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CHAIRMAN’S STATEMENT

Year ended 31 March 2004

Introduction
The enclosed report and accounts cover the year to 31 March 2003 and incorporate the acquisition of
ARC Risk Management Limited (“ARC”), which was completed on 29 July 2002.The initial prospects for
ARC were described in the prospectus issued last July and in the Interim Statement sent to shareholders
in November last year.

Results and dividend
The loss on ordinary activities for the 12 months to 31 March 2003 amounted to £903,015 (15 months
ended 31 March 2002: loss £994,249).This figure includes a provision of £250,579 (2002: £Nil) in respect
of the impairment of the book value of certain intangible fixed assets. The loss per share is 1.09p
(2002: loss 2.89p) and no dividend is recommended. As a result of this loss, shareholders’ funds at
31 March 2003 amounted to £348,758 (2002: £520,473).

Business review
ARC has three business divisions: security training, consultancy and Red24. However, although sales from
these divisions rose from £431,877 in the 10 months to 31 March 2002 to £858,024 in the 12 months
to 31 March 2003, only the sales for the 8 months from the date of acquisition of ARC to 31 March 2003
are included in the Group accounts.

The training division has had a sound year, significantly increasing sales and developing new training
courses to meet the needs of our blue chip client base.The division strengthened its team during the
year and is now recognised as the UK’s leading provider of security management training and,
internationally, as one of the leading security management training organisations in the world.This division
is profitable and has continued to develop its income since the year end, sales in the first quarter being
50 per cent. up on the same period in the previous year.

The consultancy division incorporates the work done for insurance underwriters, project management
and the sale of contingency planning products derived from the original investment in Level One. In my
Interim Report I said that sales in this area had been disappointing, but I am pleased to report that the
division has now been reorganised with some success to focus on developing work for key underwriters.
Revenue in the second half year was 45 per cent. higher than in the first half year and has continued to
grow since, the first quarter’s revenue being twice that of the same period in the previous year. This
improvement in revenue has made the division profitable and has enabled it to develop further its
product offering to address the concerns of underwriters that the cover offered was too wide for the
premium charged.The new product incorporates a significant training element and will benefit both this
division and the training division.The division is in advanced discussions with a leading broker to launch
the product on an exclusive basis this autumn with the product cover backed up by a leading underwriter.

Red24 and the products derived from it remain both the most exciting and, at the same time, the most
frustrating part of the business. Red24 was launched in the summer of 2002 and has been well received
both by assistance companies and financial institutions, who perceive the need to provide their customers
with a security assistance product along the lines of the well established medical, travel and legal
assistance products.The division has spent a considerable amount of time and money in developing and
providing this assistance and, during the year, non English language versions have been made available as
have specialist assistance products for particular markets such as Red24 Auto.A major international bank
now incorporates Red24 as a standard part of its Platinum and International insurance products and
Red24 is also offered at advantageous rates in many employment benefit packages. In the UK,Times Right
Marketing have been appointed as marketing agents for the product and we are also close to signing a
licensing agreement for the North American Market. In South Africa we are endeavouring to develop the
market itself through links with car rental and tourist organisations. Whilst it has taken considerably
longer than anticipated to translate all this activity into sales revenues, your Board still believes that
Red24 is not only the best security assistance product commercially available but also the least expensive.
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Revenue is building, albeit slowly, and, if it continues to grow according to plan, this division should have
acquired sufficient mass to be self sufficient by the end of the year.

Financial position
Your Board has been making significant efforts to boost revenues and reduce costs, and losses in the
current financial year are substantially below budget. It is, therefore, anticipated that break even can be
achieved before the year end. However, the delays in translating the Red24 sales activity into revenue have
increased the Group’s working capital requirements beyond the level anticipated last July. Consequently,
although a further £250,000 was raised in May 2003, principally in equity, the Board will be seeking to
place further shares to raise up to £250,000 to satisfy the Company’s working capital requirements, and
your authority to do so will be sought at the Annual General Meeting. Unfortunately it will not be
possible to undertake a formal rights issue or similar share offer to all shareholders as the Board
considers that, given the costs and time involved when compared to the size of the fundraising being
considered, this would not be in the best interests of the Company. As there can be no guarantee that
such an equity fundraising can be successfully completed, the Board will also explore other methods of
finance and, in that event, the Company has received assurances from the Directors and their associates
that they would provide funds to a value of £100,000 if required.

Shareholder gift
We are enclosing a free Red24 membership for each shareholder which the Board would encourage you
to use, both to see for yourselves the quality of the service and also to enable you to appreciate fully its
potential and the benefits that success in this field will bring to all shareholders.

The Board
In June 2003 Rupert Reid resigned to pursue other interests and has not been replaced.The Board would
like to express their appreciation of the contribution he has made to the Company’s development.

The Board have reviewed the needs of the Group and have concluded that these can be met satisfactorily
without replacing Mr Reid.The structure of the Board will be kept under review as the business grows.

Outlook
I believe your Company has developed an exciting range of security related products and services and I
am cautiously optimistic that, provided the necessary finance is available, these products and services will
produce the income and profitability to justify the investment shareholders have made in them and in the
Company.

Simon Richards
Chairman

• July 2004
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DIRECTORS’ REPORT

Year ended 31 March 2004

The directors present their report and the audited financial statements of the company and of the group
for the year ended 31 March 2004.

Principal activities, business review and future developments
The company acts as a holding company.The principal activity of its wholly-owned trading subsidiaries is
the provision of security risk management services. This activity is expected to continue for the
foreseeable future.

A detailed review of the business is contained in the Chairman’s Statement on pages 3 and 4.

Results for the year
The financial results for the year ended 31 March 2004 are set out in the accompanying financial
statements. No dividend is recommended.

Directors
S A Richards, J E A Mocatta, R G C Whiting and S G Wakeling held office throughout the year. R J G Reid
held office during the year, but resigned on 9 June 2003, having ceased working for the group in March
2003. M S H Worsley-Tonks was appointed on 3 November 2003.

M S H Worsley-Tonks, who has been appointed as a director since the last Annual General Meeting,
retires in accordance with the Articles of Association of the company and, being eligible, offers himself
for re-election.

S A Richards retires by rotation at the forthcoming Annual General Meeting and, being eligible, offers
himself for re-election.

Biographies of directors
Simon Richards is the company’s non-executive chairman.He also acts as the company’s part time Finance
Director and is the chairman of Financial & General Limited and of Sidebell Limited. He is a Chartered
Accountant.

John Mocatta, a Chartered Accountant, is a specialist in corporate finance and company reorganisation
and has previously been both an executive and a non-executive director of a number of public companies.

Robert Whiting is the company’s Chief Executive. He has spent over 15 years in the international financial
services sector, primarily in the UK and Asia and the last four years in the security industry creating and
building up the ARC Group.

Simon Wakeling has over 20 years’ experience in sales and marketing, with the last seven being in the
security industry. He is responsible for ARC’s marketing, sales and customer service principally focussed
on the Red 24 product and services.

Mal Worsley-Tonks is a former Lieutenant Colonel in the British Army, having commanded a regular
Parachute Battalion. He has nine years’ experience in the security industry.As Operations Director he is
responsible for all security related aspects of the business worldwide.



