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Chairman’s statement

Dear Xansa Shareholder,

This year has seen us building on the progress which we began in 2005. Our business
model of integrated UK-India delivery and strategic investment is beginning to show
results. This progress is illustrated in a number of areas. Firstly, we have grown
underlying profits and margins and returned to revenue growth in the second half

of the year. We have also continued to see rapid expansion in our India operations.
India has expanded by 39% and over half of our people are now working in India.
The other key area is the continued strong progress in our public sector business
which has grown by 48%. This year has also seen our client base grow strongly.
We have seen consortia becoming more prevalent in both the public and private
sector and Xansa has successfully led and participated in such sectors.

This shows that we not only work closely with our clients but can also form strategic
alliances with best-of-breed partners to ensure that our clients are able to do more
with their businesses.

There have been a number of changes to your Board of
Directors. Due to ill health, Professor Neil Hood CBE retired from the Board at the
Annual General Meeting in September 2005 and we were saddened to learn of his
death in February 2006. Neil was Xansa’s longest serving Non-executive Director
and he will be missed by all of us.

Lyn Barrat, Comnmercial Director, retired from the Board in December 2005.

Lyn held key roles at the highest level and made significant contributions in many
areas of our business. We are grateful to Lyn for her wise counsel and wish her a

long and happy retirement. Saurabh Srivastava, Executive Chairman, Xansa India,
retired from the Board on 31 March 2006. Saurabh joined Xansa on the acquisition of
IIS Infotech Limited in 1998, having founded the Company in 1989. He played a
pivotal role in helping to develop Xansa India’s capability as a foremost offshore IT and
BPO provider. We would like to thank Saurabh for his significant contribution.

Finally we were delighted to announce the appointment of Badri Agarwal as as a
Non-Executive Director, with effect from 27 June 2006. He joined us from the Infotel
Division of Bharti Airtel Limited, part of Bharti Enterprises, a leading provider of
telecommunications services in India. He gave up his full time executive role in April
2006, but continues to be associated with Bharti Enterprises. We look forward to the
new perspective on our business that Badri will bring. He has an outstanding proven
track record in manufacturing and, more recently, in the rapidly growing telecomms
sector in India, including considerable experience in outsourcing.

This year pensions have been at the forefront of many people’s minds.
Like most final salary pension schemes, Xansa’s defined benefits scheme has a
funding deficit. We undertook an extensive consultation with our employees,
members, the scheme trustees and other interested parties to determine the best
way to address this deficit. The aim was to keep the scheme open and affordable to
both the Company and members while ensuring that it did not reduce our ability to
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Headcount by location at period end
04 05 06

UK 4,291 4,018 4,147
India 1,886 2,815 3,920
Other locations 53 17 3
0512.5
06 13.3

Pre-tax profit* (£ million)

*Before pension settlements and curtailments and
exceptional items.

compete. | am pleased to say that we concluded this consultation with a way forward
that funds the deficit over an appropriate term while enabling our employee members
to continue to enjoy the security of our defined benefit scheme.

Share schemes The principles of shared success and individual commitment are

at the very heart of Xansa. Therefore, we are committed to supporting employees

in acquiring shares in the Company and participating in Xansa’s success.

Following changes in local regulations, this year saw the relaunch of our international
share scheme in India, through which employees can purchase partnership

shares that Xansa matches with share options. In the UK, we have improved
communications with employees through the launch of a share scheme portal, which
provides an online facility for tracking their shareholdings, including price updates.
Employees can also view the potential value of some or all of their shares held under
the All Employee Share Ownership Plan (AESOP).

Corporate governance Your Board of Directors continues to ensure good
governance by adopting best practice to underpin the success of the Company.
In the Corporate governance statement you will find detailed explanations of the
committees through which we govern the Company. | would like to thank the
committee chairmen for their considerable efforts this year.

AGM [look forward to seeing you again at our Annual General Meeting (AGM).

At last year's AGM, shareholders voted to renew Xansa’s 1996 Share Option
Scheme, which had reached the end of its ten-year life. As | said earlier in my report,
share options still form an integral part of Xansa’s policy of shared success; therefore
we felt it was vital to renew the scheme. The modernised scheme reflects current
practice and addresses the Principles and Guidelines on Remuneration of the
Association of British Insurers (ABI), issued in December 2004.

