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FINANCIAL HIGHLIGHTS

> YEAR-END CASH RESERVES STRONG, AT £9.8M
> STRONG BOARD ACTION TAKEN TO ADDRESS CURRENT HOSTILE

MARKET CIRCUMSTA N C E S :
– O P E R ATING COSTS TO BE REDUCED FROM LAST YEAR'S AV E R AG E

OF £0.5M PER MONTH TO UNDER £0.2M
– B OARD RE-STRUCTURED IN LINE WITH NEW BUSINESS PRIORITIES
> DON CA L DWELL OF CROSS ATLANTIC CA P I TAL PA R T N E R S ,

JOINS AS CHAIRMAN
> THREE BIGGEST SHAREHOLDERS AGREE TO EXTEND SHARE

LOCK-IN PERIOD
> YEAR-END COMPANY NET ASSET VA LUE OF £24.0M (19.5P PER SHARE)
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CHAIRMAN’S STATEMENT



This has been an ex t ra o rd i n a r i ly eventful and challenging first ye a r
for Brainspark, but it has been disappointing in terms of ye a r - e n d
results. These results have been heavily influenced by the negative
sentiment afflicting the te c h n o logy inve stment market as a whole ,
and early - stage companies in particular. There is little ev i d e n ce 
at p resent of an imminent improvement in this sentiment, so the
B o a rd has agreed seve ral changes within Brainspark to ensure 
it can navigate this continuing host i le period succe ss f u l ly. 
As Chairman throughout the period cove red by these financial
sta tements and subsequently through to 28 February 2001, I will
describe these changes. 

Summary Financial Results
Cash re s e r ves at the end of December stood at a healthy £9.8m.
Company Net Asset Value (NAV) at December 31st 2000 was 
£24.0m or 19.5p per share. Our NAV immediate ly after flo tation in
April 2000 was £30.7m, or 24.9p per share. This negative move m e n t
in NAV since flo tation is as disappointing to the Board as it will be to
our share h o l d e rs. Although we achieved four upward reva l u a t i o n s
at attra c t i ve multiples in the inve stment portfolio in the first part of
the year, in the second part of the year we realised lo sses or made
p rovisions for lo sses on sale of a number of portfolio business e s .

M a r ket Enviro n m e n t
The underlying reason for this result has been the dramatic turn fo r
the wo rse in ca p i tal market sentiment tow a rds our inve stment are n a
in the latter half of the ye a r. Simply put, the businesses in which we
i n ve sted seed ca p i tal in the first half of the year have subsequently
not been able to achieve fo l low-on funding and the re l a ted va l u a t i o n
gains as ra p i d ly as we had originally planned. 

O p e rational changes
In response to these market conditions the Board feels Bra i n s p a r k
should modify its operating approach. From the outset the Company
has provided a re l a t i ve ly co m p re h e n s i ve range of services and 
i n f ra st r u c t u re to support the deve lopment of its inve stee business e s .
This remains our approach, but in the current market its co st must be
re d u ced. We have there fo re adopted a pro g ramme which by the middle
of this year is planned to re d u ce our operating cash re q u i rement to
b e low £200,000 per month. This co m p a res to an ave rage monthly co st
l a st year of £500,000. These actions will re d u ce the negative impact
of operating expenses on our NAV, and will free up more cash fo r
our inve stments. 

The pro g ramme re d u ces staff numbers within the Brainspark te a m
by some 40% co m p a red to their peak in the latter half of last ye a r. 
It also entails re covering more of the running co sts of our Cle r ke n we l l
p remises through co m m e rc i a l ly - p r i ced rent agreements with the
m o re mature portfolio companies. These actions will be described in
m o re detail in the Chief Exe c u t i ve ’s Rev i ew. It is unfo r t u n a te that
this pro g ramme entails the lo ss of some employees, and I thank all
those leaving for their contribution over the past year and I wish
them well for the future .

B o a rd changes
In keeping with these market and operational changes we 
re st r u c t u red the Board on 28 February 2001. This re structuring 
was designed to align the skills and ex p e r i e n ce on the Board with
B ra i n s p a r k ’s modified operation and the specific challenges now
facing the Company in its next stage of deve lo p m e n t .

For a number of months, I had been considering the fact that the
B o a rd would benefit from having ava i l a b le additional ex p e r i e n ce in the
co m p lexities of helping young companies navigate through seriously
difficult markets. Given the operational and financial challenges ahead
we are very fo r t u n a te that Don Caldwell has ta ken on an incre a s e d
ro le. I am delighted to report that he became Chairman with effe c t
f rom 28 February 2001. Don has had an ex te n s i ve ca reer in ve n t u re
ca p i tal. At present he is Chairman and Chief Exe c u t i ve Officer of
C ro ss Atlantic Capital Pa r t n e rs, which is the larg e st shareholder in
B rainspark. He is a former President and Chief Operating Officer of
S a fe g u a rd Scientifics Inc, and he is also curre n t ly a Non-Exe c u t i ve
D i re c tor of seve ral leading companies in the US, and Chairman of
C r u c i b le Corporation, a seed fund based in Ireland. In particular he
has i m p o r tant ex p e r i e n ce in helping companies through the very 
d i f f i c u l t e a r ly stage inve stment markets such as the one Bra i n s p a r k
has been experiencing. I am continuing as a Non-Exe c u t i ve Dire c to r
to support Don in taking up this ro le .

I am also pleased to we lcome Andrew Hawkins to the Board as 
an additional Non-Exe c u t i ve Dire c to r. Andrew brings further 
re levant ex p e r i e n ce from a ca reer with seve ral leading te c h n o lo g y
i n ve stment firms in the UK, and he is curre n t ly a partner 
at Palamon Capital Pa r t n e rs .

R e g re t ta b ly, a further aspect of the agreed re structuring is that 
we have lo st Alwyn We lch our Chief Operating Officer (COO), and
Mark Harfo rd our Chief Financial Officer (CFO). Both have played 
a major ro le in Bra i n s p a r k ’s pro g re ss over the past year and have
been inst r u m e n tal in the changes that have ta ken place. Howeve r
t h ey and the re st of the Board feel that the change in the business e ’s
n e a r - term focus meant that it could no longer re tain their ro les. 

The COO and CFO ro les have now been combined and are being 
f u l f i l led by Jasper Judd. Jasper, a charte red acco u n tant, joined 
us from Easyart, one of Bra i n s p a r k ’s portfolio companies. With his 
ex p e r i e n ce in finance and co m m e rcial management in a range of
e a r ly - stage businesses, Jasper is ideally qualified to fill this bro a d
position. I would like to ta ke this opportunity to we lcome publicly
Paul Corley to the Board. Paul joined us as a Non-Exe c u t i ve in
N ovember, and his ex te n s i ve ex p e r i e n ce, particularly in media 
b u s i n e sses, is already making a st rong co n t r i b u t i o n .

Martin Fiennes resigned as a Non-Exe c u t i ve Dire c tor on 2 April 2001
and I thank him for his contribution over the past ye a r.

The Fu t u re
I believe the value creation opportunities in early stage te c h n o lo g y
i n ve sting remain highly attra c t i ve. More over, the approach Bra i n s p a r k
has deve loped and the re p u tation it has built bode well for its 
co m p e t i t i ve succe ss in this arena. This is underlined by Bra i n s p a r k ' s
t h ree biggest share h o l d e rs all having agreed to ex tend the lo c k - i n
period on their shares for a further six months fo l lowing the April
a n n i ve rsary of the Company's flo tation. The te a m ’s decisive action
to evo lve the business in line with the rapid pace of change in our
m a r ket is st rong endorsement of the re s p o n s i ve n e ss, co m m i t m e n t ,
and willingness to learn that chara c terise this unique co m p a n y.

BARBARA THOMAS NON-EXECUTIVE DIRECTO R
(AND CHAIRMAN TO 28 FEBRUARY 2001)
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We remain co n v i n ced of the enormous potential for value cre a t i o n
p re s e n ted by the emerg e n ce of new te c h n o lo g y - e n a b led business e s .
In Brainspark we have adopted a 'hands-on' approach to our inve ste e
companies. Neither our purpose nor our belief in the st rength of
our model has changed, and we remain fully co m m i t ted to both.

B rainspark in 2000
This has been an exciting and challenging first full year of life for the
C o m p a n y. We launched in September 1999 with £6m of ve n t u re
ca p i tal backing, with the purpose of finding, inve sting in, and 
a cce le rating the early stage deve lopment of promising new business
ideas which made ex te n s i ve use of new te c h n o logies. By the end of
M a rch 2000 we had achieved this with eight businesses, and we had
also secured a further £6m of priva te funding.

In April 2000 we listed as a public company and moved our entire 
o p e rations into our own leased premises in Cle r ke n well. The flo ta t i o n
on AIM raised a further £18m to fund new inve stments and our ow n
o p e rating re q u i rements. By moving to our own 19,000 sq. ft. pre m i s e s
at The Lightwell in Cle r ke n well we achieved our aim of being able
to offer inve stee companies instant acce ss to co m p le te service d
i n f ra st r u c t u re with high bandwidth internet co n n e c t i v i t y. By this time,
we had a co re Brainspark team which, though quite small in number,
cove red a wide skill base in co r p o ra te finance, general management,
p roject management, marketing, accounting, human re s o u rces and
te c h n o lo g y. We then inve sted in a further eight businesses betwe e n
April and June 2000.

By the early summer we began to ex p e r i e n ce the negative shift in
m a r ket sentiment which, by the end of the year, had reached a
sta te best described as one of unbridled pessimism. Despite this
deepening market negativity, Brainspark, between May and August ,
s u cce ss f u l ly secured second round funding for four of its portfo l i o
b u s i n e sses. This amounted to a to tal of nearly £10m raised from third
party inve sto rs. The ave rage company valuation at which this money
was raised was four times that at which Brainspark initially inve ste d .
A f ter accounting for the dilutive effect of the new shares issued this
g a ve Brainspark a thre e - fold increase in the value of its holding in
these companies, equating to a to tal of £3m of valuation gains.

Tow a rds the end of the summer market sentiment dete r i o ra ted 
s i g n i f i ca n t ly. Acco rd i n g ly we mate r i a l ly slowed our inve stment ra te -
i n ve sting in just one new business between July and December -
and focused on the deve lopment of our ex i sting portfolio co m p a n i e s .
We also adapted our ongoing inve stment disciplines to ensure
re s o u rces we re devo ted only to those businesses which we felt co u l d
still thrive in this more host i le environment. This led us to sell or
c lose early some businesses befo re the year-end whilst inte n s i f y i n g
our deve lopment efforts with others .

So, our position at the end of 2000 was one of having achieved 
s i g n i f i cant pro g re ss in the deve lopment of our own new business
and of having built a sizeable portfolio of inve stments, yet finding
o u rs e lves in a market environment of ex t ra o rd i n a r i ly low inve st m e n t
activity and minimal visible prospect of this improving in the short
to medium te r m .

C u r rent Market Ove r v i ew
When we re p o r ted our interim results in September 2000 we said
we thought market sentiment was improving. In fact, over the last
t wo quarte rs of last year we ex p e r i e n ced ever decreasing levels of
i n ve stment activity amongst the ve n t u re ca p i tal community in our
s e c to r. At times in the past few months, this sta n ce has been
described by industry participants as a ‘buye r ’s st r i ke.’ We do not
expect this situation to last fo reve r. Very attra c t i ve returns have been
a c h i eved in the past by inve sting at an early stage in new te c h n o lo g y -
based businesses. The events of the past two ye a rs have done
much to move the UK tow a rds the levels of inte re st - and succe ss -
ex p e r i e n ced for seve ral decades in the United Sta tes. More ove r ,
re co rd levels of priva te equity funds have been raised for inve st m e n t
s p e c i f i ca l ly in this sector, so co n s i d e ra b le pent-up demand ex i st s .

H owever this pent-up demand has not yet preva i led over the marke t ’s
c u r rent pessimism. In this environment, I think management te a m s
s e r ve their share h o l d e rs best through increased prudence, and
B rainspark should be no exce p t i o n .

B rainspark evo l u t i o n
At the outset, Brainspark was co n ce i ved and built to play a ro le in the
initial stage only of financing new business ideas. It would find, deve lo p ,
and then exit through trade sales or flo tations a number of business e s
re l a t i ve ly swiftly. This re q u i red a more ex te n s i ve infra st r u c t u re of
staff and serviced premises in comparison to late r - stage inve sto rs .

H owever, the co n s e q u e n ce of the current market negativity is that
B rainspark is inve sting in fewer businesses, but for lo n g e r. Our initial
i n ve stment sum may be bigger, and/or we may be ex tending further
funding to businesses which are doing well co m m e rc i a l ly but which
a re finding it difficult to raise further funding ex te r n a l ly. More over,
the majority of the businesses in the portfolio now are well past their
f i rst six months of deve lopment. As a result some are beyond the
point where ex te n s i ve hands-on support will make the diffe re n ce
b e t ween succe ss and fa i l u re. Adding these fa c to rs together, 
we are at a stage of market deve lopment and of our own portfo l i o ’s
d eve lopment where Brainspark should evo lve its business model. 
We put this evolution in train at the beginning of 2001, and it has
t wo main ele m e n t s .