Directors’ interests
The interests of the directors holding office at 31 March 2004 in the company’s share capital, including
shares held by companies controlled by the directors, were as follows:

31 March 2004 1 April 2003 or date of appointment if later
New New

ordinary Deferred Ordinary Executive ordinary Deferred Ordinary Executive
shares shares share share shares shares share share

of 1p each of 4p each options options of 1p each of 4p each options options

S A Richards(i) 250,000 50,000 – – 250,000 50,000 – –
J E A Mocatta 500,000 200,000 – – 500,000 200,000 – –
R G C Whiting(iv) 10,499,221 – 1,400,000(ii) 1,400,000(iii)8,425,000 – 1,400,000(ii)1,400,000(iii)

S G Wakeling 6,559,833 – 1,400,000(ii) 1,400,000(iii)6,900,000 – 1,400,000(ii)1,400,000(iii)

M S H Worsley-
Tonks 1,000,000 – – – – – – –

(i) S A Richards is also interested in the shares of Sidebell Limited, which held 33,192,500 new ordinary
shares of 1p each and 17,100,000 deferred shares of 4p each at 31 March 2004 (1 April 2003:
36,042,500 new ordinary shares of 1p each and 17,100,000 deferred shares of 4p each).At 31 March
2004 Sidebell Limited also held 8,500,000 warrants to subscribe for new ordinary shares of 1p each
in the company at a subscription price of 1p per share exercisable at any time up to 30 September
2006.

(ii) Ordinary share options were available to be exercised if the consolidated audited profit before tax
of the group derived from its normal operating activities in the financial year ended 31 March 2004
had exceeded £750,000.These options has now lapsed as the required profit target has not been met.

(iii) Executive share options may be exercised if the consolidated audited profit before tax of the group
derived from its normal operating activities in the financial year ending 31 March 2005 exceeds
£2,000,000.The options are exercisable at 1.25p per share between 31 March 2005 and 28 July 2012.

(iv) R G C Whiting is also interested in the shares of Regent Trust Company Limited.At 31 March 2004
Regent Trust Company Limited held 1,500,000 warrants to subscribe for new ordinary shares of 1p
each in the company at a subscription price of 1p per share, exercisable at any time up to 
30 September 2006.

On 16 April 2004 options were granted to the directors over new ordinary shares of 1p each in the
company at an exercise price of 1.875p per share as follows:

S A Richards 500,000
J E A Mocatta 500,000
R G C Whiting 3,750,000
S G Wakeling 3,250,000
M S H Worsley-Tonks 1,750,000

These options are exercisable between 16 April 2006 and 15 April 2014.

Apart from the grant of options noted above, there were no changes to the directors’ interests in the
company’s share capital between 31 March 2004 and [•] June 2004.

6



Substantial shareholdings
The following shareholders had advised the company of holding an interest of 3 per cent or more in the
issued share capital of the company at [• 2004]:

Number of Percentage
new ordinary of issued

shares of ordinary
1p each share capital

Raven Nominees Limited 33,297,257 15.19%
Sidebell Limited 33,192,500 15.14%
Chase Nominees Limited 17,545,580 8.00%
Nortrust Nominees Limited 16,202,858 7.39%
City Equities (Nominees) Limited 10,630,000 4.85%
Regent Trust Company Limited 9,499,221 4.33%
BNY GIL Client Account (Nominees) Limited LST Acct 8,899,752 4.06%
Markel International Limited 7,000,000 3.19%

Equal opportunities
The group endorses and supports the principles of equal employment opportunities. It is the policy of
the group to provide equal employment opportunities to all qualified individuals, which ensures that all
employment decisions are made, subject to legal obligations, on a non-discriminatory basis.

Disabled employees
Applications for employment by disabled persons are always fully considered, bearing in mind the
aptitudes of the applicant concerned. In the event of members of staff becoming disabled, every effort is
made to ensure that the training, career development and promotion opportunities of disabled persons
should, as far as possible, be identical with those of other employees.

Suppliers’ payment terms
It is the policy of the group to agree terms of payment with its suppliers when trading relationships are
established, to ensure that the terms of payment are clear and to abide by the agreed terms, provided
the suppliers meet their obligations. Creditor days at 31 March 2004 were 41 (2003: 49).

Employee participation
The group places considerable value on the involvement of its employees and keeps them informed of
matters affecting them as employees and on the various factors affecting the performance of the group.

Auditors
Baker Tilly have agreed to offer themselves for re-appointment. A resolution proposing their 
re-appointment will be proposed at the forthcoming Annual General Meeting.

By order of the Board

J E A Mocatta
Secretary

• 2004

7



CORPORATE GOVERNANCE

The Directors’ policy is to manage the affairs of the group in accordance with the Principles of Good
Governance and Code of Best Practice annexed to, but not forming part of, the Listing Rules of the
Financial Services Authority (“the Combined Code”).

Application of the principles of good governance
The names of the directors and their respective responsibilities are shown on page 2.The Board meets
regularly and receives appropriate information from management in advance of its meetings.

The composition of the Remuneration Committee is shown below and the statement of the
remuneration policy developed by the Committee and details of each director’s remuneration are given
on pages 11 and 19 respectively.

The Board’s assessment of the group’s position and prospects are set out in the Chairman’s statement
on pages 3 and 4. The composition of the Audit Committee is shown below. The Audit Committee
operates under terms of reference agreed by the whole Board and meets with the auditors to consider
the group’s financial reporting in advance of its publication.

Compliance with the code of best practice
The directors have reviewed the governance arrangements of the group in the context of the Combined
Code and are pleased to report that the group has complied with the Code of Best Practice since its
admission to the Alternative Investment Market of the London Stock Exchange save that:

(a) In view of the relatively small size of the Board, a Nominations Committee has not been appointed.

(b) The Remuneration Committee consists of J E A Mocatta as Chairman and S A Richards.

(c) The Audit Committee consists of J E A Mocatta as Chairman and S A Richards.

(d) The directors support the recommendations of The Turnbull Report, which provides guidance on
the application of the recommendations of the Combined Code on internal controls and are
implementing them, as far as is relevant to a group of this size, within the parameters set out below.

Internal financial control
The Board of directors has overall responsibility for ensuring that the group maintains a system of
internal financial control to provide them with reasonable assurance regarding the reliability of financial
information used within the business and for publication and that assets are safeguarded. There are
inherent limitations in any system of internal financial control and accordingly even the most effective
system can provide only reasonable, and not absolute, assurance with respect to the preparation of
financial information and the safeguarding of assets.

The key features of the internal financial control system that operated during the year may be
summarised as follows:

● clear lines of authority, responsibility and financial accountability;

● the preparation of a comprehensive annual budget, approved by the Board;

● consideration and review by the Board of monthly management accounts which compare actual
results with budgets and prior years’ results;

● regular reporting of legal and accounting developments to the Board;

● comprehensive accounting policies and regular reviews of compliance with those policies; and
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● on behalf of the Board, the Audit Committee has reviewed the interim results and annual financial
statements along with the nature and scope of the external audit.Action is taken to ensure that any
significant findings or risks identified by these reviews are dealt with.

The Audit Committee reviews the operation and effectiveness of this framework on a regular basis.The
directors consider that there have been no weaknesses in internal financial control that have resulted in
any material losses, contingencies or uncertainties requiring disclosure in the group’s financial statements.

Going concern
Having made enquiries, the directors have a reasonable expectation that the that the company and the
group as a whole will have adequate resources to continue in operational existence for the foreseeable
future. For this reason they continue to adopt the going concern basis in preparing the accounts. Further
details are included in note 1(k) to the financial statements.