Conclusion | would like to thank my colleagues in Xansa, led by Alistair Cox, Chief
Executive, for all their hard work and commitment over the last year. Xansa is the
Company that helps clients to do more with their businesses, working in partnership
to keep them one step ahead. The commitment and passion of my colleagues in
Xansa played a vital part in achieving this — which is evidenced by the contract wins,
renewals and extensions that we have seen during the year.

I would also like to thank the colleagues who give so much of their time and energy to
support the communities in which we operate. This dedication to community activity
is a key part of the culture that makes Xansa a success and we remain committed to
supporting this good work.

Finally, | would like to welcome those who have joined us during the year and to wish
them every success with Xansa.

Bk Adc A

Bill Alexander cBe Chairman
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Alistair Cox Chief Executive

Renewal rate with our existing client base:

100%

Growth in earnings per share*

+13%

*Before share-based payments, pension settlements
and curtailments and exceptional charges.

Chief Executive’s statement Our strategy is to
grow our business in the UK marketplace, delivering
solutions that benefit from the convergence of IT
and back office processing and leveraging our
onshore/offshore blended capabilities.

Introduction Technology impacts our lives in everything we do. When we check
our bank balance online, register for a course at the local college or shop on the

high street, technology helps make each of these processes easier and faster.
However, none of this would be possible without people. People create new markets
and services, identify current inefficiencies and waste and understand what would
improve a customer’s own experience. It is this powerful combination of people and
technology that sits at the heart of Xansa’s mission to help our clients do more with
their own business. | am proud to say that last year we helped more clients do more
things than ever before.

Why do our clients turn to Xansa? In a business world that is becoming ever more
globalised, we help them enter new markets and grow revenues, we help them
reduce the costs and risks of doing business and we help them improve how

they manage their own customers. Our clients rely on us because we are experts
in everything we do, because they can trust us to work alongside them for the long
term to help them implement their strategy. It's no coincidence that over half of our
revenues are derived from clients who we have worked with for over five years.
Equally over the last two years, we have successfully extended 25 core contracts —
a perfect 100% renewal rate with our existing client base. At the same time we
have a strong new client list with 16 new clients signed in the year. More and more
organisations recognise the value Xansa brings to them and the collaborative style
with which we bring it.

Our strategy is to grow our business in the UK marketplace, delivering solutions that
benefit from the convergence of IT and back office processing and leveraging our
onshore/offshore blended capabilities. As a result, we have grown the volume of work
we now manage, increased profits and margins, employed more people and, in the
second half of the year, returned to revenue growth.

Business performance The last 12 months has seen the business deliver on its key
strategic objectives: revenue has returned to growth in the second half of the year,
margins have continued to grow on a year-on-year basis, from 5.4% to 6.5% and our
average level of debt has reduced to £36.7 million from £38.0 million. As a result of
our accelerated move to an offshore bias, we have vacated a number of properties in
the UK. Current property market conditions have made the disposal of these vacant
properties challenging and we have therefore taken an exceptional charge to cover
the expected additional future cost of these properties. Our tax rate shows the
impact of the continuing benefit from the effects of our Indian tax position. As a resullt,
diluted EPS* shows an increase of 13% to 4.29p.

Key performance indicators Xansa’s financial key performance indicators reflect our
strategy and focus on revenue growth, profitability, adjusted EPS and the level of
net debt.
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Financial KPIs

Key performance indicator

2005

2006

Revenue £376.4 million £357.3 million
Underlying operating profit* £20.2 million £23.3 million
Underlying operating margin* 5.4% 6.5%
Underlying profit before tax** £12.5 million £13.3 million
Diluted adjusted EPS* 3.79 pence 4.29 pence
Net debt £15.7 million £17.7 million

Increase in operating profit*

+15%

0520.2
06 23.3

Operating profit* (£ million)

Growth in public sector revenues

+48%

*Before share-based payments, pension settlements
and curtailments and exceptional items.

**Before pension settlements and curtailments and
exceptional items.

As previously stated, the dilutive effect of moving existing onshore delivered work to
our offshore delivery centres in India has had an impact on revenues over the past few
years. Although revenue is down year on year, we have seen a return to sequential
growth in the second half of the year. This important turning point means that the
volume of new work we are now undertaking outweighs the dilutive effect on
revenues of moving work to India.

