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Overview Narrative – H1 2009

� Management & Organisation Restructuring
— Appointment of CEO
— New  ‘top-team’
— Exit consultancy business

� “ The Twin Storm”
— Legacy issues
— Global economy

� Steadying the Ship
— Focus on basic operations
— Cash management and securing bank facilities

� Dividend
— No interim dividend
— Board to review options to consider declaration of future dividends 
— Options may include capital reduction
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� Defining integrated strategy

� Integrated operating model

� Providing coordinated services and process e.g. recruiting and induction
� Facilitating linkage between business e.g. opportunity management

� Shared services:  Finance and IT

� Staff 20 (shared services c.60 )

� Cash cost £3.1m (shared services £3.5m)

� Holding structure

� Portfolio management

� Facilitating performance
� Staff 11 (shared services c.50)

� Cash cost £2.2m (shared services £2.75m)

� Move shared services into Businesses when appropriate

2008

2009

Group Role Reduced
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Business Operations

� IMC business classified as Discontinuing
— Disposal of UK and Jersey business formerly known as CSTIM to Navigant Consulting

— Options being considered for remaining businesses

� Improved performance of remaining UK based business
— IS&T UK focusing on core propositions

— BAS business dealing with historic problem projects; one problem contract now resolved

� European business impacted by local economic problems

— Spain and Ireland are two of the poorest performing European Economies

— Committed management teams taking necessary actions to align cost base with 
economic outlook
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Business Units – H1

HY09 HY08 HY09 HY08 HY09 HY08 
£m £m £m £m

Infrastructure Services and Technology: 

• UK             57.2          62.5             3.0              2.2 5.2% 3.5%

• Europe             29.3          29.0              1.2 0.0% 4.1%

Business Applications Services             21.0          23.2             0.9              0.4 4.3% 1.7%

Continuing Operations           107.5        114.7             3.9              3.8 3.6% 3.3%

Central Cost (2.9) (2.3)

Before Trading balance releases             1.0              1.5 

Trading balance releases             1.7              3.6 

Continuing Operations           107.5        114.7             2.7              5.1 2.5% 4.4%

Discontinued Operations 

• IMC               6.8            9.1               -                1.3 0.0% 14.3%

Total           114.3        123.8             2.7              6.4 2.4% 5.2%

Revenue Operating Profit Margin % 
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Execution

� Simple structure

� Say it as it is – establish a base line
– Restructuring
– Write-off depreciation/amortisation

– Clarity around surplus credits and one-offs

� Basic management disciplines
– Leverage asset base

– Cash control

– Expense management

– Opportunity and pipeline management
– Project controls and disciplines

– Utilisation management

� Resolve troubled contracts

� Focus businesses as niche providers in their markets

� Strengthen management throughout business
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Financial Review H1 2009

Mike Phillips
Chief Executive Officer
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Financial Headlines
(Continuing Operations)

� Revenue £107.5m (H1 2008: £114.7m)

� Operating profit £2.7m (H1 2008: £5.1m)

� Operating profit pre-trading credit releases £1.0m (H1 2008: £1.5m)

� Adjusted basic loss per share 0.2p (H1 2008 EPS: 0.7p)

� Restructuring costs of £5.4m taken in the period of which £4.1m is a 
cash outflow in the period

� Cash less Customer Specific Financing £3.8m (H1 2008: £11.4m)
– Cash of £5.9m, CSF of £2.1m

11 February 2009 Page 10© 2009 Morse plc



Disposal of UK and Jersey Investment Management 
Consultancy Business (Formerly Known As CSTIM)

� Contracts exchanged on 9 February 2009 for disposal of CSTIM to Navigant 
Consulting

� A  two week TUPE consultation period in progress

� The maximum consideration for the transaction receivable by Morse is £1.7m
– The initial consideration is £1.3m payable in cash at completion
– Deferred consideration of up to £0.4m is payable in cash and is dependent upon the 

operating profit performance of CSTIM in the 12 months ending on 30 June 2009

� As a result of the sale there will be an impairment to goodwill on Morse’s 
consolidated balance sheet, relating to the IMC business unit, of £13.8m

� There will also be a write down of the same amount in the carrying value of the 
investment in Morse plc’s company balance sheet

11 February 2009 Page 11© 2009 Morse plc



Challenge for 2009

At the time of the preliminary results for FY 2008, we stated that in FY 
2009 our challenge was to improve operational efficiency and 
execution in order to improve the quality of earnings and cash 
generation.

