


32Red Plc
Notes to the Financial Statements (continued)
for the year ended 31 December 2007

1 Accounting policies (continued)

Business Combinations

The acquisition of subsidiaries is accounted for using the purchase or acquisition method of
accounting. The cost of acquisition is measured at the aggregate of the fair values, at the date
of exchange, of assets given, liabilities incurred or assumed, and equity instruments issued by the
Group in exchange for control of the acquiree, plus any costs directly attributable to the
business combination.

Goodwill arising on acquisition is recognised as an asset and initially measured at cost, being
the excess of the cost of the business combination over the Group’s interest in the net fair value
of the identifiable assets, liabilities and contingent liabilities recognised.

Discontinued operations

A discontinued operation is a component of the Group’s business that represents a major line of
business or geographical area of operations that has been disposed of or is held for sale, or is a
subsidiary acquired exclusively with a view to resale. Classification of a discontinued operation
occurs upon disposal or when the operation meets the criteria to be classified as held for sale, if
earlier. When an operation is classified as a discontinued operation, the comparative income
statement is re-presented as if the operation had been discontinued from the start of the
comparative period.

Pensions

The Group operated a defined contribution pension scheme. The pension costs charged against
profits represent the amount of the contributions payable to the scheme in respect of the
accounting period.

Foreign currencies

The functional currency of the Group is £ sterling. The Group undertakes transactions in £
sterling, US dollars, Canadian dollars, Euros and Japanese Yen.

Transactions in foreign currencies are recorded at the rate ruling at the date of the transaction.

Monetary assets and liabilities denominated in foreign currencies are translated at the rate of
exchange ruling at the balance sheet date. Non-monetary assets and liabilities are translated
using exchange rates prevailing at the date of the transactions.

All differences are taken to the income statement.

Leasing commitments

Rentals paid under operating leases are charged to income on a straight line basis over the lease
term. Associated costs, such as maintenance and insurance, are expensed as incurred. The Group
does not act as a lessor.

Equity
Share capital is determined using the nominal value of shares that have been issued.

The share premium account includes any premiums received on the initial issuing of the share
capital. Any transaction costs associated with the issuing of shares are deducted from the
premium paid.

Equity-settled share-based employee remuneration is credited to the share option reserve until
related stock options are exercised. On exercise or lapse amounts recognised in the share option
reserve are taken to retained earnings.

Retained earnings include all current and prior period results as determined in the income
statement and any other gains or losses recognised in the Statement of Changes in Equity.
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32Red Plc
Notes to the Financial Statements (continued)
for the year ended 31 December 2007

1 Accounting policies (continued)

Financial assets and liabilities
Financial assets, other than hedging instruments, can be divided into the following categories:

® loans and receivables

e financial assets at fair value through profit or loss
®  available-for-sale financial assets

®  held-to-maturity investments

Financial assets are assigned to the different categories on initial recognition, depending on the
charateristics of the instrument and its purpose. A financial instrument’s category is relevant for
the way it is measured and whether resulting income and expenses are recognised in profit or
loss or charged directly against equity.

Assets

The Group’s financial assets comprise cash and cash equivalents and trade and other receivables
which are classified as loans and receivables and are initially recognised at fair value.

Receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. They arise when the Group provides money, goods or services
directly to a debtor with no intention of trading the receivables. Loans and receivables are
subsequently measured at amortised cost using the effective interest method, less provision for
impairment. Any impairment is recognised in profit or loss.

Trade receivables are provided against when objective evidence is received that the Group will
not be able to collect all amounts due to it in accordance with the original terms of the
receivables. The amount of the write down is determined as the difference between the asset’s
carrying amount and the present value of the estimated future cash flows.

Cash and cash equivalents include cash at bank and in hand as well as bank deposits, money
held by processors and cash balances held on behalf of players. Cash equivalents are held for
the purpose of meeting short-term cash commitments rather than for investment or other
purposes.

Liabilities
The Group’s financial liabilities comprise trade and other payables, bank borrowings and ante-

post sports bets and are recognised when the company becomes party to the contractual
agreements of the instrument.

All interest and related charges are recognised as an expense in the Income Statement.

Trade payables are recognised initially at their fair value and subsequently measured at
amortised cost less settlement payments.

Dividend distributions to shareholders are recognised when the dividends are approved by the
shareholders’ meeting.

Interest-bearing bank loans and overdrafts are initially measured at fair value, and are
subsequently measured at amortised cost, using the effective interest rate method. Any difference
between the proceeds (net of transaction costs) and the settlement or redemption of borrowings
is recognised over the term of the borrowings in accordance with the Group’s accounting policy
for borrowing costs.

The Group may have at any point in time, an exposure on ante-post sports bets. These bets
meet the definition of a financial liability under International Accounting Standard 32 ‘“Financial
Instruments: Disclosure and Presentation”, and therefore are recorded initially at fair value, and
subsequently at amortised cost using the effective interest method.
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32Red Plc
Notes to the Financial Statements (continued)
for the year ended 31 December 2007

1 Accounting policies (continued)
Provisions

Provisions are recognised when the Group has a present or constructive obligation as a result of
past events, it is probable that an outflow of resources will be required and the amount has
been reliably estimated.

Where there are a number of similar obligations, the likelihood that an outflow will be required
in settlement is determined by considering the class of obligations as a whole. A provision is
recognised even if the likelihood of an outflow with respect to any one item included in the
same class of obligation may be small.