The impact of our continued transition allows us to deliver enhanced margins

as a result of the more favourable cost structure that we have established in India.
Our underlying operating margin* has increased to 6.5% from 5.4% last year.

In terms of underlying profit before tax (before pension settlement and curtailments
and exceptional items), we have seen an increase from £12.5 million to

£13.3 million, an increase of 6.4%.

As aresult of the improved underlying operating margin, and the ongoing benefit of
our India tax position, diluted adjusted EPS* has increased by 13% to 4.29p.

Our net debt position at the year end was £17.7 million, up £2.0 million on last year.
This increase is due to ongoing capital expenditure requirements as we continue to
build our Indian infrastructure, investment in an internal ERP platform, investment
in our joint venture with the Department of Health and the funding of our dividend
to shareholders.

Our clients Our public sector business continued to grow strongly. Revenues
increased by 48% to £66.8 million (2005: £45.0 million) representing around a fifth
of our total revenues. Our services include both technology management and back
office processing. We have successfully expanded our client base in both central
and local government. In central government, new clients include the Cabinet
Office, Ofcom, the Metropolitan Police Service and The Club, a consortium of the
Department of Health, Department for Education and Skills and Cabinet Office.

In local government, we have built on our foundation at Solihull Metropolitan
Borough Council with new orders from Peterborough County Council and Cornwall
County Council.

Today we are leaders in the provision of shared services in government.

In April 2005, we established NHS Shared Business Services (NHS SBS) our
ground-breaking joint venture with the Department of Health for the provision of
Finance and Accounting services to the NHS. Progress has been very encouraging
and, since its establishment, we have almost tripled the number of NHS organisations
utilising the joint ventures services. 100 NHS Trusts are now on-stream (2005: 47)
and we expect volumes to continue to grow strongly with 16 others in progress. We
have also invested in new services lines within NHS SBS and in September 2005
introduced payroll services as an additional offering. Together, the finance and
accounting and payroll markets for the NHS represent around £250 million of annual
spend and therefore offer us a significant opportunity.
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Growth in UK workforce serving
the private sector

+14%

New long-term recruitment
contracts signed in 2006

11

In the UK private sector, we have continued to grow our volumes and headcount has
increased by 14% to manage this increased activity. The transition of our business
towards greater offshore delivery has progressed well and all our private sector
accounts now leverage our Indian operations. However, the lower rates earned from
offshore delivery were not fully offset by increased volumes and hence revenues
earned in the private sector declined.

Our integrated onshore/offshore operations provide us with a clear competitive
advantage in today’s marketplace. Clients demand the lower costs and increased
flexibility that offshore delivery offers. However, they also require the risk management,
client support and sector-specific expertise that is only available from onshore teams.
A key differentiator is our ability to blend this expertise across the world into a single,
seamless organisation where accountabilities for delivery to the client are very clear.
This level of integration is unique in today’s market.

Increasingly we see clients demand solutions that encompass a number of
‘best-in-class’ suppliers. Our strategy is to focus on what we do best and work
with partners who are experts in their own areas to build a complete solution.

This allows us to deliver the best possible outcome to our clients. Our collaborative
and client-focused style is another differentiator that allows us to work effectively in
such consortium arrangements. Over the year we have created a number of such
partnerships, including those with Echo Managed Services and AMT-SYBEX in our
work for Northern Ireland Water Services and with Unilog, Verio and Vamosa in our
shared services for The Club.

As a result of our differentiated and expert services and our style of doing business,
we have been very successful over the year in winning a wide range of contracts with
both existing and new clients. As well as securing 100% of all renewals, we have
grown the number of clients we serve by more than at any other time in our history.

Xansa Recruitment Our recruitment business underwent a significant change over
the past year as it re-oriented itself away from serving a small number of major
accounts to a much broader client spread. During the year we signed 11 new
long-term contracts on a preferred supplier basis. In the longer term this creates a
more resilient client base. At the end of the year we had 353 contractors placed with
clients (2005: 305). Revenue for the year was £31.7 million (2005: £32.3 million).