� Renewed focus on simplicity with five (now four) autonomous business units

� Renewed focus on execution

� Addressing the issues that impacted trading in 2008

� Cost reduction programme in progress
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New Challenges Arise 

Since then the economic outlook has become significantly worse and 
executive management have focused on ensuring that the business is 
best structured for the future.

� Banking facilities and cash

� Strong corporate governance and internal control 

� Focus on core activities
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Working Capital Cycle
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Cash Balance vs. Bank Balance

Cash Balance vs. Bank Balance
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� Implemented more rigorous period 
end processes

� Cash balance is now more in line with 
bank balance
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Customer Specific Financing

� During the period from 30 June 2008 to 30 September 2008 the Group 
entered into two Customer Specific Financing arrangements with IBM 
Global Financing

� These arrangements are normal within Infrastructure Service & 
Technology businesses and provide benefits to each party

� At 31 December 2008 £2.1m of CSF were outstanding

� The Group will continue to review the suitability of CSF for new sales 
opportunities
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Banking Facilities

� The principal banking facilities of the Group are with the Royal Bank of Scotland plc
— £10m committed multi currency Revolving Credit Facility (“RCF”) and a £2.5m multi 

currency overdraft facility

— £2.5m multi currency overdraft

� The RCF is committed to 28 March 2010 and has covenants that relate to
— Gearing (Gross Borrowings to shareholder funds)

— Interest cover (PBIT to Borrowing costs)

— Leverage (Gross Borrowings to EBITDA)

� Agreement reached with RBS, covenant calculations now revised to take account of:
— A maximum of £6m of cash restructuring costs during the current financial year

— A reduction in shareholders funds that could arise from the restructuring programme and 
disposal of IMC
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Income Statement
(continuing operations)

HY09 HY08 % change 
£ millions 

Revenue 107.5 114.7 (6.3)%

Gross profit 21.6 25.7 (16.0)%

Operating Profit before central costs, trading 
balance release and exceptional items 

3.9 3.8 2.6%

Central costs (2.9) (2.3) 26.1%

Operating Profit before trading balance 
releases and exceptional items 

1.0 1.5 (33.3)%

Trading balance releases 1.7 3.6 (52.8)%

Operating Profit before exceptional items 2.7 5.1 (47.1)%
Exceptional items – restructuring costs (5.4) - 

Operating (loss)/profit (2.7) 5.1 

Interest (0.5) (0.3)

Taxation 0.2 (1.3)

(Loss)/Profit after taxation (3.0) 3.5 
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Central Costs

Foreign exchange movements on inter group funding in Euros gives rise to 
the majority of the Forex loss/(gain) 

HY09 HY08
£’000 £’000

Group and Central Functions 1,558 1,757
Amortisation 582 498
Share Option costs 170 450
Sub-total 2,310 2,705
Forex loss/(gain) 620 (449)
Central costs 2,930 2,256
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Restructuring – What We’re Doing

� Consolidated  zone 1 property

� Reduce Group activities

� Reduce Business Unit overhead

� Reduce fragmentation of chargeable resource

� Review of Morse in Education and IS&T – Spain results in H2 
estimates of restructuring costs