Provisions are measured at the present value of the expenditures expected to be required to
settle the obligation using a pre-tax rate that reflects current market assessment of the time
value of money and the risks specific to the obligation. The increase in the provision due to the
passage of time is recognised as a finance cost.

Segment information

A business segment is a distinguishable component of the company that is engaged in providing
an individual product or service and that is subject to risks and returns that are different from
those of other business segments.

A geographical segment is a distinguishable component of the company that is engaged in
providing products or services within a particular environment and that is subject to risks and
returns that are different from those of components operating in other economic environments.

The Group has determined that its primary reporting format is the business segment and that its
secondary format is the geographical segment.

2 Operating (loss)/profit 2007 2006
£ £

This is stated after charging:
Auditor’s remuneration  — audit fees 47,500 50,000
- taxation 18,500 12,500
- due diligence 50,000 75,000
- corporate finance fees 200,000 —
Depreciation of owned property, plant and equipment 268,490 531,617
Amortisation of other intangible fixed assets 1,756,340 857,606
Operating lease rentals 219,716 219,716
Foreign exchange losses 57,905 57,252

Amortisation and depreciation are charged to administrative expenses.
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32Red Plc
Notes to the Financial Statements (continued)
for the year ended 31 December 2007

3 Segment information
Business segment
The Group had three business segments during the year. On 10 December 2007 the Betdirect
business was sold to Stan James (Gibraltar) Limited. This comprised mainly of sportsbook

customers but also included the Betdirect casino and poker operations. Performance can be
analysed as follows:

2007 2007 2006 2006
£ £ £ £
Discontinued Continuing Discontinued Continuing
Operations Operations Operations Operations
Casino
Net gaming wins 537,254 8,996,053 261,788 9,179,260
Segmental gross profit before
marketing costs 135,059 4,509,536 215,976 4,716,913
Poker
Net gaming wins 215,987 1,209,954 188,196 1,303,336
Segmental gross (loss)/profit
before marketing costs (68,103) 478,947 155,262 551,586
Sportsbook
Net gaming wins 5,405,467 — 3,510,879 —
Segmental gross profit before
marketing costs 3,907,252 — 2,771,354
Consolidated
Net gaming wins 6,158,708 10,206,007 3,960,863 10,482,596
Gross profit before marketing
costs 3,974,208 4,988,483 3,142,592 5,268,499
Marketing costs (2,234,580) (2,239,016) (1,523,664) (2,525,441)
Administrative expenses and
other operating income (8,398,341) (1,492,562) (6,523,478) (1,522,871)
Operating (loss)/profit (6,658,713) 1,256,905 (4,904,550) 1,220,187
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32Red Plc
Notes to the Financial Statements (continued)
for the year ended 31 December 2007

3 Segment information (continued)

The Directors consider that is neither possible nor meaningful to distinguish aggregate marketing
costs, administrative expenses or other operating income between the three business segments.

Aggregate net assets are split between the three business segments as follows:

2007 2006
£ £

Casino
Other receivables 567,886 137,656
Cash and cash equivalents 1,357,534 4,414,859
Trade and other payables (2,160,109) (607,277)

(234,689) 3,945,238
Poker
Other receivables 2,801 3,139
Cash and cash equivalents 34,467 31,991
Trade and other payables (324,631) (345,611)

(287,363) (310,481)
Sportsbook
Goodwill, domain names and player database — 12,167,673
Other receivables 309,527 720,610
Cash and cash equivalents — 498,776
Trade and other payables (1,914,081) (5,532,041)
Provisions — (305,094)

(1,604,554) 7,549,924

Consolidated net assets (2,126,606) 11,184,681
Other non-current assets 634,056 2,200,637
Social security and other taxes (613,634) (94,194)
Bank loan —  (5,416,667)

(2,106,184) 7,874,457

Non-current assets are used by all the business segments and a meaningful split is not possible.
Furthermore “‘other employee obligations” relate to all business segments equally and can not
be split in a meaningful way.
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32Red Plc
Notes to the Financial Statements (continued)
for the year ended 31 December 2007

Segment information (continued)
Geographical segment

The Group’s performance can also be reviewed by considering the geographical markets in

which the Group operates.

Discontinued Continuing Discontinued Continuing
Operations Operations Operations Operations
2007 2007 2006 2006
£ £ £ £
Net gaming wins by geographical market

UK & Ireland 6,158,708 8,205,500 3,960,863 8,023,172
Europe — 1,128,598 — 1,187,678
Rest of the world — 871,909 — 1,271,746
6,158,708 10,206,007 3,960,863 10,482,596
2007 2006
£ £

Net (liabilities)/assets by geographical location
UK — (4,385,901)
Gibraltar (2,106,184) 12,260,358
(2,1006,184) 7,874,457

Non-current assets of nil (2006: £13,847,001) in the UK and £573,921 (2006: £362,213) in

Gibraltar were acquired during the year.

Finance income and costs

The following amounts have been included in the income statement for the reporting periods

presented:

Interest income from short term deposits

Interest paid on loans
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32Red Plc
Notes to the Financial Statements (continued)
for the year ended 31 December 2007

5 Earnings per share

Basic earnings per share have been calculated by dividing the net results attributable to ordinary
shareholders by the weighted average number of shares in issue during the relevant financial
periods.