Total sales orders The orderbank was flat in value terms over the year and closed at
£474 million. However, underlying activity levels and volumes contracted for have
increased. This growth is masked in order value terms due to the greater proportion
of offshore delivery at lower day rates now required on typical contracts.

In addition, since the close of the year, we have won further orders with Lawson,
Office for National Statistics and Barclays totalling a further £89 million.
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Non-financial KPIs

Key performance indicator 2005 2006

Employee growth (headcount,

excluding external contractors) UK 3,713 3,794
India 2,815 3,920

People Poll UK 2.7 2.7
India 2.4 2.2

Growth in our total workforce

+18%

Growth in our Indian workforce

+39%

Examples of major orders signed during the year include:

Boots: In September 2005, we extended and expanded our [T outsourcing
relationship with Boots to cover application support and maintenance and various
back office processes.

Northern Ireland Water Services: In January 2006, the Xansa-led Crystal Alliance
was awarded the contract for the provision of its new customer billing and contacts
system. We will be responsible for front to back office customer billing and
relationship management services to over 760,000 customers.

Lloyds TSB: In April 2006, Xansa signed one of the first finance and accounting
outsourcing contracts in the UK financial services industry. The contract includes
accounts payable, employee expenses and fixed asset accounting, and will involve
the processing of over 330,000 invoices and 144,000 expense claims each month.

In addition, since the year end, Lioyds TSB has selected Xansa as a preferred supplier
for the outsourcing of a range of HR and employee services. Once concluded, this
contract will be another first for the UK financial services industry.

Resources Our total workforce, including external and internal contractors grew
18% t0 8,070 (2005: 6,850). Of this total at the year end, we had 353 external
contractors placed with clients and 686 internal contractors operating within Xansa
teams. Salaried staff numbers fell by 3% in the UK to 3,108 (2005: 3,201). Our Indian
workforce grew by 39% to 3,920 (2005: 2,815). To accommodate the ramp-up in
Indian based resources, we continued to invest in our offshore delivery centres and
now have installed capacity of 4,232 seats (on a single shift basis). During the year,
we completed our second phase of development at Chennai to bring on stream an
additional 672 seats. In Noida, we commissioned a further 669 seats and at year
end we were in the process of completing our second phase at Pune for 620 more
seats. With such scale in India, we remain the largest UK-based supplier of offshore
services. Xansa is also now one of the UK’s largest employers in India.

As a people-based business, we track key performance indicators that reflect our
headcount growth (as a proxy for activity growth) and the level of engagement our
people have with our business. This latter indicator is measured twice per year via our
People Poll survey which is open to all employees. The survey enables us to gauge
the views of our employees on a range of issues and put in place plans to address
their concerns. Results range from 1 (excellent) to 5 (poor) and our aim is to maintain
the score at below 2.5.

Risks We have identified a number of principal risks which could impact the
business and put in place strategies to mitigate these risks. The principal risks are
categorised into those involving our people, our clients and our exposure to currency
rate movements.
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Sector
" [l Retail 24
[l Banking and
Business

Services 23
[l Government 21

[l Telecomms 18
[l Insurance 9
Il utilities 5

Revenue by industry %

People In the interests of maintaining organisational stability and ensuring operational
efficiency, high levels of attrition would constitute a risk to the business, particularly
amongst the senior leaders and within Xansa'’s India operations. To mitigate this risk,
we have a robust succession planning process identifying ‘top talent’ at all levels
within the organisation that ensure development plans are in place and appropriate
training provided. A management assessment programme also aims to ensure
managers are properly equipped in dealing with their staff and to carry out their
business responsibilities in the most effective manner.

Clients In the past, a significant proportion of Xansa’s revenue has been generated
with a few major clients. Consequently, our business development focus is on
securing new clients. At the same time, we are deepening and expanding the scope
of Xansa’s existing client relationships thereby reducing over-reliance on a small
number of clients.

Many of our client engagements are now delivered as part of consortia or
where we are either the prime or sub-contractor in a multi-supplier environment.
This creates many benefits for a client, not least of which is best-of-breed
capabilities. In such instances we maintain operational control of our element of
the business activity, identify clear accountabilities with our partners around
contractual commitments and obligations and so avoid potential opportunities
for misunderstanding or diversion.

