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RESULTS FOR THE SIX MONTHS AND THE PERIOD ENDED 30 JUNE 2007
Financial Highlights

· Profit before tax increased 57% to £639k (H1 2006: £408k), with turnover up 10% to £7.8m (H1 2006: £7.1m) despite negative impact of weak US Dollar

· Normalised profit* of £950k, an improvement of  32% (H1 2006: £721k) 
· Net cash inflow from operating activities for the period was £767k, an improvement of £993k on a net outflow of £226k in the first half of 2006. Cash balance at 30 June 2007 of £2.9m

· Interim dividend declared of 0.12p per share

Operational Highlights

· MF Global (formerly Man Financial) has selected Risk Informer to manage post-trade risk margining globally across all asset classes 

· Calyon Financial has extended Risk Informer deployment to cover spot and forward FX, and FX options
· Billable Pro-Mark trading screen user numbers have risen to 300 at the end of the period from 129 at the start of 2007

· 3 new customer installations signed during the period including R J O’Brien Associates, the largest independent futures brokerage in North America

· Market leading connectivity increased with the Dubai Mercantile Exchange, Dubai Gold & Commodity Exchange, Mexican Derivatives Exchange and Hong Kong Exchanges & Clearing all added

* Normalised profit is a measure of performance widely used by market analysts. It is defined as profit before taxation and adjusted for share-based incentives payments, exceptional items, and amortisation (other than from software development capitalised according to International Financial Reporting Standards).

Stewart Millman, Chairman, of Patsystems, commented:

“Patsystems has delivered a strong first half performance which is particularly pleasing given the recent weakness in both the US Dollar and Japanese Yen against Sterling. Our product offering continues to develop and the global adoption of our Risk Informer solution by MF Global is testament to its quality, whilst our geographical reach and market connectivity is continually increasing.

With a healthy pipeline of new business, we are confident that the outlook for the rest of 2007 and beyond remains very positive.”

Commentary

Introduction

I am delighted that we have continued our trend of improving profit, operating margin and cash generation despite the weakness of both the US dollar and the Japanese Yen against sterling. The underlying progress of the business, both in terms of our product portfolio development and the pipeline of potential new business is positive and reinforces our confidence in the future. 

The Board has declared an interim dividend of 0.12p; to be paid on 28 September 2007 to shareholders on the register as at 31 August 2007. 

I am pleased that a further 3 customers have signed contracts to adopt new installations of our trading systems in the first six months of the year and that Citigroup has taken our software live after signing a contract in 2006. These new installations will all contribute towards the second half performance.

The adoption of Pro-Mark this year has been ahead of our business plan: the vast majority of the Pro-Mark users added to date are either converts from our major competitors or traders new to electronic trading.

Risk Informer has continued its momentum and I am delighted to report both that we have won the opportunity to provide MF Global with their global post trade risk margining solution, and also that the implementation of this project is progressing well. 

Revenue

Revenue for the first six months of 2007 was £7.8m (H1 2006 - £7.1m), an increase of 10%.  The impact of the weakening of both the US Dollar and the Japanese Yen against Sterling since 31 December 2006 has reduced the reported level of turnover by approximately £208k or 3%.

Revenue generated from trading systems accounted for £6.7m of total revenue - an increase of 12% on 2006.

As envisaged, revenue generated from exchange systems remained level at £0.7m (H1 2006 - £0.7m)

Risk systems revenue accounted for the remaining £0.4m (H1 2006 - £0.4m)

Costs

Cost of sales was £0.16m for the first six months of 2007 against £0.23m for the corresponding period in 2006.

Operating expenses for the first half of 2007 were £7.1m (H1 2006: £6.5m). The main component of this increase is the planned growth in staff costs of £550k. This is due to a combination of salary increases, new head count and the new Long Term Incentive Plan (LTIP).
Operating Profit

The Group made an operating profit before interest and taxation of £0.6m for the first half of 2007 compared to £0.4m in H1 2006.  The corresponding operating margin improved to 7.4% from 5.4%.  
Taxation

The taxation charge for the period of £200,000 comprises £150,000 of deferred taxation and £50,000 of Asian tax payable.