The first invo lves significa n t ly reducing the number of staff in the
B rainspark team. Most of the businesses in the portfolio now re q u i re
p r i m a r i ly st ra tegic and co r p o ra te finance advice only, with some
specific te c h n i cal support. Acco rd i n g ly, by late Spring we will have
re d u ced the to tal team co m p lement by 40% from its peak last ye a r ,
to seve n teen in to tal. I am sorry to be losing all of these individuals
f rom whom we have re ce i ved a st rong contribution over the past
year, and I wish them well for the future .

The second element invo lves the management of The Lightwe l l
p remises. At the outset our policy was that inve stee companies wo u l d
be based in The Lightwell re n t - f ree until they secured additional
t h i rd party funding; at this point, we would start charging them a
subsidised rent and helping them find their own premises elsew h e re .
H owever as a co n s e q u e n ce of the lengthening inve stment cyc le we
n ow feel it is adva n tageous to all co n cerned to keep some of the more
m a t u re businesses in The Lightwell for lo n g e r. This is beca u s e
B rainspark can offer accommodation at co m p e t i t i ve rents and in so
doing can re coup a material proportion of the running co sts of the
p remises. Again, this pro ce ss has been in hand for some time now ,
and it will be deve loped further over the coming months.

The net effect of these two initiatives, plus tight co st squeezing in
g e n e ral, is that by the end of the second quarter of 2001 Bra i n s p a r k ’s
m o n t h ly operating co st burn ra te, net of re n tal income, is planned to
be under £200,000 per month co m p a red to approx i m a te ly £500,000
per month during 2000. As well as this being a more appro p r i a te
co n f i g u ration of Bra i n s p a r k ’s operations at this stage of the marke t
c yc le and the portfo l i o ’s deve lopment, this evo lved operating model
c le a r ly frees up co n s i d e ra b ly more of our current cash re s e r ves fo r
further inve stment in some of our ex i sting inve stee companies as
well as in new projects. 
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Po r t folio pro g re ss
To date, Brainspark has inve sted in eighteen projects. 
S i x teen inve stments we re made by mid-Summer 2000 and one -
Tra d e r S e r ve - was made in the latter half of 2000, bringing the to ta l
to seve n teen at year-end. Since the period end we have made one new
i n ve stment in The Usability Company, which I shall describe below.

Our portfolio comprises a broad range of businesses including
exchanges, web service businesses, and application service prov i d e rs .
N e ce ss a r i ly, as the fo l low-on funding environment has beco m e
tougher, we have had to ta ke a lo n g e r - term view in our initial sele c t i o n
c r i teria and also our decisions on whether we will or will not co n t i n u e
to support businesses which are not attracting new third party funding.
This has been the case for the past seve ral months and it will 
ce r ta i n ly co n t i n u e .

A number of our inve stee businesses continue to make good 
co m m e rcial pro g re ss. Fortune Cookie is one ex a m p le. This is now one
of the larger web deve lopment businesses in the UK which is st i l l
independent, with a current staff co m p lement of over 60. In its last
full financial year - to August 2000 - the business delive red reve n u e s
of £2.7m, and st rong profit margins. Many of Fortune Cookie’s clients
a re now established ‘off-line’ co r p o ra tes and the company is building
a st rong re p u tation in the Media, Tra vel and Tourism, and Financial
S e r v i ces secto rs particularly.

M e tapack is another ex a m p le. This business designs, builds, and
manages co m p lex supply chain solutions and has grown to employ
75 te c h n i cal and operations staff at the period end. In August, only
six months after the business was sta r ted, Metapack won the co n t ra c t
to be the sole third party fulfilment partner for the new ly fo r m e d
G ranada/Boots e-tailing joint ve n t u re. Two further co n t racts are
c u r re n t ly in negotiation and co n t ract revenues are pro j e c ted to be
s eve ral million pounds by the end of 2001.

A third ex a m p le, and again a very diffe rent kind of business, 
is S m i le-on. This is the leading UK online provider of supplies, 
o n g o i n g p ro fe ssional training, and information to dental healthca re
p ro fe ssionals. So far nearly twenty five percent of UK dentists have
re g i ste red as users of the we b s i te. Smile-on is curre n t ly at an
a d va n ced stage in establishing a close co m m e rcial relationship 
with a large UK co r p o ration which should enable significant 
expansion of Smile - o n ’s service re a c h .

Some other businesses have not made the pro g re ss we had originally
envisaged. We announced the clo s u re and sale of Hobomedia and
Pe r fectday re s p e c t i ve ly at the end of last ye a r. We have also made
p rovisions in the year-end accounts for the lo sses on disposal of our
i n te re st in ce r tain other portfolio businesses. One of these disposals
is already co m p le ted. This is Channel International, the outsource d
recruitment pro ce ss business, which we sold for a nominal amount
in January of this ye a r. The aggre g a te impact of these activities has
been a £4.7m reduction in the value of the Company’s portfo l i o .
Combined with the £3.0m gain from the upward revaluations earlier
in the year, this has left us with a net £1.7m reduction against co st
in the portfolio carrying value for the full ye a r.

R e g a rding new inve stments, we have made two since announcing
our interim results in mid-September last ye a r. The first of these 
is Tra d e r S e r ve. This is a business which provides re m o te host i n g
facilities and data feeds for the pro p r i e tary trading models of 
p ro fe ssional and semi-pro fe ssional tra d e rs. The three fo u n d e rs
h a ve between them seve ral decades of ex p e r i e n ce in designing and
managing such systems in large bro ke rage houses, and of running
s u cce ssful trading operations. We inve sted £1.25m in this business
at the end of September 2000. 

The second new inve stment took place after the 2000 year end. 
This was a £0.3m inve stment in The Usability Company, finalised in
February of this ye a r. This is a service business which is alre a d y
t rading. It provides re s e a rch and co n s u l tancy solutions to the 
ow n e rs and managers of we b s i tes on improving their site s’ human
i n te ra c t i v i t y. This is a fa st - g rowing market already, and one which
we believe will grow a great deal more in the future .

B rainspark continues to attract a significant number of inte re st i n g
b u s i n e ss plans, and we think the coming year may present some
a t t ra c t i ve additional inve stment opportunities.

Looking ahead
We view ca p i tal markets as distinct from fundamental business
opportunities, although both affect us st ro n g ly. We remain co n v i n ce d
of the enormous potential for value creation pre s e n ted by the 
e m e rg e n ce of new te c h n o lo g y - e n a b led businesses. The markets fo r
financing these opportunities have ex p e r i e n ced ex t ra vagant swings
f rom positive to negative in just twe lve months. This is not the first
time markets have behaved in this way and it is unlike ly to be the last .
H owever, the penetration of internet and mobile acce ss and usage
continues to grow around the globe. It is enabling business cre a t i o n ,
b u s i n e ss growth, and pro ce ss co st reduction at a fa ster ra te and
with lower ca p i tal ex p e n d i t u re than ever has been poss i b le in the
p a st. Brainspark was set up to fa c i l i ta te, and to benefit from, the
e a r ly stage growth of new companies ex p loiting these opportunities.

In para l lel with our work on 'pure' start-ups, we have seen, over the
p a st few months, increasing inte re st in co - o p e ra t i ve ve n t u res with
l a rge co r p o rations. We believe that such co - o p e ration will pre s e n t
some of the most attra c t i ve opportunities in the period ahead. We are
i n ve sting in our relationship with Royal & Sun Alliance to this end,
and hope to announce our first joint project shortly. We continue to
d i s c u ss similar opportunities with a number of others .

Our inve stments so far have enco m p a ssed a broad mix of business
models, including online trading, service provision and the supply of
enabling tools and te c h n o logies. Of our current inve stee co m p a n i e s ,
Tra d e rs e r ve and iProx are ex a m p les of the latte r. It is this area of
te c h n o logy and infra st r u c t u re on which we are now focusing more
of our effo r t s .

In Brainspark, we have adopted a 'hands-on' approach to our inve ste e
companies in order to re d u ce the risk inherent in start-ups, and we
h a ve sought to build an environment where the companies wo u l d
benefit from growing to g e t h e r. Our re structuring was underta ken 
in the inte re sts of maximising lo n g - term shareholder value thro u g h
prudent cash flow management. We intend it to affect the volume and
not the quality of our current activities. Neither our purpose nor our
belief in the st rength of our model has changed, and we remain fully
co m m i t ted to both.

F i n a l ly, I would like to thank Barbara, Alwyn, Mark and Martin fo r
their very va l u a b le contribution over the ye a r. I am delighted that
Don Caldwell, an individual with a great deal of hands-on ex p e r i e n ce
re levant to the particular challenges ahead, became Chairman on
28 February 2001. I look fo r w a rd to working with him in Bra i n s p a r k ’s
n ext stage of deve lo p m e n t .

S T E WART DODD CHIEF EXECUTIVE
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S u m m a r y
Company Net Asset Value has decreased by £6.7m since its peak
p o st - f lo tation in April 2000, within which the inve stment portfolio has
d e c reased in value by £1.7m. Monthly operating cash re q u i re m e n t s
a ve raged £0.5m over the year, and will now be re d u ced to under
£0.2m per month by mid-2001; cash re s e r ves remain healthy at 
£9.8m at year end.

O p e rating Loss
The co n s o l i d a ted operating lo ss for the year was £14.2m. 
This comprises recurring Group operating expenses of £5.6m,
exceptional operating expenses of £4.1m relating to the Employe e
Benefit Tr u st and employe r ’s National Insura n ce, and £4.5m for the
G ro u p ’s share of the net operating lo sses and goodwill amortisation
in the partner companies. The actual cash outflow from opera t i n g
activities was £6.3m (see right).

E xceptional ite m s
C o n s o l i d a ted profit on deemed disposals (the increase in value of
B ra i n s p a r k ’s share in the net assets of three partner companies 
fo l lowing further third party funding) to ta l led £1.4m for the ye a r.
C o n s o l i d a ted lo sses, arising from lo sses on disposal and prov i s i o n s
for lo ss on disposal of inte re sts in partner companies, to ta l led £2.4m.

I n te re st earned
This was £0.7m for the year, and arose from the inve stment of surplus
cash balances, ave raging £13.4m over the year, at an ave rage inte re st
ra te of 5.5%.

E a r n i n g s
The basic lo ss per ordinary share was 14.9p, being the re tained lo ss
for the year of £14.6m divided by an ave rage of 97.6m ordinary share s
in issue during the ye a r. 

M ovement in Net Asset Va l u e
Company Net Asset Value (NAV) at 31st December 2000 was £24.0m,
or 19.5p per share. This co m p a res to £7.1m as at 31st December 1999,
and £30.7m (or 24.9p per share) immediate ly after the Company’s
f lo tation on April 7th 2000. 

The decrease in NAV of £6.7m between April 7th and the year end is
a cco u n ted for by operating co sts for the period, and the net decre a s e i n
the Company balance sheet value of the inve stment portfolio, of £1.7m.
This figure is acco u n ted for by £3m to tal gains, le ss £4.7m to tal lo ss e s .
Being analysed at the Company not the Consolidated level these 
f i g u res differ from the figures explained under ‘exceptional ite m s’
a b ove, because they exclude Bra i n s p a r k ’s share of the movement in
net assets arising from operating lo sses and the amortisation of
goodwill in the re levant portfolio co m p a n i e s .

Funding and ca s h f low s
At the start of the year Bra i n s p a r k ’s co n s o l i d a ted cash balances we re
£3.6m. During the year a further £26.8m was raised primarily fro m
the mezzanine funding round in March and the flo tation in April.
Cash outflows during the year we re £6.3m on operating activities
(including £0.3m in EC1 Media which is a subsidiary), £1.4m on fixe d
a ssets, £5.3m loaned to the Employee Benefit Tr u st which inve ste d
the pro ceeds in Company shares, and a further £8.2m of inve st m e n t s
in partner companies (including EC1 Media), bringing the to tal inve ste d
to date in portfolio companies to £11.7m. This includes the £1.6m 
of Company shares exchanged for Bra i n s p a r k ’s sta ke in Pe t s p a r k .
Cash re s e r ves at the end of December 2000 we re £9.8m.

Ta x
B rainspark Plc and its subsidiaries have no trading profits for the
year and there fo re no tax charge. The trading lo sses incurred are
a va i l a b le for relief against future ta x a b le profits but this pote n t i a l
d e fe r red tax asset has not been re cognised in the financial 
sta tements for the year 2000 in acco rd a n ce with the Gro u p ’s defe r re d
tax accounting policy. The share of ass o c i a ted undertakings tax charg e
for the year re l a tes to Bra i n s p a r k ’s inte re st in Fortune Cookie.

Treasury policy
Surplus cash funds are deposited with third party banks with a high
c redit rating. The security of these deposits and the inte re st ra te s
earned are monito red on a regular basis against the products and
s e r v i ces of competing financial institutions. The Gro u p ’s financial
i n struments comprise cash, trade debto rs, and trade cre d i to rs only.
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TRADERSERVE PROVIDES A SOPHISTICATED MODEL BUILDING 
AND HOSTING SERVICE TO PROFESSIONAL TRADERS OF STOCKS, 
BONDS, CURRENCIES AND FUTURES. THE AIM OF THE BUSINESS
IS TO PROVIDE A SERVICE THAT SUPPORTS AND FAC I L I TAT E S
REAL-TIME STRATEGIC TRADING AT A LEVEL WHICH, UP UNTIL
N OW, HAS ONLY BEEN ACHIEVED BY THE LARGEST HEDGE
FUND MANAG E R S .

