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HIGHAMS RECRUITMENT SERVICES (N.E.) LIMITED
is a subsidiary company which commenced operations towards :

the end of the financial year. Situated in The Hague it serves the
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I am delighted and proud to be able to present
to shareholders such good figures and such an
optimistic account of our achievements to date

and for the future.

Overall Financial Resuits Profits for the year,
pre-tax, were £1,383,327 on turnover of
£25,143,421 (year to 31st March 1997:
pre-tax profits of £878,707 on turnover
of £16,394,589).

All of this growth was organic. As last year, we had a good second
half, which indicates well for the future.

I am naturally pleased to see the increasing performance of the
existing operations, all of which increased turnover and profit.

‘We further increased the number of contractors working at clients.

During the year we took the decision to merge the two systems divi-
sions of the company into one operation. The fundamental rationale
behind this is to combine the complementary strengths from which

it can continue to prosper

Share Capital and Dividend At an Extraordinary General Meeting of
the members of the company held on 13th March 1998, a “One for
One” Scrip Issue was effected by capitalising share premium account
and reserves, thus doubling the number of Ordinary Shares of 5p in
issue, to bring our share capital more into line with the value of the
net assets utilised in the business and to help to satisfy market demand

for our shares.

The directors recommend the payment of a final dividend of 1p per
ordinary share. Whilst it is not the Board’s ambition that Highams’
shares be regarded as an income stock, the directors believe that pay-
ment of a well-covered final dividend is an appropriate reflection of
their confidence in the ability of the company to continue to generate
future profits on its path of expansion, and provides a modest income
participation in profits for sharcholders which the Board believes they

will welcome.

It is proposed to give shareholders the option of receiving the final
dividend in the form of shares rather than cash and I refer to my

letter of 30th June 1998 which is being sent to shareholders with




these accounts, which explains the operation of the share dividend
alternative scheme. Since some of the directors intend to avail them-
selves of this option, the cost of the dividend teo the company, in
cash texms, will be approximately £75,000. Part of the business of
the AGM will be to approve the scheme.

Executives and Staff Once again, I take the opportunity of thanking cur
growing team of expert and hard working staff at all levels for their
essential contribution to the success of Highams. That they show such
a team spirit of fun and friendship in their close involvement with and
devotion to the Highams culture is in large measure thanks to the firm
but friendly leadership of our two executive directors, John Higham
and Ted Andrews.

During the year we granted options of 98,000 shares to staff under
the rules of the existing Executive Share Option Scheme. Share options
can be exercised subject to a minimum compound increase in EPS of
20% p.a. over 3 years. [ am pleased to say that last year, which was
the first year of the scheme, we exceeded the minimoum criteria.
All staff with two or more years’ sexvice at the scheme anniversary

now have share options.

This year I should pay tribute to Denis Drinan who, last December,
made the transition he himself had for some time sought, from being
a full-time executive director, to joining me as a Highams non-
executive director Denis is a founder sharcholder of Highams, having
joined the business soon after its formation. Denis accepted my inwi-
tation to stay on the Board as a non-executive director for a period so

as to give us continued access to his wide I'T systems experience.

During the year we formed Highams Recruitment Services (N.E.) Ltd
to handle our new operation in Northern Europe. The board of the
new company is composed of two of our executive general managers,
Chris Northam and Clive Williams along with the country manager,
Harro Elsborg, and Ted Andrews as Chairman.

Bryan Martin has been appointed to the Highams Board. Bryan joined
Highams in 1992 and subsequently became General Manager of
Financial Systems division. He recently achieved his MBA. We con-
gratulate him, and I look forward to our discussions at Board level
being further enhanced by his imagination and experience. He is a

skilled and experienced manager. It will be for shareholders, at the
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forthcoming AGM, to vote on a resohution for his re-election. I warmly

commend him to you, and ask you to support the xesolution.

Qutlook and Current Trading All our increase in turnover and profit

has been derived from organic growth.

‘We continued our search for acquisitions of complementary businesses
which could usefully be added to our existing activities. During the
year under review, we evaluated six companies, but decided not to
proceed to a conclusion with any of them - either as a result of what
we discovered during the course of preliminary due diligence, or
because the asking price was, or became during the course of negoti-
ations, unrealistically high in relation to the expectation for future
profitability of the business concerned. Thanks to the historical and
prospective rate of our own organic growth, we are in the happy
position of being able to be selective and not having to buy at any
price. In evaluating potential acquisitions, we look for businesses
which will fit into our commercial and cultural approach, which are
in sufficiently adjacent areas of activity for us to be able to add value,
and which hold out the promise of an early enhancement of our

Earnings Per Share.

In particular we seek to acquire a complementary IT Training compary
as part of the strategy of “bridging the I'T skills gap”.

The current year has started well. Not only do we have a record number
of contractors at clients but also our combined Business Solutions

division is attracting new business.

I look forward to reporting continued good progress at the announce-
ment of our interim results.

Nigel Graharn Maw Chairrman

30 June 1998




! am pleased to report that Highams has had an
excellent year overall and has again exceeded
both its budgets and market forecasts for the
year. The increase in sales in both operating
divisions was in excess of 50%, comfortably

exceeding targets.

Demand for our systems services has

continued to increase, driven by new
clients, new technologies, the need for flexible resourcing, Year 2000
and EMU work.