Cash

The Group has a cash balance of £2.9m at 30 June 2007.

Cash of £767k was generated from operating activities during the period compared to a net outflow of £226k in H1 2006. As a result of the Company’s hedging programme the average exchange rate used to convert US Dollar cash flows remitted to the UK during the period was 1.8993. The Group’s hedging policy is to carry forward cover for 75% of the US$/£ net anticipated exposure for 12 months forward.
Tamesis Earn Out

The Tamesis earn out period concluded on 31 July 2007.  Provisional figures for consideration due under the earn out have been calculated and are reflected within these financial statements.  Approximately 12 m ordinary Patsystems plc shares are to be issued to the vendors of Tamesis.  The majority of these shares will be issued in September 2007 and the remainder (if any) will be issued in February 2008.  
The 12m consideration shares have been used in the fully diluted EPS calculation within this announcement.  In the financial statements to 31 December 2006 we provided for approximately 14m shares to be issued to the Tamesis vendors and this number was used in the fully diluted EPS calculation at that time.
The provisional value of the earn out is calculated to be £3.5m (12m shares at the current share price of 28.75p).  The amount provided at 31 December 2006 was £2.1m (14m shares at 15p each).  The difference of £1.4m has been accounted for as an adjustment to goodwill and to contingent consideration.
Trading systems and market connectivity
Trading screens

Pro-Mark user numbers have risen from 129 billable users at the start of 2007 to 300 at 30 June 2007.

The adoption of Pro-Mark has been primarily by traders new to Patsystems and we continue to extend the breadth of functionality and product types supported. During the period Pro-Mark version 3.9 was released providing support of options strategies, best execution across multiple markets and advanced charting functionality. Since the period end we have also launched Pro-Mark 4.0 with functionality designed specifically for energy traders.
It is our expectation that billable Pro-Mark user numbers will continue to grow throughout the remainder of 2007 and in 2008. At the start of the year we forecast 400 billable users by the end of the year, and I am pleased to announce that this has now been revised to 500. Undoubtedly some of our investment bank customers will decide to switch their J-Trader professional users to the Pro-Mark tool, in addition to the growth we anticipate from new Patsystems users adopting the product.

Charting capability was also released within the J-Trader product and the ability to trade foreign exchange through the J-Trader product is now supported by way of a partnership with Gain Capital Group.

Connectivity

Our provision of a breadth of venues for our customers to trade across the globe continues to be one of our business strengths. During the first six months of the year connectivity was released for the Dubai Mercantile Exchange, Dubai Gold & Commodity Exchange, Mexican Derivatives Exchange and Hong Kong Exchanges & Clearing.

We expect to release connectivity to a number of additional exchanges during the remainder of the year.

By way of our proprietary X-Link technology we continue to enable traders to benefit from the exchange memberships of Futures Clearing Merchants (“FCM”) that are not their clearer and additionally giving the advantage of a global reach to FCMs that may only operate with limited exchange memberships in a single territory.

Global Trading

The Global Trading software provides those organisations that require a single global view of their derivatives trading activity across all jurisdictions with a resilient, low latency and extendable solution.

Our work with our beta partners has progressed well and, in addition to the opportunities with our current customer base, two new customers also look likely to adopt Global Trading as their technology platform of choice within the second half of the year.

I look forward to reporting on continued success for Global Trading in our annual report and accounts.

Risk Systems

Development of the Tamesis business, acquired in August 2005, continues well. The capability of Risk Informer to fulfill the post trade risk margining needs of the very largest financial services organisations has been demonstrated in its selection by MF Global. 

As one of the largest broking businesses in the world MF Global is implementing Risk Informer globally for all exchange traded futures & options, spot & forward FX trades, contracts for difference and equities trading.

Risk Informer will monitor clients’ aggregated risk in real-time across all geographies and asset classes.

Our project to implement Risk Infomer will continue in the second half of our financial year and the licence is anticipated to be signed by MF Global subsequent to the half year end in readiness for live use of the initial phase of the project.

