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- 01 Brainspark Plc
Who we are and what we do

Brainspark is an internet incubator.

We focus on germinating and developing internet-related businesses. We provide
the full breadth of support resources needed to help them make the early stage
transition from idea conception to established company.

So, one third of what we do is to provide seed capital in exchange for equity.

The other two thirds are to provide the fully-serviced physical work environment
(e.g. office space; IT support) and the day-to-day management support (e.qg. finance;
HR; technology expertise) needed to get the business up and running - quickly. In
short, we provide a microcosm of all the professional services and creativity that
have made Silicon Valley and Silicon Alley so successful in start-up investing.

Our investee businesses may be founded by talented individuals with a great

idea for creating a company, or they may be ‘carved out’ from existing corporations
wanting to kick-start a new e-commerce business in a specialist and highly-
energised environment.

To date™ we have invested in 16 partner companies.

Performance highlights,
six months to June 2000
— £9.9m invested to date
— Three second-round fundings in the
period (and one since)
— £2.4m revaluation gains in the period
— Cash reserves of £14m versus monthly
recurring operating costs of £0.5m
— Strategic alliance with Diamond
Technology Partners established
to develop jointly e-businesses with
major corporations

* To 30 June 2000. This remains unchanged as at 1 Sep 2000.
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Chairman’s statement

It gives me great pleasure to
introduce Brainspark’s first results
as a public company.

The financial figures show that even at this early stage the business has achieved
strong upward revaluations in its investment portfolio, and retains a secure cash
position for further investments and running costs. At the same time we are seeing
some encouraging developments in Brainspark’'s market and competitor
environment, which bode well for the next stage of the company’s progress.

Financial Summary

The company net asset value at 30 June 2000 was £31.1m, up from £7.4m reported for 31 December 1999.

This increase includes a positive revaluation on investments of £2.4m. Our policy is to record revaluation gains on
investments only when they are objectively demonstrated by an external new funding event. Accordingly, this
reported increase relates only to the three businesses which raised a further round of funding in the period -
Petspark, Metapack, and Leisurehub. Since 30 June an additional partner company, Easyart, has agreed further
funding also, giving an appreciable uplift on Brainspark’s investment.

The increase in net asset value includes the net £26.7m of new funds raised in March and April - mostly through
our flotation on April 7th and the previous fundraising in March. Day-to-day operating costs have been tightly
controlled from the outset and amount to £2.9m for the period. The only other costs in the period are exceptionals
relating to National Insurance payments and non-cash provisions relating to the Employee Benefit Trust. These are
described more fully in the notes to the Financial Statements.

Funds raised, and use, Sep 1999 to June 2000

£34.4m Raised £34.4m Use
Other* £3.5m Cash balances £14.0m
Flotation (apr ‘00) £18.6m
£5.3m
Operating costs / Capex £5.2m
£6.2m
£9.9m

£6.1m

* Equity for Petspark stake; warrants exercised

Brainspark’s cash position remains healthy. As at 30 June the Group had £14m cash balances available for funding
further investment projects and operating costs. Total equity invested since inception totalled £9.9m, and the
balance of the expenditure comprises investments in our own shares by the Employee Benefit Trust, and our
operating costs - including capital expenditure on the fit-out of The Lightwell premises in Clerkenwell.

Investments Review

At 30 June Brainspark had invested in sixteen partner companies, eight prior to the April flotation and eight
subsequently. The current progress of each of these businesses is detailed in the next section of this report.

We have progressively shifted our investment strategy away from the B2C arena towards B2B services

(e.g. iProx; Gasworld) and internet infrastructure (e.g. Kerb; EC1 Media) where we believe that the returns will be
sustainably attractive. We continue to receive a large number of proposals and our investment focus will evolve on
an ongoing basis to reflect what we perceive to be the best available returns for our shareholders.