Audit Committee
The Audit Committee is responsible for ensuring that the financial performance of the group is properly
monitored and reported upon, for meeting the auditors and for reviewing reports from the auditors
relating to accounts and internal control systems.The Audit Committee comprises two non-executive
directors, J E A Mocatta (Chairman) and S A Richards.

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

(a) select suitable accounting policies and then apply them consistently;

(b) make judgements and estimates that are reasonable and prudent;

(c) state whether applicable Accounting Standards have been followed subject to any material
departures disclosed and explained in the financial statements; and

(d) prepare the financial statements on the going concern basis unless it is inappropriate to assume that
the company and the group as a whole will continue in business.

The directors are also responsible for ensuring that the group keeps proper accounting records that
disclose with reasonable accuracy at any time the financial position of the group and enable them to
ensure that the financial statements comply with the Companies Act 1985.They are also responsible for
safeguarding the assets of the group and hence for taking reasonable steps for the prevention and
detection of fraud and other irregularities.

The directors are responsible for ensuring that the directors’ report and other information included in
the annual report are prepared in accordance with company law in the United Kingdom.

Auditors’ responsibilities
Company law requires auditors to form an independent opinion on the financial statements presented
by the directors based on their audit and to report their opinion to the shareholders.The Companies
Act 1985 also requires auditors to report to the shareholders if the following requirements are not met:

● that the group has maintained proper accounting records;

● that the financial statements are in agreement with the accounting records;

● that directors’ emoluments and other transactions with directors are properly disclosed in the
financial statements; and
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● that the auditors have obtained all the information and explanations which, to the best of their
knowledge and belief, are necessary for the purpose of their audit.

The auditors’ opinion does not encompass the Chairman’s Statement, the Directors’ Report, the
disclosures relating to corporate governance or the Remuneration Report. However, the Companies Act
1985 requires auditors to report to the shareholders if the matters contained in the Directors’ Report
are inconsistent with the financial statements.

Auditor independence
The Audit Committee undertakes a formal assessment of the external auditors’ independence each year
which includes:

● a review of non-audit services provided to the group and related fees;

● discussion with the auditors of a written report detailing relationships with the company and any
other parties that could affect independence or the perception of independence;

● a review of the auditors’ own procedures for ensuring independence of the audit firm and partners
and staff involved in the audit, including the regular rotation of the audit partner; and

● obtaining written confirmation from the auditors that, in their professional judgement, they are
independent.

An analysis of the fees payable to the external audit firm in respect of both audit and non-audit services
during the year is set out in Note 3 to the accounts.

International Accounting Standards
Under a European Union Directive, the company will be required to present its financial statements in
accordance with International Accounting Standards with effect from the year ending 31 March 2006.
Preliminary work undertaken by the directors suggests the company will need to adopt different
accounting policies in some areas, such as foreign currency translation, and there will be a number of
presentational changes to the format of the financial statements. However, with the exception of
goodwill, which will be subject to annual impairment reviews rather than systematic amortisation, the
directors do not expect that the introduction of International Accounting Standards will result in material
changes to the reported profits or losses of the group.The directors intend to provide more detailed
information on the effect of the introduction of International Accounting Standards on the group’s
financial statements in the annual report for the year ending 31 March 2005.

On behalf of the board

S A Richards
Director

• 2004
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REMUNERATION REPORT

Year ended 31 March 2004

The Remuneration Committee comprises J E A Mocatta, as Chairman, and S A Richards.

Policy on remuneration of executive directors
The purpose of the Remuneration Committee is to consider all aspects of executive directors’
remuneration and determine the specific remuneration packages of each of the executive directors and,
as appropriate, other senior executives, ensuring that the remuneration packages are competitive within
the service industry and reflect both group and personal performance.

The current remuneration packages of the executive directors consist of basic salary and share options.

R G C Whiting and S G Wakeling have service contracts with the company, which are capable of
termination by either party giving not less than 12 months’ notice.

Worsley-Tonks Consulting has agreed to provide the services of M.S.H. Worsley-Tonks to ARC Risk
Management Limited under an agreement dated 23 September 2003.The agreement may be terminated
by either party giving not less than 30 days’ notice.

Non-executive Directors
The remuneration of the Non-Executive Directors is set by the Board as a whole.

The Non-Executive Directors have letters of appointment, which are capable of termination by
12 months’ notice by either party.

Directors’ remuneration
A full analysis of directors’ remuneration is shown in note 7 to the financial statements.

J E A Mocatta
Chairman
Remuneration Committee

• 2004
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INDEPENDENT AUDITORS’ REPORT

Year ended 31 March 2004

Independent auditors’ report to the shareholders of ARC Risk Management Group plc

We have audited the financial statements on pages 13 to 30.

This report is made solely to the company’s members, as a body, in accordance with section 235 of the
Companies Act 1985. Our audit work has been undertaken so that we might state to the company’s
members those matters we are required to state to them in an auditor’s report and for no other
purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to anyone
other than the company and the company’s members as a body for our audit work, for this report, or
for the opinions we have formed.

Respective responsibilities of directors and auditors
The directors’ responsibilities for preparing the Annual Report and the financial statements in accordance
with applicable law and United Kingdom Accounting Standards are set out in the paragraph headed
‘Directors’ responsibilities’ in the corporate governance statement.

Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory
requirements and United Kingdom Auditing Standards.

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

We read the other information contained in the Annual Report and consider whether it is consistent with
the audited financial statements.This other information comprises only the Directors’ Report, Chairman’s
Statement, Remuneration Report and Corporate Governance Statement.We consider the implications for
our report if we become aware of any apparent misstatements or material inconsistencies with the
financial statements. Our responsibilities do not extend to any other information.

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

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

Opinion
In our opinion the financial statements give a true and fair view of the state of affairs of the company and
of the group at 31 March 2004 and of the loss of the group for the year then ended and have been
properly prepared in accordance with the Companies Act 1985.

Baker Tilly 
Registered Auditor
Chartered Accountants

2 Bloomsbury Street
London WC1B 3ST 

• 2004
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CONSOLIDATED PROFIT AND LOSS ACCOUNT

for the year ended 31 March 2004

15 months 
Year ended ended
31 March 31 March

2004 2003
Notes £ £

Turnover 1(c), 2 971,427 620,857
Cost of sales (368,897) (276,180)

––––––––––– –––––––––––

Gross profit 602,530 344,677
Administrative expenses (1,354,516) (998,855)
Administrative expenses – impairment of intangible fixed assets (169,974) (250,579)
Other operating income 1,938 –

––––––––––– –––––––––––

Operating loss 3 (920,022) (904,757)

Interest receivable 4 1,522 7,255
Interest payable 5 (6,746) (5,513)

––––––––––– –––––––––––

Loss on ordinary activities before taxation 2 (925,246) (903,015)

Taxation 8 – –
––––––––––– –––––––––––

Loss for the year (925,246) (903,015)

Accumulated losses brought forward (2,310,118) (1,407,103)
––––––––––– –––––––––––

Accumulated losses carried forward (3,235,364) (2,310,118)
––––––––––– –––––––––––––––––––––– –––––––––––

Loss per share (pence) 9 (0.60p) (1.09p)
––––––––––– –––––––––––––––––––––– –––––––––––

All turnover and results arose from continuing operations.

