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We are pleased to report another year of strong performance
with turnover growth of 14% and pre-tax profit growth of 11%*.
These results demonstrate the strength of our business model
and, in particular, the importance of servicing effectively our large
and growing customer base of three million small to medium-
sized enterprises (SMESs).

The year has been characterised by the comparative strength

of the entry-level segment of the market where we continue to
add large numbers of new customers. With our strong product
portfolio, spanning both the entry-level and mid-market segments,
we are able to target those customers from our entry-level
businesses who are ready to move to more sophisticated
products. This drives activity in our mid-market businesses
where customers have otherwise adopted a cautious approach
to spending.

Strong progress has been made with Interact, our customer
relationship management (CRM) business, in its first full year in
the Group. Its operating margin of 14% on revenues of £54m
represents a significant improvement over prior years. These
results reflect the benefits of repositioning the CRM product
range more appropriately for the SME market, improved channel
management and a stronger focus on profitability.

Operational Review

One of our principal objectives is to attract large numbers of
new customers to our businesses. Once a business has
become a Sage customer, our goal is to support that business
throughout its life cycle. Retaining customers and providing
them with a range of products and services (referred to as our
installed base model), will continue to be key to delivering
strong financial performance.

In each of our territories there is a constant flow of new business
formations and we are winning a growing share of this market.
Through targeted marketing activity we attracted over 200,000
new customers to the Group during the year, 180,000 of which
were at the entry-level. A number of these businesses will
become mid-market businesses to whom we can sell further
products and services.

The provision of telephone-based support continues to be an
important part of our business, providing 46% of revenues in
the year. This important revenue stream has grown 18% this
year, reflecting the critical nature of the service we provide.

This growth was partly achieved through increasing the number
of contracts by 7%. We continue to improve our offering,
particularly through the introduction of further tiers of service.
At 30 September 2002 we had 956,000 support contracts
(2001: 897,000).

During the year we took over six million calls from customers
on support contracts. This dialogue provides us with a unique
insight into customers’ needs, ensuring our engineering efforts
deliver the features customers want. Over this period we
invested £58m in research and development, representing
26% of licence revenues.

We regularly update and expand the functionality of our products.
This enables us to pursue our objective of selling upgraded
versions of our products and services to existing customers.
Upgrades, including new releases for each of our core product
lines, contributed 14% of revenue (2001: 14%).
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Overview

In the year ended 30 September 2002, turnover increased by
14% to £551.7m (2001: £484.1m). Operating profit rose by 12%
to £143.7m* (2001: £128.4m) reflecting an operating margin of
26%?*. Profit before taxation increased by 11% to £135.2m*
(2001: £121.3m) and basic earnings per share grew by 11% to
7.32p* (2001: 6.59p). The impact of the year on year movement
in exchange rates was to decrease turnover by £4.0m and
operating profit by £0.8m, mainly due to the strengthening of
sterling against the US dollar.

Revenue analysis

Revenue can be analysed between the sale of licences (both as
part of an initial sale and upgrade or enhancement of an existing
software system) and the sale of other products and services —
principally support contracts, training and business forms - to
existing customers. New licence sales were 14% ahead of prior
year whilst other products and services revenue grew by 16%.
Other products and services revenue contributes 59% to total
revenue (2001: 59%), with support revenue alone contributing
46% to total revenue (2001: 45%).

Geographical contributions

In the year ended 30 September 2002, the US contributed 50%
of Group turnover; the UK 28%; France 16% and Germany and
Switzerland 6%. Whilst the US continues to represent the largest
market for Sage in revenue terms, the UK remains the most
profitable business contributing 40% of operating profit* (2001:
44%). In a year of reorganisation the UK business achieved

5% revenue growth. As explained in the Chairman’s and Chief
Executive’s Review, the result of this reorganisation was to
reduce operating margins in the first half of the year. This trend
was reversed in the second half with the result that full year
operating margins were 37%?* (2001: 38%).

In the first half of the year our Mainland European businesses
enjoyed stimulus associated with the full adoption of the Euro

which had the effect of bringing forward IT expenditure. As a
consequence the second half of the year was quieter. Despite
this, full year margins were maintained at 24% (2001: 25%).

US margins (excluding Interact) were stable at 22% despite the
impact of acquiring the lower margin MIP business. This reflected
continued progress with the sale of products and services to the
large customer base and the benefits arising from focusing on a
smaller number of core products. As stated in the Chairman’s
and Chief Executive’s Review, Interact’s financial performance in
its first full year in the Group showed a substantial improvement
with margins increased to 14% on turnover of £53.6m.