Tra d e r S e r ve provides a sophist i ca ted model building and host i n g
s e r v i ce to pro fe ssional tra d e rs of stocks, bonds, currencies and
f u t u re s . The aim of the business is to provide a service that supports
and fa c i l i ta tes real-time st ra tegic trading at a level which, up until
n ow, has only been achieved by the larg e st hedge fund managers .
As with the majority of our inve stments, Brainspark was intro d u ce d
to the business through a contact. Peter Swete, Nick Idelson a n d
Nicholas Hallam, the fo u n d e rs of Tra d e r S e r ve, had many ye a rs
experience in global investment banking and fund management
houses and proven expertise in deve loping and operating re a l - t i m e
t rading arc h i te c t u res and trading st ra te g i e s .

It was agreed that Brainspark would ta ke an equity sta ke for an
i n ve stment of £1.25 million. The inve stment took into co n s i d e ra t i o n
the te c h n o lo g y co sts re q u i red to reach proof of co n cept sta g e .
Heads of terms we re finally signed on the 21st September 2000, 
but in reality work had begun way befo re this and Tra d e r S e r ve 
had a desk in Brainspark from the end of August. 

I n ve sting in a company is just the beginning. The pro ce ss of incubation
then re q u i res the input of diffe rent people at diffe rent points in its
d eve lopment. On a pra c t i cal level, Tra d e r S e r ve needed a secure are a
for their serve rs and equipment, so we built it for them. At the other
end of the sca le, we helped them through the pro ce ss of cre a t i n g
their name and visual identity.

The three fo u n d e rs have enormous expertise in the te c h n i cal 
e lements of modelling and financial trading systems and their fo c u s
was on building this infra st r u c t u re. The fo u n d e rs had decided that
t h ey needed to hire an ex p e r i e n ced CEO but this was liable to be a
lengthy pro ce ss. So this left an immediate re q u i rement to intro d u ce
e ssential business pro ce sses into the management of the co m p a n y.
These pro ce sses we re larg e ly managed by Gawaine Lewis and 
Will Love g rove of Brainspark. Gawaine is Tra d e r S e r ve ’s ve n t u re
d i re c to r. Each of our partner companies is allo ca ted a member of
the Brainspark team who spends a good deal of time with that
company making sure that they have all the re s o u rces they need
and that they are executing their business plan.

Will Love g rove ’s ro le with Tra d e r S e r ve has invo lved managing the
p ro ce ss of hiring ex ternal agencies. Will took Tra d e r S e r ve thro u g h
the pro ce ss of briefing agencies, ass e ssing their potential for the
p rojects and then introducing project management pro ce ss e s .
Tra d e r S e r ve has hired three agencies; one for its web design; one fo r
its gra p h i cal inte r fa ce; and a third for its middlew a re, building a
s o p h i st i ca ted client management syste m .

The re q u i rement for Tra d e r S e r ve to hire a CEO was something that
B rainspark was also able to help with. It was a difficult task to get the
right person especially for a start-up. But by using our co n tacts and
a d v i ce we we re able to source potential ca n d i d a tes and work clo s e ly
with Tra d e r S e r ve in the selection and subsequent negotiations.

The next stage for Tra d e r S e r ve is for them to pro d u ce a live 
d e m o n st ration of part of their product offering. Once this is 
co m p le te, the pro ce ss of looking for fo l low-up funding will begin. 
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SOON AFTER BRAINSPARK WAS LAUNCHED, WE PERCEIVED
THE NEED FOR AN EXPERTISE IN E-LOGISTICS AND
E-FULFILMENT, BASED ON THE EXPERIENCE OF OUR EXISTING
P O R T FOLIO COMPANIES. WE PLACED AN ADVERTISEMENT IN
THE SUNDAY TIMES ASKING FOR ‘BRICKS-AND-MORTA R ’
OV E R - ACHIEVERS AND HAD A TREMENDOUS RESPONSE.

Soon after Brainspark was launched , we perce i ved the need for 
an expertise in e-lo g i stics and e-fulfilment, based on the ex p e r i e n ce
of our ex i sting portfolio companies. We placed an advertisement in
the Sunday Times asking for ‘bricks-and-mortar’ ove r - a c h i eve rs
and had a tremendous response. One of the people to co n tact us
was Iain Beveridge who had wo r ked for N. Brown. We liked Iain 
and this oppotunity so much that we felt the whole new business
could be built around them. We suggested he should come back 
to us as soon as poss i b le with a team and a specific business plan.

C o i n c i d e n ta l ly, Iain had already been co n ta c ted by two would be
e n t re p re n e u rs: Michael Hall, fo r m e r ly from Deutsche Bank and
Patrick Wall, who came from Hays plc. Their Metapack co n cept fitte d
the needs of Brainspark and Iain. After meeting Michael and Pa t r i c k
for the first time on Monday, we met again on Thurs d a y. On Fr i d a y ,
t h ey we re given a cheque for £50,000 so that they could recruit their
f i rst sta f f. They had moved in to our building by Monday, one we e k
a f ter the initial meeting. A short time later it was agreed that
B rainspark would make an initial inve stment of £400,000.

In May Metapack succe ss f u l ly co m p le ted its second round of funding
f rom WPP, the wo r l d ’s larg e st marketing services group, and 
C ro ss Atlantic Capital Pa r t n e rs, the specialist te c h n o logy inve sto rs .

At the same time, they we re spending a lot of effort selling the
M e tapack proposition to potential clients and hiring sta f f. By June
t h ey we re up to about 50 staff, with both operational and te c h n o lo g y
expertise, and we re in discussions with Boots to see whether
M e tapack could manage their e-lo g i stics and fulfilment needs for their
planned online operations. In July the team won the Boots acco u n t .

By August, Metapack was generating revenues and it continued to
h i re additional members of the team through to the end of 2000. 

N ew work, new pitches, and further fundraising have been the 
main pre o ccupation for Metapack in the first few months of 2001.
The biggest client project has been pre p a ration for the launch in early
spring of Boots and Granada Media’s inte g ra ted TV and web ve n t u re
‘ Wellbeing’ for which Metapack will provide all e-lo g i stics solutions.

On 3 April 2001 Metapack announced the succe ssful co m p letion of
their third round funding by Cazenove Priva te Equity (a new inve sto r ) ,
C ro ss Atlantic Capital Pa r t n e rs and Top Te c h n o lo g y.
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PARTNER COMPANIES

S m i le - o n
Po r tal site for 
d e n tal pro fe ss i o n a l s .
w w w. s m i le - o n . co m

Fortune Cookie
I n te ra c t i ve and web 
d eve lopment agency.
w w w. fo r t u n e - co o k i e . co m

i P rox
M o b i le phone 
lo cation software .
w w w. i p rox . co m

The Usability Company
C o n s u l tancy specialising 
in ass e ssing the 
e f fe c t i ve n e ss of digital 
p l a t forms for the user.
w w w. t h e u s a b i l i t yco m p a n y. co m

G lo b e - ra i l
B2B portal for the global 
rail indust r y.

K e r b
Web design and digital 
animation agency.
w w w. ke r b . co . u k

EC1 Media
I n te ra c t i ve digital 
p roduction, design 
and st ra tegy co n s u l ta n c y.
w w w. e c 1 m e d i a . co m

Tra d e r S e r ve
P rovider of hosting and 
s e r v i ces to financial tra d e rs .
w w w. t ra d e rs e r ve . co m

M e ta p a c k
E - lo g i stics and 
e-fulfilment 
solutions prov i d e r.
w w w. m e ta p a c k . co m

P ro p ex
P r i va te marke t p l a ce 
for co m m e rcial property 
i n ve stment pro fe ss i o n a l s .
w w w. p ro p ex . co . u k

G a s wo r l d
B2B market place for 
the global industrial 
gases indust r y.
w w w. g a s wo r l d . co m

L e i s u re H u b
B2B marke t p l a ce for 
b u s i n e sses in the 
le i s u re indust r y.
w w w. le i s u re h u b . co m

Pe t s p a r k
On-line household 
pet porta l .
w w w. p e t s p a r k . co m

Que Pasa Media
On-line media 
solutions agency.
w w w. b u r n i t b l u e . co m

E a s y A r t
B2C and B2B 
online supplier of 
f ramed artwo r k .
w w w. e a s ya r t . co m
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Barbara Thomas
Non-Executive Chairman ( to 28 February 2001)

Stewart Dodd
Chief Executive Officer

<

>

Alwyn Welch
Chief Operating Officer ( to 28 February 2001)

Noah Freedman
Chief Technical Officer

<

>

Mark Harford
Chief Financial Officer and
Company  Secre tary (to 28 February 2001)

Martin Fiennes
Non-Executive Director ( to 2 April 2001)

<

>

Sheryl Daniels-Young
Non-Executive Director

Paul Corley
Senior Independent
Non-Executive Director 
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Don Caldwell
Non-Executive Chairman (from 28 February 2001)

Chairman and Chief Exe c u t i ve Officer of Cro ss Atlantic Capital Pa r t n e rs
which is a significant Brainspark share h o l d e r. He is a former Pre s i d e n t
and Chief Operating Officer of Safe g u a rd Scientifics Inc and he is also
c u r re n t ly a non-exe c u t i ve dire c tor of seve ral leading companies in
the US and Chairman of Crucible Corporation, a seed fund based 
in Ireland. Age 54.

Barbara Thomas
Non-Executive Chairman (until 28 February 2001)

Was appointed 1 March 2000 and is the Chairman of the
R e m u n e ration and Nominations Committees. She is the 
n o n - exe c u t i ve chairman of Axon Group Plc, exe c u t i ve chairman 
of Net Inve stor Plc, deputy chairman of Friends Provident Life 
O f f i ce and a former co m m i ssioner of the US Securities and
E xchange Commission. Age 54.

Stewart Dodd
Chief Executive Officer

Was appointed 1 March 2000 and is Chairman of the Inve st m e n t
C o m m i t tee and a co - founder of Brainspark in June 1999. Was most
re ce n t ly the head of the We stLB Pa n m u re te c h n o logy group with a
focus on internet re l a ted businesses and prior to that fo u n d e d
N o m u ra International's te c h n o logy group pra c t i ce. In addition he has
been invo lved with a number of internet ve n t u res including Zeus
Te c h n o logies Limited, a Cambridge based software business. Age 38.

Alwyn Welch
Chief Operating Officer (resigned 28 February 2001)

Was appointed 9 March 2000 and was most re ce n t ly chief exe c u t i ve
of the UK, Ireland and Asia Pacific businesses of Cap Gemini S.A.
and a member of Cap Gemini's group exe c u t i ve co m m i t tee. 
As a charte red ele c t ronics engineer he has prev i o u s ly wo r ked fo r
P le ss ey Ele c t ronic System Research Limited, a ro le which included
M&A activity, sourcing te c h n o logy and IT management. Age 43.

Noah Freedman
Chief Technical Officer

C o - founder of Brainspark in June 1999, was appointed 9 March 2000
and has wo r ked in the te c h n o logy industry for over twenty five ye a rs .
M o st re ce n t ly he led adva n ced te c h n o logy company and marke t
a n a lysis for the We stLB Pa n m u re te c h n o logy group. Prior to this 
he was a partner in the Communications and Ele c t ronic Syste m s
p ra c t i ce of PA Consulting Group. Age 51.

Mark Harford
Chief Financial Officer and Company 
S e c re ta r y (resigned 28 February 2001)

Was appointed 14 June 2000 from Bass Plc where he was Dire c to r
of Stra tegic and Financial Planning for Bass Leisure Retail, the
company's pubs, bars and re sta u rants business. At Bass he was
i n vo lved in ex te n s i ve M&A activities. Prior to this he was a st ra te g y
co n s u l tant. Age 36.

Jasper Judd
Chief Financial Officer and Company 
S e c re ta r y (appointed 28 February 2001)

A Charte red Acco u n tant with fifteen ye a rs of financial and genera l
management ex p e r i e n ce in a wide range of businesses from high
g rowth start-ups to Plcs. He is a former exe c u t i ve of Booker Plc
and more re ce n t ly was Chief Operating Officer of Easyart Limite d ,
a Brainspark partner co m p a n y. Age 40.

Martin Fiennes
Non-Executive Director (resigned 2 April 2001)

Was appointed 1 March 2000 and is an inve stment manager with
Top Te c h n o logy Ve n t u res, an early stage ve n t u re ca p i tal company fo r
UK based b u s i n e sses which is a significant Brainspark share h o l d e r. 
He is a d i re c tor of three other companies in which Top Te c h n o lo g y
h a ve made an inve stment, FOL Networks Limited, Focus Solutions
G roup Plc and Fa m i ly Genetix Limited. Age 40.

Sheryl Daniels-Young
Non-Executive Director

Was appointed 1 March 2000 and is the managing partner of the UK
o f f i ce of Cro ss Atlantic Capital Pa r t n e rs which is a significa n t
B rainspark share h o l d e r. She is also a general partner in their fund
with over twenty ye a rs ex p e r i e n ce in the information te c h n o lo g y
i n d u st r y. Prior to this she served as vice - p resident and senior equity
a n a ly st for J.P. Morgan Securities in New York focusing on info r m a t i o n
te c h n o logy companies. Age 44.

Paul Corley
Senior Independent Non-Executive Director 

Paul Corley was appointed 17 November 2000 and is the Chairman
of the Audit Committee. He was fo r m e r ly CEO of Border Te levision Plc
and has spent almost 25 ye a rs in te levision where he has held a
number of senior positions including Pro d u cer of Channel Fo u r ’s
The Tube and Contro l ler of Factual and Regional pro g rammes at ITV.
Has re ce n t ly been appointed Managing Dire c tor of GMTV. Age 50.