‘We continue to distinguish ourselves from the competition by adding
value to clients in niche markets. Within our chosen specialist market
sector of insurance and finance there is constant change which
continues to put pressure on our clients to develop their systems.
In addition, we are also entering new specialist niche markets where

there is a good business case for doing so.

During the year we again expanded our premises and recruited new
staff to meet the demand from our markets. Further, such expansion
will continue during 1998/9, together with investmnent in new systems
in Recruitment Services and new technologies in the recently merged

Business Solutions division.

Trading Review
Recruitment Services This is still the largest trading division; it provides
skilled contract and permanent IT personnel for a range of blue-chip

banking and insurance industry clients.

Its prime business lies in the selection and placement of IT
contractors to satisfy the particular project needs of clients. This can

vary from a few weeks to a number of months.

The division again saw strong growth with the number of contractors
on site increasing 32% on year end corparisons. Tumover and profit
both increased, producing operating profits of £2.4m on turnover
of £22m.

Our operations in Holland are now on a formal footing and are con-
ducted through a new UK company. Preliminary results indicate that

this will prove to be a profitable and growing extension to our activities.
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‘We further increased our volume of placements of IT contractors in

the UK and overseas, and at the end of the year we had over 340 on
site either at clients or working on our own systems activities. Sales
from permanent placements doubled to almost £400k. Holway
forecasts UK demand for IT contractors to double between 1997 and
2001; I see no reason why we should not continue to outperform
the industry forecasts, based on our policy of concentrating on the
financial and insurance sectors whose particular requirements we
know so well, and our long term preferred arrangements with blue
chip clients. We have seen no evidence of the recruitment market

having “peaked”, far from it.

Although skills shortages continue to have the effect of increasing
the rates we have to pay, they also have the inevitable effect of
increasing what the end user has to pay us, thus protecting what
would otherwise be an unacceptable erosion of margins. We have
largely maintained our gross margin and secured new preferred supplier
arrangements with blue-chip clients which will make a significant

contribution to revenue and profit in this financial year.

The proximity of Year 2000, the impact of EMU as well as constant
change in our key markets continue to strengthen our confidence
in farther profitable growth to come for our Recruitment Sexvices
division.

‘We are introducing new systexas which will help to minimise our
increasing administrative burden. We have recruited new high
quality sales and support staff and we will continue to do so this

current year

Business Solutions During the year it was decided to merge the oper-
ations of our two systems activities (bespoke software based on
Microsoft technologies and package software for factoring companies)

into one combined entity to be known as Business Solutions.

This is because we identified several areas of synergy between the

Business Solutions and Financial Systems divistons and our analysis
showed that combining forces would lead to a more focused and

efficient service for our chients. We are working on several projects

including a common technical environment for both factoring and

bespoke developments, as well as developing e-commerce and

Internet solutions. .




Both the former divisions are specialists in niche markets - banking,
finance and insurance, and both are software houses. The fusion is
the ideal solution - and will facilitate further growth of Highams as a
provider of integrated business consultancy; systems services, resources
and software products in the financial services market in the UK and,
increasingly; worldwide. Our staff will also benefit from increased

career and training opportunities that the integration will offer.

It will also result in increased efficiency from co-ordination of tasks,
merged sales teams and shared management resources. The divisions
already share a common culture and will benefit from increased critical
mass and shared strengths, meeting our mission of enhancing the

competitiveness of our clients in financial markets.

Turnover in the combined division grew 56% over the previous year

with profits up by 80%.

Factoring Software We are already benefiting from the knock-on
effects of having, last year, successfully set up and commissicned a
major new factoring system for the Commonwealth Bank of

Australia.

We are now implementing the system for a major European bank in
four European countries, and have completed an installation for a
start-up UK client. We have continued to enhance the functional
and technical attributes of the system, and have considerably expanded
staff numbers to cope with the increased demand for implementation,

support and development services,

There is an active global prospect list for the system over the next
year, since the success of the system has generated increasing interest
from asset based finance companies, both large and small, and we

are confident that this will turn into future solid business.

Bespoke Software We have continued to develop bespoke systems
solutions based on Microsoft technologies for influential blue-chip

clients. We have also become an Oracle alliance partner.

We are undertaking an increasing number of process redesign
and strategic consultancy assignments in our core markets and
we have been marketing our new Insurance Broker Schemes system
(Hi-Schemes).

HicHams reavs | I
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‘With the objective of lessening dependency on one particular software

vendor, our future strategy is to adopt further software technologies,
in common with our factoring software, and we plan to finalise this

during the current year.

The UK market for applications software is forecast to expand at
over 9% per annum to 2001 (source: IDC). We foresee substantial
expansion in UK and global markets in the future.

Our systems activities represent an important part of our strategy

as part of our multi-faceted systems services group.

Staff ¥ would like to reiterate the Chairman’s thanks to the dedicated
team of staff which Highams employs without whom we could not
progress forward. We strive to recognise and reward the team contri-
bution and achievements; during the year we extended our share
option scheme, introduced a retention scheme aimed at recognising
the importance of permanent technical staff and significantly ionproved
the benefits package for all staff. These measures were well received
by our existing staff and will improve our ability to attract vital new

staff to support our plans.

