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2 October, 2000

Systems Union Group plc

Interim results for the six months ended 30 June 2000

Systems Union Group plc (“the Group”), the leading financial management and business software solutions vendor announces its interim results for the six months ended 30 June 2000.

Highlights

· Turnover significantly increased to £15.7 million (1999: £0.3 million)
· Group annualised turnover in excess of £70 million

· Operating loss before reorganisation costs and amortisation £8.8 million (1999: £0.4 million)
· Cash balances at 30 June 2000 of £25 million

· Three major acquisitions completed: Pegasus, Oneview.net and Systems Union

· Disposal of non-strategic business, CSM, for a consideration of £10.1 million (£9 million in cash)

· Strategic focus and emphasis of group changed from internet hosting to broader platform of IT business solutions

· Operating cost base reduced to give platform for future improvement in profitability

· Significant investment in R&D enabling new product delivery in the fourth quarter 2000 

Commenting on the results Bob Morton, Chairman, said:

“The six months to 30 June 2000 have been a very active period for the Group in which it has been transformed from an embryonic, newly-floated provider of eCommerce solutions to SMEs at the beginning of the year, to a leading financial management and business software solutions vendor with annualised revenues in excess of £70 million and more than 60,000 customers. With the dramatic change in sentiment towards dot.coms companies, the management team has constantly reviewed its strategy and primarily through acquisitions, has built a platform with the aim of taking the Group to profitability in 2001”

For further information, please contact:

Robert Gibb
Systems Union Group plc

01252 556219/ 07767 216021

Chairman’s Statement

The six months to 30 June 2000 have been a very active period for the Group in which it has been transformed from an embryonic, newly-floated provider of eCommerce solutions to SMEs at the beginning of the year to a leading financial management and business software solutions vendor with annualised revenues in excess of £70 million and more than 60,000 customers.  With the dramatic change in sentiment towards dot.com companies, the management team has constantly reviewed its strategy and primarily through acquisitions, has built a platform with the aim of taking the Group to profitability in 2001.

Finance
In the six months to 30 June 2000, turnover was £15.7 million and the operating loss before reorganisation costs and amortisation was £8.8 million. The figures reflect not only the large investment in the eCommerce division but also £5.1 million of R&D spend in the software division at a time when the operating companies were undergoing restructuring.   

Goodwill arising on the acquisitions of Pegasus, Oneview.net and Systems Union was approximately £143 million.  This was calculated by reference to the Group’s high share price at the dates of acquisition.  In order to reflect the dramatic change in market sentiment, valuation of dot.com companies and the problems that were encountered with the Oneview acquisition, the carrying value of goodwill has been written down by £83.3 million.

Net cash balances of nearly £25 million were held at 30 June 2000.

Acquisitions and Operational Review

Systems Union
The acquisition of Systems Union in May brought critical mass to the Group in the form of annualised turnover in excess of £60 million, together with an international distribution network of 200 VARs (Value Added Resellers) and 21 international sales offices servicing approximately 18,000 customer sites in 187 countries.  Systems Union’s SunSystems business software includes financial order fulfilment and eBusiness solutions.  It is available in 27 languages with an unlimited number of currencies including Euro triangulation.

Despite the strength of its product brand and offering, the company had run into difficulties prior to acquisition caused largely by delays in bringing its new product to market.  Following a post-acquisition review, steps were taken to reduce costs significantly by scaling down the activities of non-profitable offices and reducing corporate overheads, primarily in the UK.

The investment decision was also taken to continue with R&D initiatives to bring to the market the next generation of SunSystems product by the end of 2000.  This new product, the development of which is progressing to plan, not only improves upon the previous version’s core accounting capability but also contains new supply chain management functionality, as well as a user friendly front end and web access. The delivery of this new product will be a major achievement for the R&D team.  Additionally, it has been decided to further enhance the existing 4.2.6 product and to add further complementary products from external suppliers. It is also intended to utilise the Group’s technical eCommerce expertise gained to date to develop web-enabled solutions for the much larger customer-base of Systems Union.

The scale and strength of System Union’s global reach, extensive multinational customer base together with its current and new product offering underpins the Group’s future. 

Pegasus
The target customer base of the original freecom business was SMEs.  Whilst the number of freecom customers continues to grow organically, the strategic rationale behind the acquisition of Pegasus in February lay in the opportunity to sell a comprehensive internet and systems outsource solution to its significant customer base.