Andrew Hawkins
Non-Executive Director (appointed 28 February 2001)

Is curre n t ly a partner at Palamon Capital Pa r t n e rs and headed up
We stLB Pa n m u re ’s te c h n o logy group. A Charte red Acco u n tant, he is a
former Chief Financial Officer of Delmonte Foods International. Age 42.

Member of the Audit Committee during the period
Member of the Inve stment Committee during the period
Member of the Nominations Committee during the period
Member of the Remuneration Committee during the period

Professional advisers

S o l i c i to rs G o u l d e n s
A u d i to rs P r i cew a te r h o u s e C o o p e rs
B a n ke rs B a rclays Bank Plc
B ro ke rs S c h ro d e r S a lo m o n S m i t h B a r n ey
R e g i st ra r C a p i ta IRG Plc
I n s u ra n ce bro ke rs Opus Consulting Group Limite d
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The dire c to rs present their report together with the audited financial
sta tements for the year ended 31 December 2000.

A c t i v i t i e s
The principal activity of the Company is the provision of incubation
s e r v i ces to internet start up businesses which provide entre p re n e u rs
with support re s o u rces needed to help them manage the early
stage transition from idea co n ception to established business .

R ev i ew of business
The Company was flo a ted on the Alte r n a t i ve Inve stment Market (AIM)
on 7 April 2000 raising £18.6 million and has to the year end date
i n ve sted £11.7 million in seve n teen partner co m p a n i e s .

During the year four of the partner companies, Petspark, Meta p a c k ,
L e i s u rehub and Easyart raised seco n d - round financing which 
p rovided Brainspark with an ave rage company revaluation multiple
of just over three times.

In December 2000 the Company closed or sold two partner 
companies. In January 2001 additional provisions we re made for the
lo sses on disposal of inte re sts in ce r tain other portfolio business e s
including one which was sold for a nominal amount in January.

Fu t u re deve lo p m e n t s
B rainspark will continue to inve st in attra c t i ve early stage 
opportunities in the internet and te c h n o logy arena. Incre a s i n g ly 
the focus will be on co o p e ra t i ve ve n t u res with large co r p o ra t i o n s ,
co re te c h n o logies, and infra st r u c t u re s .

D i re c to rs
The members of the Board of Dire c to rs together with brief biogra p h i e s
a re shown on page 15.

As part of the re structuring of the Company, the fo l lowing Board
m e m b e rship changes took place with effect from 28 February 2001:
Don Caldwell of Cro ss Atlantic Capital Pa r t n e rs, Bra i n s p a r k ’s
l a rg e st shareholder, joined the Board as Chairman re p l a c i n g
B a r b a ra Thomas who remained on the Board as a non-exe c u t i ve
d i re c to r. Alwyn We lch, the Chief Operating Officer and Mark Harfo rd ,
the Chief Financial Officer left the Board and their two ro les we re
combined and fulfilled by Jasper Judd fo r m e r ly of EasyArt Limite d .
A n d rew Hawkins of Palamon Capital Pa r t n e rs joined the Board as
an additional non-exe c u t i ve dire c to r. 

On 2 April 2001, Martin Fiennes resigned as a non-exe c u t i ve dire c to r.

In acco rd a n ce with the Articles of Association, S.M. Dodd and 
N. Freedman re t i re by ro tation at the Annual G e n e ral Meeting and
being eligible, offer themselves for re - e le c t i o n . For biogra p h i ca l
d e tails of these dire c to rs see page 15.

No dire c tor during the period had a material inte re st in any co n t ra c t
of significa n ce to the Group or any of its subsidiaries and as at 
31 December 2000, no dire c to rs of the Company had any beneficial
i n te re sts in the shares of its subsidiary companies. Dire c to rs’ 
i n te re sts in the shares of the Company are shown below.

The Company maintains insura n ce against ce r tain liabilities which
could arise from a negligent act or a breach of duty by its dire c to rs
and office rs in the discharge of their duties.

D i re c to rs’ inte re st s
The dire c to rs serving during the year ended 31 December 2000 had
the fo l lowing inte re sts in the ordinary share ca p i tal of the Company:

Number of shares

E xe c u t i ve Dire c to rs
S.M. Dodd 1 6 , 3 0 6 , 2 9 0
A . F. We lch -
N. Fre e d m a n 3 , 4 2 3 , 4 2 0
M.J. Harfo rd 1 3 , 5 0 0

N o n - E xe c u t i ve Dire c to rs
B.S. Thomas 3 3 0 , 3 3 0
S. Daniels-Yo u n g -
M.G. Fiennes 2 , 4 0 0
P.J. Corley -

D i re c to rs’ outstanding options to acquire ordinary shares are show n
in the Remuneration Committee report on page 19.

T h e re we re no changes in the above inte re sts of the dire c to rs in the
i ssued shares of the Company between 31 December 2000 and 
24 April 2001.

The new dire c to rs appointed on 28 February 2001 had the fo l low i n g
i n te re sts in the ordinary share ca p i tal of the Company:

Number of shares

D.R. Caldwe l l -
J.R. Judd 9 5 , 3 1 7
A . P. Hawkins 5 2 , 5 4 0

The market price of the ordinary shares at 31 December 2000 was
60.5p and the highest and lowe st mid market price during the ye a r
we re 132.5p and 60.5p re s p e c t i ve ly.
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S u b stantial shareholder inte re st s
As at 24 April 2001, substantial inte re sts in the ordinary shares of
the Company notified to the Company in acco rd a n ce with Sections
198-208 of the Companies Act 1985 we re as fo l low s :

Number of share s % of share s

C ro ss Atlantic Te c h n o logy Fu n d 3 3 , 9 1 6 , 0 5 0 2 7 . 5
H ATT III LP 
(managed by Top Te c h n o lo g y ) 2 6 , 0 8 6 , 0 6 0 2 1 . 2
S.M. Dodd 1 6 , 3 0 6 , 2 9 0 1 3 . 2
Unibank A/S 
( co - i n ve stor with Top Te c h n o lo g y ) 6 , 5 1 6 , 5 1 0 5 . 3
M&G Inve stment Management 4 , 8 8 5 , 4 9 6 4 . 0
B rainspark Employee Benefit Tr u st 4 , 2 3 6 , 3 2 9 3 . 4

E m p loyee policy
It is the policy of the Group that disabled people shall be co n s i d e re d
for all job va cancies and subsequent ca reer and promotional 
opportunities on the basis of their aptitudes and abilities and that
t h e re shall be no unjust i f i a b le discrimination in any aspect of
e m p loyment on the grounds of co lour, religion, nation of origin
or marital sta t u s .

The Group attaches great importa n ce to the quality of its 
co m m u n i cation with all employees and they are provided with 
i n formation about the perfo r m a n ce of the Company through re g u l a r
management meetings and informal discussions. 

Regular co n s u l tation ta kes place with employees co n cerning wo r k
methods and organisation so that their views can be ta ken into
a ccount in all matte rs affecting their inte re st s .

The Company re cognises its responsibility for the health and safe t y
of its employees and re g u l a r ly carries out rev i ews of its co m p l i a n ce
with the re q u i rements of the Health and Safety at Work Act 1974. 

C o r p o ra te Gove r n a n ce
D e tails of the Company’s co r p o ra te gove r n a n ce policy and its 
co m p l i a n ce with the principles of the Combined Code are shown 
on pages 20 to 21.

C re d i tor payment policy
The Gro u p ’s policy is to settle all trade cre d i to rs balances in acco rd a n ce
with the terms of business agreed with the supplier. The Gro u p ’s
a ve rage cre d i tor payment period at 31 December 2000 was 23 days.

C h a r i ta b le and political co n t r i b u t i o n s
T h e re we re no charita b le or political donations made during the ye a r
(1999 - nil).

S h a re ca p i ta l
For details of movements in the Company’s share ca p i tal during the
year see note 23 to the financial sta te m e n t s .

P u rchase of own share s
At the time of the flo tation in April a loan of £5.3 million was made to
an Employee Benefit Tr u st, which inve sted the pro ceeds in 4,236,329
o rdinary shares of the Company. The trust was established to cove r
actual and potential national insura n ce liabilities arising on the exe rc i s e
of warrants held by employees and partner company managers at
the time of the flo tation (see note 17 to the financial sta te m e n t s ) .

Annual General Meeting
For details see Notice of Annual General Meeting accompanying the
Report and Acco u n t s .

A u d i to rs
The audito rs Pricew a te r h o u s e C o o p e rs have indica ted their willingness
to continue in office and a resolution that they be re a p p o i n ted will be
p roposed at the Annual General Meeting.

By order of the Board
J.R. Judd
Company Secre ta r y

24 April 2001
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R e m u n e ration re ce i ved by each dire c tor during the year was as fo l low s :
S a l a r y B e n e f i t s Pe n s i o n s 2 0 0 0 1 9 9 9

and fe e s To ta l To ta l
£ 0 0 0 £ 0 0 0 £ 0 0 0 £ 0 0 0 £ 0 0 0

E xe c u t i ve dire c to rs
S.M. Dodd (appointed 1 March 2000) 1 3 0 - 5 1 3 5 5 5
N. Freedman (appointed 9 March 2000) 9 8 1 8 1 0 7 -
A . F. We lch (appointed 9 March 2000, resigned 28 February 2001) 1 0 9 1 8 1 1 8 -
M.J. Harfo rd (appointed 14 June 2000, resigned 28 February 2001) 6 3 1 4 6 8 -

N o n - exe c u t i ve dire c to rs
B.S. Thomas (appointed 1 March 2000) 4 2 - - 4 2 -
S. Daniels-Young (appointed 1 March 2000) 1 1 - - 1 1 -
M.G. Fiennes (appointed 1 March 2000, resigned 2 April 2001) 1 1 - - 1 1 -
P.J. Corley (appointed 17 November 2000) 3 - - 3 -

To ta l 4 6 7 3 2 5 4 9 5 5 5

T h e re we re no bonuses paid or accruing to dire c to rs during the ye a r.

The Remuneration Committee of the Board (the Committee) co m p r i s e d
the four non-exe c u t i ve dire c to rs of the Company, B.S. Thomas
(chairman), P.J. Corley (senior independent non-exe c u t i ve dire c to r ) ,
M.G. Fiennes and S. Daniels-Young. The Committee is re s p o n s i b le
for setting the re m u n e ration of  the exe c u t i ve dire c to rs including
b o n u s e s , s h a re options and benefits. The Board determines the
re m u n e ration of the non-exe c u t i ve dire c to rs who do not participate
in the Company’s share option scheme or re ce i ve any other benefits.

R e m u n e ration policy
The Committee rev i ews re m u n e ration levels annually and atte m p t s
to ensure that they are set at a level which is in line with packages
a va i l a b le in co m p a ra b le companies in the industry, are ca p a b le of
a t t racting, re taining and motivating dire c to rs of appro p r i a te ca l i b re ,
a re co n s i stent with the perfo r m a n ce of the Company and at the
same time are aligned with the best inte re sts of the share h o l d e rs .

The Committee re ce i ves advice from ex ternal re m u n e ration advisers
and consults with the Chief Exe c u t i ve where appro p r i a te. 

The Chairman is re s p o n s i b le for maintaining co n tact with the principal
s h a re h o l d e rs about re m u n e ration matte rs .

S e r v i ce co n t ra c t s
All of the exe c u t i ve dire c to rs have service co n t racts with the Company.
These co n t racts are not of fixed length but re q u i re six months notice
of termination by the Company or the exe c u t i ve, with the exception of
A . F. We lch whose co n t ract re q u i res three months notice by either party.
All the non-exe c u t i ve dire c to rs have service co n t racts which are not
f i xed in length but are te r m i n a b le with a notice period of three months
by the Company or non-exe c u t i ve dire c to r.

D i re c to rs re m u n e ra t i o n
The re m u n e ration packages of the exe c u t i ve dire c to rs comprise basic
salaries, annual cash bonuses, share option entitlements, co n t r i b u to r y
pension scheme and benefits in kind which are determined as fo l low s :

Basic salaries are determined in acco rd a n ce with annual ra tes of
inflation and levels of re m u n e ration paid by co m p a ra b le co m p a n i e s .
Annual cash bonuses are discretionary and are determined on the basis
of exe c u t i ves individual perfo r m a n ce and the Gro u p ’s perfo r m a n ce .

S h a re options are determined in acco rd a n ce with the rules of the
E xe c u t i ve Share Option scheme and are limited to four times annual
s a l a r y. The grant of options by the Committee is based on the 
p e r fo r m a n ce of the exe c u t i ve dire c tor and also re f lect any pro m o t i o n s
or salary increases since the previous date of granting options.

An ex te r n a l ly administe red co n t r i b u tory Group personal pension
scheme is ava i l a b le with employer contributions of 7.5% of basic salary.