Prospects Our markets continually require flexible systems resources
to react rapidly to new technology and competition. This need has
fuelled the demand for IT contractors and software solutions as well
as systems changes as a result of the well publicised Year 2000 date
change and we have yet to feel the full impact of systems changes
upon our markets arising from EMU; all this continues to bode well

for the foreseeable future,

The twrend towards IT outsourcing is forecast (source: Holway) to
continue to expand by 219 p.a. over the next 3 years. The increasing
IT skills gap means that there are opportunities to provide additional
ways of supplying our clients’ needs. We will seek to develop new
initiatives to add value to the existing services consistent with

our strategy

‘We are continually secking additional high quality staff and we are
expanding our premises to facilitate our future plans. We look forward

to the future with enthusiasm.

.
g
John Higharn C Executive

30 June 1998




Nigel Nawton Graham Maw
MA LLM (Cantab) (aged 64 ) Non-Executive Chairman
Nigel Graham Maw was, until April 1993, Senior Partner of Rowe & Maw,

Solicitors. He is the principal co-author of “Maw on Corporate Governance”
and is also special visiting professor to the Department of Law at Nottingham
University. He was formerly Deputy Chairman and then Chairman of Decca
Limited from 1979 to 1980, and was a non-executive director of Telephone
Rentals plc from 1984 to 1989.

John Edward Higham

ACH (aged 53) Chief Executive and Deputy Chairman

John Higham started his career in insurance in various technical and business
capacities and gained in-depth experience of the London insurance market,
life and general insurance. He joined Lonsdale Systerns Limited in 1977
where he spent 6 years implementing packaged financial software before
founding Highatns in February [983.

Edward lan Andrews

(aged 46) Executive Director

Ted Andrews has been a director of Highams since joining the company

in November 1983. Before joining Highams he spent 7 years at Lonsdale
Systems Limited implementing insurance software projects in a variety of
technical and management capacities and 5 years at Noble Lowndes &
Partners as a programmer and analyst. He is responsible for the Recruitment
Services division and the Business Solutions division of Highams.

Denis john Drinan

(aged 52 ) Non-Executive Director

Denis Drinan has 29 years experience in IT. He has been a director of
Highams since November 1983 and was responsible for the Business
Solutions division until December 1997 when he became a non-executive
director.

Maurice Anthony Eve

FCA (aged 44) Finance Director and Company Secretary

Tony Eve was appointed Finance Director on 29 October 1996. He isa
chartered accountant and is the sole practitioner at his own accountancy
practice, Tony Eve Associates, based in Coulsdon and specialising in tax
and business advice. He has acted as Highams' financial consultant for the
last 6 years, and commits as much time as is necessary to fulfil his
responsibilities as Finance Director.

Bryan fohn Martin

MBA (aged 42) Executive Director

Bryan Martin has over 20 years experience in the IT industry. He started his
careet with American Express in the mid-70’s. Moving to John Wiley
(publishers) in 1979 he undertook a number of international assignments.
He was appointed European IT manager of Security Pacific Bank in 1988 and
since 1992 has managed the development of the highly acclaimed factoring
software within Highams. He recently completed his MBA and became an
executive director in June [998.
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The directors present their report on the affairs of the company; together with the

accounts and auditors’ report, for the year ended 31 March 1998,

Principal activity Highams is a specialist IT systems services company and its principal
activity is the provision of recruitment, systems consultancy, support and development
services and factoring software. The company operates principally in the Insurance
and Financial sectors. Further details of the company’s operations are given in the

Chief Executive’s operating review,

Results and dividends The directors are pleased to report another successful year with

both tumover and profits further improved on the previous year. Turnover for the year
increased from £16.4m to £25.1m. The profit for the vear before taxation was £1,383,327
(1997: £878,707) and the profit after taxation was £945,088 (1997: £609,117).

As noted in the Chairman’s statement, the directors recommend a final dividend
of 1p per share (1997: £nil). No interim dividend was paid during the year (1997
£nil). It is proposed to invite sharcholders to approve the adoption by the company
of a Share Dividend Alternative Scheme so that shareholders will be able, if they so
wish, to take some or all of their dividend entitlement in the form of new ordinary
shares instead of cash. Certain of the directors propose to do so in respect of their
own beneficial dividend entitlement as a result of which the cash cost to the company
(ignoring Advance Corporation Tax) of paying the proposed final dividend will fall
from £177,000 to approximately £75,000.

Directors The directors of the company are set out on page 13. All served throughout
the year except for Mr BJ Martin who was appointed to the board on 10 June 1998,

In accordance with the company’s Articles of Association, Mr JE Higham retires
by rotation and offers himself for re-election. Mr BJ Martin also offers himself for
re-election. Biographical details for both are provided on page 13.

Directors’ interests in shares The persons who held the office of director at 31 March
1998 had the following interests in the ordinary 5p shares of the company at the
beginning and end of the financial year:

Number fully paid
31 March 1 April
1998 1997
NN Graham Maw 47,000 10,400
JE Higham 8,535,000 4,670,000
El Andrews 3,400,000 1,700,000
DY Dxinan 2,265,000 1,560,000
MA Eve 43,000 14,000

HIGHAMS RBA9S m
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Notes:

The balances as at 31 March 1998 are recorded after the bonus issue.

1 JE Higham’s interest includes 200,000 shares held by his wife and 1,230,000
shares held by The John Higham Family Frust.