Funds invested, and current valuation

Investments at cost Investments at June ‘00 valuation

Revaluation uplift*

* Petspark, Metapack, Leisurehub only

We are very pleased by the three second-round financings completed in the May/June period for Petspark,
Metapack and Leisurehub, given the tough market conditions of recent months. These have been at an average
company revaluation multiple of just over five times and an average Brainspark holding multiple of just under
three times (after full dilution). This strong performance has continued since, with the further funding for Easyart
being secured in the second week of August, providing a similar valuation uplift on Brainspark’s holding.
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Chairman’s statement

Brainspark Operations

The company’s operating expenditure is under tight day-to-day control, and we have budgeted for it to remain at its
current monthly level of £0.5m (before exceptionals) for the rest of this year. Staff expenses comprise the biggest
single portion of these costs. With our current complement of 28 we already cover all the critical areas of expertise
for rapidly developing web businesses, including general management, project management, content development,
marketing, finance, human resources and web technology.

Cash balances, and expenditure rate

£0.5m
Monthly operating costs

£14.0m
Cash balances, June 2000

The other major element of our operating costs relates to our physical premises - The Lightwell - and its IT
infrastructure. A significant proportion of this building is occupied by partner companies, and the remainder
houses the Brainspark staff. It is our policy that companies that have completed full second round funding events
will move out of The Lightwell as soon as is practicable thereafter. Two of these moves are anticipated to take
place by the end of the year. We strongly believe that providing these physical premises combined with a full range
of day-to-day support skills significantly enhances the pace of early development of our partner companies.

In addition, we are finding this aspect of Brainspark’s operations is increasingly differentiating us from our
competitors in the eyes of the investment community and also potential partner companies.

Market Developments

The internet strategic investment market has moved on at an extraordinary pace since the beginning of this year.
We continue to develop our plans in response to these external changes, and our current thinking is influenced by
three specific trends in particular.

a) Market sentiment is evolving rapidly. This has swung from an extraordinary high at the end of last year to a low in
the past few months, and now we believe a new 'third phase’ is emerging. This is one of restored enthusiasm for the
unique business opportunities offered by the internet (very rapid growth at relatively low capital cost), but tempered
by greater selectivity based on time-proven criteria like quality of management team and clarity of profit potential.

b) The competitive arena is maturing. In the past few months several announcements have been made by
established "brand name’ consulting and finance houses like Bain, KKR, and Goldman Sachs proposing
partnerships to address internet investment opportunities. We have also seen several newly-formed ‘incubators’
merge or be acquired. Both these developments are very encouraging. The first is welcome endorsement of the
scale of the overall market opportunity, and the second is evidence that only the committed and well-capitalised
like Brainspark are likely to thrive.

c) ‘Corporate carve-outs’ are emerging as an attractive opportunity. It is now clear that alongside talented
entrepreneurs large corporations have the opportunity to develop valuable internet-based businesses. Typically this
involves leveraging greater returns from an existing asset, be it a brand, a customer base, or a strong supply-chain
position. Doing this successfully requires the “carving-out” of a new entity - at least temporarily - outside the
cultural and procedural constraints of the parent organisation.

Partnering with a ‘full-service” incubator like Brainspark is an ideal way to exploit this sort of opportunity. Our first
such deal - Globe-rail - was signed in May, in which we are partnering with a corporate in the rail industry together
with the e-consulting firm Diamond Technology Partners (DTP). We are excited by its potential and intend to seek
more investment opportunities of this nature. This is why we have recently extended our strategic relationship with
DTP, as announced last month, whereby Brainspark and DTP will actively seek several ‘carve-out’ deals per year on
which they can work together.

Outlook for Brainspark

These three market trends are all positive news for Brainspark. They should improve the environment for securing
follow-on funding for our existing investments, which has been particularly tough over the past quarter. They should
also rationalise the level of competition for attractive new deals. | believe Brainspark will be well-placed in the
marketplace for further deals, as only well-capitalised incubators with real infrastructure and skills to offer will
represent attractive investment partners.