Currency rate movements Although the Group’s client base is largely based in the
UK, Xansa has significant investment in India.

On translation into sterling, currency rate movements can affect the Group balance
sheet and income statement and we mitigate this through our treasury operations.
Group policy is to minimise balance sheet translation exposures by financing working
capital in local currency where fiscally efficient.

The Group has transactional currency exposures where sales or purchases

by an operating unit are in currencies other than in that unit’s functional currency.
Where such billing arrangements are in foreign currency, our policy is that committed
transactional exposures be hedged into the business’s functional currency.

Strategy Our strategy remains unchanged and we will continue to focus on
the same goals as last year:

Growing our business in the UK market in both the public and private sectors

Delivering client solutions that benefit from the convergence of IT and BPO

Leveraging our integrated onshore and offshore capabilities
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Having grown revenues in the second half of the year, all of our attention is now
on continuing this momentum. The four priorities around which we manage the
business are:

Sales growth Cash management
Profit and margin improvement Expansion in India and the UK

With over half of our staff based offshore, our Indian operations have reached a level
of maturity and scale that makes us confident that further expansion will follow
naturally. Having aimost completed a successful and major transition of our business
toward a more offshore-centric model, we are now creating opportunities for

growth in our UK-based operations. Consequently we are investing in training and
recruitment of the appropriate skills that we require onshore to complement our
offshore delivery capabilities.

Our earlier investment in our sales team is paying off through extensions to existing
relationships and new client wins. We will continue to invest in this area to develop
new propositions, sell our services to a wider market and foster deeper alliances with
our partners.

We will continue to target capital investment to expand our Indian facilities.
New capacity at Pune will be completed during the year and further investment
is likely to accommodate the headcount growth we are expecting.

Net debt at the year end was up £2.0 million against the prior year. While average net
debt runs at a higher level than this during the year, we aim to reduce the overall level
of debt through effective account management.

Outlook We do not expect to see any material change in market growth next year with
growth in low single digits anticipated. Within this context, we expect our own revenues
to grow at a rate faster than the market, driven by both recent contract wins and our
expectation of new wins during the year. The operational gearing we now enjoy in the
business should allow us to achieve profit growth greater than revenue growth. We
will continue to channel investment into our sales effort to support the increasing
demand for our services. Investment will also continue as we grow our offshore-
centric resource base. However, having reached a turning point in our business
transition, we anticipate that headcount will resume modest growth in the UK and
grow strongly in India to cater for the increased level of activity we are now enjoying.

In summary, our strategy is paying off: execution is on track and we are encouraged
by our progress in growing our company.

Mg L

Alistair Cox Chief Executive
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Financial review [he underlying profit before
tax for the year was £13.3 million compared to
£12.5 million last year.

This is the Group’s first full year reporting presented under International Financial
Reporting Standards (IFRS). We issued our historic restated results in October 2005
which set out the significant changes arising from this transition, and a reconciliation
to UK GAAP.

Xansa provides outsourced business process and technology services to a wide
range of clients. Our services are generally tailored to each specific client engagement
and are not ubiquitous for any particular client grouping. We do not have any
differentiated routes to market or dedicated resources for specific geographies,
industries or sectors. As such, we report our business as a single entity with no
Gordon Stuart Finance Director segmental breakdown.

Income statement Revenue of £357.3 million was 5.1% down from £376.4 million
in 2005 but importantly showed sequential growth in the second half of the year.
This turning point indicates the return to growth of the business after the curtailment
of overseas activities, and the dilutive impact of the strategic transition of work from
onshore rates to offshore rates. Trading performance has been reviewed in detail in
the Chief Executive’s Statement. The underlying profit before tax for the year was
£13.3 million compared to £12.5 million last year (before exceptional items and
pension settlements and curtailments).

Share-based payments Share-based payments were 41% higher at £3.8 million
reflecting the impact of the IFRS 2 transition provisions. In the current year we have a
true full year effect, reduced by the impact of share option lapses due to leavers from
the scheme.

Exceptional item Largely as a result of the transition of a significant amount of

the Group’s activities to India there are a number of vacant leasehold properties.