In addition we have extended our deployment with Calyon Financial with the system being implemented to provide real-time risk margining for their spot and forward FX and FX options business.

The opportunities for Risk Informer continue to be strong and further business growth is anticipated in the second half of the year.

To complement the Risk Informer post trade risk margining product, we have launched the beta version of a pre-trade risk margining product, called Risk Monitor.

Risk Monitor is a low latency tool designed to monitor proposed trades across a range of markets ahead of the exchange and, if necessary, prevent, restrict or provide alerts in respect of individual electronic trades.

Risk Monitor is a component of the Global Trading Solution and can be deployed within Global Trading or as a separate module.

Initial customer interest in Risk Monitor is positive and I will comment further on its progress at the year end.

Exchange systems

During the first half of the year the primary focus of our exchange systems business has been supporting the National Commodities Exchange Limited in Pakistan in its preparations for go-live and also the Tokyo Grain Exchange in preparation for its planned go-live with the new continuous trading system in the autumn.

New business opportunities exist in Asia for our exchange systems business but as I have stated previously the decision time scales on these are typically rather lengthy.

Business objectives and outlook

Our key objectives for 2007 are to grow substantially the Pro-Mark installed user base, extend our solutions into additional asset classes and to establish user communities for both Global Trading and Risk Informer.

Our progress to date in each of our business areas has been positive despite some of the opportunities we are progressing materialising into signed contracts later than we had anticipated.
I remain confident that the business will fulfill our targets for 2007 and that the opportunities for ongoing business growth for 2008 and beyond remain very positive.

Finally I would like to thank all of our staff for their considerable efforts during the last six months and to re-iterate the pride I have in leading this business.

David Webber

Chief Executive

	Consolidated income statement
	
	
	

	
	
	
	

	
	
	6 months ended
	Year ended

	
	Notes


	30 June

2007

£’000

Unaudited
	30 June

2006

£’000

Unaudited
	31 December 2006


£’000

Audited

	
	
	
	
	

	Revenue
	
	7,811
	7,125
	15,255

	Cost of sales
	
	(156)
	(231)
	(387)

	
	
	
	
	

	Gross profit
	
	7,655
	6,894
	14,868

	Operating expenses
	4
	(7,075)
	(6,506)
	(13,292)

	
	
	
	
	

	Operating profit 
	
	580
	388
	1,576

	Interest receivable and similar income 
	
	59
	23
	54

	Interest payable and similar charges 
	
	-
	(3)
	(4)

	
	
	
	
	

	Profit on ordinary activities before taxation
	
	639
	408
	1,626

	Taxation
	
	(200)
	(1)
	6,280

	
	
	
	
	

	Profit for the period 
	
	439
	407
	7,906

	
	
	
	
	

	Earnings per ordinary share
	5
	
	
	

	 - basic
	
	0.3p
	0.3p
	4.9p

	 - diluted
	
	0.2p
	0.2p
	4.1p

	Adjusted earnings per ordinary share*
	
	
	
	

	 - basic
	
	0.4p
	0.3p
	0.9p

	 - diluted
	
	0.3p
	0.2p
	0.8p

	
	
	
	
	


*Due to the material size of the deferred tax movement in 2006 and the significant effect it has on the reported EPS figure, the directors consider that it is appropriate to disclose adjusted EPS calculations that exclude the effect of deferred tax.

Consolidated statement of recognised income and expense

	


	
	
	6 months ended
	Year ended

	
	
	30 June

2007

£’000

Unaudited
	30 June 

2006

£’000

Unaudited
	31 December 2006


£’000

Audited

	
	
	
	
	

	Profit for the period
	
	439
	407
	7,906

	Foreign exchange adjustment on foreign currency net investments
	
	2
	18
	(144)

	
	
	
	
	

	Total recognised gains
	
	441
	425
	7,762


Consolidated Balance Sheet

	
	Notes


	30 June

2007

£’000

Unaudited
	30 June

2006

£’000

Unaudited
	31 December

2006


£’000

Audited

	ASSETS
	
	
	