In summary, | believe that in the short period between its formation and this first set

of public results Brainspark has achieved excellent progress. Our focus for the
remainder of the year will be on realising the full potential of existing investments and on
developing our ability to exploit attractive corporate carve-out opportunities. The company
has a strong and well-balanced management team, a strong financial position, and well-
established investment and business management disciplines. These features make the
outlook for both our existing investments and for new projects very promising.

Dbobince { Thonas

Barbara S. Thomas Chairman
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07 Brainspark Plc
Financial statements
(unaudited)

Consolidated profit and loss account

Notes Six months Period to
to 30 June 2000 31 December 1999
£000 £000
Operating expenses - recurring 3(b) (2,868) (373)
Operating expenses - exceptional 3 (c) (2,961) -
Operating loss (5,829) (373)
Share of operating losses of associated undertakings 3(d) (1,667) (246)
Total operating loss (7,496) (619)
Profit on deemed disposal of interests in associated undertakings 3 (e 1,221 -
Interest (net) 3(f) 328 58
Loss on ordinary activities before taxation (5,947) (561)
Tax on loss on ordinary activities 3(g) (27) (10)
Retained loss for the period (5,974) (571)
Loss per share (p) - basic and diluted 4 (5.6) (1.4)
Consolidated statement of total
recognised gains and losses
Loss for the period (5,974) (571)
Revaluation of fixed asset investments 719 -
Total recognised gains and losses for the period (5,255) (571)
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Financial statements
(unaudited)

Balance sheets

Notes Company Group Group
30 June 2000 30 June 2000 31 December 1999
£000 £000 £000
Fixed assets
Tangible assets - 812 7
Investment in subsidiary undertaking 2 5,383 - -
Investments in associated undertakings 2 - 8,304 3,166
Other investments 2 - 1,568 -
Investment in own shares 2 4,342 4,342 -
9,725 15,026 3,173
Current assets
Debtors 12,830 2,087 441
Cash at bank and in hand 8,532 14,020 3,647
21,362 16,107 4,088
Creditors due within one year (4) (1,379) (115)
Net current assets 21,358 14,728 3,973
Total assets less current liabilities 31,083 29,754 7,146
Provisions for liabilities and charges - (1,044) -
Net assets 31,083 28,710 7,146
Capital and reserves
Called up share capital 1,231 1,231 1
Share premium account 5 26,312 26,312 7,688
Revaluation reserve 5 4,507 719 -
Other reserves 5 - 6,813 -
Profit and loss account 5 (967) (6,365) (543)
Equity shareholders’ funds 31,083 28,710 7,146

Reconciliation of movements in
shareholders’ funds (note 5(c))

Opening shareholders’ funds - 7,146 -
Movements relating to capital
Opening capital within subsidiary undertaking 7,602 - -
New share capital issued 27,543 26,667 7,689
Less: issued for shares in subsidiary undertaking (876) - -
34,069 26,667 7,689
Profits and losses for period
Retained loss for period excluding operating expenses-exceptional (2,548) (3,013) (571)
Operating expenses - exceptional 3(c) (2,961) (2,961) -
Retained loss for period (5,509) (5,974) (571)
Charge for issue of shares at below market value 152 152 28
(5,357) (5,822) (543)
Revaluation of fixed asset investments 2,371 719 -
Closing shareholders’ funds 31,083 28,710 7,146
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Financial statements
(unaudited)

Consolidated cash flow statement

Six months Period to
to 30 June 2000 31 December 1999
£000 £000
Net cash outflow from operating activities (3,605) (624)
Returns on investments and servicing of finance
Net interest received 320 17
Capital expenditure and financial investments
Purchase of tangible fixed assets (960) (14)
Purchase of other investments (849) -
Loans to associated undertakings (274) -
Investment in own shares (5,323) -
Purchase of investments in associated undertakings (5,603) (1,889)
Net cash outflow before management of liquid
resources and financing (16,294) (2,510)
Financing
Issue of ordinary share capital, less costs 26,667 6,157
Increase in net cash for the period 10,373 3,647
Reconciliation of net cash flow to
movement in net cash
Net cash at beginning of period 3,647 -
Increase in net cash in the period 10,373 3,647
Net cash at end of period 14,020 3,647
Reconciliation of operating loss to net
cash outflow from operating activities
Total operating loss (7,496) (619)
Share of operating losses of associated undertakings 1,667 246
Depreciation 155 7
Provision against investment in own shares 981 -
(Increase) in debtors (1,373) (401)
Increase in creditors 1,265 115
Charge for issue of shares at below market value 152 28
Increase/(decrease) in provisions 1,044 -
Net cash outflow from operating activities (3,605) (624)