The weighted average number of shares used for basic earnings per share amounted to
65,352,055 shares (2006: 53,077,615).

Diluted earnings per share is calculated by adjusting the weighted average number of ordinary
shares outstanding to assume conversion of all dilutive potential ordinary shares. For share
options, a calculation is done to determine the number of shares that could have been acquired
at fair value (determined as the average annual market share price of the Company’s shares)
based on the monetary value of the subscription rights attached to the outstanding share
options. The number of shares calculated as above is compared with the number of shares that
would have been issued assuming the exercise of the share options.

The effect of dilutive share options has been excluded from the dilutive earnings per share
calculation for 2006 and 2007 as their inclusion would be anti-dilutive.

2007 2007 2006 2006
Continuing Discontinued Continuing Discontinued
operations operations operations operations
Net profit/(loss) attributable to ordinary
shares £1,361,115 (£14,216,315)  £1,388,808  (£5,107,032)
Weighted average number of ordinary
shares:
for basic earnings 65,352,055 65,352,055 53,077,615 53,077,615
for diluted earnings 66,963,436 66,963,436 55,060,615 55,060,615
Basic earnings per share £0.02 (£0.22) £0.03 (£0.10)
Diluted earnings per share £0.02 (£0.22) £0.03 (£0.10)
Weighted average number of ordinary
shares for basic earnings 65,352,055 65,352,055 53,077,615 53,077,615
Weighted average options 1,611,381 1,611,381 1,983,000 1,983,000
Weighted average number of ordinary
shares for diluted earnings 66,963,436 66,963,436 55,060,615 55,060,615
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32Red Plc
Notes to the Financial Statements (continued)
for the year ended 31 December 2007

6 Staff costs

2007 2006

£ £

Wages and salaries 3,602,452 2,702,996
Social security costs 174,666 130,742
Share-based payments 88,862 137,783
3,865,980 2,971,521

The average number of staff employed by the Group during the year was 123 (2006: 84).
Following the sale of Betdirect on 10 December 2007, the Group employs 40 members of staff.

7 Taxation

2007 2006
£ £
Analysis of charge in period
Current tax:
Tax on profit on ordinary activities 450 450

The Company has been granted tax exempt status under the Companies (Taxation and
Concessions) Act . Under the terms of such status an annual charge of £450 is payable to the
Government of Gibraltar. Provided the Company complies with the necessary criteria, payment
of such charges will satisfy the company’s tax obligation in Gibraltar in relation to the year

ended 31 December 2007.

2007 2006
£ £
Loss before taxation (12,854,750) (3,744,755)
Add : UK tax losses not utilised 4,249,371 3,424,451
Add : tax exempt loss 8,605,379 320,304
Taxable loss — —
Deferred Tax — (26,981)
Tax exempt fee 450 450
Tax charge 450 (26,531)

The Group has UK tax losses of approximately £7.7 million (2006: £3.4 million) available to

offset against future taxable profits in the UK.

27
c98116pu030 Proof 4: 11.3.08 B/L Revision: 0 Operator PutA



32Red Plc
Notes to the Financial Statements (continued)

for the year ended 31 December 2007

8

Intangible assets

Cost

At 1 January 2006

Additions

Fair value of assets on
acquisition of Betdirect

At 31 December 2006

Additions
Disposal of Betdirect

At 31 December 2007

Amortisation
At 1 January 2006
Provided during the year

At 31 December 2006

Provided during the year

Provided on assets from Bet

Direct

At 31 December 2007

Net book value
At 31 December 2007

At 31 December 2006

Domain
Names &
Player Website Software

Goodwill Database Development License Total
£ £ £ £ £

— — 107,822 172,636 280,458

— — 98,193 544 98,737
4,737,673 8,200,000 — 289,528 13,227,201
4,737,673 8,200,000 206,015 462,708 13,606,396
— — 4,890 428,590 433,480
(4,737,673)  (8,200,000) (711,278) (13,648,951)
— — 210,905 180,020 390,925

— — 55,150 57,143 112,293

— 770,000 31,948 55,658 857,606

— 770,000 87,098 112,801 969,899

— 1,640,000 41,285 75,055 1,756,340
—  (2,410,000) — (96,052) (2,506,052)

— — 128,383 91,804 220,187

— — 82,522 88,216 170,738
4,737,673 7,430,000 118,917 349,907 12,636,497
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32Red Plc

Notes to the Financial Statements (continued)
for the year ended 31 December 2007

9

10

Property, plant and equipment

Cost
At 1 January 2006
Additions

Acquisition of Bet Direct

Disposals
At 31 December 2006

Additions
Sale of Betdirect

At 31 December 2007

Depreciation

At 1 January 2006
Charge for the year
On disposals

At 31 December 2006

Charge for the year
Sale of Betdirect

At 31 December 2007

Net book value
At 31 December 2007

At 31 December 2006

Other receivables

Other receivables

Deferred consideration from sale of Betdirect
Prepayments and accrued income

Computer  Leasehold
Motor and Office Improve-

Vehicles Equipment ments Total
£ £ £ £
110,000 568,308 20,811 699,119
47,795 835,481 — 883,276
— 980,596 — 980,596
(25,000) (14,676) — (39,676)
132,795 2,369,709 20,811 2,523,315
— 114,556 25,885 140,441
—  (1,568,818) —  (1,568,818)
132,795 915,447 46,696 1,094,938
29,687 238,115 5,599 273,401
23,630 503,825 4,162 531,617
(13,333) (183) — (13,516)
39,984 741,757 9,761 791,502
26,559 233,455 8,476 268,490
— (428,372) — (428,372)
66,543 546,840 18,237 631,620
66,252 368,607 28,459 463,318
92,811 1,627,952 11,050 1,731,813
2007 2006