� Anticipate recouping restructuring costs in less than one year

H109 H109 H109 H209 FY09
Cont Disc Total Est Total
£’000 £’000 £’000 £’000 £’000

Headcount related       3,631         815       4,446         800       5,246 
Property and IT         661            -           661      1,050       1,711 
Legal and professional         516            -           516         200         716 
Share Option costs         581            -           581         581 
Central costs       5,389         815       6,204      2,050       8,254 
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What The 4 Businesses Do (By Turnover)

Infrastructure Services & Technology

UK Spain Ireland
Product 70% 70% 93%
Services 30% 30% 7%

Business Application Services

HY 2009
SAP 
– Diagonal 66%
Business Change and Transformation 
– Xayce 13%
Portals and Collaboration
– Microsoft and Wisdom 21%

11 February 2009 Page 21© 2009 Morse plc



Group Headcount

0

200

400

600

800

1,000

1,200

1,400

1,600

 Dec-07 Jun-08 Dec-08

IST - UK IST - Spain IST - Ireland BAS Central Functions Group IMC

11 February 2009 Page 22© 2009 Morse plc



Cash Flow

HY09 HY08 

£ mil l ions 

Cash (absorbed by)/generated from operations (4.0) 3.0

Net Interest & Tax Paid (0.9) (0.4)

Net Capital spend (0.3) (0.3)

Purchase of shares for EBT (0.5) -

Acquisition spend - (1.7)

Proceeds from Customer Specific Financing 4.1 -

Repayment of Customer Specific Financing (2.0) -

Dividend paid (1.6) (4.5)

Net decrease in cash and cash equivalents (5.2) (3.9)

Opening cash and cash equivalents 11.1 15.3

Closing cash and cash equivalents 5.9 11.4

Customer Specific Financing (2.1) -

Cash less Customer Specific Financing 3.8 11.4

Significant cash outflows in the period

- Monitise demerger costs - (1.8)

- Cash restructuring costs (4.6) -

(4.6) (1.8) 
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Dividends

� No Interim Dividend can be paid, due to write down in investment in 
CSTIM which leads to negative distributable reserves in Morse plc

� Board undertaking a review of value of other investments in 
subsidiaries and inter company balances in Morse plc company 
balance sheet.

� Once this work is completed the Board will review options in order 
to consider declaration of future Dividends

� Options may include a capital reduction process
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Interest On Tax Arising From Open HMRC Enquires
Prior Year Adjustment

� Ongoing open tax enquiries in respect of the five years ended 30 June 2006

� Year ended 30 June 2007 tax computations submitted in December 2008

� Three years ended 30 June 2004 (Marks & Spencer European Tax losses case)
– £3.3m of tax provided in full
– Decision unlikely until 2010 
– Interest accrual of £1.1m

� Four years ended 30 June 2006
– Outline agreement on outstanding issues reached in January 2009
– Cash payment of £2.1m in January 2009
– Interest accrual of £0.8m

� In light of the materiality of the amounts involved, the Board has decided that a Prior 
Year Adjustment should be made
– Ensures results for the current period is not distorted
– Prior period have the correct amount of interest included

� Payment of the interest will not be made until the respective open enquiry years are 
closed by HMRC
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Summary

� Aim to improve quality of operating profit and cash conversion

� Aim to achieve underlying profit growth 

– Margin management and expense control key to short term growth

� Developing improved visibility

– Service offering definition

– Greater discipline in pipeline management and forecasting process 

– Developing new customers

� Reduce expenses in line with business model

� Inherently a solid business
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Questions

Q&A
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Appendices

� Consolidated balance sheet

� 2008 segmental restatement

� Trading balance policy, definitions and going forward
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Consolidated Balance Sheet

31-Dec-08 31-Dec-07 30-Jun-08

Non-current assets £m £m £m

Property, plant and equipment 1.8 2.3 2.2

Goodwill 28.6 55.9 43.5

Other intangibles 4.0 6.7 4.8

Deferred tax assets 1.2 0.9 1.0

Total Fixed Assets 35.6 65.8 51.5

Inventory 1.9 2.7 1.4

Assets held for sale 1.4 -

Trade and other receivables 72.2 79.6 79.8

Cash 5.9 11.4 11.1

Liabilities held for sale (1.4) - -

Other Current liabilities (77.6) (94.0) (88.8)

