 126A gives the directors authority to approve such situations.

There are safeguards which will apply when directors decide whether to authorise a conflict or potential conflict. Firstly,
the directors who have no interest in the matter being considered will be able to take the relevant decision and secondly,
in taking the decision the directors must act in a way they consider, in good faith, will be most likely to promote the
company’s success. The directors will be able to impose limits or conditions when giving authorisation if they think this
is appropriate. It is also proposed that new Article 126A should contain provisions relating to confidential information
and attendance at board meetings to protect a director being in breach of duty if a conflict of interest or potential conflict
of interest arises. These provisions will only apply where the position giving rise the potential conflict has previously
been authorised by the directors.

Electronic and web communications

Provisions of the Companies Act 2006 which came into force in January 2007 enable companies to communicate with
members by electronic and/or website communications. The amendments to the Articles proposed in resolution 9
allow the Company to communicate with members by means of electronic and/or website communications and
introduce definitions of “communication” and “electronic communication” accordingly.

Before the Company can communicate with a member by means of website communication, the relevant member
must be asked by the Company to agree that the Company may send or supply documents or information to him by
means of a website, and the Company must either have received a positive response or have received no response
within the period of 28 days beginning with the date on which the request was sent. The Company will notify the
member (either in writing or by other permitted means) when a relevant document or information is placed on the
website and a member can always request a hard copy version of the document or information.
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6. On a show of hands every shareholder present in person has one vote, on a poll every shareholder has one vote for
each share held by him. The necessary quorum at this meeting is two members present in person or by proxy and
entitled to vote upon the business to be transacted.

7. Pursuant to Regulation 41 of the Uncertificated Securities Regulations 2001, the Company specifies that only those
members registered on the Company’s register of members at:

e 6.00 pmon 8 June 2009; or,
e ifthis Meeting is adjourned, at 6.00 pm on the day two days prior to the adjourned meeting,
shall be entitled to attend and vote at the Meeting.

Issued shares and total voting rights

8. As at 5.00 pm on 16 April 2009, the Company’s issued share capital comprised 23,755,982 ordinary shares of 25
pence each. Each ordinary share carries the right to one vote at a general meeting of the Company and, therefore, the
total number of voting rights in the Company as at 5.00 pm on 16 April 2009 is 23,755,982.

Documents on display

9. The following documents will be available for inspection at Unit 19, Linden Business Centre, Linden Road, Colne,
Lancashire BB8 9BA from 16 April 2009 until the time of the Meeting and for at least 15 minutes prior to the Meeting
and during the Meeting:

e Copies of the service contracts of executive directors of the Company.
e Copies of the letters of appointment of the non-executive directors of the Company.
Appointment of proxies

10. If you are a member of the Company at the time set out in note 7 above, you are entitled to appoint a proxy to
exercise all or any of your rights to attend, speak and vote at the Meeting and you should have received a proxy
form with this notice of meeting. You can only appoint a proxy using the procedures set out in these notes and the
notes to the proxy form.

11. A proxy does not need to be a member of the Company but must attend the Meeting to represent you. Details of how
to appoint the Chairman of the Meeting or another person as your proxy using the proxy form are set out in the notes
to the proxy form. If you wish your proxy to speak on your behalf at the Meeting you will need to appoint your own
choice of proxy (not the Chairman) and give your instructions directly to them.

12.You may appoint more than one proxy provided each proxy is appointed to exercise rights attached to different
shares. You may not appoint more than one proxy to exercise rights attached to any one share. To appoint more than
one proxy, you may photocopy this form. Please indicate in the box next to the proxy’s name the number of shares in
relation to which they are authorised to act as your proxy. Please also indicate by ticking the box provided if the proxy
instruction is one of multiple instructions being given. All forms must be signed and should be returned together in the
same envelope.

13. A vote withheld is not a vote in law, which means that the vote will not be counted in the calculation of votes for or
against the resolution. If no voting indication is given, your proxy will vote or abstain from voting at his or her discretion.
Your proxy will vote (or abstain from voting) as he or she thinks fit in relation to any other matter which is put before
the Meeting.
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Appointment of proxy using hard copy proxy form

14. The notes to the proxy form explain how to direct your proxy how to vote on each resolution or withhold their vote.
To appoint a proxy using the proxy form, the form must be:
e completed and signed;

e sent or delivered to Capita Registrars, Proxies Department, The Registry, 34 Beckenham Road, Beckenham, Kent
BR3 4TU; and

e received by Capita Registrars no later than 10.30 am on 8 June 2009.

In the case of a member which is a company, the proxy form must be executed under its common seal or signed on
its behalf by an officer of the company or an attorney for the company.

Any power of attorney or any other authority under which the proxy form is signed (or a duly certified copy of such
power or authority) must be included with the proxy form.