As a consequence of the current property market, we have taken a provision of
£4.3 million (2005: £nil) to cover the additional future cost of these properties for the
period until we believe they will be sublet.

Pension curtailments and settlements There was no settlement or curtailment
charge arising in 2006. The bulk transfer in respect of the settlement recognised in
2005 took place during the year.

Joint venture This year’s accounts reflect the first year of operation of the joint
venture with the Department of Health, NHS Shared Business Services. The share
of the joint venture’s loss after tax is £2.7 million.

Net interest payable Although average borrowings fell from £38.0 million in 2005
to £36.7 million in 2006, higher average net borrowings in the UK have increased the
cost of the Group’s borrowings during the current year. In addition to this, there were
higher interest costs on pension liabilities, new finance leases and the unwinding of
the discount on certain provisions.

Profit before tax Profit before tax, after share-based payments, pension settlements
and curtailments and exceptional items declined from £15.5 million in 2005 to
£9.0 million in 2006.
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Increase in profit before tax*

+6.4%

05 3.79
06 4.29

Diluted EPS** (pence)

*Before pension settlements and curtailments and

exceptional items.

**Before share-based payments, pensions settlements

and curtailments and exceptional items.

Taxation The tax charge of £2.8 million (2005: £2.7 million) on profit before tax
(oefore share-based payments, pension settlements and curtailments, exceptional
items and share of joint venture losses) of £19.8 million (2005: £15.2 million) results
in atax rate of 14.1% (2005: 17.8%). The tax rate has reduced because of increased
profits in our India subsidiary, which presently benefits from a corporate tax holiday.

Minority interest The minority interest in the income statement represents Barclays’
interest in the Barclays Xansa Partnership Limited.

EPS and dividend Diluted adjusted earnings per share** of 4.29p (2005: 3.79p) is
computed on adjusted profit before tax*™ of £17.1 million (2005: £15.2 million).

The tax charge applied to these profits is £3.3 million (2005: £3.2 million), which
excludes a £0.5 million tax credit (2005: £0.5 million credit) arising on the distribution
of shares from the trusts since the related charge is not reflected in adjusted profit
before tax™.

Minority interests of £0.3 million (2005: £0.4 million) are deducted to arrive at adjusted
earnings™* of £13.5 million (2005: £11.6 million).

The diluted earnings per share after share-based payments, pension settlements and
curtailments and exceptional items was 2.32p (2005: 4.05p).

The Board intends to propose a final dividend of 2.16p in respect of the current year.
Dividend cover, defined as basic adjusted earnings per share** divided by the
dividend per share, was 1.4 times (2005: 1.2 times).

Consolidated balance sheet

2005 2006
£ milion £ million
Non-current assets
Intangible assets 81.9 85.9
Tangible assets 20.9 24.9
Investment in joint venture 10.0 8.8
112.8 119.6
Working capital
Inventories - 0.2
Debtors 56.3 64.5
Creditors (76.5) (80.2)
(20.2) (15.5)
Provisions (103.0) (94.4)
Borrowings (15.7) (17.7)
Corporate and deferred tax 9.3 13.9

Net (liabilities) assets (16.8) 5.9
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1st half 05 189.5
2nd half 05 186.9
1st half 06 175.4

2nd half 06 181.

Revenue (£ million)

The change in intangible and tangible assets represents the capitalisation of
computer software and the addition of new properties in India. Under IFRS goodwill
is no longer amortised but rather is subject to annual review for impairment.

There was no impairment in the current year.

Investment in joint venture of £8.8 million (2005: £10.0 million) represents our
investment in the joint venture with the Department of Health and comprises the
share of the joint venture net assets plus the goodwill arising on investment.
This has been subject to revision of estimates since its formation a year ago.

Working capital has improved by £4.7 million in the year. The change in terms of
certain contracts that alters their cash flow profile adversely impacted debtor days
but better collection across the accounts has mitigated this impact. Debtor days at
35 are seven higher than last year.

The reduction in provisions is largely due to a decrease in the pension deficit.

The adoption of IAS 19 results in the Group’s pension deficit being included as a
liability in the balance sheet. The net pension scheme deficit has reduced from
£92.6 million to £84.5 million. This movement was principally attributable to a
strengthening in equity markets which increased the value of the pension plan
assets. It was, however, partially offset by the use of updated mortality assumptions
generating an increase in the gross pension liability.