1. Basis of preparation

Group re-organisation The company was incorporated on é February 2000. On 1 March 2000 the
company issued 8,762,000 10 pence shares (subsequently subdivided into 87,620,000 1 penny
shares) pursuant to the acquisition of the entire issued share capital of Brainspark Associates
Limited. The company has taken advantage of merger relief in respect of this acquisition and
accordingly no share premium was recorded relating to the issue of those shares.

Comparatives As the company was formed during the period, there are no comparative figures
for 31 December 1999. The comparative amounts shown for the group are those for Brainspark
Associates Ltd, treating the associated undertakings as consolidated from the date that the
investment was made.

Associated undertakings Investments in associated undertakings are carried at cost or valuation.
Cost is based on the fair value of the consideration paid for the investment, including acquisition
costs. Where a different valuation is demonstrated by a transaction in the investee’s shares, the
group’s investment is carried at a corresponding revalued amount.

In the consolidated financial statements the investments in associated undertakings comprise the
group’s share of net assets together with unamortised goodwill.

Other investments Investments in unlisted investments are carried at cost or valuation. Investments
in subsidiaries are carried at underlying net asset value. Investments in own shares are carried at
cost less a provision for any reduction in market value.

Goodwill 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, has been capitalised
and included within investments in associated undertakings in the consolidated balance sheet.
Itis eliminated by amortisation through the profit and loss account over its useful economic life.

2. Investments

Company Investr(r;wreonutz Company and Group
Investment in in associated Group Investment in
subsidiary undertaking undertakings  Other investments own shares
£000 £000 £000 £000
Cost
At 31 December 1999 - 3,422 - -
Additions 876 5,603 849 5323
At 30 June 2000 876 9,025 849 5,323
Revaluations and provisions
At 31 December 1999 - - - -
Arising in the period 4,507 - 719 (981)
At 30 June 2000 4,507 - 719 (981)
Share of net assets
At 31 December 1999 - 402 - -
Additions - 1,453 - -
Share of profits/(losses) arising in period - (1,045) - -
Profit on deemed disposal of interests in
associated undertakings (note 3(e)) - 1,221 - -
At 30 June 2000 - 2,031 - -
Goodwill
At 31 December 1999 - 2,764 - -
Arising in period - 4,150 - -
Amortisation charged in the period - (641) - -
At 30 June 2000 - 6,273 - -
Net book amount
At 31 December 1999 - 3,166 - -
At 30 June 2000 5,383 8,304 1,568 4,342

The investments held by the company’s subsidiary were revalued in the accounts of the subsidiary
at £12,245,000 as at 30 June 2000. The revaluation gain of £2,371,000 is included in the revaluation
of the company’s investment in subsidiary as shown in note 5(c).

At the time of flotation a loan of £5.3m was made to an Employee Benefit Trust, which invested the
proceeds wholly in shares in the company. 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 flotation. A full discussion is presented in the flotation prospectus.
This arrangement is treated as an investment in the company’s own shares. The provision arises
from the reduction in the company’s share price between 125p at flotation and 105.5p at 30 June.
In the event that the mid-market share price remains at 88.5p, the level as at 31 August, a further
provision amounting to £717,000 would be required. However the provision for National Insurance
referred to in note 3(c) would correspondingly be reduced by £303,000.