Total recognised gains and losses
The group had no recognised gains or losses other than those shown in the profit and loss account.

13
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CONSOLIDATED BALANCE SHEET

31 March 2004

2004 2003
Notes £ £ £ £

Fixed assets
Intangible assets 10 401,340 684,000
Tangible assets 11 55,456 47,444

––––––––––– –––––––––––

456,796 731,444
Current assets
Debtors: amounts falling due 

within one year 13 242,619 217,332
Cash at bank and in hand 544,150 42,539

––––––––––– –––––––––––

786,769 259,871
Creditors: amounts falling due within 

one year 14 (391,701) (561,739)
––––––––––– –––––––––––

Net current assets (liabilities) 395,068 (301,868)
––––––––––– –––––––––––

Total assets less current liabilities 851,764 429,576

Creditors: amounts falling due after 
more than one year 15 (72,697) (80,818)

––––––––––– –––––––––––

Net assets 779,167 348,758
––––––––––– –––––––––––––––––––––– –––––––––––

Capital and reserves
Called up share capital 16 3,568,108 2,443,675
Share premium account 17 446,423 215,201
Profit and loss account 17 (3,235,364) (2,310,118)

––––––––––– –––––––––––

Equity shareholders’ funds 18 779,167 348,758
––––––––––– –––––––––––––––––––––– –––––––––––

The financial statements on pages 13 to 29 were approved by the Board of Directors on 30 July 2004.

Signed on behalf of the Board of Directors

S A Richards
Directors

R G C Whiting
}
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COMPANY BALANCE SHEET

31 March 2004

2004 2003
Notes £ £ £ £

Fixed assets
Tangible assets 11 – –
Investments 12 818,420 474,000

––––––––––– –––––––––––

818,420 474,000
Current assets
Debtors: amounts falling due 

within one year 13 14,050 21,888
Debtors: amounts falling due 

after more than one year 13 340,011 563,910
Cash at bank and in hand 487,565 94

––––––––––– –––––––––––

841,626 585,892
Creditors: amounts falling due within 

one year 14 (80,321) (206,221)
––––––––––– –––––––––––

Net current assets 761,305 379,671
––––––––––– –––––––––––

Net assets 1,579,725 853,671
––––––––––– –––––––––––––––––––––– –––––––––––

Capital and reserves
Called up share capital 16 3,568,108 2,443,675
Share premium account 17 446,423 215,201
Profit and loss account 17 (2,434,806) (1,805,205)

––––––––––– –––––––––––

Equity shareholders’ funds 18 1,579,725 853,671
––––––––––– –––––––––––––––––––––– –––––––––––

The financial statements on pages 13 to 29 were approved by the Board of Directors on 30 July 2004.

Signed on behalf of the Board of Directors

S A Richards
Directors

R G C Whiting
}

15
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CONSOLIDATED CASH FLOW STATEMENT

for the year ended 31 March 2004

Year ended 15 months ended
31 March 31 March

2004 2003
Notes £ £ £ £

Net cash outflow from operating 
activities 19(a) (749,394) (684,249)

Returns on investments and 
servicing of finance

Interest received 1,522 7,255
Interest paid (6,746) (5,513)

––––––––––– –––––––––––

Net cash (outflow) inflow from 
returns on investments and 
servicing of finance (5,224) 1,742

Capital expenditure
Proceeds of sale of tangible fixed assets – 50,000
Payments to acquire tangible fixed assets (25,817) (28,899)

––––––––––– –––––––––––

Net cash (outflow) inflow from capital 
expenditure (25,817) 21,101

Acquisitions
Purchase of subsidiary undertakings – (137,436)
Net cash acquired with subsidiary 

undertakings – 42,737
––––––––––– –––––––––––

Net cash outflow from acquisitions – (94,699)
––––––––––– –––––––––––

Net cash outflow before financing (780,435) (756,105)

Financing
New hire purchase loans 2,867 –
Repayment of hire purchase loans (468) –
Issue of ordinary share capital 

(net of expenses) 1,293,155 219,831
Repayment of bank loans (10,008) (6,672)
Other loans (3,500) 60,000

––––––––––– –––––––––––

Net cash inflow from financing 1,282,046 273,159
––––––––––– –––––––––––

Increase (decrease) in cash 19(c) 501,611 (482,946)
––––––––––– –––––––––––––––––––––– –––––––––––
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NOTES TO THE FINANCIAL STATEMENTS

31 March 2004

1. Accounting policies

(a) Basis of accounting
The financial statements have been prepared under the historical cost convention and in
accordance with applicable United Kingdom Accounting Standards.

(b) Basis of consolidation
The consolidated profit and loss account and balance sheet include the financial statements of the
company and all of its subsidiary undertakings. The results of subsidiaries sold or acquired are
included in the consolidated profit and loss account up to, or from, the date control passes.

The company has not presented its own profit and loss account as permitted by Section 230 (3) of
the Companies Act 1985.

(c) Turnover
Turnover represents the value of goods sold and services provided, excluding value added tax.
Subscription income is time apportioned over the period to which it relates.

(d) Goodwill
Goodwill, being the excess of the cost of acquisition over the fair value of net assets acquired, is
capitalised and written off over a period not exceeding 20 years.

(e) Tangible fixed assets
Depreciation is provided at the following annual rates in order to write off each asset over its
estimated useful life:

Short leasehold improvements 25% per annum
Fixtures, fittings and equipment 16.67% to 50% per annum
Motor vehicles 20% per annum

The depreciation charge is time apportioned in the years of acquisition and disposal of assets.

(f) Product development
Product development is written off to the profit and loss account as incurred unless the directors
are satisfied as to the technical, commercial and financial viability of individual projects. In this
situation, the expenditure is deferred and amortised over the period during which the company is
expected to benefit.

(g) Deferred taxation
Provision is made at current rates for taxation liabilities deferred in respect of all material timing
differences. Deferred tax assets are only recognised in the financial statements where recovery is
more likely than not. Deferred taxation is measured on a non-discounted basis.

(h) Foreign currency transactions
Transactions expressed in foreign currencies are translated into sterling and recorded at rates of
exchange approximating to those ruling at the date of the transaction.Monetary assets and liabilities
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are translated at rates ruling at the balance sheet date. Exchange differences are included in
operating profit or loss.

Assets, liabilities and results of overseas subsidiaries are translated at the rate ruling at the balance
sheet date.

(i) Pensions
The group operated a defined contribution pension scheme during the year. The assets of the
scheme are held separately from those of the group in an independently administered fund.
Contributions payable for the year are charged to the profit and loss account.

(j) Leasing and hire purchase transactions
Rentals receivable or payable under operating leases are charged to the profit and loss account on
a straight line basis over the period of the lease.

Where an asset is acquired under a finance lease or hire purchase agreement, the asset is capitalised
and the corresponding liability to the finance company is included in creditors. Depreciation on
assets held under finance leases and being acquired under hire purchase agreements is provided in
accordance with the policy noted in (e) above. Finance lease payments and hire purchase
repayments are treated as consisting of capital and interest elements and the interest is charged to
the profit and loss account on a geometric basis over the period of the agreement.

(k) Going concern
In view of the loss for the year the directors have considered the application of the going concern
basis to the preparation of these financial statements.

