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Talent at work




Why we exist

Talent has become the critical issue for modern
businesses and the people who lead them.
Success will come to those companies who know
how to attract, select, develop, engage and
retain the right people.

This is why we exist and why we are growing.

What we do

Work Group's single-minded purpose in

all our recruitment activities is to provide
employers with innovative and effective
alternatives to traditional recruitment
companies, thus delivering better motivated
and better qualified recruits.

At Armstrong Craven we search out
candidates from across the globe to fill senior
and specialist roles internationally. With a
team of 75 people based in Manchester and
London we are Europe'’s leading provider

of direct executive search to employers.

In Work Resourcing we design and manage
recruitment and assessment processes

which identify and select quality candidates.
Much of our work is the provision of recruitment
back office solutions to major employers,
enabling them to compete more effectively
forthe best talent.

Work Communications is a leader in employer
marketing, working with many blue chip clients.
Ourroleis to use the latest techniques to
ensure thatemployers attract the very best
candidates and convert them into employees
who are motivated, informed and keen to
develop their careers.
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Where we are going

We are building a company which helps
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they need.
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Highlights of the year

Operating profit before exceptional items up 31% to £3.2m
(2006: £2.5m) afterincurring US start-up costs of £0.3m

Profit before tax up 24% to £3.0m (2006: £2.4m)

US office opening supports substantial increase in US based
netfeeincome

Strong profit delivery from The Recruitment Communications
Company Limited (RCCHR’) acquisition and successful integration

69% increase in Employer Marketing operating profit before
exceptional itemsto £2.4m (2006: £1.4m)

Three further global campus marketing contracts won
25% increase in proposed final dividend of 0.5p (2006: 0.4p)

Diluted adjusted EPS (before exceptional items) up 21%to 7.82p
(2006: 6.47p)

Financial Highlights

Year ended Year ended

31December 31 December
2007 2006 change
£m fm %
Gross profit (Net fee income)* 16.1 13.6 19
Operating profit before exceptional items 3.2 2.5 31
Operating profit 2.9 2.5 19
Profit before tax 3.0 2.4 24
Profit after tax 2.0 1.7 21
Diluted earnings per share 7.06p 6.47p 9
Diluted earnings per share adjusted** 7.82p 6.47p 21

* Referencesinthe reportto ‘Net fee income' represent Gross profit
** Adjusted diluted earnings per share is stated before exceptional items. (see note 8)
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Every Annual Reportincludesa
worthy plaudit on the importance

of the company'’s people. However,
actions speak louder than words,

and so the next few pages are devoted
to seven of our people describing
what they do and why they doiit.

That's not to say that we think
we're a perfect employer but we
do believe we have attracted and
continue to retain some of the very
best talent. We try to create an
environment where talent can thrive
and as one of our Independent
Directors commented, the culture
has a‘quirky and stylish edge’. We
will always strive to be a destination
employer and always strive to be

a better employer-thus practising
what we preach.

ts 2007
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"1f knowledge was truly available, finding
the right people for the right role would be
easy. Life isn’t that simple and in the complex
world of business, companies like us unlock
the knowledge of others to find the people
employers need. Often the solutionto a
projectis like great detective work and,
after days of hard graft, lateral thinking and
inspired networking, we can ‘crack’ asearch.
Most researchers would agree with me
in saying that having a search epiphany is
the buzz they work for! What really appeals
is the diversity of what we do. We searched
in over 200 countries last year, dealing with
‘erent time-zones, cultures and languages.
aFinance Director in India to a Regional
&ging Director in deepest Lancashire,
adifferent puzzle that needs solving,
this is why | do this job.”

Valérie Thibiéroz

Manchester, UK

Research team leader,
Industrial practice

I manage the Industrial practice
atArmstrong Craven; day in

day outthe team helps clients
inkey industrial sectors to locate,
engage and secure talent. Executive
Search is one key application of
tappinginto our clients’ chosen
markets, butnotthe only one. Are
theirsalariesin line with the market
place? What can they learn from
their competitors' structure? How
istheirbrand perceived by the
people they wantto attract? By
accessing critical information not
otherwise available in the public
domain, we help employers find
the people they need.

EFE L W
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"With so many new media and mediums, the
recruitment challenge today is increasingly
about how to rise above the job posting
din and build a strong EVP (employee value
proposition). The solution may involve direct
sourcing, ablog, areferral program, a website
- or mix of tactics. But the key is to get them
to all work together so the client benefits
with better hires and lower attrition.

At times | view myself as an evangelist for
Work in the American wilderness. I'm
spreading the word that if you embrace
quality, creativity and perspective, you
can transform the way you find and keep
the people you need. Itis amessage that
is evergreen and even more important
when the economy is tough and every
employee counts.”