2 DJ Drinan’s interest includes 193,400 shares held by his wife and 200,000 shares
held by The Drinan Trust (1996).

3 M. Eve has further non-beneficial interests in the 1,430,000 shares in aggregate
held by The John Higham Family Trust and by The Drinan Trust {1996) of
which he is a trustee.

None of the directors who held office during the year held options over shares in
the company. B] Martin, who was appeinted after the year end, has options over
14,000 shares in the Inland Revenue approved Executive Share Option Scheme
and 160,000 shares in the un-approved Employee Share Option Scheme.

The Highams Systems Services Group Employee Share Benefit Trust, of which
JE Higham, EI Andrews, DJ Drinan and MA. Eve are trustees, holds 112,000

ordinary shares.

The following changes took place in the interests of directors between 31 March
1998 and 17 June 1998:

MA. Eve transferred 28,000 shares to his wife. JE Higham and D] Drinan each
sold 50,000 shares.

Increase in share capital As a result of the resclutions relating to the “one for one”
scrip issue passed by shareholders at the Extraordinary General Meeting of the
company held on 13 March 1998, £442,500 of the company’s reserves (being the
share premium account of £203,863, the capital redemption resexve of £8,500
and the balance of £230,137 being part of the accumulated revenue reserves) were
capitalised and applied in paying up in full at par 8,850,000 new ordinary shares
of 5p each. These were distributed to shareholders in the proportion of one new

ordinary share for each ordinary share then held.

Share option schemes The company adopted an Inland Revenue approved Executive
Share Option Scheme on 17 May 1996. On 27 June 1997, options over a total of
49,000 shares were granted to employees at an exercise price of £1.25. Following
the subsequent bonus issue of shares, the number of shares has increased to 98,000
at an exercise price of 62.5p. Exercise of these options is conditional on increases
in earnings per share by at least 20% p.a. compound over a minimum period of

three years.

The company adopted an Employee Share Option Scheme on 15 November 1995
which is not approved by the Inland Revenue. Under the terms of this scheme, certain

employees of the company were granted options over ordinary shares of £1 each




in the company on 30 November 1995 and 18 November 1996 all exercisable at
a price of £40 per share. Following the sub-division of the £1 ordinary shares into
5p ordinary shares in 1996 and subsequent bonus share issues, the number of
options held has varied. Each option holder now has options over 400 ordinary
shares for every option over an ordinary share of £1 previously held and the
revised subscription price is now 10p per ordinary share. The total number of
shares under option under this scheme at 31 March 1998 was 880,000.

Further information is given in note 20 to the accounts.

Corporate goverhance The directors report on pages 18 to 20 upon the extent to
which the company already observes and complies with “Principles of Corporate
Governance and the Code of Best Practice” published in draft in March 1998 and
proposed to be included in the listing rules of the London Stock Exchange for
fully listed companies. This is particularly appropriate since the directors will be
considering towards the end of the 1998/99 financial year the timing of an
application to the Londoen Stock Exchange for a full listing.

Supplier payment policy The company’s policy is to pay its contractors by direct credit
into their bank accounts immediately comect invoices are received. The company’s
policy with regard to other suppliers is to settle amounts due in accordance with the
terms of payment agreed when agreeing the terms of each transaction. The trade
creditor days figure at 31 March 1998 was 24 (1997: 33).

Liability insurance for Company Officers The company has maintained insurance cover
for the directors against Hability arising from negligence, default, breach of duty

and breach of trust in relation to the company:

Year 2000 Compliance The company is well advanced in its preparation for processing
considerations arising from “Year 2000” and is not anticipating any internal

disruption to its systems.

Charitable and political donations During the year, the company made charitable
donations of £250 (1997: £30). There were no political donations.

Auditors In 1994, Binder Hamlyn became part of the Arthur Andersen organisation.
Since the last annual general meeting, the directors have appointed Arthur Andersen
as the company’s auditors. A resolution to appoint Arthur Andersen as auditors

will be proposed at the Annual General Meeting.

This report approved by the Board of Directors on 26 June 1998,

N

MA Evs
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Comparty law requires the directors to prepare accounts 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 those accounts, the

directors are required to:

*+ sclect suitable accounting policies and then apply them consistently;

» make judgements and estimates that are reasonable and prudent;

* state whether applicable accounting standards have been followed, subject to
any material departures disclosed and explained in the accounts; and

= prepare the accounts on the going concern basis unless it is inappropriate to

assume that the company will continue in business.

The directors are responsible for keeping proper accounting records which disclose
with reasonable accuracy, at any time, the financial position of the company and
enable them to ensure that the accounts comply with the Companies Act 1985,
They are also responsible for safeguarding the assets of the company and hence

for taking reasonable steps for the prevention and detection of fraud and other

irregularities.

The Beard is committed to high standards of corporate governance so that the
company’s management procedures are transparent and clearly understood by

those who work within the company, and by those who invest in it.

The Board The aim of the Board is to function at the head of the company’s
management structures, leading and controlling its activities and setting a strategy

for enhancing shareholder value.

The directors are aware of their responsibility to exercise an independent judgement
on all matters and can take independent advice at the compariy’s expense up to a
reasonable amount. There is also a procedure for new appointees to the main Board

to receive, following appointment, appropriate training.

The Board currently consists of four executive directors and two non-executive
directors. Thus, NEDs “comprise not less than one third of the Board” which

complies with the code.