	

	Non-current assets
	
	
	
	

	Goodwill
	
	3,055
	1,651
	1,745

	Intangible assets
	
	2,882
	1,895
	2,536

	Property, plant and equipment
	
	655
	861
	754

	Deferred tax assets
	
	6,829
	-
	6,979

	
	
	
	
	

	
	
	13,421
	4,407
	12,014

	
	
	
	
	

	Current assets
	
	
	
	

	Inventories
	
	185
	198
	188

	Trade and other receivables
	6
	3,174
	4,213
	4,021

	Financial assets – derivative financial instruments
	
	98
	105
	127

	Cash and cash equivalents
	
	2,866
	1,524
	3,251

	
	
	
	
	

	
	
	6,323
	6,040
	7,587

	
	
	
	
	

	LIABILITIES
	
	
	
	

	Current liabilities
	
	
	
	

	Trade and other payables
	7
	(2,325)
	(2,716)
	(3,594)

	Current income tax liabilities
	
	(50)
	-
	(101)

	Contingent consideration
	8
	(3,450)
	-
	(2,140)

	
	
	
	
	

	
	
	(5,825)
	(2,716)
	(5,835)

	
	
	
	
	

	
	
	
	
	

	Net current assets
	
	498
	3,324
	1,752

	
	
	
	
	

	Non-current liabilities
	
	
	
	

	Contingent consideration
	8
	-
	(1,500)
	-

	Provisions 
	
	(46)
	(22)
	(34)

	
	
	
	
	

	Net assets
	
	13,873
	6,209
	13,732

	
	
	
	
	

	
	
	
	
	

	SHAREHOLDERS’ EQUITY
	
	
	
	

	Capital and reserves
	
	
	
	

	Share capital
	
	1,650
	1,635
	1,641

	Share premium account
	
	3,784
	3,649
	3,691

	Other reserves
	
	17,348
	17,348
	17,348

	Retained earnings
	
	(8,909)
	(16,423)
	(8,948)

	
	
	
	
	

	Total shareholders’ equity
	9
	13,873
	6,209
	13,732

	
	
	
	
	


Consolidated Cash Flow Statement

	
	6 months ended
	Year ended

	
	30 June

2007

£’000

Unaudited
	30 June

2006

£’000

Unaudited
	31 December 2006


£’000

Audited

	
	
	
	

	Cash flows from operating activities
	
	
	

	Cash flows from operations
	814
	(222)
	2,694

	 Interest received
	59
	23
	54

	 Interest paid 
	-
	(3)
	(4)

	 Tax paid
	(106)
	(24)
	(51)

	
	
	
	

	Net cash flows from / (used in) operating activities
	767
	(226)
	2,693

	
	
	
	

	Cash from investing activities
	
	
	

	Purchase of intangible assets
	(656)
	(669)
	(1,689)

	Purchase of property, plant and equipment
	(113)
	(204)
	(344)

	Acquisition of subsidiaries (net of bank overdraft acquired) 
	-
	(10)
	(10)

	
	
	
	

	Net cash flows used in investing activities
	(769)
	(883)
	(2,043)

	
	
	
	

	Cash flows from financing activities
	
	
	

	Net proceeds from issue of ordinary share capital
	102
	138
	164

	Finance lease principal payments
	-
	(30)
	(40)

	Dividends paid
	(495)
	-
	-

	
	
	
	

	Net cash flows (used in) / from financing activities
	(393)
	108
	124

	
	
	
	

	Net (increase) / decrease in cash and cash equivalents
	(395)
	(1,001)
	774

	Cash and cash equivalents at beginning of the period
	3,251
	2,604
	2,604

	Effect of exchange rates
	10
	(79)
	(127)

	
	
	
	

	Cash and cash equivalents at end of the period
	2,866
	1,524
	3,251


Reconciliation of net profit to net cash flows from operating activities

	
	Six months ended
	Year ended

	
	30 June

2007

£’000

Unaudited
	30 June

2006

£’000

Unaudited
	31 December 2006


£’000

Audited

	
	