CREST Proxy voting (uncertificated shareholders)

15 (a) CREST members who wish to appoint a proxy or proxies through the CREST electronic proxy appointment service
may do so by using the procedures described in the CREST Manual. CREST personal members or other CREST
sponsored members, and those CREST members who have appointed a voting services provider(s), should refer to
their CREST sponsor or voting service provider(s), who will be able to take the appropriate action on their behalf.

(b) In order for a proxy appointment or instruction made using the CREST service to be valid, the appropriate CREST
message (a “CREST Proxy Instruction”) must be properly authenticated in accordance with CRESTCo’s specifications
and must contain the information required for such instructions, as described in the CREST Manual. The message,
regardless of whether it constitutes the appointment of a proxy or an amendment to the instruction given to a
previously appointed proxy must, in order to be valid, be transmitted so as to be received by the issuer’s agent (ID
RA10) by the latest time(s) for receipt of proxy appointments specified in this Notice of AGM. For this purpose, the
time of receipt will be taken to be the time (as determined by the timestamp applied to the message by the CREST
Applications Host) from which the issuer’s agent is able to retrieve the message by enquiry to CREST in the manner
prescribed by CREST. After this time any change of instructions to proxies appointed through CREST should be
communicated to the appointee through other means. CREST members and, where applicable, their CREST sponsors
or voting service providers should note that CRESTCo does not make available special procedures in CREST for any
particular messages. Normal system timings and limitations will therefore apply in relation to the input of CREST Proxy
Instructions. It is the responsibility of the CREST member concerned to take (or, if the CREST member is a CREST
personal member or sponsored member or has appointed a voting services provider(s), to procure that his CREST
sponsor or voting service provider(s) take(s)) such action as shall be necessary to ensure that a message is transmitted
by means of the CREST system by any particular time. In this connection, CREST members and, where applicable,
their CREST sponsors or voting service providers are referred, in particular, to those sections of the CREST Manual
concerning practical limitations of the CREST system and timings. The Company may treat as invalid a CREST Proxy
Instruction in the circumstances set out in Regulation 35(5) (a) of the Uncertificated Securities Regulations 2001.

Appointment of proxy by joint members

16. In the case of joint holders, where more than one of the joint holders purports to appoint a proxy, only the appointment
submitted by the most senior holder will be accepted. Seniority is determined by the order in which the names of the
joint holders appear in the Company’s register of members in respect of the joint holding (the first-named being the
most senior).
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Changing proxy instructions

17.To change your proxy instructions simply submit a new proxy appointment using the method set out above. Note
that the cut-off time for receipt of proxy appointments (see above) also apply in relation to amended instructions; any
amended proxy appointment received after the relevant cut-off time will be disregarded.

Where you have appointed a proxy using the hard-copy proxy form and would like to change the instructions using
another hard-copy proxy form, please contact Capita Registrars on 0871 664 0300. Calls cost 10p a minute plus
network extras.

If you submit more than one valid proxy appointment in respect of the same shares (and not where you are appointing
multiple proxies), the appointment received last before the latest time for the receipt of proxies will take precedence.
If the Company is unable to determine which of more than one valid proxy appointment was deposited or delivered
last in time, none of them shall be treated as valid in respect of the share(s) to which they relate.

Termination of proxy appointments

18. In order to revoke a proxy instruction you will need to inform the Company by sending a signed hard copy notice clearly
stating your intention to revoke your proxy appointment to Capita Registrars, Proxies Department, The Registry, 34
Beckenham Road, Beckenham, Kent BR3 4TU. In the case of a member which is a company, the revocation notice
must be executed under its common seal or signed on its behalf by an officer of the company or an attorney for the
company. Any power of attorney or any other authority under which the revocation notice is signed (or a duly certified
copy of such power or authority) must be included with the revocation notice.

The revocation notice must be received by Capita Registrars no later than 10.30 am on 8 June 2009.

Appointment of a proxy does not preclude you from attending the Meeting and voting in person. If you have appointed
a proxy and attend the Meeting in person, your proxy appointment will automatically be terminated.

Corporate representatives

19.In order to facilitate voting by corporate representatives at the Meeting, arrangements will be put in place at the
Meeting so that:

(i) if a corporate member has appointed the Chairman of the Meeting as its corporate representative with instructions
to vote on a poll in accordance with the directions of all the other corporate representatives for that member at the
Meeting, then, on a poll, those corporate representatives will give voting directions to the Chairman and the Chairman
will vote (or withhold a vote) as corporate representative in accordance with those directions; and

(i) if more than one corporate representative for the same corporate member attends the Meeting but the corporate
member has not appointed the Chairman of the Meeting as its corporate representative, a designated corporate
representative will be nominated, from those corporate representatives who attend, who will vote on a poll and the
other corporate representatives will give voting directions to that designated corporate representative.

Corporate members are referred to the guidance issued by the Institute of Chartered Secretaries and Administrators
on proxies and corporate representatives — www.icsa.org.uk — for further details of this procedure. The guidance
includes a sample form of representation letter to appoint the Chairman as a corporate representative as described
in (i) above.
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