The company does not have a Nomination Committee as such; the Board

collectively undertakes the functions of such a committee.

The Chairman and the Chief Executive These two key tasks are carried out by two
different individuals. They have a clear understanding as to the split of respon-
sibilities between them, and they meet regularly on a one-to-one basis so that each is
aware of the ideas and actions of the other. The company has not identified a
“senjor independent director”, other than the Chairman, and the company does
not comply with this proposed provision of the code, and considers that it serves

no useful purpose.

Interral control The Board has overall responsibility for ensuring that the group main-
tains systems and internal financial controls that provide them with reasonable
assurance regarding the financial information both for use within the business and

for external publication, and that the assets are safeguarded.

There are inherent limitations in any system of internal control and accordingly even
the most effective system can provide only reasonable, and not absclute, assurance

with respect to the preparation of financial information and the safeguarding of assets.

The key features of the internal financial control system are:
* an otganisational structure that has clear lines of responsibility supported by

regular communication between the executive board members;

a schedule of matters reserved for Board level decisions, thus ensurng that it
majntains effective control over appropriate strategies, financial and

organisational issues;

L]

a financial reporting and information system that enables progress against budget

to be tracked monthly and variances to be investigated;

a system of detailed financial controls, closely monitored by the executive
directors and senjor management, that includes approval limits for all ordexing

and expenditure;

*

regular analysis of likely future cash flows, to ensure that the company has adequate
funds and resoutrces over the foresecable future, and daily cash balances, to

ensure that the most effective use is made of available funds.

Audit Committee The Board has an established Audit Committee comprising the
Chairman, Ted Andrews and Denis Drinan.

The terms of reference for the Audit Committee are to assist the Board in the
discharge of its responsibilities for corporate governance, financial reporting and
internal control. Its duties include maintaining an appropriate relationship with
the company’s auditors, keeping under review the scope and results of the audit

and its effectiveness.
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The Remuneration Committee This committee, which meets formally at least three

times a year, consists of the Chairman, Chief Executive and Finance Director. When
discussing the remuneration of any one of those three, the particular individual

being discussed absents himself from the discussion and plays no part in it.

The three full-time executive directors receive a basic annual salary plus other
usual benefits. In addition, there is a performance related bonus, up to a maximum
of 50% of basic salary. The committee sets these packages by the need to reward
the directors appropriately and by reference to the need to continue to attract
and retain high quality individuals. Tony Eve, the fourth executive director, is paid
on a daily basis and is not eligible for participation in any pension, life or health

benefits or in any bonus or share options.

The non-executive directors are paid an annual fee only, and are not eligible for
participation in any pension, life or health benefits or in any bonus or share
option schemes. The annual level of fees for each of the NEDs is reviewed by

the executive directors annually after the AGM.

The three full-time directors each has a service agreement terminable by either party
by not less than six months’ notice; the finance director’s position is terminable
by three months’ notice; the NEDs’ respective appointments are texminable at any

time without compensation by the company in general meeting.

Share options have been granted to one executive director, details of which are set

out in the directors’ report on page 16.

Going concern After making appropriate enquiries, the directorxs consider that the
company has adequate resources to continue in operational existence for the
foreseeable future. For this reason, they continue to adopt the going concern basis

in preparing the accounts.

Compliance with best practice Other than in the few respects specifically mentioned
above, which the Board considers insignificant particularly for a company of its
size, the Board considers that the company was in compliance throughout the
financial year ended 31 March 1998 with the proposed draft “Principles of Good
Governance and Code of Best Practice” published in March 1998.

The Board encourages the shareholders to use the opportunity provided by the
general meetings of the company, as a forum for dialogue and discussion with the
directors, both on corporate governance matters and on the Board objectives for

the future development of the company:




To the shareholders of Highams Systems Services Group plc

‘We have audited the accounts on pages 22 to 34 which have been prepared
under the historical cost convention and the accounting policies set out on

page 25.

Respective responsibilities of directers and auditors As described on page 18, the
company’s directors are responsible for the preparation of the accounts. It is our
responsibility to form an independent opinion, based on our audit, on those

accounts and to report our opinion to you.

Basis of opinion We conducted our audit in accordance with Auditing Standards
issued by the Auditing Practices Board. An audit includes examination, on a test
basis, of evidence relevant to the amounts and disclosures in the accounts. It also
includes an assessment of the significant estimates and judgements made by the
directors in the preparation of the accounts and of whether the accounting policies
are appropriate to the 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 accounts 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 accounts.

Opinion In our opinion the accounts give a true and fair view of the company’s
state of affairs at 31 March 1998 and of its profit and cash flows for the year
then ended and have been properly prepared in accordance with the Companies
Act 1985.

Arthur Andersen AM"‘ FY’Q&W

Chartered Accountants and Registered Auditors
Croydon
26 June 1998
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Notes

Turnover 2

Cost of sales

Gross profit

SO .
Administrative expenses L
Operating profit 3
Interest receivable 4a
Interest payable 4b

Profit on ordinary activities before taxation
Tax on profit on ordinary activities 7

Profit for the financial year

Dividends 8
Retained profit for the year 16
Earnings per share

- Basic with 1997 restated due to bonus issue
- Fully diluted

All of the above results derive from continuing activities and there were no acquisitions in the peried.

Statement of total recognised gains and [osses

Except for the profit for the two financial years, as shown above, the company had no recognised gains or losses.