	
	

	Net profit
	439
	407
	7,906

	Tax
	200
	1
	(6,280)

	Depreciation of property, plant and equipment
	209
	242
	475

	Amortisation of intangible assets
	310
	313
	632

	Share compensation expense
	93
	92
	230

	Shares issued in lieu of payment
	-
	31
	53

	Interest income
	(59)
	(23)
	(54)

	Interest expense
	-
	3
	4

	Decrease in inventories
	3
	96
	106

	Decrease / (increase) in trade and other receivables
	847
	(978)
	(808)

	Decrease / (increase) in financial assets and liabilities
	29
	(148)
	(170)

	(Decrease) / increase in trade and other payables
	(1,269)
	(12)
	836

	Increase / (decrease) in provisions 
	12
	(246)
	(236)

	
	
	
	

	Cash flows from operating activities
	814
	(222)
	2,694


Material non-cash transactions
During the period the estimate of contingent consideration increased to £3,450,000 (31 December 2006: £2,140,000). This increase does not have an effect on the cash flows of the Group.

Notes to the Financial Statements

1.
Approval of results

The financial statements for the six months ended 30 June 2007 were approved by the Board of Directors on 7 August 2007.

These financial statements do not constitute statutory accounts within the meaning of the Companies Act 1985 and are neither reviewed nor audited. 

2.
Summary of significant accounting policies

(a) Basis of preparation

The financial statements for the six months ended 30 June 2007 have been prepared in accordance with International Financial Reporting Standards and the accounting policies adopted in the preparation of the accounts for the year ended 31 December 2006 and those expected to apply for the year ended 31 December 2007 for Patsystems Plc, which are set out in the Company's annual report.  

The Group has chosen not to adopt IAS 34 ‘Interim Financial Reporting’ in preparing the interim consolidated financial statements and therefore they are not in full compliance with IFRS.

The financial information for the year ended 31 December 2006 has been extracted from the statutory accounts which have been delivered to the Registrar of Companies and on which the auditors gave an unqualified opinion.
The Income Statement has been prepared on the basis that all operations are continuing operations. 

These consolidated interim financial statements have been prepared under the historical cost convention, with the exception of financial instruments which are stated in accordance with IAS 39 ‘Financial Instruments: Recognition and Measurement’.

(b)
Consolidation

The results and net assets of subsidiary undertakings acquired are included in the consolidated income statement and consolidated balance sheet using the acquisition method of accounting from the effective date of acquisition.

3. Segmental analysis

   The primary analysis used by management in monitoring the Group’s risks and returns is by geographical 

   segments. The segmental analysis by region is presented below:

	
	6 months ended
	Year ended

	
	30 June

2007

£’000

Unaudited
	30 June

2006

£’000

Unaudited
	31 December

2006

£’000

Audited

	
	£’000
	£’000
	£’000

	Analysis of Turnover by origin
	
	
	

	Europe
	3,146
	2,932
	6,722

	USA
	3,030
	2,739
	5,555

	Asia Pacific
	1,635
	1,454
	2,978

	
	7,811
	7,125
	15,255

	Analysis of Turnover by destination
	
	
	

	Europe
	3,006
	2,848
	5,543

	USA
	3,030
	2,739
	5,555

	Asia Pacific
	1,775
	1,538
	4,157

	
	7,811
	7,125
	15,255

	Analysis of profit/(loss) before tax
	
	
	

	Europe
	537
	273
	1,308

	USA
	67
	104
	176

	Asia Pacific
	35
	31
	142

	
	639
	408
	1,626

	Analysis of net assets
	
	
	

	Europe
	10,175
	4,075
	10,272

	USA
	2,527
	1,153
	1,790

	Asia Pacific
	1,171
	981
	1,670

	
	13,873
	6,209
	13,732


4. Operating expenses and group operating profit

	
	
	6 months ended
	Year ended

	Comprises:
	
	30 June

2007

£’000

Unaudited
	30 June

2006

£’000

Unaudited
	31 December 2006


£’000

Audited

	Depreciation and amortisation
	
	
	