Benefits in kind include priva te medical cover for individuals, their
s p o u s e s and dependents.
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D i re c to rs inte re sts in share options and warra n t s
At 31 December 2000, the fo l lowing dire c to rs had outstanding options and warrants to acquire ordinary shares of the Company under the schemes
described in note 23 to the financial sta te m e n t s :

D a te of E a r l i e st E x p i r y E xe rc i s e Number at N u m b e r N u m b e r Number at
g ra n t exe rc i s e d a te p r i ce 1 Januuary g ra n te d exe rc i s e d 31D e ce m b e r

d a te p e n ce 2 0 0 0 in ye a r in ye a r 2 0 0 0

Series A warra n t s
N. Freedman 1 - M a r - 0 0 1 - M a r - 0 1 1 - M a r - 0 3 9 . 5 3 - 1 3 0 0 0 0 0 1 8 8 1 5 4 1 1 1 1 1 8 4 6

Series B warra n t s
S.M. Dodd 1 - M a r - 0 0 1 - M a r - 0 1 1 - M a r - 0 3 5 7 . 1 0 - 1 6 5 0 0 0 0 - 1 6 5 0 0 0 0
N. Fre e d m a n 1 - M a r - 0 0 1 - M a r - 0 1 1 - M a r - 0 3 5 7 . 1 0 - 5 0 0 0 0 0 - 5 0 0 0 0 0
A . F. We lc h 1 - M a r - 0 0 1 - M a r - 0 1 1 - M a r - 0 3 5 7 . 1 0 - 4 7 4 0 0 0 0 - 4 7 4 0 0 0 0

Other warra n t s
M.J. Harfo rd 3 0 - J u n - 0 0 3 0 - J u n - 0 1 3 0 - J u n - 1 0 1 2 5 . 0 0 - 6 5 0 0 0 0 6 5 0 0 0 0

E xe c u t i ve share options
M.J. Harfo rd 1 5 - J u n - 0 0 2 1 5 - J u n - 1 0 1 2 5 . 0 0 - 3 0 7 1 4 9 - 3 0 7 1 4 9
M.J. Harfo rd 1 5 - J u n - 0 0 1 5 - J u n - 0 3 1 5 - J u n - 1 0 1 1 0 . 5 0 - 2 7 1 4 9 - 2 7 1 4 9

In addition to these Company schemes M.J. Harfo rd was gra n ted 200 share options on 24 November 2000 in a partner company share option
scheme which is not a share option scheme utilising Brainspark Plc share s .

On 6 April 2000 188154 Series A warrants we re exe rcised by N. Freedman at 125p and the ordinary shares arising on such exe rcise became part
of the share package purchased by the Employee Benefit Tr u st (see  note 17 to the financial sta tements). The gain realised on exe rcise of
£217261 was to enable him to satisfy any potential personal tax liabilities.

50% exe rc i s a b le on 15 June 2001 and remaining 50% on 15 June 2002 at the earliest .

B e t ween 31 December 2000 and 24 April 2001 there we re no changes in the above inte re sts of dire c to rs in share options over the ordinary share s
of the Company.

B.S. Thomas 
Chairman of the Remuneration Committe e

24 April 2001 
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Combined Code
The Board of Dire c to rs is acco u n ta b le to the Company’s share h o l d e rs
for ensuring good co r p o ra te gove r n a n ce and the dire c to rs support
the principles of the Combined Code.

H owever being a new company which has only been listed since
April 2000, the dire c to rs have decided to move tow a rds full co m p l i a n ce
with the Code over a period of time which is appro p r i a te to the business .

The Company is obliged to report on its co m p l i a n ce with the Combined
Code and the dire c to rs believe it has complied with the provisions of the
Code throughout the period since April 2000, except in relation to senior
independent non-exe c u t i ve dire c to rs and Committees having not
o p e ra ted t h roughout the period and other matte rs re fe r red to below.

B o a rd of Dire c to rs
The Board comprised four exe c u t i ve dire c to rs including the Chief
E xe c u t i ve Officer and four non-exe c u t i ve dire c to rs including the
Chairman and the senior independent non-exe c u t i ve dire c tor, 
Mr Paul Corley. Prior to his appointment on 17 November 2000
t h e re was no senior independent non-exe c u t i ve dire c to r. 

The two remaining non-exe c u t i ve dire c to rs, S. Daniels-Young and
M.G. Fiennes we re deemed to be non-independent due to them 
re p resenting the inte re sts of two ve n t u re ca p i tal org a n i s a t i o n s
which together own some 55% of the Company’s share ca p i tal. 
This arrangement is however common place in the business 
start-up industry and the ex i sting Board st r u c t u re still ensures an
a p p ro p r i a te balance of management responsibilities and decision
making authorities.

The composition of the Board and deta i led biographies of the dire c to rs
a re shown on page 15.

The Board is re s p o n s i b le for the ove rall management of the Gro u p
and meets at le a st once a month. The Board re ce i ves monthly re p o r t s
f rom management on key issues such as inve stment st ra te g y ,
financial perfo r m a n ce and operational matte rs for which there is a
p rescribed timeta b le .

In addition the Board has a schedule of matte rs specifica l ly re s e r ve d
for its decision which includes the approval of inve stment decisions
and other significant transactions, the approval of annual results and
budgets,the setting of co r p o ra te objectives and st ra tegy and any
m a t te rs relating to the Company’s share ca p i tal. Other matte rs are
d e le g a ted to Board Committees, details of which are provided below.

D i re c to rs re ce i ve agendas and deta i led monthly Board papers at
le a st five days befo re each meeting together with regular and ad
hoc reports and pre s e n tations. The dire c to rs also hold info r m a l
meetings as well as staying in regular co n tact re g a rding urg e n t
i ssues affecting the Gro u p .

D i re c to rs have acce ss to the advice and services of the Company
S e c re tary who is re s p o n s i b le for ensuring that Board pro ce d u re s
a re fo l lowed and also can ta ke advice from the Company’s lawye rs
Gouldens at the Company’s expense. No such legal advice was
sought during the ye a r.

On appointment and as nece ssary there a f ter dire c to rs re ce i ve 
te c h n i cal information about their responsibilities and duties fro m
the Company’s legal advisers .

In acco rd a n ce with the Company’s Articles of Association, all dire c to rs
a re subject to election by share h o l d e rs at the first opportunity afte r
their appointment by the Board and to re - e lection at inte r vals of no
m o re than three ye a rs. Non-exe c u t i ve dire c to rs are appointed to the
d a te of the next AGM in the first insta n ce and there a f ter their co n t ra c t s
may be te r m i n a ted by either the Company or the non-exe c u t i ve giving
a three months notice period.

B o a rd Committe e s
The Board has dele g a ted specific responsibilities to its co m m i t te e s
which have fixed terms of re fe re n ce. The main co m m i t tees esta b l i s h e d
a re the Inve stment, Audit, Remuneration and Nominations C o m m i t te e s
and the membership of these co m m i t tees is shown in the Dire c to rs’
b i o g raphies on page 15 and further details given below.

I n ve stment Committe e
The Inve stment Committee has been operational since the fo u n d i n g
of the Company but was fo r m a l ly established on 14 June 2000. 
The Committe e meets whenever significant inve stment matte rs arise
which are not dealt with in the normal co u rse of Board business and
comprises all of the Company’s dire c to rs. The Committee co n s i d e rs
n ew business proposals re ce i ved by the Company and eva l u a tes the
b u s i n e ss plans, negotiates inve stment terms and where appro p r i a te
m a kes inve stment re commendations to the Board .

Audit Committee 
The Audit Committee was established on 17 August 2000 and has met
o n ce during the year and once since the year end. The Committee 
is re s p o n s i b le for dealing with accounting matte rs, financial re p o r t i n g
and internal co n t rols and comprises the four non-exe c u t i ve dire c to rs
with the Chief Financial Officer and re p re s e n ta t i ves of the audito rs
P r i cew a te r h o u s e C o o p e rs being invited to attend these meetings.

The Committee rev i ews the interim and annual financial sta te m e n t s
and re ce i ves reports from the ex ternal audito rs on internal co n t ro l s
and accounting issues befo re they are submitted to the Board fo r
a p p roval. The Committee also monito rs the effe c t i ve n e ss of the
ex ternal audit pro ce ss and sets the re m u n e ration of the audito rs .

R e m u n e ration Committe e
The Remuneration Committee was established on 14 June 2000 
and has met twice during the year and once since the year end.

The Committee is re s p o n s i b le for the approval of the re m u n e ra t i o n
and benefits for the exe c u t i ve dire c to rs in acco rd a n ce with the Gro u p ’s
re m u n e ration policy fra m ewo r k .

The Committee comprised the four non-exe c u t i ve dire c to rs with 
the Chief Exe c u t i ve Officer invited to attend in an ex officio ca p a c i t y.
The Committee has acce ss to independent re m u n e ration co n s u l ta n t s
and in framing its re m u n e ration policy has given full co n s i d e ration to
the provisions of Section 1B and Schedule A to the Combined Code.

The Remuneration Committe e ’s Report is set out on pages 18 to 19.

Nominations Committee 
The Nominations Committee was established on 17 January 2001 and
has met once since the year end. The Committee comprises the
Chairman, the Chief Exe c u t i ve Officer, the Chief Financial Officer and
the Senior Independent Non-Exe c u t i ve Dire c tor and is re s p o n s i b le
for making re commendations to the Board about filling va ca n c i e s
for exe c u t i ve and non-exe c u t i ve dire c to rs .

The Committee rev i ews the composition of the Board and its 
co m m i t tees at le a st once a year and is authorised to employ the
s e r v i ces of recruitment advisers to ass i st them in carrying out 
their duties.
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Relations with share h o l d e rs
The exe c u t i ve dire c to rs meet re g u l a r ly with re p re s e n ta t i ves of 
i n stitutional inve sto rs and analy sts to discuss their views and
e n s u re that the co r p o ra te objectives and st ra tegies of the Group 
a re well understood. The Company’s share h o l d e rs are sent inte r i m
and annual reports and accounts and all share h o l d e rs are entitle d
to attend the Annual General Meeting and re ce i ve a Notice of the
Meeting at le a st twenty working days befo re the AGM date. At this
meeting there will be a pre s e n tation by Board members of the Gro up’s
p e r fo r m a n ce during 2000 together with a brief sta tement on curre n t
t rading and share h o l d e rs may raise questions with the Chairman
on these and other matte rs relating to the Gro u p ’s business .

All members of the Board will be in atte n d a n ce at the Annual Genera l
Meeting and will be ava i l a b le to meet share h o l d e rs info r m a l ly afte r
the meeting. The Company will advise share h o l d e rs attending the AG M
of the number of proxy vo tes lodged for and against each re s o l u t i o n
a f ter each resolution has been dealt with by a show of hands.

D i re c to rs’ re s p o n s i b i l i t i e s
The dire c to rs are re q u i red by the Companies Act 1985 to pre p a re
financial sta tements for each financial year which give a true and
fair view of the sta te of affa i rs of the Company and Group at the end
of the financial year and of the profit and lo ss for the financial ye a r.
The dire c to rs are re s p o n s i b le for maintaining proper acco u n t i n g
re co rds which disclose with re a s o n a b le acc u racy the financial position
of the Group and which enable them to ensure that the financial
sta tements co m p ly with the Companies Act 1985.

The dire c to rs are also re s p o n s i b le for the mainte n a n ce and inte g r i t y
of the we b s i te and acknow ledge that legislation in the United Kingdom
g overning the pre p a ration and dissemination of financial sta te m e n t s
may differ from legislation in other jurisdictions.

The dire c to rs confirm that the financial sta tements have been pre p a re d
on a going co n cern basis using applica b le accounting sta n d a rd s ,
s u i ta b le accounting policies that have been applied co n s i ste n t ly and
s u p p o r ted by re a s o n a b le and prudent judgments and est i m a te s .

The dire c to rs are also re s p o n s i b le for taking such steps as are 
re a s o n a b ly open to them to safe g u a rd the assets of the Group and the
Company and to prevent and detect fraud and other irre g u l a r i t i e s .

I n ternal co n t ro l
The Board re cognises its responsibilities for internal co n t rols of the
G roup, and fo l lowing the publication of the Turnbull Report on
’ I n ternal Controls Guidance for Dire c to rs’, has since October 2000
put in place the pro ce d u res nece ssary for rev i ewing the Gro u p ’s
s y stem of internal co n t rol and ass e ssing the nature and ex tent of
the risks facing the Gro u p .

These pro ce d u res include a six monthly discussion of risk 
management rev i ews which are underta ken to identify all the key
st ra tegic, o p e rational, financial and co m p l i a n ce risks and ass e ss the
l i ke l i h o o d and potential impact of these risks arising. Fo l lowing this
rev i ew a list of re commendations for improvement where applica b le
is made and the co n t rol pro ce d u res imple m e n ted as soon as poss i b le .

The Gro u p ’s risk management policy has been co m m u n i ca ted to
senior management and the pro ce d u res for internal co n t rol are set
out in an operations manual which has been dist r i b u ted with a sta f f
policy handbook to all Group employe e s .

The Board confirms that it has rev i ewed the effe c t i ve n e ss of the
G ro u p ’s current systems of internal co n t rol and that these pro ce d u re s
meet the re q u i rements of the Combined Code.