£ £

231,545 367,364

309,527 —

339,142 494,041

880,214 861,405

The fair value of these short term financial assets is not individually determined as management
consider the carrying amount to be a reasonable approximation of fair value.
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32Red Plc
Notes to the Financial Statements (continued)
for the year ended 31 December 2007

11

12

13

Cash and cash equivalents
Cash and cash equivalents include the following components:

2007 2006

£ £

Cash at bank and in hand 958,286 656,716
Cash held on behalf of players 110,377 1,963,008
Cash set aside for bank loan repayment — 1,958,333
Cash held with processors 323,338 367,569

1,392,001 4,945,626

Current liabilities

2007 2006

£ £

Bank loans — 5,416,667
Trade payables 3,207,618 2,539,226
Social security and other taxes 613,634 94,194
Other payables (including player balances) 385,022 2,100,852
Accruals and deferred income 806,181 1,844,851
Provisions — 305,094

5,012,455 12,300,884

Due to the short term nature of trade and other payables, the carrying values are considered to
be a reasonable approximation to fair value.

Provisions
2007 2006
£ £
Restructuring provision — 305,094

The restructuring provision in the prior year reflected the costs the Group incurred in respect of
the relocation of the Betdirect business from Liverpool to Gibraltar during 2007.
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32Red Plc
Notes to the Financial Statements (continued)
for the year ended 31 December 2007

14

15

Share capital

2007 2006
£ £

Authorised:
Ordinary shares of £0.002 each 150,000 150,000
2007 2006

No of shares No of shares

Allotted, called up and fully paid:
Ordinary shares of £0.002 each 68,975,000 56,675,000

£ £
137,950 113,350

All shares are equally eligible to receive dividends and the repayment of capital and represent
one vote at the shareholders’ meeting of the Company.

2007 2006

No of shares No of shares

At 1 January 56,675,000 47,435,500

Share options exercised 300,000 462,500

Shares issued 12,000,000 8,777,000

At 31 December 68,975,000 56,675,000

Operating Leases

The Company’s minimum operating lease payments are as follows:

within 1 year 1 to 5 years > 5 years Total

£ £ £ £

At 31 December 2006 24,461 96,800 52,433 173,694

At 31 December 2007 24,461 96,800 29,134 150,395

Lease payments recognised as an expense in the period amount to £24,461 (2006: £24,461). No
sublease income is expected as all assets held under lease agreements are used exclusively by the
Group.

Operating lease agreements do not contain any contingent rent clauses. None of the operating
lease agreements contain purchase options or escalation clauses or restrictions regarding
dividends, further leasing or additional debt.
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32Red Plc
Notes to the Financial Statements (continued)
for the year ended 31 December 2007

16

17

Related party transactions
Relationships

During the year ended 31 December 2007, the Group purchased legal services from Hodgson
Bilton to the value of £24,445 (2006: £13,020). Mr John Hodgson is a director of 32Red Plc and
a partner in Hodgson Bilton.

Hodgson Bilton were owed £16,445 at the year end (2006: nil).

Key management personnel

No key management personnel received any benefits during 2007 (2006: none) and there were no
sums owing to or due from key management personnel as at 31 December 2007 (2006: £Nil).

Transactions with key management personnel
Key management personnel remuneration includes the following expenses:

2007 2006
£ £

Short-term employee benefits
Salaries 656,600 515,175
Social security costs 8,174 6,838

664,774 522,013
Share based payments 69,435 88,106

734,209 610,119

Share-based payments

As at 31 December 2007, the Company maintained a share-based payment scheme for employee
remuneration and had outstanding share options granted to other advisors of the company in
previous years.

Within the employee remuneration scheme, for the options granted to vest, persons eligible to
participate in this programme have to remain employed for the agreed maximum vesting period.
The maximum vesting period is three years from each option grant date. Upon vesting each
option allows the holder to purchase one ordinary share at an exercise price ranging between
£0.002 — £1.475.

All share-based payments will be settled in equity. The Company has no legal or constructive
obligation to repurchase or settle the options.

The share options and weighted average exercise price are as follows for the reporting periods
presented:

2007 2007 2006 2006

Weighted Weighted

average average

exercise exercise

Number price Number price

£ £

Outstanding at 1 January 1,983,000 0.443 1,735,500 0.295
Granted 650,000 0.297 710,000 0.826
Exercised (300,000) 0.250 (462,500) 0.025
Lapsed (625,000) 0.250 — —
Outstanding at 31 December 1,708,000 0.414 1,983,000 0.443

1,455,000 options (2006: 235,500) were exercisable at the year end.
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32Red Plc
Notes to the Financial Statements (continued)
for the year ended 31 December 2007

17  Share-based payments (continued)

The Company has granted the following outstanding share options and exercise prices:

Exercise date
2007
2008
2009
2010

2007

Number

610,500
167,500
280,000
650,000

1,708,000

Exercise date
2005
2006
2007
2008
2009
2010

2007
Weighted
average
exercise
price

£

0.478
0.155
0.776
0.297

2006

Number

910,500
362,500
710,000

1,983,000

2007
Weighted
average

remaining
contractual

life
Months

52
28
15
18
4
1

2006
Weighted
average
exercise
price

£

0.329
0.583
0.826

2006
Weighted
average
remaining
contractual
life
Months

39
19
10
4
1

During 2007 options to a value of £148,158 were granted (2006: £449,074). The weighted
average exercise price is calculated based upon an external valuation of the option scheme. The
weighted average exercise price takes into account the assumptions included within the external

valuation and thus differs from the exercise price of £0.002.