Name Mark Viteznik R

Location New York, USA

Jobtitle Country Manager

Description Myroleisto provide our global
accounts with a local service
andthe American perspective
while also bringing new clients
into the Work family



“1like talking to people about one of the
most important things in their life - their
work. I like taking a dry, impenetrable role
description and turning it into something
meaningful - something that explains why i
a person might actually want to change
their life to do this particular job.

llike it when | feel I've got to the crux of
why someone loves what they do. If | can
express that - in a way that convinces me -
then | can be confident that other people
will be convinced. In other words, you've
got to believe what you're writing to
make other people believe it. Part of thi
is about talking to your audience in ase
human way by not filling their head wi
corporate jargon or unlikely promise.
If you wouldn't say it to one of your
without cringing, you probably shol
write it. If you speak to people ho
like to be spoken to, they’ll be mor
to respond and engage with the e

Name Sarah Tierney

Location Manchester, UK

Job title Writer

Description My job is to write materials that
sell employersto the 3
want to work forthem, o
people who already work for them.
These materials could take the form
of awebsite, press ads, newsletters,
brochures—we workin all kinds
of formats. One of my favourite
briefs was to write a recruitment
text message. Ratherthan the
traditional ‘word count’ithad a
‘letter count’. | must rememberto
putthat one in my portfolio. ;
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"1joined Work in March 2008. | was attracted
by the innovative, ambitious global thinking
that runs through the business. Like most
people, | used the web as the main resource
to find a job, so using technology for our
clients as an integrated part of the overall
solution is a motivating challenge.”

Description My role involves handlingall
things ‘backend’ which includes
databases, supporting our online
websites and the development
of new functionality. | work with our
contentmanagement system and
am constantly researching the latest
innovations in the online world.
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"What gets me up in the morning is being
able to satisfy my love of helping people and
solving problems. In my job | get to do both,
whether helping find the right person for
arole or helping someone find their ideal
job. llove being involved in recruitment,
it's such animportantissue in a person’s life
and a critical need for the employer. Not
least because of all the anticipation and
opportunities opening up for both parties.
But as well as the idealism, | enjoy being part
of the practical side of making it all happen.”

Name Sarah Angier

Location Colchester, UK

Job title Service Centre Manager

Description I'mbasedinthe Flexible Operations
team that provides high to medium
volume recruitment solutionsto a
large international financial client.
My job isto ensure that the agreed
solution for the client is continually
administered by the team to the
agreed process, is of the highest
quality, and is well resourced. | work
closely with the client to plan any
changesto existing services, and
scope new projects beforerolling
them out across the teams.

nd Accounts 2007



“"Why do | like my job? Well, | get to ask all sorts
of people all sorts of questions that aren’t
usually polite. Like ‘why do you do what you
do?' ‘'whatreally makes you buzz?’, ‘what are
the best things about your job? ‘what are the
worst?',’'why should someone else join your
organisation?’ Then | get to help craft these
conversations into communications campaigns
that have very real results through working
with some of the most creative, innovative and
committed people. There's no feeling like it,
that from a brief that you've taken, yousee a
piece of creative that makes the hairs stand up
on the back of your neck and clap your hands
with excitement. When it's you that brings all
this together to deliver a tangible result for a
client - it really makes you proud.”

Name Rebecca Gregory

Location London, UK

Job title Client Leader

-
# Description My roleis Client Leader. My job

isto help clients think about their
strategic objectives, advise on the
best and most effective approaches
and help them innovate in their
market. Then I manage the
resources of Work to make this
allhappen-ontime and on budget.
The bestbit? When you hear the
amazingresults that we've helped
themto achieve.

i

*'“
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"1'm fascinated by people. Whether it's the
delivery driver who gets up at three in the
morning so | can get my newspaper on the way
to work or the CEO who turns around afailing
company, | always wonder what it is that
drives them, why they do the job they do, and
if they believe itis the right job for them.Ina
perfect world, everyone would just know what
their perfect job was, and be able to both find
it and do well at it. But this is an imperfect
world, and there are millions of people who
have a feeling that what they're doing with
70% of their waking hours isn’t what they truly
want to be. | do this job because | think we can
help those people find the work that really
drives them, sometimesin ajob or company or
career they didn't even know they were
looking for. We can help people find the jobs
they really want, and companies find the
people they really need.”

Name David Goodman

Location London, UK

Job title Communications Consultant

Description I'm part of the consultingteam at
Work. My job is to get up close to our
clients and understand their working
reality. What are the great things
aboutworking there? What are the
tough things? What are they like
as a group of people? Why do
all of them getup in the morning
to dothisjob? Then work with our
creative, web and client service
people to create clear articulations
of that reality.



Chairman’s statement

Anetfeeincomeincrease of 19%to £16.1m
(2006: £13.6m), a 31% rise in operating profit
before exceptional items to £3.2m (2006: £2.5m)
and 21% growth in adjusted diluted EPS’,
represents another significant performance.
Reporting operating profitincreased by 19%

to £2.9m (2006: £2.5m).