This year Xansa undertook an extensive consultation with employees, members, the
scheme trustees and other interested parties to determine the best way to address
the pension funding deficit. The aim was to keep the scheme open and affordable to
both the Company and members while ensuring that it did not reduce Xansa’s ability
to compete. The consultation concluded with a way forward that funds the deficit
over an appropriate term while enabling employee members to continue within the
defined benefit scheme.

Cash flow Underlying operating cash inflow of £15.3 million (2005: £15.8 million),
calculated after capital expenditure but before cash flows relating to exceptional
items, exceeded the outflows of £3.9 million (2005: £4.6 million) in respect of interest
and tax, resulting in operating free cash flow of £11.4 million (2005: £11.2 million).
Overall the Group ended the year with net borrowings of £17.7 million.

2005 2006

£ million £ million
Operating free cash flow 11.2 114
Dividends paid to Xansa shareholders (7.6) (7.8)
Exceptional items (12.6) 4.1)
Other movements 1.2 (1.4)
Change in net debt (7.8) (1.9)
Net borrowings at start of period (7.9) (15.7)
IAS 32/39 adjustment - (0.1)
Net borrowings at end of period (15.7) (17.7)

Net borrowings of £17.7 million comprised cash and deposits of £33.3 million offset
by bank loans and overdrafts of £51.0 million.

Treasury policy The Group holds financial instruments for two principal purposes.
Firstly, to finance its operations and secondly to manage interest rate and currency
risks arising from its operations and its sources of finance. The Group finances its
operations by a mixture of cash flow from operations, short-term borrowings and
longer term loans from banks. Derivative financial instruments (principally forward
currency contracts) are used in order to manage these currency risks.
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The Group’s key financial risks encompass liquidity and refinancing risk, interest rate
movements and currency exchange rate movements. These risks are managed by
the Finance Director under policies approved by the Board, which are summarised
below. These policies have remained unchanged since 30 April 2005. A finance
committee of the Board receives reports on the Group’s treasury activities, policies
and procedures. The treasury function is not a profit centre and its activities are
subject to internal audit.

Liquidity and refinancing risk The Group’s policy is to ensure that forecast funding
requirements can be met within available committed facilities at a reasonable cost.
To do this the Group seeks to arrange committed funding at a variety of maturity
dates from a range of sources.

Xansa's existing committed £80.0 million revolving credit facility put in place for the
Group’s UK operations expires in September 2007. At the year end, £42.0 million of
this facility was undrawn. This is sufficient to meet current operational needs.

Interest rate movement The Group’s interest rate policy has the objective of
minimising net interest expense and the protection of the Group from material
adverse movements in interest rates. Throughout the year to 30 April 2006, the
Group borrowed at floating rates only. The Group has in place an interest rate cap
which was purchased in September 2004. Interest on borrowings of £20.0 million is
protected against increases in three-month LIBOR above 5.25% until May 2007.

Surplus cash from operations is invested in short-term bank deposits at market
interest rates. Credit risks on bank deposits are minimised by restricting such
investment activity to banks which are rated A1 or P1, with a maximum investment
limit with any one bank of £20.0 million. Credit risks on derivative financial instruments
are limited by the use of counterparty limits.

Credit risk Xansa’s customer base predominantly comprises blue-chip companies
and public sector entities. The Directors regularly review the credit worthiness of
significant customers and credit references are obtained for significant new
customers where relevant. The Directors do not consider that the Company is
exposed to any significant credit risk.

Currency Although the Group’s client base is largely based in the UK, it has a
significant investment in India. On translation into sterling, movements can affect the
Group balance sheet and income statement. Group policy is to minimise balance
sheet translation exposures, where fiscally efficient, by financing working capital in
local currency. The Group has transactional currency exposures where sales or
purchases by an operating unit are in currencies other than in that unit’s functional
currency. Where billing arrangements are in foreign currency, Group policy is that
committed transactional exposures are hedged into the business’s functional
currency. These hedging transactions have a term of less than a year and do not
qualify for hedge accounting under IAS 32/39.

Gordon Stuart Finance Director
29 June 2006