3. Profit and loss account

Six months to Period to
30 June 2000 31 December 1999
£000 £000
(a) Group turnover
Group turnover and share of associates 383 83
Less: share of associates (383) (83)
Turnover - -
(b) Operating expenses - recurring
Staff expenses 1,143 196
Premises and IT costs 830 106
Other expenses 895 71
Total 2,868 373

Premises costs include the whole costs of The Lightwell building, of which a significant
proportion is occupied by companies in which the group has invested for which a charges is levied
after second round funding. The remainder is occupied by Brainspark Plc and subsidiaries.

(c) Operating expenses - exceptional
National Insurance paid and provided relating to warrants
Provision against investment in own shares (see note 2)

(1,980 -
(981) -

(2,961) -

10 Brainspark Plc
Notes

(d) Share of associated undertakings’ operating profits/(losses)

Six months to Period to

30 June 2000 31 December 1999

£000 £000

Share of operating profits/[losses) (1,026) (80)
Amortisation of goodwill (641) (1686)
Total (1,667) (246)

(e) Exceptional item - profit on deemed disposal of interests in associated undertakings

This profit represents the net increase in the group’s share of the net assets of two associated
undertakings, Leisurehub and Petspark, when they raised new capital from third parties.

The group did not acquire additional shares in those undertakings and as a result its shareholding
was diluted. In accordances with FRS9 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
period. Metapack, which also raised capital from third parties and the group, was not treated

as an associated undertaking and accordingly no such gain arose in the consolidated profit and
loss account.

(f) Net interest

Group 320 58
Share of associated undertakings 8 -
Total 328 58
(g) Tax

Group - -
Share of associated undertakings (27) (10)
Total (27) (10]

4. Loss per share

The loss per share is based on the loss after tax for the period of £5,974,000 (period to 31
December 1999 £571,000) and a weighted average number of shares in issue of 106,351,802
(period to 31 December 1999 41,889,851). In calculating the weighted average number of shares
inissue it has been assumed that the number of shares in issue immediately after the group
reorganisation had been in issue since 22 September 1999, when substantially 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, that correspond with the issued share capital at that time.

5. Reserves
Revaluation Other Profit and
Share premium reserve reserves loss account
£000 £000 £000 £00

(a) Group
At 31 December 1999 7,688 - - (543)
Effect of group re-organisation (7,688) - 6,813 -
Arising on issue of share capital 26,312 - - -
Revaluation of investments - 719 - -
Issue of shares at below market value - - - 152
Retained loss for period - - (5,974)
At 30 June 2000 26,312 719 6,813 (6,365)
(b) Company
Arising on issue of share capital 26,312 - - -
Revaluation of investment in subsidiary - 4,507 - -
Retained loss for period - - - (967)
At 30 June 2000 26,312 4,507 — (967)

(c) The company’s investment in subsidiary is held at net asset value. Accordingly the movements
in the reserves of the company’s subsidiary are reflected in the revaluation of the company’s
investment in subsidiary. Such movements are included in the following amounts, comprising the
revaluation of the investment in subsidiary, which are included in the reconciliation of movements
in shareholders’ funds for the company:

Company
£000
Movements relating to capital
Opening capital within subsidiary 7,402
Less: share capital issued for shares in subsidiary undertaking (876)
Profits and losses for period
Retained loss for period excluding operating expenses-exceptional (2,562
Operating expenses - exceptional (1,980)
Issue of shares at below market value 152
Revaluation of investments 2,371
Revaluation of investment in subsidiary undertaking 4,507

6. The financial statements for the six months ended 30 June 2000 have not been audited.
The financial information set out herein for the period to 31 December 1999 does not comprise
statutory accounts within the meaning of the Companies Act 1985. The statutory accounts of
Brainspark Associates Limited for the period ended 31 December 1999, incorporating an
unqualified auditors’ report, have been delivered to the Registrar of Companies. A copy of this
announcement is being sent to all shareholders and further copies may be obtained from the
company’s office: The Lightwell, 12-16 Laystall Street, London EC1R 4PF.
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