Experience to date has shown that delays to revenue can occur at any stage and, to provide the
group with additional working capital whilst it develops its sales, particularly for the Red 24
products, the company raised £750,000 in February 2004.Authority is therefore being sought at the
forthcoming annual general meeting for the board to raise additional capital should the need arise,
although the board does not currently anticipate the need to raise further finance. On the basis of
the board’s current expectations the directors are satisfied that it remains appropriate to prepare
the financial statements on the going concern basis.

2. Turnover and segmental analysis
The analysis of the group’s results by area of supply is:

2004 2003
Loss on Loss on
ordinary ordinary
activities Net assets at activities Net assets at

Turnover before tax year end Turnover before tax year end
£ £ £ £ £ £

United Kingdom 970,921 (680,510) 713,179 620,857 (903,015) 348,758
South Africa 506 (244,736) 65,988 – – –

––––––––––– ––––––––––– ––––––––––– ––––––––––– ––––––––––– –––––––––––

971,427 (925,246) 779,167 620,857 (903,015) 348,758
––––––––––– ––––––––––– ––––––––––– ––––––––––– ––––––––––– –––––––––––––––––––––– ––––––––––– ––––––––––– ––––––––––– ––––––––––– –––––––––––
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3. Operating loss 
The operating loss is stated after charging (crediting):

2004 2003
£ £

Impairment of intangible fixed assets 169,974 250,579
Amortisation of intangible fixed assets 112,686 119,525
Depreciation – owned assets 15,446 9,641
Loss on disposal of tangible fixed assets 2,359 –
Auditors’ remuneration – audit services 26,414 21,500

– non audit services 8,778 8,300
Operating lease rentals – land and buildings 54,646 14,241

– equipment 13,014 1,299
Loss on foreign exchange transactions 795 1,373
Rent receivable (1,938) –

––––––––––– –––––––––––––––––––––– –––––––––––

Auditors’ remuneration includes £32,450 (2003: £29,800) in respect of the group auditors, of which
£25,000 (2003: £21,500) relates to audit services and £7,450 (2003: £8,300) to non audit services. Non
audit services comprise £6,500 (2003: £7,450) relating to tax compliance services, £400 (2003: £350) for
the use of the auditors’ Glasgow office as the company’s registered office and £550 (2003: £500) relating
to the group’s half year report. In addition, the group paid the auditors £35,000 during the year ended 
31 March 2003 for their work as reporting accountants in the acquisition of ARC Risk Management
Limited. This amount was capitalised as part of the cost of acquisition of the subsidiary company. The
balance of the auditors’ remuneration shown above was paid to Baker Tilly’s associate firm in South
Africa. Non-audit fees paid to this firm were for tax compliance services.

4. Interest receivable
2004 2003

£ £

Bank and other interest 1,522 7,255
––––––––––– –––––––––––––––––––––– –––––––––––

5. Interest payable
2004 2003

£ £

Bank interest 6,555 5,513
Hire purchase interest 191 –

––––––––––– –––––––––––

6,746 5,513
––––––––––– –––––––––––––––––––––– –––––––––––

6. Employees
2004 2003

Number Number
(a) Average number of employees of the group, including executive directors,

during the year:
Office and management 31 15

––––––––––– –––––––––––––––––––––– –––––––––––

£ £
(b) Staff costs including executive directors:

Wages and salaries 583,584 390,321
Social security costs 70,823 31,791
Other pension costs 1,500 1,252

––––––––––– –––––––––––

655,907 423,364
––––––––––– –––––––––––––––––––––– –––––––––––
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7. Directors’ emoluments
The emoluments of the individual directors were as follows:

2004 2003
Compensation

Salary Salary for loss of
or fees or fees office Total

£ £ £ £

S A Richards 23,000 27,500 – 27,500
J E A Mocatta 21,350 36,800 – 36,800
R G C Whiting 60,000 49,000 – 49,000
S G Wakeling 61,000 53,000 – 53,000
R J G Reid 5,543 53,000 35,000 88,000
M S H Worsley-Tonks 57,000 – – –

––––––––– ––––––––– ––––––––– –––––––––

227,893 219,300 35,000 254,300
––––––––– ––––––––– ––––––––– –––––––––––––––––– ––––––––– ––––––––– –––––––––

8. Taxation

(a) Tax charge for the year
No taxation charge arises on the result for the year because of the trading loss (2003: £Nil).The
company has capital losses for tax purposes at 31 March 2004 of £605,994 (2003: £605,994)
available to carry forward against future capital gains and excess management expenses of £424,894
(2003: £304,139), subject to agreement with the Inland Revenue.The trading subsidiaries have losses
for corporation tax purposes at 31 March 2004 available to carry forward against profits from the
same trade of £1,843,913 (2003: £1,350,884) subject to agreement with the Inland Revenue and the
South African tax authorities.

(b) Factors affecting tax charge for the year
The tax for the year does not equate to the loss before tax at the standard rate of corporation tax
in the United Kingdom (30%).The differences are explained below:

2004 2003
£ £

Loss on ordinary activities before taxation (925,246) (903,015)
––––––––––– –––––––––––––––––––––– –––––––––––

Loss on ordinary activities multiplied by the standard rate 
of corporation tax in the UK of 30% (277,574) (270,904)

Effects of:
Expenses not deductible for tax purposes (primarily amortisation 

of goodwill) 29,188 1,881
Difference between depreciation and capital allowances 66,474 21,587
Tax losses not available in the year 181,912 247,436

––––––––––– –––––––––––

– –
––––––––––– –––––––––––––––––––––– –––––––––––
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(c) Factors affecting tax charge for future years
The group and the company have deferred tax assets, not included in the financial statements as
recovery is not certain, calculated at a corporation tax rate of 30%, as follows:

Group Company
2004 2003 2004 2003

£ £ £ £
Tax losses carried forward:
Capital losses 181,798 181,798 181,798 181,798
Trading losses 680,642 496,507 127,468 91,242

Capital allowances in advance of depreciation (4,431) (70,904) – –
Short term timing differences 487 – – –

––––––––––– ––––––––––– ––––––––––– –––––––––––

858,496 607,401 309,266 273,040
––––––––––– ––––––––––– ––––––––––– –––––––––––––––––––––– ––––––––––– ––––––––––– –––––––––––

9. Loss per share
2004 2003

Attributable loss (£) (925,246) (903,015)
––––––––––– –––––––––––––––––––––– –––––––––––

Average number of ordinary shares in issue 154,872,255 82,975,445
––––––––––– –––––––––––––––––––––– –––––––––––

Basic loss per share (pence) (0.60p) (1.09p)
––––––––––– –––––––––––––––––––––– –––––––––––

Fully diluted loss per share is the same as basic loss per share.

10. Intangible fixed assets
Group

Product 
development 

costs Goodwill Total
£ £ £

Cost
At 1 April 2003 and 31 March 2004 345,412 708,692 1,054,104

––––––––––– ––––––––––– –––––––––––

Amortisation
At 1 April 2003 135,412 234,692 370,104
Charge for the year 40,026 72,660 112,686
Impairment write-down 169,974 – 169,974

––––––––––– ––––––––––– –––––––––––

At 31 March 2004 345,412 307,352 652,764
––––––––––– ––––––––––– –––––––––––

Net book amount
At 31 March 2004 – 401,340 401,340

––––––––––– ––––––––––– –––––––––––––––––––––– ––––––––––– –––––––––––

At 31 March 2003 210,000 474,000 684,000
––––––––––– ––––––––––– –––––––––––––––––––––– ––––––––––– –––––––––––

The goodwill on acquisition of subsidiary companies has been allocated over the activities of the
subsidiary companies and is being amortised over 5 or 10 years from the date of acquisition, being the
expected useful life of the goodwill.