Overall Group operating margins were 26%?* for the year (2001: 27%).

Taxation, attributable profits, dividends and earnings

per share

A tax charge has been provided on 2002 profits at an effective
rate of 31% (2001: 31%). This is higher than the standard rate
of tax in the UK as profits earned outside the UK are taxed at
higher rates. During the year the Group adopted FRS 19
‘Deferred tax’. The adoption of this new accounting standard
resulted in a prior year adjustment. The effect of this adjustment
is disclosed in note 1(K).

Profit attributable to shareholders was £69.9m (2001: £78.2m),
after providing for ordinary dividends of £19.1m (2001: £5.5m).
Total dividends comprise an interim payment of 0.157p per
share, paid in June 2002 and 1.343p per share proposed as a
final dividend. The Group’s strong financial performance has led
the Board to review its dividend policy. Whilst dividends have
consistently grown 10% per annum since flotation in 1989, this
growth has not kept pace with that of profit and cash flow. The
Board therefore considers it appropriate to increase the payout
to shareholders by rebasing the proposed final dividend to
1.343p per share (2001: 0.282p per share) taking the proposed
full year dividend to 1.500p per share.



Basic earnings per share of 7.32p* covered the ordinary dividend
5 times and grew 11% on last year.

Cash flow, net debt and acquisitions

Cash generation continues to be strong across the Group with
£145.2m of operating cash flow generated in the year. After
interest, tax and dividends, this gave free cash flow of £108.8m.
Acquisitions were completed in the period for a cash cost of
£32.2m. Acquired businesses held £4.0m of cash upon
acquisition and debt of £0.2m. After net capital expenditure of
£18.7m, payments in respect of prior period acquisitions of
£19.3m, and other movements of £15.7m, net debt stood at
£132.8m at 30 September 2002 (30 September 2001: £190.9m).

Balance sheet

Capitalised goodwill arising from acquisitions increased by
£37.0m in the year resulting in a goodwill asset of £830.9m at

30 September 2002 (2001: £793.9m after prior year adjustment
of £42.4m). The directors consider this asset to represent the
aggregate value of acquired customer bases, channels to market,
brands and technology — intangible assets which, for the
acquisitions made, are expected to increase in value over time.
Accordingly no charge for amortisation of goodwill is provided in
these accounts.

Capital commitments

As stated in the Chairman’s and Chief Executive’s Review on pages
2 to 5, the UK business has commenced construction of a new
facility to house the majority of its employees. The total cost of the
facility is estimated to be £63m and completion is scheduled for
2004. During the year capital expenditure associated with this
facility was £8m. At 30 September 2002 the Group had contracted
capital commitments over the next 18 months of £55m in
connection with this project.

Treasury

Facilities, cash management and gearing

During the year the Group exercised its option to term out $250m
of its 5-year multi-currency revolving credit facility into a fixed
repayment loan. In addition a $250m 5-year multi-currency facility
remains in place. At 30 September 2002 the Group also has

*Figures stated before sponsorship costs associated with The Sage Gateshead — see page 38.

£22.9m of senior notes issued to the US private placement
market. At 30 September 2002 £10.8m had been drawn under
the remaining revolving facility leaving £148.1m of unutilised
debt funding.

The Group’s debt facilities have been used to finance acquisitions.
Group cash balances are invested for appropriate periods with
institutions with high credit ratings. No cash is invested within a
jurisdiction that may restrict repatriation as a result of foreign
exchange restrictions. Gearing remains at prudent levels, with the
net debt to EBITDA (earnings before interest, tax, depreciation and
amortisation) ratio below 0.8* and with net interest covered by
operating profit 17* times.

Hedging strategy

Whilst a substantial proportion of the Group’s revenue and profit is
earned outside the UK, subsidiaries generally only trade in their
own currency. The Group is therefore not subject to any significant
foreign exchange transaction exposure. The Group’s principal
exposure to foreign currency therefore lies in the translation of
overseas profits into sterling. This exposure is hedged to the
extent that these profits are offset by interest charges in the same
currency, arising from the financing of the investment cost of
overseas acquisitions by borrowings in the same currency.

The Group treasury management policy provides that the Group
will seek to fix interest rates on a proportion of its debt when
market conditions make this desirable. At 30 September 2002
interest rates were fixed on the £22.9m of senior notes issued to
the US private placement market. Otherwise net debt was held at
variable interest rates.

In light of the nature and level of the exposures identified above,
the Group does not hold any sophisticated financial instruments
such as derivatives.

Paul Harrison
Finance Director
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