The accompanying notes are an integral part of this profit and less account.




Notes

Fixed assets
Tangible assets 10
Investments 11

Current assets

Debtors 12
Cash at bank and in hand 18
Creditors: amounts falling due within one year 13

Net current assets

Total assets less current liabilities

Provisions for liabilities and charges
Deferred taxation 14

Net assets

Capital and reserves

Called up share capital 15
Share premdum 16
Capital redemption reserve 16
Profit and loss account 16
Equity shareholders’ funds 17

The accounts on pages 22 to 34 were approved by the Board of Directors on 26 June 1998.
NN Graham Maw & JE Higham, Directors

LTV WO .

The accompanying notes are an integeal part of this balan eet.
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MNotes

Receonciliation of operating profit to
net cash flow from operating activities

Operating profit

Depreciation

Increase in debtors

Increase in creditors

{Profit)/loss on disposal of fixed assets

Net cash inflow/(outflow) from operating activities

Net cash inflow/(outflow) from operating activities
Returns on investments and servicing of finance
Interest received

Interest paid

Net cash inflow

Taxation
UK corporation tax paid

Capital expenditure and financial investment
Investment in subsidiary

Purchase of tangible fixed assets

Purchase of own shares

Proceeds on disposal of tangible fixed assets

Net cash outflow
Equity dividends paid

Net cash inflow/{outflow) before managernent
of liquid resources and financing

Financing
Issue of new ordinary shares (including share premium

net of associated costs)

Increase/(decrease) in cash in the year 18

The accompanying notes are an integral part of this cash flow statement.
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I Accounting policies

Accounting convention
The accounts have been prepared under the historical cost convention and in accordance with applicable accounting standards.

Turnover
Turnover represents amounts receivable for goods and services provided net of trade discounts and value added tax.

Tangible fixed assets and depreciation

Tangible fixed assets are stated at cost net of depreciation and provision for permanent diminution in value. Depreciation is
provided on all tangible fixed assets at rates calculated to write off the cost, less estimated residual value, of each asset over
its expected useful life as follows:

Leasehold improvements - over period of lease

Computer equipment - 50% on cost per annum

Furniture, fittings and office equipment - 25% on cost PEer annurmn

Motor vehicles - 25% on written down value per annum
Investments

Fixed asset investments are shown at cost less provision for permanent diminution in value.

Leases

Rentals under operating leases, being leases which do not result in the transfer to the company of substantialty all the risks
and rewards of ownership of the assets being leased, are charged to the profit and loss account on a straight line basis over
the lease term.

Research and development expenditure
Research and development expendituxe is written off as incurred.

Foreign currency

Transactions in foreign currencies are recorded at the rate of exchange at the time 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 oy, if appropriate, at the forward contract rate. Any gain or loss
arising from a change in exchange rates subsequent to the date of the transaction is included as an exchange gain or loss
in the profit and loss account.

Pension costs

The company operates a funded defined contribution pension scheme. The pension cost charged to the profit and loss account
represents contributions payable by the company to the pension scheme 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.

Taxation
Corporation tax payable is provided on taxable profits at the current rate.

Advance corporation tax payable on dividends paid or provided for in the year is written off, except when recoverability
against corporation tax payable is considered to be reasonably assured. Credit is taken for advance corporation tax written
off in previous years when it is recovered against corporation tax liabilities.

Deferred taxation is provided using the iiability method on all timing differences only to the extent that they are expected
to reverse in the future without being replaced.
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2  Segment information

(a) Classes of business:
Recruitment Business
Services Solutions Total
1998 1997 1998 1997 1998 1997
£000 £°000 £000 £7000 £000 £2000

Turnover
Sales to third parties

Segment profit

Common costs

Operating profit
Interest receivable
Interest payable

Profit on ordinary activities before taxation
Segment net assets
Unallocated net (liabilities)/assets

Net assets

Segment profit figures given above have been derived from the company’s internal management accounts. The former
Business Solutions and Financial Systems divisions (which reported separately in the year ended 31 March 1997) were
merged and the combined division is now named the Business Solutions division. Because of the close integration of the
two divisions, it has not been possible to apportion accurately common costs on a divisional basis.

Common costs consist principally of charges incurred in respect of the general management, control and administration
of the whole company. The main charges relate to directors’ pay and that of the general administrative staff, corporate
marketing and PR and other costs incurred in connection with the company as a whole.

Unallocated net liabilities/assets comprise those fixed assets and other assets and liabilities which cannot. be separately
identified by division.

(b) Geographical segments:
All turnover and profits originate in the United Kingdom.

1998 1997
'000 £000

Turnover by destination was as follows:
United Kingdom
Rest of the world
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3 Operating profit is stated after charging

1998 1997

Auditors’ remuncration for audit services

Depreciation and amounts written off tangible fixed assets
Operating lease rentals

- buildings

- vehicles and computers

Amounts payable to the auditors by the company in respect of non-audit services wexe £nil (1997: £79,962 which included
work undertaken in connection with the company’s admission to the Alternative Investment Market).