The product development costs, which relate to the “Level One” products of ARC Risk Management
Limited have been fully amortised in the year as the group no longer makes significant sales of these
products.
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11. Tangible fixed assets
Group Company

Short Fixtures, Fixtures,
leasehold Motor fittings and fittings and 

improvements vehicle equipment Total equipment
£ £ £ £ £

Cost
At 1 April 2003 7,758 – 57,307 65,065 8,663
Additions 1,573 2,867 21,377 25,817 –
Transfer of category (4,418) – 4,418 – –
Disposals (3,340) – (8,663) (12,003) (8,663)

––––––––––– ––––––––––– ––––––––––– ––––––––––– –––––––––––
At 31 March 2003 1,573 2,867 74,439 78,879 –

––––––––––– ––––––––––– ––––––––––– ––––––––––– –––––––––––

Depreciation
At 1 April 2003 516 – 17,105 17,621 8,663
Transfer of category (92) – 92 – –
Charge for the year 721 191 14,534 15,446 –
Disposals (981) – (8,663) (9,644) (8,663)

––––––––––– ––––––––––– ––––––––––– ––––––––––– –––––––––––

At 31 March 2004 164 191 23,068 23,423 –
––––––––––– ––––––––––– ––––––––––– ––––––––––– –––––––––––

Net book amount
At 31 March 2004 1,409 2,676 51,371 55,456 –

––––––––––– ––––––––––– ––––––––––– ––––––––––– –––––––––––––––––––––– ––––––––––– ––––––––––– ––––––––––– –––––––––––

At 31 March 2003 7,242 – 40,202 47,444 –
––––––––––– ––––––––––– ––––––––––– ––––––––––– –––––––––––––––––––––– ––––––––––– ––––––––––– ––––––––––– –––––––––––

The motor vehicle is held under a hire purchase agreement.

At 31 March 2004 the group had capital commitments of £5,314 (2003: £Nil), in respect of which it was
contractually committed.

12. Fixed asset investments
Company

£
Investments in subsidiary companies:
Cost
At 1 April 2003 649,234
Additions 850,000

–––––––––––

At 31 March 2004 1,499,234
–––––––––––

Provision
At 1 April 2003 175,234
Charge for the year 505,580

–––––––––––

At 31 March 2004 680,814
–––––––––––

Net book amount
At 31 March 2004 818,420

––––––––––––––––––––––

At 31 March 2003 474,000
––––––––––––––––––––––

During the year the company increased its investment in ARC Risk Management Limited by the
capitalisation of £850,000 of its loan to that company. 850,000 5% convertible redeemable cumulative
preference shares of £1 each were issued to the company by ARC Risk Management Limited. The
company has waived its right to the dividend due on these shares up to 31 March 2004, which would
have amounted to £13,158.
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The subsidiary companies at 31 March 2004 and their activities during the year were:

Percentage of ordinary 
share capital held Activity

Held directly:
ARC Risk Management Limited 100% Security risk management services
Red 24 CRM (Pty) Limited 100% Security risk management services
Held through a subsidiary company:
Red 24 Limited 100% Non-trading
ARC Training Centre Limited 100% Non-trading
Red 24 (Operations) Limited 100% Non-trading
Red 24 International Limited 100% Non-trading
ARC Training International Limited 100% Non-trading

All of the subsidiary companies are incorporated in Great Britain and registered in England and Wales,
with the exception of Red 24 CRM (Pty) Limited, which is incorporated and registered in South Africa.

On 1 April 2004,ARC Risk Management Limited sold its training business to the company for £250,000.
This business was then transferred to ARC Training International Limited on 1 April 2004 and this
subsidiary company commenced trading on that date.

13. Debtors
Group Company

2004 2003 2004 2003
£ £ £ £

Amounts falling due within one year:
Trade debtors 109,898 137,327 – –
Other debtors 20,101 29,952 13,067 19,886
Prepayments and accrued income 112,620 50,053 983 2,002

––––––––––– ––––––––––– ––––––––––– –––––––––––

242,619 217,332 14,050 21,888
––––––––––– ––––––––––– ––––––––––– –––––––––––––––––––––– ––––––––––– ––––––––––– –––––––––––

Amounts falling due after more than one year:
Amounts due from subsidiary undertakings – – 340,011 563,910

––––––––––– ––––––––––– ––––––––––– –––––––––––––––––––––– ––––––––––– ––––––––––– –––––––––––

14. Creditors: amounts falling due within one year
Group Company

2004 2003 2004 2003
£ £ £ £

Bank loan (i) 10,008 10,008 – –
Other loans (ii) – 60,000 – 50,000
Trade creditors 127,758 208,790 34,610 72,988
Other taxation and social security 67,368 37,281 24,211 10,077
Obligations under hire purchase contracts (iii) 512 – – –
Accruals and deferred income 186,055 245,660 21,500 73,156

––––––––––– ––––––––––– ––––––––––– –––––––––––

391,701 561,739 80,321 206,221
––––––––––– ––––––––––– ––––––––––– –––––––––––––––––––––– ––––––––––– ––––––––––– –––––––––––

(i) Secured by a fixed and floating charge over the assets and undertaking of the company and those
of a subsidiary company,ARC Risk Management Limited.

(ii) Represents interest free loans of £20,000 (the group) and £10,000 (the company) from a director,
R G C Whiting and £40,000 (the group and the company) from a shareholder, Sidebell Limited.
£36,500 of the loan from Sidebell Limited and the whole of the loan from R G C Whiting were
converted into share capital during the year.

(iii) Secured on the related tangible fixed assets as shown in note 11.
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15. Creditors: amounts falling due after more than one year

Group Company
2004 2003 2004 2003

£ £ £ £

Bank loan (i) 70,810 80,818 – –
Obligations under hire purchase contracts (ii) 1,887 – – –

––––––––––– ––––––––––– ––––––––––– –––––––––––

72,697 80,818 – –
––––––––––– ––––––––––– ––––––––––– –––––––––––––––––––––– ––––––––––– ––––––––––– –––––––––––

(i) Secured by a fixed and floating charge over the assets and undertaking of the company and those
of a subsidiary company,ARC Risk Management Limited.The loan is being repaid at the rate of £834
per calendar month.The interest charged on the loan is 2.75% per annum over the base rate of
HSBC Bank plc.

(ii) Secured on the related tangible fixed assets as shown in note 11.