Non-current liabilities (1.7) (0.4) (0.8)

Net  Assets 36.3 65.1 54.2

Share capital  and  other reserves 124.4 122.4 123.0

Profit and loss account (88.4) (57.5) (69.1)

Minority Interests 0.3 0.2 0.3

Total Shareholders Funds 36.3 65.1 54.2
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HY2008 Segmental Restatement

IS&T - UK
IS&T - 
Europe

BAS Central Continuing IMC Total

£©000 £©000 £©000 £©000 £©000 £©000 £©000

Revenue

As previously reported 49,764 29,015 34,633 113,412 10,389 123,801

Flexible Resourcing  to IS&T UK 12,782 (12,782) 0 0

Xayce to BAS 1,311 1,311 (1,311) 0

As restated 62,546 29,015 23,162 0 114,723 9,078 123,801

Operating profit / (loss) before trading 
balance releases

£©000 £©000 £©000 £©000 £©000 £©000 £©000

As previously reported 3,931 1,230 1,759 (2,206) 4,714 1,677 6,391

Flexible Resourcing to IS&T UK 1,322 (1,322) 0 0

Xayce to BAS 381 381 (381) 0

Provision for loss making contract (450) 450 0 0

Trading balance releases (3,096) (499) (3,595) (3,595)

As restated 2,157 1,230 368 (2,255) 1,500 1,296 2,796

Trading balance releases 3,595 3,595 3,595

Operating profit 2,157 1,230 368 1,340 5,095 1,296 6,391
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Trading Balance Policy 

Customer credit balances and 
upgrades

Supplier credit balances

Goods/Services received 
invoices not received

In FY08, £4.2m (FY07: £4.4m) trading balance credits were reflected through the profit and loss 
account in line with the above policy.

Short term trading balances are regularly reviewed, cleared down and where appropriate credit notes 
issued

Release all balances greater than six years old if no trading activity 
has taken place with the client in the previous twelve months

Confirmation from supplier of no further liabilities through supplier 
reconcilaitions 
Release all balances greater than three years old or if the service 
contract has ended 

Trading balances are reviewed on a regular basis and releases are made when a liability is no longer 
expected to crystallise. 

Our longstanding policy in relation to long term trading balances is as follows: 
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Trading Balance Definitions 

Customer credit balances

Upgrades

Supplier credit balances

Goods/Services received 
invoices not received

Credit balances consist primarily of unallocated cash payments, 
credit notes issued and not claimed and deferred revenues

Customer credits relate to stock traded-in on upgrade transactions 
which have not yet been invoiced by the customer.  Supplier credits 
relate to credits received in advance of upgrade stock not yet returned

Morse have received credits from suppliers that cannot be readily 
associated with a specific project, or have achieved exceptionally 
high trade margins, which are held back in case the supplier raises 
objections which may result in renegotiation and repay

Control account which matches goods/services received with 
supplier invoices.  The credit balance builds up if the invoice is 
posted to stock or the invoice may not be received and hence the 
goods received note cannot be matched
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Trading Balances Going Forward

30-Jun-08 P&L 31-Dec-08

£m £m £m

Ageing 
Profile of 
Trading 

balances

FY03 or earlier 3.6 (1.6) 2.0

FY04 1.0 1.0

FY05 1.8 1.8

FY06 2.8 2.8

FY07 1.0 1.0

10.2 (1.6) 8.6

� Difficult to predict with certainty levels of release that will flow through income 
statement in years ahead

� Above ageing would provide estimate of maximum releases likely each year 

� Total balance of £10m > one year old at 30 June 2008, reduced to 
£8.6m as at 31 December 2008
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