	

	Depreciation of tangible fixed assets
	
	209
	242
	475

	Amortisation of intangible assets
	
	218
	221
	449

	Amortisation of capitalised development costs
	
	92
	92
	183

	
	
	
	
	

	
	
	519
	555
	1,107

	
	
	
	
	

	Share compensation expenses
	
	93
	92
	230

	
	
	
	
	

	Other operating expenses
	
	6,463
	5,859
	11,955

	
	
	
	
	

	
	
	
	
	

	Total operating expenses
	
	7,075
	6,506
	13,292

	
	
	
	
	


5. Earnings per Ordinary Share

In accordance with IAS 33, the calculation of earnings per ordinary share is based upon:

	
	
	Six months ended
	Year ended

	
	
	30 June 

2007

£’000

Unaudited
	30 June 

2006

£’000

Unaudited
	31 December 2006


£’000

Audited

	Profit on ordinary activities: (£000’s)
	
	
	
	

	 - basic
	
	439
	407
	7,906

	Adjusted Profit on ordinary activities: (£000’s)*
	
	
	
	

	 - basic
	
	589
	407
	1,474

	
	
	
	
	

	Weighted average number of shares:
	
	
	
	

	 - basic
	
	164,670,000
	161,731,000
	162,794,000

	 - diluted
	
	192,209,000
	178,203,000
	192,081,000


*Due to the material size of the deferred tax movement in 2006 and the significant effect it has on the reported EPS figure, the directors consider that it is appropriate to disclose adjusted EPS calculations that exclude the effect of deferred tax.

6. Trade and other receivables

	
	At 30 June

2007 

£’000

Unaudited
	At 30 June

2006

£’000

Unaudited
	At 31 December

2006

£’000

Audited

	
	
	
	

	Trade receivables
	1,473
	2,297
	2,572

	Other receivables
	341
	377
	329

	Prepayments and accrued income
	1,360
	1,539
	1,120

	
	
	
	

	
	3,174
	4,213
	4,021


7.
Trade and other payables

	
	At 30 June

2007

 £’000

Unaudited
	At 30 June

2006

£’000

Unaudited
	At 31 December

2006

£’000

Audited

	
	
	
	

	Trade payables
	334
	695
	635

	Finance lease obligations
	-
	10
	-

	Other tax and social security
	418
	405
	423

	Deferred income
	833
	967
	1,417

	Accruals 
	740
	636
	1,119

	Other creditors
	-
	3
	-

	
	
	
	

	
	2,325
	2,716
	3,594


8. Contingent consideration

The contingent share consideration is in relation to the acquisition of Tamesis Ltd which is payable entirely in Patsystems Plc ordinary shares. The Tamesis earn out period concluded on 31 July 2007.  Provisional figures for consideration due under the earn out have been calculated and are reflected within these financial statements. Approximately 12 m ordinary Patsystems plc shares are to be issued to the vendors of Tamesis.  The majority of these shares will be issued in September 2007 and the remainder (if any) will be issued in February 2008. 
9. Capital and reserves

	
	Share Capital
	Share Premium Account
	Other Reserves
	Retained Earnings
	

	
	£’000
	£’000
	£’000
	£’000
	£’000

	
	
	
	
	
	

	At 1 January 2007
	1,641
	3,691
	17,348
	(8,948)
	13,732

	Shares issued in the period
	9
	93
	-
	-
	102

	Profit for the period
	-
	-
	-
	439
	439

	Foreign exchange movement
	-
	-
	-
	2
	2

	Dividends paid
	-
	-
	-
	(495)
	(495)

	Share compensation expense
	-
	-
	-
	93
	93

	
	
	
	
	
	

	At 30 June 2007
	1,650
	3,784
	17,348
	(8,909)
	13,873


10.
Copies of this statement

Copies of this statement are available from the Company Secretary at the Company’s registered office at Cottons Centre, Hay’s Lane, London SE1 2QP, or from the investor relations section of the Company’s website at www.patsystems.com