The Board acknow ledges its responsibility for the Gro u p ’s system 
of internal financial co n t rol and for rev i ewing its effe c t i ve n e ss in
s a fe g u a rding the Gro u p ’s assets, ensuring proper accounting re co rd s
a re maintained and that the financial information used within the
b u s i n e ss and for publication is re l i a b le. These co n t rols however 
by their very nature can only provide re a s o n a b le but not absolute
a ss u ra n ce against material missta tement or lo ss. The key fe a t u re s
of the Gro u p ’s system of internal financial co n t rol which have been
d eve loped during the co u rse of the year are outlined below.

a ) a management st r u c t u re ex i sts with cle a r ly defined lines of
responsibility and appro p r i a te levels of dele g a t i o n .

b ) an established system ex i sts for the authorisation of all significa n t
t ransactions such as inve stments, ca p i tal ex p e n d i t u re and all other
non routine ex p e n d i t u re ite m s .

c ) t h e re is a rigorous st ra tegic planning, annual budgeting and 
fo re ca sting pro ce ss against which actual perfo r m a n ce is co m p a re d .

d ) a system of monthly reporting by each subsidiary and ass o c i a te d
u n d e r taking ex i sts which provides management with deta i led financial
and operational information which is rev i ewed by management fo r
inclusion in the co n s o l i d a ted re s u l t s .

e ) a consolidation of the whole Gro u ps’ financial results is pre p a re d
on a monthly basis and published every six months in the form of
i n terim and final sta t u tory re p o r t s .

f ) the dire c to rs re g u l a r ly re ce i ve reports from ex ternal audito rs via
the Audit Committee and internal finance staff on internal co n t ro l
and risk management matte rs .

g ) the adequacy of insura n ce cover is re g u l a r ly rev i ewed by 
management and the Board .

I n ternal audit
The Board have co n s i d e red the need for an internal audit function
but have concluded that given the current size and nature of the
b u s i n e ss such a function is not curre n t ly nece ss a r y.

Going co n ce r n
The dire c to rs are satisfied that the Company and Group have adequate
re s o u rces to continue in operational ex i ste n ce for the fo re s e e a b le
f u t u re and acco rd i n g ly have adopted the going co n cern basis fo r
p reparing the financial sta te m e n t s .
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We have audited the financial sta tements which comprise the pro f i t
and lo ss account, the balance sheet, the cash flow sta tement and
the sta tement of to tal re cognised gains and lo sses and re l a ted note s
(including the additional disclo s u res relating to the re m u n e ration of the
d i re c to rs specified for our rev i ew by the Financial Services Authority)
which h a ve been pre p a red under the histo r i cal co st co n vention a n d
in acco rd a n ce with the accounting policies set out  in the sta tement 
of accounting policies.

R e s p e c t i ve responsibilities of dire c to rs and audito rs
The dire c to rs responsibilities for preparing the Annual Report and the
financial sta tements in acco rd a n ce with applica b le United Kingdom
law and accounting sta n d a rds are set out in the sta tement of dire c to rs’
responsibilities on page 21. Our responsibility is to audit the financial
sta te m e n t s in acco rd a n ce with re levant legal and re g u l a to r y
re q u i rements, U n i ted Kingdom Auditing Sta n d a rds issued by the
Auditing Pra c t i ce s B o a rd and the Listing Rules of the Financial
S e r v i ces Authority.

We report to you our opinion as to whether the financial sta te m e n t s
g i ve a true and fair view and are pro p e r ly pre p a red in acco rd a n ce
with the Companies Act 1985. We also report to you if, in our opinion,
the dire c to rs’ report is not co n s i stent with the financial sta te m e n t s ,
if the Company has not kept proper accounting re co rds, if we have
not re ce i ved all the information and explanations we re q u i re for our
audit, or if the information specified by law or the Listing Rule s
re g a rding dire c to rs’ re m u n e ration and transactions is not disclo s e d .

We read the other information co n tained in the Annual Report and
consider the implications for our report if we become aware of any
a p p a rent missta tements or material inco n s i stencies with the financial
sta tements. The other information comprises only the dire c to rs’
report, the chairman’s sta tement, the operating and financial rev i ew
and the co r p o ra te gove r n a n ce sta te m e n t .

We rev i ew whether the co r p o ra te gove r n a n ce sta tement on pages
20 to 21 re f lects the Company’s co m p l i a n ce with the seven prov i s i o n s
of the Combined Code specified for our rev i ew by the Listing Rule s ,
and we report if it does not. We are not re q u i red to consider whether
the Board ’s sta tements on internal co n t rol cover all risks and co n t ro l s ,
or to form an opinion on the effe c t i ve n e ss of the Company’s or Gro u p ’s
co r p o ra te gove r n a n ce pro ce d u res or its risk and co n t rol pro ce d u re s .

Basis of audit opinion
We co n d u c ted our audit in acco rd a n ce with Auditing Sta n d a rds iss u e d
by the Auditing Pra c t i ces Board. An audit includes examination, on a
te st basis, of ev i d e n ce re levant to the amounts and disclo s u res in the
financial sta tements. It also includes an ass e ssment of the significa n t
e st i m a tes and judgments made by the dire c to rs in the pre p a ra t i o n
of the financial sta tements, and of whether the accounting policies
a re appro p r i a te to the Company’s circ u m sta n ces, co n s i ste n t ly applied
and adequate ly disclo s e d .

We planned and performed our audit so as to obtain all the 
i n formation and explanations which we co n s i d e red nece ssary in ord e r
to provide us with sufficient ev i d e n ce to give re a s o n a b le ass u ra n ce
that the financial sta tements are free from material missta te m e n t ,
whether caused by fraud or other irregularity or erro r. In forming our
opinion we also eva l u a ted the ove rall adequacy of the pre s e n ta t i o n
of information in the financial sta tements. 

O p i n i o n
In our opinion the financial sta tements give a true and fair view of the
sta te of affa i rs of the Company and Group at 31 December 2000 and of
the lo ss and cash flows of the Group for the year then ended and have
been pro p e r ly pre p a red in acco rd a n ce with the Companies Act 1985.

P r i cew a te r h o u s e C o o p e rs
C h a r te red Acco u n tants and Registe red Audito rs, Reading

24 April 2001
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Notes Year ended Period from 3 June 1999
31 December 2000 to 31 December 1999

£000 £000

Turnover 2 - -

Net operating expenses - recurring 3 (5644) (373)

Net operating expenses - exceptional 3 (4054) -

Total net operating expenses/group operating loss - continuing (9698) (373)

Share of operating profit(loss) of associated undertakings 4 (4548) (246)

Total operating loss: group and share of (14246) (619)

associated undertakings

Exceptional items

Profit on deemed disposal of interests in associated undertakings 5 1379 -

(Loss) on disposal and provisions for loss on disposal 

of interests in associated undertakings 5 (2433) -

Loss on ordinary activities before interest (15300) (619)

Net interest receivable 8 736 58

Loss on ordinary activities before taxation 9 (14564) (561)

Tax on loss on ordinary activities 10 (27) (10)

Loss on ordinary activities after taxation (14591) (571)

Equity minority interests 25 37 -

Retained loss for the financial period (14554) (571)

Loss per 1p ordinary share

basic and diluted 12 (14.9p) (1.4p)

CONSOLIDATED STATEMENT OF TOTAL 
RECOGNISED GAINS AND LOSSES FOR
THE YEAR ENDED 31 DECEMBER 2000

Loss for the financial period (14554) (571)

Revaluation of fixed asset investments 16 719 -

Total recognised gains and losses for the period (13835) (571)

There are no differences between the results disclosed above and the historical cost equivalents.
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Notes Group Group Company
2000 1999 2000
£000 £0000 £000

Fixed assets

Tangible assets 13 1135 7 -

Investments in subsidiary undertakings 14 - - 462

Investments in associated undertakings 15 4987 3166 -

Other investments 16 1568 - -

Investment in own shares 17 2445 - 2445

10135 3173 2907

Current assets

Debtors 18 1609 441 11798

Cash at bank and in hand 19 9766 3647 9360

11375 4088 21158

Creditors : amounts falling due within one year 20 (586) (115) (37)

Net current assets 10789 3973 21121

Total assets less current liabilities 20924 7146 24028

Provisions for liabilities and charges 22 (385) - -

Net assets 20539 7146 24028

Capital and reserves

Called up share capital 23 1233 876 1233

Share premium account 24 26442 - 26442

Revaluation reserve 24 719 - -

Other reserves 24 6813 6813 -

Profit and loss account (deficit) 24 (14702) (543) (3647)

Total equity shareholders’ funds 20505 7146 24028

Equity minority interests 25 34 - -

Capital employed 20539 7146 24028

RECONCILIATION OF MOVEMENTS IN 
SHAREHOLDERS’ FUNDS FOR THE YEAR
ENDED 31 DECEMBER 2000

Group Group Company
2000 1999 2000
£000 £0000 £000

Loss for the period (14554) (571) (3647)

New share capital issued for cash 26799 7689 27675

Revaluation of fixed asset investments 719 - -

Charge for issue of shares at below market value 395 28 -

Net addition to shareholders’ funds 13359 7146 24028

Opening shareholders’ funds 7146 - -

Closing shareholders’ funds 20505 7146 24028

These financial statements were approved by the Board of Directors on 24 April 2001.

Signed on behalf of the Board
J.R. Judd 
Director
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Notes Year ended Period from 3 June 1999
31 December 2000 to 31 December 1999

£000 £000

Net cash outflow from operating activities 26 (6260) (624)

Returns on investments and servicing of finance

Interest received (net) 723 17

Net cash inflow from returns on investments and servicing of finance 723 17

Capital expenditure and financial investment

Purchase of tangible fixed assets 13 (1392) (14)

Purchase of other investments 16 (849) -

Purchase of own shares 17 (5322) -

Net cash outflow from capital expenditure and financial investment (7563) (14)

Acquisitions and disposals

Purchase of subsidiary undertaking 14 (550) -

Cash acquired with subsidiary undertaking 550 -

Purchase of investments in associated undertakings 15 (6800) (1889)

Loans to associated undertakings 15 (780) -

Net cash outflow from acquisitions and disposals (7580) (1889)

Net cash outflow before financing (20680) (2510)

Financing

Issue of ordinary share capital 26799 6157

Net cash inflow from financing 26799 6157

Increase in net cash for the period 6119 3647

Reconciliation of net cash flow to movement in net cash

Net cash at beginning of period 3647 -

Increase in net cash in the period 6119 3647

Net cash at end of period 9766 3647
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1. Basis of preparation

G roup re o rg a n i s a t i o n The Company (Brainspark Plc) was inco r p o ra ted on 15 February 2000. On the 1 March 2000 the Company iss u e d
8 , 7 6 2 , 0 0 0 10 pence ordinary shares (subsequently divided into 87,620,000 1 penny shares) pursuant to the acquisition of the entire share
ca p i tal of Brainspark Ass o c i a tes Limited. The Company has applied merger relief in respect of this acquisition and acco rd i n g ly no share
premium was recorded relating to the issue of those shares.

C o m p a ra t i ve s As the Company was formed during the year ended 31 December 2000 there are no Company co m p a ra t i ve figures disclo s e d .
On 6 March 2000 Brainspark Plc became the parent company of the Group formed by the merger of Brainspark Plc and Brainspark
Associates Limited. Merger accounting principles have been used and the results have been presented as if the new Group had been
established throughout the current and prior periods.

Principal accounting policies The financial sta tements have been pre p a red under the histo r i cal co st co n vention modified to include ce r ta i n
investments at valuation, and in accordance with applicable accounting standards. A summary of the more important Group accounting
policies are set out below.

C o n s o l i d a t i o n The Group accounts include the financial sta tements of the Company and its subsidiary undertakings together with its equity
share of associated undertakings.

Goodwill On the acquisition of a business, fair values are ascribed to the net assets acquired and where the co st of acquisition exce e d s the
fair values attributable to such net assets, the difference is treated as goodwill and capitalised as an asset within the balance sheet and
amortised over its useful economic life which is estimated to be three years. Goodwill, being the excess of the fair value of consideration
paid for associated undertakings over the fair value of their net assets at the date of acquisition, is capitalised and included together
with the Group’s share of the net assets in the investments in associated undertakings.

Turnover Tu r n over re p resents the invo i ced amount, excluding Value Added Tax, of goods sold and services provided during the period.

Ta n g i b le fixed assets and depre c i a t i o n Ta n g i b le fixed assets are sta ted at co st and depre c i a ted on a st raight line basis over their est i m a te d
useful lives. The rates of depreciation charged are as follows: 
Leasehold improvements 20%
Office furniture and equipment 33%
Computer equipment 50%

A ss o c i a ted underta k i n g s In the consolidated b a l a n ce sheet the inve stments in ass o c i a ted undertakings are carried at share of net ass e t s
plus unamortised goodwill. I n ve stments in ass o c i a ted undertakings are carried in the subsidiary’s balance sheet at co st or valuation. Cost i s
based on the fair value of the co n s i d e ration paid for the inve stment, including acquisition co sts. Where a diffe rent value is demonst ra te d
by a significant third party event the inve stment is carried at a co r responding revalued amount and in the case of a permanent impairment
in the carrying value of the asset a write-down provision is made in the profit and loss account.

I n ve st m e n t s I n ve stments in subsidiary undertakings are carried at underlying net asset value which includes assets and liabilities at histo r i c
net book value and at revalued amounts. The revalued amounts re l a te to other inve stments and inve stments in ass o c i a te d undertakings
held by the subsidiaries. Investments in unlis ted companies are carried at cost or valuation. Investments in own shares are carried at
cost less provision for any decrease in their market value. 

Deferred taxation Deferred taxation is provided using the liability method on all timing differences to the extent that it is probable that 
a liability will crystallise in the foreseeable future.

Operating lease rentals O p e rating lease re n tals are charged to the profit and lo ss account in equal annual amounts over the lease te r m .

Foreign exchange Transactions denominated in foreign currencies are translated into Sterling at the rate prevailing at the date of the
transaction and foreign currency monetary assets and liabilities are retranslated at the balance sheet date rate of e xchange. 
These translation differences are dealt with in the profit and loss account.

Pension costs The pension co sts charged to the profit and lo ss account in respect of the Gro u p ’s defined contribution scheme re p re s e n t s
employers contributions paid and accrued.