In total £88,862 of employee payment expense has been included in the income statement for

2007 (2006: £137,783).

In total £18,212 of share options have been exercised within the year ended 31 December 2007

(2006: £4,677).

No liabilities were recognised due to share-based payment transactions.
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32Red Plc
Notes to the Financial Statements (continued)
for the year ended 31 December 2007

17  Share-based payments (continued)

The fair values of the options granted to employees were determined using the Binomial Model.

Significant inputs into the calculation include:

Exercise

Number Share price price

Date of grant granted £ £
November 2002 100,000 0.025 0.025
December 2002 25,000 0.025 0.025
December 2003 437,500 0.025 0.025
July 2004 25,000 0.150 0.025
October 2004 400,000 0.150 0.025
December 2004 262,500 0.150 0.025
July 2005 50,000 0.600 0.025
September 2005 162,500 1.300 1.270
April 2006 250,000 1.470 1.475
April 2006 180,000 1.470 0.002
October 2006 250,000 0.860 0.870
October 2006 30,000 0.860 0.002
March 2007 250,000 0.300 0.300
April 2007 400,000 0.295 0.002
Annualised Risk free

volatility rate

Date of grant Y %
November 2002 32.8357 4.5476
December 2002 33.0287 4.1614
December 2003 29.7764 4.5469
July 2004 28.6720 5.0387
October 2004 26.9179 4.6186
December 2004 26.7127 4.5473
July 2005 27.7315 4.2415
September 2005 28.0326 4.1964
April 2006 46.2562 4.9901
October 2006 51.3222 4.4489
March 2007 48.4136 5.0366
April 2007 48.3277 5.3004

Expected
life
Years
4.0
4.0
3.0
2.5
3.0
4.0
5.0
3.5
5.0
32
5.0
32
3.0
3.0

Dividend
yield
9 0
2.5
2.5
2.5
7.5
7.5
7.5
5.0
5.0
5.0
5.0
0.0
0.0

Expected volatility has been calculated with reference to historic volatility for other listed

gaming operators.

There were further options granted to other advisors where the fair values of the options
granted were determined using the Monte Carlo model. Significant inputs into the calculation

are as follows:

Exercise

Number Share price price

Date of grant granted £ £
September 2005 235,500 1.30 1.27
Annualised Risk free

volatility rate

Date of grant Y %
September 2005 28.0326 4.2096

The share price varied between £0.265 and £0.445 during the year and was
31 December 2007.
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18

Financial risk management
Capital structure

The Group’s capital structure is as follows: Year ended  Year ended

31 Dec 31 Dec

2007 2006
Cash and cash equivalents (1,392,001) (4,945,626)
Loans and similar income — 5,416,667
Net (funds)/debt (1,392,001) 471,041
Shareholders’ equity (2,106,184) 7,874,457
Capital employed (3,498,185) 8,345,498

The group uses various financial instruments which include loans, cash and various items, such
as other receivables and trade and other payables that arise directly from its operations. The
main purpose of these financial instruments is to raise finance for the group’s operations and
manage its working capital requirements.
The existence of these financial instruments exposes the group to a number of financial risks,
which are described in more detail below.

The main risks arising from the group’s financial instruments are market risk, currency risk,
liquidity risk, interest rate risk and credit risk. The Directors review and agree policies for
managing each of these risks and they are summarised below. These policies have remained
unchanged from previous years.

Market risk

The group is exposed to market risk through its use of financial instruments and specifically to
currency risk, interest rate risk and certain other price risks, which result from both its
operating and investing activities. The Group’s risk management is coordinated at its
headquarters, in close co-operation with the board of directors, and focuses on actively securing
the Group’s short to medium term cash flows by minimising the exposure to financial markets.
The group does not actively engage in the trading of financial assets for speculative purposes
nor does it write options. The most significant financial risks to which the Group is exposed are
described below. See also note 19 for a summary of the group’s financial assets and liabilities by
category.

Market risk encompasses three types of risk, being currency risk, price risk and fair value
interest rate risk. The group policies for managing fair value interest rate risk are considered
along with those for managing cash flow interest rate risk and are set out in the subsection
entitled “interest rate risk” below.

Currency risk

The group is exposed to translation and transaction foreign exchange risk. As the majority of
the group’s transactions are denominated in sterling, the directors deem the group’s exposure to
exchange rate fluctuations to be minimal.