Since the acquisition, the company has disposed of the business of the CSM division (tax software) for a consideration of £10.1 million (£9.0 million in cash).  Pegasus Software continues to trade successfully with annualised revenues of approximately £8 million and remains a leading supplier of accounting software in the UK to the SME market.

A thorough review of the company’s operations was undertaken, which resulted in an extensive restructuring programme involving:

· An acceleration of the development programme for its new product, Opera II, which has involved increased R&D expenditure in the year

· Phasing out of legacy products and a successful conversion rate of existing users into current products

· A new management team has been put in place together with staff reorganisation, resulting in a reduction of the ongoing cost base of the business

Opera II will enhance the existing Pegasus reputation for producing easy-to-use accounting software.  This new product is fully Web-enabled and has an open system design principle which allows further development and customisation for individual customers.  This product represents a major achievement for the R&D team and is currently being shown to the Pegasus Reseller channel.

freecom.net GB

Oneview.net plc was acquired in May to achieve critical mass in the growing internet marketplace.  freecom.net and Oneview.net both provide web and eCommerce services to SMEs and operationally the businesses have been merged and now trade as freecom.net GB.

Subsequent to the offer for Oneview.net becoming unconditional on 4 May, a detailed review of the number of active customers and the company’s operations was undertaken, and revised business plans prepared. As a consequence of this review, several of the previous management shareholders agreed to return nine million shares of the original consideration. These shares are held for the benefit of the Group and will be used in due course to enhance shareholder value.

The original revenue growth assumed in the business plan of Oneview.net has not been achieved and accordingly the cost base has been reduced in order to control the cash burn. This was achieved by significantly reducing staff numbers.  Additionally, much effort has been put into improving the back office systems and procedures as well as streamlining the company’s product offering.

freecom.net GB is now positioned to grow as the potential of electronic trading and eCommerce activities is realised.

Management
In August 2000, Michael Williams and Bodo Heiss, co-founders of freecom.net plc, resigned from the Board to pursue other interests.  Paul Coleman, the Chief Financial Officer, was appointed Chief Executive Officer. I should like to take this opportunity to thank Michael and Bodo for their contribution to the initial development of the eCommerce business of the Group.  

Outlook

Current trading has been encouraging, particularly at Systems Union, which enjoyed a strong month in August for sales, profit and cash flow.   

With the new generation of products at Pegasus and Systems Union being brought to the market and a reduced cost base, the Group is well placed to embark upon the next stage of its development.

Bob Morton

Chairman
SYSTEMS UNION GROUP PLC

CONSOLIDATED PROFIT AND LOSS ACCOUNT

For the six months ended 30 June 2000   




Six months
Six months
Year





ended
ended
ended

                                                                                                                                           30 June             30 June                    31 Dec

                                                                                  Existing                                      (unaudited)      (unaudited)                  (audited)                    



Operations
Acquisitions
2000 
1999
1999



Notes
£000
£000
£000
£000
£000


Turnover
2
423
15,263
15,686
287
600
Cost of sales

(201)
(2,296)
(2,497)
(206)
(192)

Gross Profit

222
12,967
 13,189
81
408

Other operating expenses

(3,969)
(17,984)
(21,953)
(537)
(2,450)

Operating loss before non-recurring items

and amortisation
2
(3,747)
(5,017)
(8,764)
(456)
(2,042)

Profit on disposal of investment

2,110
-
2,110
-
-

Reorganisation costs  

-
(5,946)
(5,946)
-
-

Amortisation of intangible assets

(1,032)
(83,369)
(84,401)
-
-

Loss before interest and taxation

(2,669)
(94,332)
(97,001)
(456)
(2,042)

Net interest receivable



585
8
89

Loss on ordinary activities before taxation



(96,416)
(448)
(1,953)

Taxation on ordinary activities



-
-
-


Loss on ordinary activities after taxation



(96,416)
(448)
(1,953)


Equity minority interest



(99)
-
-

Amount transferred to reserves



(96,515)
(448)
(1,953)


Loss per share (pence) – basic

3                                                                     (165.2)                 (2.9)                        (9.8)                                                                                                                 

                                

         
                 
  

Adjusted loss per share (pence) – basic

3                                                                       (15.0)                 (2.9)                        (9.8)                       



STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES

For the six months ended 30 June 2000 





Six months
Six months
Year
 



ended
ended
ended
 



                              
                                        30 June            30 June                    31 Dec     

                                                                                                                                        (unaudited)      (unaudited)                 (audited)         




          
       
2000 
1999
1999
 






£000
£000
£000
 

Loss attributable to shareholders



(96,515)
(448)
(1,953)
 