4 [nterest

(a) Interest receivable
1998 1997

Bank deposit
Other interest

(b) Interest payable

Bank overdraft

5 Information regarding employees {(including directors)
(a) Staff costs

Total staff costs were as follows:
‘Wages and salaries

Social security costs

Other pension costs
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5 Information regarding employees {including directors) (ceminued)
{b) Staff numbers

The average number of persons employed by the company during the year was as follows:

1998 1997
Number Number

Management
Production and administration
Sales and marketing

6 Directors’ remuneration
Aggregate remuneration

The total amounts for directors’ remuneration and other benefits were as follows:

Emoluments
Money purchase pension contributions

(a) Directors’ emoluments

Money purchase
Fees/basic Taxable pension Severance 1998 1997
salary benefits contributicns payment Total Total
£ £ - £ £ £ £
Executive
JE Higham
EIl Andrews
DJ Drinan
MA. Eve

Non-Executive
NN Graham Maw
DJ Drinan

Aggregate

emoluments

Bonuses are determined by the Remuneration Comumittee based on the level of growth in profit before tax.

The services of NN Graham Maw are secured by a letter of appointment, and his appointment can be terminated by the
company in general meeting at any time. JE Higham and EI Andrews are employed under service agreements which can be
texminated at any time after giving six months’ prior notice, The sexrvices of MA Eve are secured by an agreement which is
terminable on 3 months” notice. The services of DJ Drinan, on his becoming a non-executive director, are secured by a
letter of appointment.
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6 Directors remuneration (continued)
(b) Directors’ share options

None of the directors listed above held options over shaxes in the company during the period.

{c) Directors” pension entitlements
Two directors are current members of money purchase pension schemes. Contributions paid by the company in respect
of such directors are shown in part (a) of this note.

{d) Directors’ interests

The interests of directors in the shares of the company are given in the directors’ report on page 15.

7 Tax on profit on ordinary activities
The tax charge at 31% (1997: 33%) comprises:

Corporation tax on the adjusted profit for the year
Deferred taxation

Prior year adjustments

8 Dividends
1998 1997

Final dividend of 1p per share proposed (1997: nil)

A share alternative will be offexed in respect of the final dividend of 1p per ordinary share.

9 Earnings per share

The calculation of earnings per share is based on the profit for the financial year of £945,088 (1997: £609,117) and on
17,700,000 (1997: 16,934,520} ordinary shares, being the number of ordinary shares in issue and ranking for dividend
during the year.

The calculation of fully diluted earnings per shaxe is based on 18,654,638 ordinary shares, allowing for the exercise of the
weighted average outstanding share purchase options, and an adjusted profit of £948,454, after adding interest deemed to
be earned from investing the proceeds of such share options in 2.5% consolidated stock.

The calculation of the adjusted earnings per share for 1997 adjusts the comparative for the one-for-one scrip issue in 1998.
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10 Tangible fixed assets
Furniture, fittings

Leasehold Computer and office Motor
improvements equipment equipment vehides Total
£ £ 4 £

Cost
I April 1997
Additions
Disposals
31 March 1998

Depreciation

1 April 1997
Chaxge for the year
Disposals

31 March 1998
Net bock value 31 March 1998

31 March 1997

Il Investments
(a) Summary

Subsidiary undertakings
Own shares

(b} Investment in subsidiary undertakings

Cost

The company owns the entire issued ordinary share capital of three dormant subsidiaries and Highams Recruitment
Services (N.E.) Limited, a new subsidiary that commenced to trade on 1 February 1998, all of whom are incorporated in
the UK. Group accounts have not been prepared as the amounts involved are considered immaterial.

(c) Investment in own shares

The investment in own shares is shown within the balance sheet as a fixed asset at cost, and is in respect of a holding of
112,000 of the company’s 5p shares. This represents 0.63% of the company’s share capital at 31 March 1998, at which
date the market value of these shares was £148,960. These shares are held by the Employee Share Benefit Trust, further
details of which are given in note 20c.
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12 Debtors

Trade debtors
Other debtors
Prepayments and accrued income

13 Creditors: amounts falling due within one year

Bank overdrafts

Amounts owed to subsidiary undertaking
Trade creditors

Corporation tax

Other taxes and social security costs
Accruals and deferred income

Dividends

Bank overdrafts are secured by a fixed and floating charge over all the assets of the company.

14 Deferred taxation
Deferred taxation, which represents the full potential lability, is in respect of timing differences in the recognition of
payments into the Employee Share Benefit Trust as expenses for taxation and accounting purposes.

At 1 April 1997
Adjustonent in relation to the change in the rate of taxation
Provision for contribution to the Employee Share Benefit Trust

At 31 March [998
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{5 Share capital
(a) Summary

Authorised Authorised
1998 1997 1998 1997
Number Number £ £

Ordinary 5p shares

Allotted, called up Allctted, called up
and fully paid and fully paid
1998 1997 1998 1997
Number Number £ £

Ordinary 5p shares

{b) Changes in share capital

As a result of the resolutions relating to the “one for one” scrip issue passed by shareholders at the Extraordinary General
Meeting of the company held on 13 March 1998, £442,500 of the corpany’s resexves (being the share premium account
of £203,863, the Capital Redemption Reserve of £8,500 and the balance of £230,137 being part of the accumulated
Revenue Reserves) were capitalised and applied in paying up in full at par 8,850,000 new ordinary shares of 5p each which
were distributed to shareholders in the proportion of one new oxdinary share for each ordinary share then held.