Foreign currency denominated financial assets and liabilities, translated into Pounds Sterling at
the closing rate, are as follows:

As at 31 December 2007

Nominal amounts Sterling  US Dollars Euro Canadian $ Total

£ £ £ £ £

Financial assets 1,775,870 139,460 17,288 455 1,933,073

Financial liabilities (4,206,274) — — — (4,206,274)

Short term exposure (2,430,404) 139,460 17,288 455 (2,273,201)
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Financial risk management (continued)

As at 31 December 2006

Nominal amounts Sterling  US Dollars Euro Canadian $ Total

£ £ £ £ £
Financial assets 5,060,235 194,094 30,971 27,690 5,312,990
Financial liabilities (11,032,268) — — —  (11,032,268)

Short term exposure (5,972,033) 194,094 30,971 27,690 (5,719,278)

The following table illustrates the sensitivity of the net result for the year and equity in regards
to the Group’s financial assets and financial liabilities and the Sterling — US Dollar exchange
rate and Sterling — Euro exchange rate.

It assumes a +/- 5% change of the exchange rates for the year ended at 31 December 2007
(2006: 5%). This percentage has been determined based on the average market volatility in
exchange rates in the previous 12 months. The sensitivity analysis is based on the group’s
foreign currency financial instruments held at each balance sheet date.

US Dollars Euro Total
5% strengthening of the British pound £ £ £
Net results for the year (97,767) (26,101) (123,868)
Equity (97,767) (26,101) (123,868)
5% weakening of the British pound
Net results for the year 97,767 26,101 123,868
Equity 97,767 26,101 123,868

Exposures to foreign exchange rates vary during the year depending on the volume of overseas
transactions. Nonetheless, the analysis above is considered to be representative of the group’s
exposure to currency risk

Interest rate risk

The group’s exposure to upside interest rate risk is limited to the interest bearing deposit
accounts in which the group invests surplus funds. Bank deposit accounts are held at variable
interest rates based on Royal Bank of Scotland Bank base rate.

The group was exposed to downside interest rate risk on its loan balance with Royal Bank of
Scotland, where the group was charged interest at LIBOR plus 1.5%. This loan balance was
repaid in full in December 2007.

The directors do not consider the impact of possible interest rate changes based on current
market conditions to be material to the net result for the year or the equity position at the year
end or for the year ended 31 December 2006.

Price risk

The group has an exposure at any point in time to price risk on ante-post bets. Management
review this risk on a daily basis and where significant exposures are identified, will enter into
transactions at third party betting exchanges to reduce exposure.

The group had deferred income of £nil (2006: £881,329) relating to ante-post sports bets at the
year end. The directors do not consider that the sensitivity of the group’s results to this price
risk can be reliably estimated due to numerous uncertainties over the future valuation of these
bets.
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Financial risk management (continued)
Credit risk

The group’s exposure to credit risk is limited to the carrying amount of financial assets
recognised at the balance sheet date, as summarised below:

2007 2006
Classes of financial assets — carrying amounts £ £
Cash and cash equivalents 1,392,001 4,945,626
Trade and other receivables 541,072 367,364

1,933,073 5,312,990

Generally, the maximum credit risk exposure of financial assets is the carrying amount of the
financial assets as shown on the face of the balance sheet (or in the detailed analysis provided in
the notes to the financial statements). Credit risk, therefore, is only disclosed in circumstances
where the maximum potential loss differs significantly from the financial asset’s carrying amount.

The group’s other receivables are actively monitored to avoid significant concentrations of credit
risk. There is no significant concentration of credit risk.

The directors consider that all the above financial assets that are not impaired for each of the
reporting dates under review are of good credit quality. No amounts were past due at the year
end (2006: £nil).

None of the group’s financial assets are secured by collateral or other credit enhancements.

In respect of other receivables, the group had a receivable for £310,076 at 31 December 2007 in
respect of deferred consideration due from Stan James (Gibraltar) Limited (see note 21), which
has been adjusted for potential amounts not recoverable. No other individually significant
receivable balances exist at 31 December 2007 (2006: £nil).

The credit risk for liquid funds and other short-term financial assets is considered negligible,
since the counterparties are reputable banks with high quality external credit ratings.

Liquidity risk

The group manages its liquidity needs by carefully monitoring scheduled debt servicing payments
for long-term financial liabilities as well as cash-outflows due in day-to-day business. Liquidity
needs are monitored in various time bands, on a day-to-day and week-to-week basis, as well as
on the basis of a rolling 30-day projection. Long-term liquidity needs for a 180-day and a 360-
day lookout period are identified monthly.

The group’s liabilities have contractual maturities which are summarised below:

As at 31 December 2007 2007 2006

£ £
Bank loans — 5,416,667
Trade and other payables 4,206,274 4,734,272
Ante-post sports bets — 881,329

4,206,274 11,032,268

All current amounts were due within six months at 31 December 2007 and 1 December 2006.
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20