The terms of payment of creditors falling due after more than one year are as follows:

Group
2004 2003

£ £

Payable between one and two years 10,557 10,008
Payable between two and five years 31,362 30,024
Payable after more than five years 30,778 40,786

––––––––––– –––––––––––

72,697 80,818
––––––––––– –––––––––––––––––––––– –––––––––––

16. Share capital
2004 2003

Number £ Number £
Authorised:
New ordinary shares of 1p each 362,400,000 3,624,000 362,400,000 3,624,000
Deferred shares of 4p each 34,400,000 1,376,000 34,400,000 1,376,000

––––––––––––– ––––––––––––– ––––––––––––– –––––––––––––

396,800,000 5,000,000 396,800,000 5,000,000
––––––––––––– ––––––––––––– ––––––––––––– –––––––––––––––––––––––––– ––––––––––––– ––––––––––––– –––––––––––––

Allotted, called up and fully paid:
New ordinary shares of 1p each 219,210,836 2,192,108 106,767,500 1,067,675
Deferred shares of 4p each 34,400,000 1,376,000 34,400,000 1,376,000

––––––––––––– ––––––––––––– ––––––––––––– –––––––––––––

253,610,836 3,568,108 141,167,500 2,443,675
––––––––––––– ––––––––––––– ––––––––––––– –––––––––––––––––––––––––– ––––––––––––– ––––––––––––– –––––––––––––

The deferred shares have no voting rights.The shares may be transferred on the direction of the company
without payment to the deferred shareholders. In the event that the company passes a resolution for a
reduction of capital which involves the cancellation of the deferred shares without any repayment of
capital to the deferred shareholders, this shall not constitute a variation of the rights attaching to the
deferred shares.The deferred shares are therefore valueless and the entirety of the shareholders’ funds
are considered to belong to the equity shareholders.
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The company issued 112,443,336 new ordinary shares of 1p each during the year as follows:

Number Issue price
of shares per share

Offers for subscription 59,950,000 1.0p
Issued in settlement of certain expenses of the acquisition 

of ARC Risk Management Limited 480,000 1.25p
Subscribed by employees of the group 2,013,336 1.5p
Offer for subscription 50,000,000 1.5p

–––––––––––

112,443,336
––––––––––––––––––––––

The offers for subscription include some shares issued on conversion of shareholders’ loans as shown in
notes 14 (ii) and 19(d).

At 31 March 2004 the company had outstanding 4,500,000 options over new ordinary shares of 1p each
under the company’s executive share option scheme and 6,500,000 options over new ordinary shares of
1p each under the company’s general share option scheme:

● The share options under the executive scheme may be exercised if the consolidated audited profit
before tax of the group derived from its normal operating activities in the financial year ending 
31 March 2005 exceeds £2,000,000. The options are exercisable at 1.25p per share between 
31 March 2005 and 28 July 2012.

● The share options under the general scheme were available to be exercised if the consolidated
audited profit before tax of the group derived from its normal operating activities in the financial
year ended 31 March 2004 exceeded £750,000. These options have now lapsed as the required
profit target has not been met.

On 16 April 2004, the company granted 15,950,000 options over new ordinary shares of 1p each under
the company’s new general share option scheme. The options are exercisable at 1.875p per share
between 16 April 2006 and 15 April 2014 and are not subject to any performance conditions.

On 27 August 2003 the company granted warrants to subscribe for 10,000,000 new ordinary shares of
1p each at a subscription price of 1p per share, exercisable at any time up to 30 September 2006.The
warrants were issued to Sidebell Limited and Regent Trust Company Limited in consideration of the
provision of £85,000 and £15,000 respectively of interim finance by these companies pending a share
issue in the summer of 2003.

17. Reserves
Group Company

Profit Profit
Share and loss Share and loss

Total premium account Total premium account
£ £ £ £ £ £

1 April 2003 (2,094,917) 215,201 (2,310,118) (1,590,004) 215,201 (1,805,205)
Loss for the year (925,246) – (925,246) (629,601) – (629,601)
Premium on issue of 

shares 261,267 261,267 – 261,267 261,267 –
Share issue expenses (30,045) (30,045) – (30,045) (30,045) –

––––––––––– ––––––––––– ––––––––––– ––––––––––– ––––––––––– –––––––––––

31 March 2004 (2,788,941) 446,423 (3,235,364) (1,988,383) 446,423 (2,434,806)
––––––––––– ––––––––––– ––––––––––– ––––––––––– ––––––––––– –––––––––––––––––––––– ––––––––––– ––––––––––– ––––––––––– ––––––––––– –––––––––––
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18. Reconciliation of movement in equity shareholders’ funds
Group Company

2004 2003 2004 2003
£ £ £ £

Opening shareholders’ funds 348,758 520,473 853,671 520,473
Loss for the year (925,246) (903,015) (629,601) (398,102)
Issue of shares 1,385,700 904,594 1,385,700 904,594
Share issue expenses (30,045) (173,294) (30,045) (173,294)

––––––––––– ––––––––––– ––––––––––– –––––––––––

Closing shareholders’ funds 779,167 348,758 1,579,725 853,671
––––––––––– ––––––––––– ––––––––––– –––––––––––––––––––––– ––––––––––– ––––––––––– –––––––––––

19. Notes to the cash flow statement
(a) Reconciliation of operating loss to net cash outflow from operating activities

2004 2003
£ £

Operating loss (920,022) (904,757)
Depreciation charges 15,446 9,641
Amortisation charges 112,686 119,525
Impairment of intangible fixed assets 169,974 250,579
Loss on disposal of tangible fixed assets 2,359 –
Increase in debtors (25,287) (24,334)
Decrease in creditors (104,550) (134,903)

––––––––––– –––––––––––

Net cash outflow from operating activities (749,394) (684,249)
––––––––––– –––––––––––––––––––––– –––––––––––

(b) Analysis of changes in net funds (debt)

1 April Cash Other 31 March
2003 flows movements 2004

£ £ £ £

Cash at bank and in hand 42,539 501,611 – 544,150
Debt due within one year (70,008) 12,996 46,492 (10,520)
Debt due after more than one year (80,818) (1,887) 10,008 (72,697)

––––––––––– ––––––––––– ––––––––––– –––––––––––

Net funds (debt) (108,287) 512,720 56,500 460,933
––––––––––– ––––––––––– ––––––––––– –––––––––––––––––––––– ––––––––––– ––––––––––– –––––––––––

(c) Reconciliation of net cash flow to movement in net funds (debt)

2004 2003
£ £

Increase (decrease) in cash 501,611 (482,946)
Bank loan of subsidiary company on acquisition – (97,498)
Increase in hire purchase loans (2,399) –
Decrease in bank loan 10,008 6,672
Decrease (increase) in other loans 60,000 (60,000)

––––––––––– –––––––––––

Increase (decrease) in net funds 569,220 (633,772)
Opening net (debt) funds (108,287) 525,485

––––––––––– –––––––––––

Closing net funds (debt) 460,933 (108,287)
––––––––––– –––––––––––––––––––––– –––––––––––
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(d) Major non-cash transactions
During the year ended 31 March 2004 the company settled some of the expenses of the acquisition
of ARC Risk Management Limited by the issue of 480,000 ordinary shares of 1p each in the
company at a price of 1.25p per share.

In addition, during the year ended 31 March 2004 shareholders’ loans totalling £56,500 were
converted into share capital.

During the year ended 31 March 2003 the company issued 39,317,500 new ordinary shares of 1p
each at 1.25p per share in full settlement of the cost of acquisition of ARC Risk Management
Limited.

20. Operating lease commitments
At 31 March 2004 the group had the following commitments under operating leases for the year ending
31 March 2005:

Group
Office equipment Land and buildings
2004 2003 2004 2003

£ £ £ £
Leases expiring
Within one year – – 5,630 –
Between one and five years 11,339 4,184 7,500 –
After more than five years – – – 27,788

––––––––––– ––––––––––– ––––––––––– –––––––––––

11,339 4,184 13,130 27,788
––––––––––– ––––––––––– ––––––––––– –––––––––––––––––––––– ––––––––––– ––––––––––– –––––––––––

The company disposed of interests in a number of leasehold properties during the 15 months to 
31 March 2002 but retains a contingent liability in respect of two of those properties should the assignees
fail to fulfil their obligations under the lease.