Costs of shares issued at below market value In accordance with Urgent Issues Taskforce Abstract 17, the Company recognises in its
profit and loss account the amount by which the fair market value of shares issued to employees exceeds the consideration payable by
the employee. These costs are being written off on a straight line basis over the period to which any performance criteria relates or
where there are no performance criteria, immediately to the profit and loss account in the period. 

Employee benefit trust In accordance with the Urgent Issues Taskforce Abstract 13, the liabilities, income and expenses of the employee
benefit trust have been included in the consolidated financial s tatements of the Group and in the Company balance sheet.

Related party transactions The Company has taken advantage of the exemptions provided by FRS 8 not to disclose transactions between
the Company and its subsidiaries.
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2. Segmental analysis

The Group carries on its business in one geogra p h i cal lo cation namely the UK and has one principal activity which is the provision of incubation
services to internet start up businesses.

2000 2000 2000 1999 1999 1999
Turnover Operating Net assets Turnover Operating Net assets

(loss) (loss)
Activity £000 £000 £000 £000 £000 £000

Continuing operations

Business incubation - (9698) 16132 - (373) 3980

Share of associated undertakings (note 4) 1239 (4548) 4407 83 (246) 3166

Less share of associated undertakings (1239) - - (83) - -

- (14246) 20539 - (619) 7146

3. Net operating expenses
2000 1999
£000 £000

Recurring

Administrative expenses 5644 373

Exceptional administrative expenses

National Insurance on warrants 1177 -

Provision against investment in own shares (note 17) 2877 -

4054 -

Total administrative expenses 9698 373

4. Share of operating profit (loss) of associated undertakings
2000 1999
£000 £000

Share of operating profit (loss) of associated undertakings (2680) (80)

Amortisation of goodwill on acquisition (1868) (166)

(4548) (246)

5. Exceptional items
2000 1999
£000 £000

Profit on deemed disposal of interests in associated undertakings 1379 -

Loss on disposal and provisions for loss on disposal of interests

in associated undertakings (2433) -

The profit on deemed disposal represents the net increase in the Group’s share of the net assets of three associated undertakings,
Leisurehub, Petspark and Easyart when they raised new capital from third parties. The Group did not acquire additional shares in these
undertakings and as a result its shareholding was diluted. In ac cordance with FRS 9 the gain is treated as a profit arising on a deemed part
disposal of the Group’s investments and has been taken to the profit and loss account for the year. Metapack, which also raised additional
share capital from third parties and the Group, has not been treated as an associated undertaking and accordingly no such gain has arisen 
in the consolidated profit and loss account.

The net loss on disposal of interests in associated undertakings comprises a £391,000 loss on the liquidation of Hobomedia, a £70,000 loss
on the sale of shares in Perfectday to its founder and provisions for the loss on disposal of Brainspark’s interests in Channel International,
Propex and Petspark of £347,000, £673,000 and £952,000 respectively. None of the exceptional items resulted in any cash flows during the
year and the consideration on the sale of the shares in Perfectday has been deferred until 2001 and is included in debtors. There are no
immediate tax liabilities arising from any of the above exceptional items.
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6. Employee information
2000 1999

Number Number

The average number of employees during the period were as follows:

Incubation management and operations 24 4

2000 1999
£000 £000

Staff costs during the period including directors comprise:

Wages and salaries 1497 119

Social security costs 162 14

Exceptional National Insurance on warrants (note 3) 1177 -

Other pension costs 78 10

2914 143

7. Director’s remuneration

Details of directors’ emoluments are shown within the Remuneration Committee’s Report on pages 18 to 19.

8. Net interest receivable
2000 1999
£000 £000

Bank deposits 682 58

Share of associated undertakings 54 -

736 58

9. Loss on ordinary activities before taxation
2000 1999
£000 £000

Loss on ordinary activities before taxation is stated after charging:

Depreciation of owned tangible fixed assets 257 7

Amortisation of goodwill re associated undertakings 1868 166

Goodwill written off on acquisition of subsidiary (note 28) 71 -

Operating lease rentals:

Land and buildings 365 -

Office equipment 17 -

Auditors’ remuneration:

Audit of parent undertaking 3 -

Audit of subsidiary undertakings 86 5

Non audit services 1 285 15

Charge for shares issued below market value 2 395 28

includes £207,000 of flotation costs charged against share premium

represents costs of issuing shares to two original founders at below April flotation price
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10. Tax on loss on ordinary activities
2000 1999
£000 £000

UK Corporation tax at 30% (1999-30%) - -

Deferred taxation - -

- -

Share of associated undertakings 27 10

27 10

The Group has no tax charge for the year due to losses incurred and has a potential deferred tax asset arising from the tax losses available
for carry forward and relief against future taxable profits which has not been recognised in the financial statements in accordance with the
G ro u p ’s accounting policy for defe r red tax. The share of ass o c i a ted undertakings tax re l a tes to the Gro u p ’s share of Fortune Cookie’s co r p o ra t i o n
tax charge for the year.

11. Company profit and loss account

Of the £14,554,000 Group loss for the financial year a loss of £3,647,000 is dealt with in the accounts of Brainspark Plc. A profit and loss
account for Brainspark Plc is not presented in accordance with the exemption allowed by Section 230 of the Companies Act 1985.

12. Loss per share

The loss per share is calculated by dividing the earnings attributable to ordinary shareholders by the weighted average number of ordinary 
shares outstanding during the period. In calculating the weighted average number of shares in issue during the year it has been assumed
that the number of shares in issue immediate ly after the Group re o rganisation had been in issue since 22 September 1999, when substa n t i a l ly
all the share capital of Brainspark Associates Limited was issued. For the period 3 June 1999 to 21 September 1999 it has been assumed
that 200,000 shares were in issue, being the number of shares in the Company following the Group reorganisation. For diluted earnings per
share, the weighted average number of ordinary shares in issue is adjusted to assume conversion of all dilutive potential ordinary shares.
The Group has one class of dilutive potential ordinary shares being those share options and warrants granted where the exercise price is
less than the average market price of the Company’s ordinary shares during the period. However these are not considered dilutive as their
conversion to ordinary shares would reduce the net loss per share from continuing operations.

Reconciliations of the loss and weighted average number of shares used in the calculations are set out below:

2000 1999
Weighted Weighted

average no Per share average no Per share
(Loss) of shares amount (Loss) of shares amount
£000 000’s pence £000 000’s pence

Basic loss per share

Loss attributable to ordinary shareholders (14554) 97555 (14.9) (571) 41890 (1.4)

Effect of dilutive shares

Options - 8318 - - - -

Diluted loss per share

Adjusted loss (14554) 105873 (14.9) (571) - (1.4)
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13. Tangible fixed assets
Leasehold Office Computer Total

improvements furniture and equipment
equipment

Group £000 £000 £000 £000

Cost or valuation

At 1 January 2000 - - 14 14

Additions 349 401 642 1392

Disposals - - (9) (9)

At 31 December 2000 349 401 647 1397

Accumulated depreciation

At 1 January 2000 - - 7 7

Charge for the year 26 54 177 257

Disposals (2) (2)

At 31 December 2000 26 54 182 262

Net book amount

At 31 December 2000 323 347 465 1135

At 31 December 1999 - - 7 7

The Group does not hold any tangible fixed assets under finance leases.

14. Investments in subsidiary undertakings

Company £000

Cost at 1 January 2000 -

Additions 1426

Adjustments to carrying value (see analysis below) (964)

Valuation at 31 December 2000 462

During the year the Company acquired the entire issued share ca p i tal of Brainspark Ass o c i a tes Limited at a co st of £876,000 satisfied by the
issue of shares and an 87% interest in EC1 Media Limited for a cash consideration of £550,000.

The Company’s inve stments in Brainspark Ass o c i a tes Limited (BAL) and EC1 Media (EC1) are held at net asset value and acco rd i n g ly the move m e n t s
i n the re s e r ves of the Company’s subsidiaries are re f le c ted in the adjustments to the carrying value of the Company’s inve stments in subsidiaries.
These movements are made up as follows:

BAL EC1 Total
£000 £000 £000

Opening net assets within subsidiary undertaking 7402 7402

Less: share capital issued for shares in subsidiary undertaking (876) - (876)

Retained losses for the year (10051) (288) (10339)

Issue of shares at below market value 395 - 395

Revaluation of investments 2454 - 2454

(676) (288) (964)
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15. Investments in associated undertakings
Investments in Loans to Total

associated associated
undertakings undertakings

Group £000 £000 £000

Cost

At 1 January 2000 3422 86 3508

Additions / loans granted 6800 780 7580

Loans capitalised 1 86 (86) -

Disposals (4193) (200) (4393)

At 31 December 2000 6115 580 6695

Share of net assets

At 1 January 2000 402 - 402

Additions 1912 - 1912

Disposals 44 - 44

Share of profit(loss) for the year (2653) - (2653)

Profit on deemed disposals 1379 - 1379

At 31 December 2000 1084 - 1084

Goodwill

At 1 January 2000 2764 - 2764

Arising on acquisition 4975 - 4975

Disposals (2548) - (2548)

Amortisation of goodwill (1868) - (1868)

At 31 December 2000 3323 - 3323

Net book amount

At 31 December 2000 4407 580 4987

At 31 December 1999 3166 - 3166

A loan of £86,000 originally made to Petspark was capitalised within a new subscription for equity shares during the year.
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15. Investments in associated undertakings (continued)

Interests in associated undertakings
The inte re sts in ass o c i a ted undertakings at 31 December 2000 we re as fo l low s :

Number of % Class of Country of Business
Name shares held owned shares i n co r p o ra t i o n activity

Channel 200 20.0 £1 A Ord i n a r y England Recruitment services

Easyart 26236 18.8 1p A Ord i n a r y England Artwork supplies

Fortune Cookie 50000 25.0 .01p A Ord i n a r y England Web development

Gasworld 950000 33.0 .01p A Ord i n a r y England Industrial gas exchange

Globe-Rail 30000 30.0 10p A Ord i n a r y England Rail industry portal

Iprox 4000 27.5 .01p A Ord i n a r y England M o b i le phone lo cation software

Kerb 30167 25.0 1p A Ord i n a r y England Web development

Leisurehub 50000 13.1 0.5p A Ord i n a r y England Leisure industry exchange

Petspark 666700 14.8 A Ord i n a r y England Household pet portal

82424 A Pre fe re n ce

Propex 1000000 25.0 .01p A Ord i n a r y England C o m m e rcial property exc h a n g e

Que Pasa 200 40.0 £1 A Ord i n a r y England Media solutions agency

Smile-on 36000 40.0 .1p A Ord i n a r y England B2B dentist website

TraderServe 1250000 34.6 £1 A Ord i n a r y England Proprietary trading services

The Group’s share of the turnover and its share of the net assets of associated undertakings were as follows: 

2000 1999
£000 £000

Turnover 1239 83

Fixed assets 177 55

Current assets 1602 559

Liabilities due within one year 690 212

Liabilities due after one year 5 -
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16. Other investments

Group £000

Cost or Valuation

At 1 January 2000 -

Additions 849

Revaluation 719

At 31 December 2000 1568

Other inve stments comprise a 7.4% inve stment in the ordinary share ca p i tal of Metapack Limited which was revalued in April 2000 by £719,000
on receipt of third party second round financing. 

17. Investment in own shares

Company and Group £000

Cost

At 1 January 2000 -

Additions 5322

Provision against investment (2877)

At 31 December 2000 2445

At the time of the flotation a loan of £5.3 million was made to an Employee Benefit Trust, which invested the proceeds wholly in Company
shares. The trust was established to cover actual and potential national insurance liabilities arising on the exercise of warrants held by
employees and partner company managers at the time of the flotation. This arrangement is treated as an investment in own shares. A full
d i s c u ssion is pre s e n ted in the flo tation prospectus. The provision arises from the reduction in the co m p a n y ’s share price from 125p at flo ta t i o n
to a bid price of 58.0p at 31 December 2000. The investment in own shares represents 4,236,329 ordinary shares with a nominal value of
£42,363 and a bid market value of £2,445,000 net of brokers commission at the 31 December 2000. Subsequent to the year end the bid price
has fallen to 9.0p at 31 March and hence the market value of these shares has fallen by a further £2,066,000. This would have the effect of
increasing the required provision against the investment to £4,943,000.

18. Debtors
Group Group Company

2000 1999 2000
£000 £000 £000

Amounts falling due within one year

Amounts owed by subsidiary undertakings - - 11794

Amounts owed by associated undertakings 331 104 -

Other debtors 1018 244 -

Prepayments and accrued income 260 93 4

1609 441 11798

19. Cash at bank in hand
Group Group Company

2000 1999 2000
£000 £000 £000

Bank deposits 9760 3647 9360

Bank current accounts 6 - -

9766 3647 9360
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20. Creditors: amounts falling due within one year
Group Group Company

2000 1999 2000
£000 £000 £000

Trade creditors 159 8 -

Other taxes and social security costs 73 57 -

Other creditors - 3 -

Accruals 354 47 37

586 115 37

21. Financial instruments

The Group’s financial instruments comprise cash,trade debtors and trade creditors that arise from its operations. The main purpose of these
financial instruments is to provide finance for the Gro u p ’s future inve stments and day to day operational needs. The Group does not enter into
any deriva t i ve transactions such as inte re st ra te swaps or fo r w a rd fo reign exchange co n t racts as the Group does not have any significant fo re i g n
c u r rency transactions nor does it have any borrowings. The main risks fa ced by the Group are there fo re limited to inte re st ra te risk on surplus
cash deposits and liquidity risk ass o c i a ted with raising sufficient funding to meet the operational needs of the business. The Board rev i ews and
agrees policies for managing these risks and they are summarised below:

I n te re st ra te risk Surplus cash funds arising from the flo tation pro ce ss are deposited with highly credit ra ted third party banks and the inte re st
rates earned and security of these balances are monitored on a regular basis against competing financial institutions products.