Summary of financial assets and liabilities by category
The carrying amounts of the group’s financial assets and liabilities as recognised at the balance
sheet date of the reporting periods under review may also be categorised as follows:
2007 2006
£ £
Current assets
Other receivables (Loans and receivables) 541,072 367,364
Cash and cash equivalents 1,392,001 4,945,626
1,933,073 5,312,990
Current liabilities
Financial liabilities measured at amortised cost:
Borrowings — 5,416,667
Trade and other payables 4,206,274 4,734,272
Ante-post sports bets — 881,329
4,206,274 11,032,268
Financial Instruments
Fair values
Fair values of short term assets and liabilities (including trade receivables, trade payables and
borrowings) are not materially different to their book values due to their short maturity and
floating rates.
The fair value of the ante-post sports bets is not considered to be materially different from
amortised cost.
Carrying amount Fair Value
Year ended Year ended Year ended Year ended
31-Dec-07  31-Dec-06  31-Dec-07  31-Dec-06
£ £ £ £
Cash 1,392,001 4,945,626 1,392,001 4,945,625
Other receivables 541,072 367,364 541,072 367,364
Bank loans —  (5,416,667) —  (5,416,667)
Trade and other payables (4,206,274) (4,734,272) (4,206,274) (4,734,272)
Ante-post sports bets — (881,329) — (881,329)
Interest rate risks
The following table sets out the carrying amount, by maturity, of the Group’s financial
instruments that are exposed to interest rate risk are as follows:
2007 2006
Cash Bank loans Cash  Bank loans
£ £ £ £
Within one year 1,392,001 — 4,945,626  (5,416,667)

The interest rate exposure of the financial assets and liabilities of the group are shown in the
tables below. The tables include trade and other receivables and payables as these do not attract
interest and are therefore subject to fair value interest rate risk.
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Financial Instruments (continued)

As at 31 December 2007

Financial assets
Cash
Other receivables

Financial liabilities
Bank loans
Trade and other payables

As at 31 December 2006

Financial assets
Cash
Other receivables

Financial liabilities

Bank loans

Trade and other payables
Ante-post sports bets

Interest rate

Fixed Floating Zero Total
£ £ £ £

— 1,392,001 — 1,392,001
— — 541,072 541,072
— 1,392,001 541,072 1,933,073
— — 4,206,274 4,206,274

— — 4,206,274 4,206,274

Interest rate

Fixed Floating Zero Total
£ £ £ £

— 4,945,626 — 4,945,626
— — 367,364 367,364
— 4,945,626 367,364 5,312,990
— 5,416,667 — 5,416,667
— — 4,734,272 4,734,272

— — 881,329 881,329
— 5,416,667 5,615,601 11,032,268
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21 Discontinued operations

The Betdirect business was sold to Stan James (Gibraltar) Limited on 10 December 2007. The
liabilities of Betdirect were not included in the sale, except for the net amounts owed to players.

A loss of £7.3m on this sale has been recognised, which was calculated as follows:

2007
£

Assets disposed:
Intangible assets 11,142,899
Property, plant & equipment 1,140,446
12,283,345
Gross sales proceeds 5,750,000
Less: provision for unrecoverable receivables (190,473)
Less: disposal expenses (588,648)
Net consideration 4,970,879

Loss on disposal 7,312,466

The net consideration includes £1.9 million of net player liabilities assumed by Stan James.
A final payment of £500,000, net of unrecovered customer credit balances, is due in June 2008.

Cash flows from discontinued operations were as follows:

2007 2006
£ £

Cash flows from/(used in) discontinued operations
Net cash used in operating activities (6,406,515) (1,245,355)
Net cash from/(used in) investing activities 3,320,000 (11,870,756)
Net cash (used in)/from financing activities (5,661,803) 6,270,537
Net cash used in discontinued operations (8,748,318) (6,845,574)

The loss on disposal has been amended following the issue of the interim statement for the six
months ended 30 June 2007, to reflect the final assets disposed and costs of disposal.
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NOTICE IS GIVEN that the third Annual General Meeting of the Company (since admission of the
ordinary shares in the capital of the Company to trading on AIM, a market operated and regulated
by the London Stock Exchange Plc) will be held at The Caleta Hotel, Catalan Bay, Gibraltar on
Thursday, 24 April 2008 at 11:00 am for the following purposes.

Ordinary Business

To consider and if thought fit pass the following resolutions as ordinary resolutions:

1

To receive and consider the Directors’ Report, Auditor’s Report and the audited financial
statements for the year ended 31 December 2007.

To re-elect as directors following their respective retirement by rotation:
Ed Ware
Graham Campbell
John Hodgson

To reappoint Grant Thornton (Gibraltar) Limited and Grant Thornton UK LLP as auditors
and authorise the directors to fix their remuneration.

Special Business

4

To consider and if thought fit pass the following a special resolution

“THAT the authorised share capital of the Company be increased to 100,000,000 ordinary
shares of 0.2p (£0.002) by the creation of 25,000,000 ordinary shares of 0.2 pence (£0.002) each
ranking pari passu in all respects with the existing shares of the Company.

To consider and if thought fit pass the following as an ordinary resolution:

“THAT the directors be and hereby are generally and unconditionally authorised pursuant to
and in accordance with article 6 of the Companies articles of association (“Articles”) to allot
relevant securities (as defined within article 6) up to an aggregate nominal value of £46,083.33.

The authority hereby conferred shall expire at the conclusion of the Annual General Meeting of
the Company to be held in 2009 or, if earlier, 15 months from the date of the passing of this
resolution, unless such authority is renewed prior to such time. Under the authority hereby
conferred the directors may during such period make agreements which would or might require
relevant securities to be allotted after the expiry of such period. This authority is in substitution
for all subsisting authorities, to the extent unused.”