In respect of one lease, which expires in 2013 and where the annual rent is £135,000, the assignee’s
obligations are guaranteed by a major clearing bank. In respect of the other lease, which expires in 2018
and where the annual rent is £103,000, the assignee’s obligations are secured by a rental deposit of
£77,500. In both cases the directors consider it unlikely that there will be any cost to the company.

21. Related party transactions
Under an agreement dated 30 April 1999 the company has, since that date, paid Sidebell Limited, its
former holding company amounts for the use of Sidebell’s offices and the use of accountancy services.
S A Richards, a director of the company, has an interest in the share capital of Sidebell Limited. In the year
to 31 March 2004, these amounts were £500 per month (2003: £1,000 per month).The balance due to
Sidebell Limited at 31 March 2004 was £11,759 (2003: £4,709).The agreement expired on 31 March 2004
and has not been renewed; the balance due to Sidebell Limited has now been paid.

22. Financial instruments and risk summary
The group’s financial instruments comprise, for the purposes of Financial Reporting Standard No.13, cash
and short-term deposits, trade debtors and creditors arising from operations and loans.

The company has historically financed its operations from equity share issues. ARC Risk Management
Limited, acquired during the year ended 31 March 2003, had bank finance at the date of acquisition and
the group has financed the acquisition during the year of a motor vehicle on a hire purchase agreement.

The main risk arising from the group’s financial instruments is interest rate risk.The Board reviews and
agrees policies for managing risks, which are summarised below:



(i) Interest rate risk
As noted above, the group has financed its operations principally through equity share issues.
Surplus cash funds are invested on short-term deposit.The directors continually review the group’s
portfolio of short-term deposits to ensure that best rates of return are being achieved, whilst
minimising the risks involved by placing funds with reputable third party banking organisations. At
31 March 2004, the group had a bank loan of £80,818 (2003: £90,826), interest on which is charged
at 2.75% over the base rate of HSBC Bank plc and a hire purchase agreement with an outstanding
balance of £2,399 (2003: £Nil), interest on which is charged at 5.828% over the prime interest rate
in South Africa

(ii) Liquidity risk
Following the receipt of additional equity funding of £750,000 in February 2004 the directors
consider that the group currently has a significantly reduced liquidity risk. Nevertheless, future
liquidity requirements are dependent on the achievement of the sales targets and there remains a
risk that these will not be met.

(iii) Currency risk
Overseas subsidiary undertakings are funded through equity investment and intercompany loans
from UK based group companies.

No group undertakings have any material monetary assets and liabilities in currencies other than
their local currency.To the extent that they do have such assets and liabilities, exchange differences
on the retranslation of these are taken to the profit and loss account.The exchange loss charged
to profit and loss account for the year was £795 (2003: £1,373).

Fair value of financial instruments
There is no material difference between the fair value and book value of financial assets and liabilities.

23. Contingent liabilities
The company has a contingent liability in respect of the value added tax of ARC Risk Management Limited
under a group registration.At 31 March 2004 the maximum potential liability was £17,952 (2003: £Nil).

24. Post balance sheet events
On [•] 2004 the company increased its fixed investment in Red 24 CRM (Pty) Limited by the capitalisation
of 1,300,000 Rand of its loan to that subsidiary company, equivalent to £109,705 at the exchange rate at
31 March 2004.
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ARC RISK MANAGEMENT GROUP plc

Notice of Annual General Meeting

NOTICE IS HEREBY given that the Annual General Meeting of ARC Risk Management Group plc (‘the
Company’) will be held at 11.00 a.m. on 27 July 2004 at the offices of Wedlake Bell, 16 Bedford Street,
London,WC2E 9HF, for the following purposes:

Ordinary business

1. To receive and consider the Company’s accounts for the year ended 31 March 2004 and the
Directors’ Report and Auditors’ Report thereon.

2. To re-appoint M S H Worsley-Tonks as a director of the Company.

3. To re-appoint S A Richards as a director of the Company.

4. To re-appoint Baker Tilly as auditors of the Company to hold office until the conclusion of the next
general meeting at which accounts are laid before the members and to authorise the directors to
agree their remuneration.

Special business

To consider as special business and, if thought fit, to pass the following resolution which will be proposed
as an ordinary resolution:

5. THAT the directors of the Company be and they are hereby generally and unconditionally
authorised to exercise all the powers of the Company to allot relevant securities (as defined in
Section 80 of the Act) up to a nominal amount equal to £2,000,000 provided that this authority
shall expire (unless previously renewed, varied or revoked by the Company in general meeting) at
the earlier of the conclusion of the Annual General Meeting of the Company next following the
passing of this Resolution and 15 months from the date of this Resolution and further provided that
the Company shall be entitled before such expiry to make an offer or agreement which would or
might require relevant securities to be allotted after such expiry and the directors of the Company
shall be entitled to allot relevant securities in pursuance of such offer or agreement as if the
authority hereby conferred had not expired.

To consider as special business and, if thought fit, to pass the following resolution which will be proposed
as a special resolution:

6. THAT subject to Resolution 4 above being duly passed as an Ordinary Resolution, the directors of
the Company be and they are hereby empowered pursuant to Section 95 of the Act to allot equity
securities (as defined in Section 94 of the Act) for cash pursuant to and for the duration of the
authority conferred on them by Resolution 4 above as if Section 89(1) of the Act did not apply to
any such allotment provided that this authority is limited to:

6.1 the allotment of equity securities in connection with any rights issue in favour of ordinary
shareholders on the register of members at such record date or dates as the directors of the
Company may determine where the equity securities to be issued are respectively attributable
to the interests of all such holders of ordinary shares held by them at such record date or
dates, provided that the directors of the Company may make such arrangements or exclusions
as they consider necessary or expedient in respect of fractional entitlements or legal or
practical problems arising in any overseas territory or the requirements of any regulatory
body or stock exchange;

6.2 the allotment of equity securities pursuant to the terms of any share scheme for employees
adopted by the Company; and
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6.3 the allotment (otherwise than pursuant to sub-paragraphs 5.1 or 5.2 above) of equity
securities up to an aggregate nominal amount of £1,000,000.

and save that the Company may before the expiry of the authority conferred by this Resolution make an
offer or agreement which would or might require equity securities to be allotted after such expiry and
the directors of the Company may allot equity securities in pursuance of such offer or agreement
notwithstanding that such authority has expired.

7. [REDUCTION OF CAPITAL]

By order of the Board Registered office
Breckenridge House
274 Sauchiehall Street
Glasgow G2 3EH

J E A Mocatta
Secretary Registered in Scotland No. SCO86069

• • 2004

Notes

1. A member entitled to attend and vote at the Meeting may appoint one or more proxies to attend and, on a poll, to vote
instead of him or her.A proxy need not also be a member.

A form of proxy is enclosed which you are invited to complete and return. Completion and return of the proxy form in
accordance with the instructions thereon will not prevent you from attending and voting at the Meeting, instead of your
proxy, if you wish to do so.

2. Copies of the directors’ contracts of service are available for inspection at the Company’s registered office during normal
business hours on each business day from the date of this notice until the day of the Annual General Meeting and will be
at the place of the Annual General Meeting for one hour before, and until the conclusion of, the Meeting.
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