Liquidity risk Adequate cash resources currently exist to meet the day to day working capital requirements of the Group and the securing 
of additional sources of funding is an ongoing process.

Interest rate risk of financial assets The composition of the Group’s financial assets are set out below:

2000 1999
Group £000 £000

Sterling deposits 9760 3647

Cash at bank and in hand 6 -

9766 3647

The above Sterling cash deposits earn a floating rate of interest based on LIBID and these rates have ranged during the year between 3.0%
and 6.4% (1999 - 4.2% to 5.8%).The remaining bank account balances have earned a floating rate of interest during the year based on bank
premium account rates of between 2.3% and 2.7% (1999- 1.4% to 2.6%). All of these cash balances are recoverable within one year. All of the
Group’s debtors due within one year are excluded from the above table as they are of a short term nature and do not meet the definition of 
a financial asset.

Interest rate risk of financial liabilities The Group have no formal overdraft or loan facilities with bankers given the size of the surplus cash
b a l a n ces and the Gro u p ’s cre d i to rs falling due within one year are of a short term nature and do not meet the definition of a financial liability.

Fair values of financial assets At 31 December 2000 and 31 December 1999 there was no difference between the book value and fair value 
of the financial assets.

Foreign currency exposures At 31 December 2000 the Group had no exposure to foreign currency movements (1999- £85,930 equivalent 
in US dollars which was unhedged).
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22. Provisions for liabilities and charges

Group £000

At 1 January 2000 -

Charged to profit and loss account 385

At 31 December 2000 385

The above provision re p resents a potential liability to pay Employe rs National Insura n ce on the exe rcise of share warrants issued to employe e s
of £365,000 and a provision for dilapidations on the Lightwell property lease of £20,000.

23. Called up share capital
2000 1999

Group and Company £000 £000

Authorised

15,000 Ordinary shares of 10p each 1

185,000,000 Ordinary shares of 1p each (see below for details) 1850

Allotted, called up and fully paid £000

At 1 January 2000

6,514,000 ‘A’ ordinary shares of 10p each in Brainspark Ass o c i a tes Limite d 6 5 1

2,248,000 ‘B’ ordinary shares of 10p each in Brainspark Ass o c i a tes Limite d 225

876

Issue of shares during the year in Brainspark Plc (see bel ow for details) 357

At 31 December 2000 - 123,257,905 1p ordinary shares in Brainspark Plc 1233

The Group comparative figures shown above relate to the share capital of Brainspark Associates Limited (BAL) at 31 December 1999.

The Company was inco r p o ra ted on 15 February 2000 with an authorised share ca p i tal of £1,000, comprising 1,000 ordinary shares of £1 each,
of which one ordinary share was issued to the subscriber to the memorandum of association. On 1 March 2000 these authorised ord i n a r y
s h a re s of £1 each were subdivided into 10 ordinary shares of 10p each.

On 1 March 2000, the authorised share capital of the Company was increased to £1,500,000 by the creation of 14,990,000 ordinary shares of
10 p each to be designated as ‘A’, ‘B’ and ‘C’ ordinary shares ranking pari passu for the purpose of voting and dividends. On 20 March these
s h a res we re sub-divided by ten into 1p shares and the authorised share ca p i tal of the Company was increased by £350,000 to £1,850,000, divided
into 185,000,000 ordinary shares by the creation of 35,000,000 new ordinary shares.

On 1 March 2000, 6,514,000 ‘A’ ordinary 10p shares and 2,248,000 ‘B’ ordinary 10p shares we re issued pursuant to the acquisition of the entire
i ssued share ca p i tal of BAL. In addition on the same date 1,000 new shares in the ca p i tal of the Company we re issued for each ‘A’ ordinary share
held in BAL and d e s i g n a ted as ‘A’ ordinary shares and 1,000 new shares we re issued for each ‘B’ ordinary share held in BAL and designated as 
‘B’ ordinary share s .

On 3 March 2000, the Company issued 1,079,700 C ordinary shares to new investors and members of the Advisory Board for a consideration
of £6.1m.

By a special resolution passed by the Company on 20 March 2000, each of the A, B and C 10p ordinary shares were sub-divided into 10 
1p ordinary shares. 

As part of the flotation process, on 6 April 2000 partner company managers holding 8,270,000 warrants to acquire Brainspark Limited ‘B’
ordinary shares exercised their warrants and were issued with the same number of 1p ordinary shares in Brainspark Plc. In addition on the
same day one of the Brainspark fo u n d e rs N. Freedman was issued with 188,154 1p ordinary shares in Brainspark Plc on exe rcise of his warra n t s .
A further 120,000 1p ordinary shares in Brainspark Plc were issued to SchroderSalomonSmithBarney as part of its commission income for
placing the new share issue.

On the 7 April flotation a further 16,000,000 ordinary shares were issued raising £18.4 million net of costs.

On 24 August 2000, 175131 ordinary shares were issued to Egon Zehnder in payment for recruitment services provided to the Company.



23. Called up share capital (continued)

Share warrants and options

The following share warrants and options were outstanding at 31 December 2000:

Exercise price Number of Exercise
range (pence) shares period

Series A warrants 9.53 3131846 01/03/2001 - 01/01/2003
Series B warrants 57.10 11478000 01/03/2001 - 01/01/2003
Other warrants 125.00 650000 30/06/2001 - 30/06/2010
Executive share options - approved scheme 91.50 - 110.50 257829 15/06/2003 - 13/10/2013
Executive share options - unapproved scheme 1 91.50 - 125.00 926979 03/04/2001 - 13/10/2013
Lyric Trust 44.23 1846242 see below
SchroderSalomonSmithBarney 150.00 100000 see below

Total outstanding 18390896

The Series A and B warrants we re issued by the Company as part of the re o rganisation on March 1 2000 pursuant to the acquisition of the entire
share capital of Brainspark Associates Limited.

The other warrants we re issued on 30 June 2000 at the flo tation price to a dire c tor who had co m m i t ted to join the Company prior to the flo ta t i o n
but did not commence work until a later date. The Executive share options were granted in accordance with the rules of the 2000 Executive
Share Option Scheme adopted by the Company on 9 March 2000. Over any ten year period, the total number of shares which may be issued
under the Executive Scheme cannot exceed 5% of the issued share capital of the Company.

Lyric Trust, a trust connected with the landlord of the Lightwell property, was granted warrants over ordinary shares prior to flotation which
were exercisable from the date of completion on the Lightwell lease agreement and expire on 15 April 2005. 

As part of its co m m i ssion earned on the placing of 16 million Brainspark Plc shares, Schro d e r S a lo m o n S m i t h B a r n ey was gra n ted warrants with
an exercise price at a 20% premium to the placement price. These warrants are exercisable anytime after 7 April 2002.

50% of these options are exercisable one year from the date of grant and the remaining 50% exercisable two years from the date of grant.

24. Reserves
Share Revaluation Other Profit and

premium reserve reserves loss account
Group £000 £000 £000 £000

At 1 January 2000 - - 6813 (543)

Issues of shares 26442 - - -

Revaluation of investments (note 16) - 719 - -

Issue of shares at below market value - - - 395

Retained loss for the year - - - (14554)

At 31 December 2000 26442 719 6813 (14702)

Company

At 1 January 2000 - - - -

Issues of shares 26442 - - -

Retained loss for the year - - - (3647)

At 31 December 2000 26442 - - (3647)

Other reserves represents a merger relief reserve arising on the acquisition by the Company of the entire share capital of Brainspark
Associates Limited. The share premium account includes flotation costs written off on the issue of shares of £1,427,000.
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25. Equity minority interests

The minority interest comprises a 13% interest in the Company’s subsidiary EC1 Media Limited which incurred losses of £288,000 during 
the year and had net assets of £262,000 at 31 December 2000.

26. Reconciliation of operating loss to net cash outflow from operating activities

2000 1999
Group £000 £000

Operating loss (9698) (373)

Depreciation charge 257 7

Goodwill written off on acquisition of subsidiary undertaking 71 -

Provision against investment in own shares 2877 -

Loss on disposal of fixed assets 7 -

(Increase) in debtors (1025) (401)

Increase in creditors 471 115

Charge for issue of shares at below market value 395 28

Increase in provisions 385 -

Net cash outflow (6260) (624)

27. Analysis of changes in net funds

At 1 Jan Cash flow At 31 Dec
Group 2000 2000

Cash at bank and in hand 3647 6119 9766

28. Acquisition of subsidiary undertaking

During the year the Company purchased 87% of the ordinary share capital of EC1 Media on incorporation for a consideration of £550,000 
including goodwill of £71,000. This business was established within Brainspark Associates Limited and incorporated as a subsidiary.
As a result no cash outflow from the Group has arisen during the year and the goodwill acquired has been written off in full to the profit 
and loss account.

29. Pension commitments

B rainspark opera tes a defined contribution Group Pe rsonal Pension Scheme to provide re t i rement benefits for the majority of its employe e s .
The Group pension co st for the year which equates to the employer contributions made to the scheme of 7.5% of employee salaries was
£78,000 (1999 - £10,000).

30. Operating lease commitments

Operating lease rentals payable during the next year are as follows:
Land and buildings Office equipment

2000 1999 2000 1999
Group £000 £000 £000 £000

Commitments expiring

Within one year 145 - - -

Between two and five years - - 19 -

After five years 489 - - -

634 - 19 -
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31. Capital commitments

The Group had no capital commitments at 31 December 2000 (1999- nil).

32. Related party transactions

Brainspark Associates Limited provided accommodation and management services to its associated undertakings and investments during 
the year and these services were provided free of charge to partner companies which have not yet reached second round financing but
recharged at cost to those who have secured such new funding. The amounts recharged during the year for these services was £180,000 and
the amounts due from partner companies at 31 December 2000 included in debtors were £208,000 inclusive of VAT (see note 18).

In addition to the above Brainspark Ass o c i a tes Limited re c h a rged the co st of utilities and IT equipment incurred on behalf of partner co m p a n i e s
and the to tal amounts re c h a rged during the year we re £228,000 and the amounts due from partner companies at 31 December 2000 included
in debtors were £123,000 inclusive of VAT (see note 18).

During the year £780,000 of loans co n ve r t i b le to equity we re made to ass o c i a ted undertakings and the amounts outstanding at 31 December 2000
were £580,000 which are included in the investments in associated undertakings (see note 15). £200,000 of loans made to associated 
undertakings during the year were written off on disposal of the investments in these companies, being £120,000 in respect of Hobomedia
and £80,000 for Perfectday.

33. Post balance sheet events

On 26 February 2001 £300,000 was inve sted in a new ass o c i a ted undertaking, The Usability Company which provides re s e a rch and co n s u l ta n c y
solutions to the owners and managers of websites on improving their sites human interactivity.

Country of % Nature of 
Name incorporation owned business

Subsidiaries
Brainspark Associates Limited England 10 0 Internet incubation
EC1 Media Limited* England 87 Digital media consultancy

Associated undertakings
Petspark* England 15 Household pet portal
Easyart* England 19 Artwork supplies
Leisurehub England 13 Leisure industry marketplace
Fortune Cookie* England 25 Web development agency
Smile-On* England 40 B2B dentist portal
Iprox* England 28 M o b i le phone lo cation software
Kerb* England 25 Web development agency
Globe-Rail* England 30 Rail industry portal
Gasworld* England 33 Industrial gas marketplace
Que Pasa* England 40 Media solutions agency
TraderServe* England 35 Proprietary trading services
Propex* England 25 C o m m e rcial property marketplace
Channel* England 20 Recruitment services

Subsidiaries and associated undertakings marked * are audited by firms other than PricewaterhouseCoopers.
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Analysis of ordinary shareholders at 31 December 2000

Size of holding Holding 000’s % of total shares

0 - 25,000 558 0.45

25,001 - 50,000 312 0.25

50,001 - 100,000 853 0.69

100,001 - 200,000 929 0.75

200,001 - 500,000 5108 4.14

500,001 - 1,000,000 4703 3.82

1,000,001 - 2,000,000 5432 4.41

2,000,001 - 5,000,000 22538 18.29

5,000,001 - 10,000,000 6517 5.29

10,000,001 and over 76308 61.91

Totals 123258 100.00

Shareholder Holding 000’s % of total shares

Nominees 78037 63.3

Investment companies 17472 14.1

Investment trusts 2779 2.2

Investment funds 1672 1.4

Pension funds 4844 3.9

Insurance companies 4751 3.9

Unit trusts 2224 1.8

Private individuals 11479 9.4

Totals 123258 100.0

Market makers

SchroderSalomonSmithBarney Citigroup Centre, 33 Canada Square, Canary Wharf, London E14 5LB.
Winterflood Securities Walbrook House, 23/29 Walbrook, London EC4N 8LA.
Peel Hunt Plc 62 Threadneedle Street, London EC2R 8HP.

Registrars

Capita IRG Plc The Warrant House, High Street, Altrincham, Cheshire WA14 1PZ. Tel 0207 8639 2000.
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