To consider and if thought fit pass the following as a special resolution:

“THAT (subject to the passing of resolutions 4 and 5 set out in the notice convening this
meeting) the directors be and hereby are authorised pursuant to and in accordance with article
22 of the Articles to allot equity securities (as defined in article 20) wholly for cash pursuant to
the authority conferred by resolutions 4 and 5 above, without regard to any existing pre-
emption rights, as if articles 14 to 21 did not apply to any such allotment provided that such
power shall be limited to:

(a) the allotment of equity securities in connection with a rights issue in favour of the holders
of ordinary shares on the register of members at such record date or dates as the directors
may determine for the purpose of the issue where the equity securities respectively
attributable to the interest of the ordinary shareholders are proportionate (as nearly as
may be) to the respective numbers of ordinary shares held by them on any such record
date or dates, subject only to such exclusions or other arrangements as the directors may
deem necessary or expedient to deal with factional entitlements or legal or practical
problems arising under the laws of any territory, or the requirements of any statutory or
regulatory body or stock exchange in any territory; and
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(b) the allotment (otherwise than pursuant to paragraph (a) above) of equity securities up to
an aggregate nominal value of £13,825.00.

The authority hereby conferred shall expire at the conclusion of the Annual General Meeting of
the Company to be held in 2009 or, if earlier, 15 months from the date of the passing of this
resolution, unless such authority is renewed prior to such time. Under the authority hereby
conferred the directors may during such period make agreements which would or might require
relevant securities to be allotted after the expiry of such period. This authority is in substitution
for all subsisting authorities, to the extent unused.”

To consider and if thought fit to pass the following as a special resolution:

“THAT the Company be generally and unconditionally authorised to make one or more market
purchases of ordinary shares of 0.2p each in the capital of the Company provided that:

(a) the maximum aggregate number of Ordinary Shares authorised to be purchased is
£13,825.00 (representing 10% of the issued ordinary share capital);

(b) the minimum price which may be paid for an Ordinary Share is 0.2p and the maximum
price which may be paid for an Ordinary Share is an amount equal to 105% of the
average of the middle market quotations for an Ordinary Share as derived from The
London Stock Exchange Daily Official List for the five business days immediately
preceding the day on which that Ordinary Share is purchased; and

(c) this authority expires at the close of the next Annual General Meeting of the Company
after the passing of this resolution (or, if sooner, at the expiration of 15 months from the
date of the passing of this resolution), save that the Company may before such expiry
make an offer or agreement to purchase Ordinary shares under this authority which would
or might require to be executed wholly or partly after such expiry, and the Company may
make a purchase of Ordinary shares in pursuance of such an offer or agreement as if the
power conferred hereby had not expired”.

NOTICE IS ALSO GIVEN that a satellite meeting will be held simultaneously (on 24 April 2008 at
10.00 am GMT) at the offices of College Hill Associates, 78 Cannon Street, London EC4N 6HH to
enable persons entitled to attend at the annual general meeting to do so by simultaneous attendance
and participation at that satellite meeting.

Date: 11 March 2008
By Order of the Board

Jon Hale
Company Secretary

Notes:

1.

Any member entitled to attend and vote at the Meeting may appoint one or more other persons as a proxy or proxies to attend
and, in the event of a poll, to vote instead of him or her. A proxy need not be a member of the Company. Shareholders will receive
a Proxy Form with this document.

Proxy Forms, if used, must reach the offices of Capita Registrars, The Registry, Proxies Department, 34 Beckenham Road,
Beckenham, Kent BR3 4TU, not less than 48 hours before the time fixed for the Meeting and in default will not be treated as valid.
Completion of a Proxy Form will not preclude shareholders from attending and voting at the Meeting should they wish to do so.
The Register of directors’ interests in shares in, or debentures of, the Company and copies of the directors’ service contracts of
more than one year’s duration will be available for inspection at the registered office of the Company during business hours only
on any weekday (excluding Saturdays, Sundays and public holidays) from the date of this Notice until the date of the Annual
General Meeting and at the place of the Meeting from 9am until the conclusion of the Meeting.

Resolution 4 asks for shareholders to approve the increase of the Company’s authorised share capital to to 100,000,000 ordinary
shares of 0.2p (£0.002) by the creation of 25,000,000 ordinary shares of 0.2 pence (£0.002).

Resolution 5 asks the shareholders to renew the directors’ general authority to allot unissued shares, should it be desirable to do
so. In accordance with corporate governance best practice recommendations, if approved, this authority is limited to a maximum
of £46,083.33, being the lesser of one third of the Company’s issued ordinary share capital and its unissued share capital as at 24
April 2008. The directors have no present plans to issue shares using this authority, which will expire at the next Annual General
Meeting or, if earlier, 15 months from the date of the resolution.

Resolution 6 will be a renewable authority given to the directors each year to allot shares for cash to person other than existing
shareholders up to a maximum of 10% of the Company’s issued share capital. This authority, which will expire at the next annual
general meeting or, if earlier, 15 months from the date of the resolution, gives the directors flexibility to take advantage of business
opportunities as they arise and the 10% limit ensures that existing shareholders’ interests are protected.
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7. Resolution 7 seeks to grant (until the next Annual General Meeting or the expiration of 15 months if sooner) the Directors
authority to purchase the Company’s own shares up to a maximum of 10% of the issued Ordinary share capital of the Company.
In proposing this Resolution, the Directors consider that it is in the best interests of the Company and its shareholders that
Directors should retain the ability to make market purchases of the Company’s own shares without the cost and delay of an
Extraordinary General Meeting to seek specific authority for a share purchase.
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