(<) Contingent rights to the allotment of shares

As at 31 March 1998, options have been granted in respect of 978,000 of the company’s ordinary 5p shares under the
Highams Systems Services Group ple Employee Share Option Schemes to subscribe for ordinary shares of the company as
detailed in notes 20(a) and (b).

16 Movement in reserves

Capital Profit
Share redemption and loss
premium reserve account

1 April 1997
Appropriation of reserves pursuant to the bonus issue
Retained profit for the year

31 March 1998
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17 Reconciliation of movements in shareholders’ funds

1998 1997

Issue of new shares
Profit for the financial year
Dividend proposed on equity shares

Net additions to shareholders’ funds
Opening shareholders’ funds

Closing shareholders’ funds

18 Analysis and reconciliation of net funds
Analysis of changes in net funds

1 April 31 March
1997 Cash flow 1998

Cash at bank and in hand
Overdrafts

Net funds

Cash at bank and in hand includes £19,680 (1997: £9,680) in respect of monies held in the Employee Share Benefit Trust.
Reconciliation of net cash flow movement to movement in net funds

1998 1997

Increase/(decrease) in cash in the period

Change in net funds/(net debt)
Net funds at 1 April 1997

Net funds at 3|1 March 1998
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19 Financial commitments
At 31 March 1998, the company had annual commitments under non-cancellable operating leases as follows:

1998 1997
Land and Land and
buildings Cther buildings Other

£ £ £ £

Leases expiring:

Within one year

Between two and five years
After more than five years

20 Employes Share Schemes

(2) Approved Employee Share Option Scheme

The company adopted an Inland Revenue approved Executive Share Option Scheme on 17 May 1996. On 27 June 1997, options
over a total of 49,000 shares were provided to employees at an exercise price of £1.25. Following the subsequent bonus issue
of shares, the number of shares has increased to 98,000 at an exexcise price of 62.5p. The scheme will terminate on 17 May 2006.

(b) Unapproved Employee Share Option Scheme

The company adopted an Employee Share Option Scheme on 15 November 1995 which is not approved by the Inland Revenue.
Under the terms of this scheme, certain employees of the company were granted options over ordinary shares of £1 each in the
company on 30 November 1995 and 18 November 1996 all exercisable at a price of £40 per share. Following the sub-division
of the £1 ordinary shares into 5p ordinary shares in 1996 and subsequent bonus issues of shares, the number of aptions held has
varied. Each option holder now has options over 400 ordinary shares for every option over an ordinary share of £1 previously
held and the revised subscription price is now 10p per ordinary share. The scheme will terminate on 15 November 2002.
The total number of shares under option at 31 March 1998 was 880,000. Options on 160,000 shares can be exercised between
December 1998 and November 2002, and between November 1999 and October 2003 on the balance of 720,000 shares.

(c) Employee Share Benefit Trust

An Employee Share Benefit Trust was established in November 1995 and its Trustees have the power to grant options to
eligible employees over shares in the company at the Trust's expense, and at the Trustees’ discretion, upon such terms as
they think fit and to purchase such shares to be acquired by the eligible employees.

In accordance with Urgent Issues Task Force Abstract 13 (UITF 13) — as applicable to such trusts — assets and liabilities are
recognised in the sponsoring company’s balance sheet where they have been guaranteed by the sponsoring company. Similarly,
in accordance with UITF 13, any financing and administrative costs would be charged to the profit and loss account as they
acerue and not as funding payments are made by the sponsoring company: Any permanent diminution in the value of shares
classified as fixed assets is recognised imunediately in the sponsoring company’s accounts. Where such trusts conditionally
gift shares or put them under option to employees at below the book value, the difference between book value and residual
value would be charged as an operating cost over the period of service of the employees in respect of which the gifts or
options are granted.

During the year, the company made a contribution of £10,000 (1997: £nil) to the Trust as funding to acquire shares in the
company in due course. The Trust holds 112,000 of the company’s 5p shares. No shares have been transferred to employees
or were under option as at 31 March 1998 and they are included in the company’s balance sheet at that date as investments
in owmn shares at a cost of £40,320. The Trust’s only other asset at 31 March 1998 was cash at bank of £19,680 (1997: £92.680)
which is included in the company’s balance sheet as part of cash at bank and in hand. The Trust had no liabilities.
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1998 1997 1996 1995*
£000 £000 £°000 £000

1994*
£'000

Results
Turnover
Operating profit

Profit on ordinary activities
before taxation

Profit for the financial year
after taxation

Dividends

Assets employed

Fixed assets

Net current assets

Provisions for liabilities and charges
Net assets

Financed by
Equity shareholders’ funds

Key statistics

Earnings per share (note)
Return on shareholders’ funds**
Return on assets***

Note:

Earnings per share for 1994 to 1998 inclusive have been adjusted pursuant to the sub-division of existing shares and the

bonus issue of shares in the years ended 31 March 1997 and 1998.

* Based on consolidated accounts
** Profit for the financial year/shareholders’ funds
*** Operating profit/fixed and current assets excluding investments
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HAMMOND HOUSE
33-45 CROYDON ROAD
CATERHAM, SURREY CR3 6PB
UNITED KINGDBOM

TELEPHONE: +44 (0) 1883 341 |44
FACSIMILE: +44 (0) 1883 346699
E-MAIL: GROUP@HIGHAMS.CO.UK
WEBSITE: WWW HIGHAMS.CO.UK