Currency translation on foreign currency net investments


(94)
-
 -

Total gains and losses relating to the period



(96,609)
(448)
 (1,953)

SYSTEMS UNION GROUP PLC

CONSOLIDATED BALANCE SHEET

As at 30 June 2000   






Six months
Six months
Year






ended
ended
ended

                                                                                                 30 June            30 June                     31 Dec                               

                                                                                                                                                 2000                1999                
1999                              

                                                                                                                                      (unaudited)      (unaudited)                 (audited)                                                                                                         





£000
£000
£000
 

Fixed Assets

Intangible




60,102
308
- 

Tangible




14,211
597
 1,786






74,313
905
1,786

Current Assets


Stocks




77
10
-

Debtors and prepayments




20,826
134
 454

Cash at bank and in hand




24,970
1,443
19,112






45,873
1,587
19,566 

Creditors:  Amounts falling due within one year


(41,228)
(294)
 (595)

Net current assets




4,645
1,293
18,971

Creditors:

Amounts falling due after one year



(2,711)
(67)
(41)
 

Provisions for liabilities and charges



(7,477)
-
-

Equity minority interest




(293)
-
-






68,477
2,131
 20,716

Capital and reserves

Called up share capital



4,976
1,091
 1,879

Shares to be issued



11,779
-
 -
Treasury shares



(450)
-
 -
Share premium account



150,894
1,648
 20,950

Profit and loss account



(98,722)
(608)
(2,113)

Equity shareholders’ funds



68,477
2,131
20,716

CONSOLIDATED CASH FLOW STATEMENT

For the six months ended 30 June 2000  





Six months
Six months
 Year
 




     
ended
ended
  ended
 

                                                                                                                                           30 June                30 June                 31 Dec              

                                                                                                                                      (unaudited)             (audited)              (audited) 






2000 
1999 
1999





£000
£000
£000
 

Net cash outflow from operating activities



(7,522)
(276)
(1,394)
 

Returns on investments and servicing of finance


585
7
 10

Taxation



-
-
-

Capital expenditure and financial investment


(1,861)
(342)
 (1,602)

Acquisition of subsidiary undertakings



(9,003)
-
 (1)

Cash received on disposal of subsidiary undertakings


9,000
-
 -

Purchase of investments



(2,842)
-
 -

Sale of investments



4,952
-
20

Cash outflow before management of liquid resources


(6,691)
(611)
 (2,966)

Management of liquid resources
Movement in short term deposits



(972)
-
 (19,028)

Financing



15,102
2,117
 22,141

Increase in cash during period



7,439
1,506
   147

SYSTEMS UNION GROUP PLC

NOTES TO THE INTERIM ACCOUNTS
1. The financial information contained in this document does not constitute statutory accounts within the meaning of section 240 of the Companies Act 1985.  Statutory accounts for the year to 31 December 1999 have been filed with the registrar of companies.  The auditors have reported on those accounts; their report is unqualified and did not contain a statement under section 237 of the Companies Act 1985.
2. Geographical analysis

For the six months ended 30 June 2000 

    

                                                                                             Six months      Six months                       Year 





ended
ended
ended

                                                                                                                                             30 June            30 June                    31 Dec

                                                                                   Existing                                       (unaudited)       unaudited)                  (audited)
        

operations
Acquisitions
2000
1999
1999



£000
£000
£000
£000
£000
 

Turnover
UK

423
8,616
9,039
287 
600

Europe, Middle East and Africa

-
1,171
1,171
   -
-

Americas

-
2,364
2,364
-
 -

Asia Pacific

-
3,112
3,112 
-
 -



423
15,263
15,686
287 
600

Operating loss before non-recurring

items and amortisation

UK

(3,747)
(3,994)
(7,741)
(456)
(2,042)
 

Europe, Middle East and Africa

-
(1,419)
(1,419)
-
 -

Americas

-
(115)
(115)
-
 -

Asia Pacific

-
511
511
-
 -



(3,747)
(5,017)
(8,764)
(456)
 (2,042)

3. The loss per share has been calculated on the net loss of £96,515,000 and the weighted average number of shares in issue of 58,422,123 (1999: 15,408,586).  The adjusted loss per share has been calculated on the operating loss before reorganisation costs and amortisation of £8,764,000 and the weighted average number of shares in issue of 58,422,123 (1999: 15,408,586).
4. The interim statement will be posted to all shareholders and copies will be available to the public at the company’s registered office, Orion House, Orion Way, Kettering, Northants, NN15 6PE. [Registered office has subsequently moved to Farnborough.]
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