The Group maintained positive growth in both
netfee income and margins. Thiswas also the
first full year of contribution from RCCHR -an
acquisition which has considerably strengthened
our position outside London and enabled us to
open an integrated North West hub in Autumn
2007. In the Work divisions, the positive trend
away from lower margin media-based income has
continued, with this now representing just 26.7%
of netfee income. However, there will always be
arole formedia as part of the Group offering and
within this there is a continuing rise in the revenue
from digital media and other web-based
marketing activities.

The market for our services
The war for talent will continue to be along term

focus and challenge for the majority of employers.

Two important drivers of this are the changing
demographics which are resulting in a shrinking
and ageing workforce in many parts of the world?,
and in the UK an education system which fails to
deliver sufficient high-calibre graduates. Inboth
cases, these are long termissues and employers
are beginningtorealise that endlessly pouring
their recruitmentbudgets into traditional
head-hunter and agency feesis not a solution.
Consequently we remain firm in our view that
employers will continue to explore more efficient
and cost-effective resourcing strategies —which
in 2007 saw our clients spend £35.0m*through
Group companies.

2007 represented another
year of consistent and solid
growth for Work Group.

1 Adjusted diluted earnings per share is stated before
exceptional items

2 Marketing talent a strategic priority; Mckinsey & Co. 2008

3 Reported turnover of £38.9m adjusted down to remove
the effects of a mediabuying contract
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Chairman’s statement continued

Strategy

Historically, one of the greatestlong term
strategic challenges for all client companies has
been their ability to attract and retain quality
customers. However in the twenty first century
of equal, and forsome businesses of greater,
importance will be their ability to attract and
retain talent. For many years, companies have
invested heavily in the customer relationship
and developed many sophisticated techniques
tofind and keep customers. Itis our belief
thatthe same isbecomingtrue for the talent
relationship as they place an ever greater
emphasis on finding and keeping good people.

The purpose of Work Group is to enable
companies to invest in that talent relationship
through helping them acquire and develop talent
atalllevels. We do this through the provision of
added-value services, anditis our aim to assist
them globally with a presence in every major
marketplace across the globe. Already we have
aunique breadth of service offering and we are
determined to grow ourincome in each location
across all our service lines.

Currently, most consultant-led recruitment
provides little more than an assignment-driven
service. Work Group rarely competes head to
head with other listed recruitment companies,
hence, both operationally and in stock

market terms, we are a company without
established peers.

International development

In 2007 we established our first overseas office
in New York. This was driven primarily by our
needto service existing clients on existing
contracts but also presented an opportunity
to grow locally sourced business. The
establishment of our New York base was
achieved in 2007 primarily through drawing
on UK-basedresources. Local recruitment
has now taken place and we look forward to
building a growing presence in the region.

Currently in Asia-Pacificwe also provide services
to clients as part of their global campus marketing
programmes. Recruitment markets in this region
are highly competitive anditis clear thatwith a
local base we would have the opportunity to grow
existing relationships as well as develop others.
We will therefore be opening an office during
2008 established initially with people seconded
from our UK operations.

Client spread

An enduring strength of Work Group is our
spread of clients across industry sectors. In 2007
the largest sector was Banking & Finance,
representing 25% of income, followed by

Retail & Leisure 14%, Utilities & Infrastructure
11% and Business & Professional Services on
10%. There is a wide variety of services provided
by each of the divisions in each of these sectors
thus reinforcing the spread of client activity
andincome. Ourtop 50 clients represented 61%
of Group income, with our largest client
accounting for no more than 5.7%.

Our people

We can only be as good as the talentin our
businesses, and as talentis our stock in trade,
we are only too aware of the need to attract
andretain the very best people.

Throughout the Group we set high standards

for our people and we believe our teams
representsome of the very best talent. We will
always strive to improve our people practices as
we needto be afirst choice employer where
talented people are able to develop their careers.
Above allwe needto practise what we preach

to our clients about getting, growing and
retaining talent.

Acquisitions

Our policy is that clearly any acquisition should
be earnings-enhancing. Despite identifying and
negotiating with a number of targets during 2007,
we found in the early part of the year especially,
that price expectations for targets had reached
unrealisticlevels.

The acquisition landscape changed
post-August 2007 and we took the strategic
decision to withdraw from a number of active
discussions. Our current position is that we
have astrong balance sheet and the Group

is debt-free. We believe this is a particular
strengthin the current climate.
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Chairman’s statement continued

Management

In November 2007 Steve Halford left the
Company, his executive responsibilities having
been assumed by Sue Craven and myself earlier
in the year. Steve was a fellow founder of the
business and early in 2007 told us of his desire
to take a career break. While he may have left
employment, he remains a committed
shareholder and of course we thank him for
everything he has contributed since our
inception.

We believe that we have very real management
strength in depth and our business leaders

and their teams are a key force within the
business. Increasingly there are cross-company
management initiatives as well as more client
referrals between the businesses.

Dividend

Lastyear we paid our maiden dividend which
reflected good trading results and a strong
balance sheet. Again we have delivered an
improved trading performance and consequently
the Boardis recommending a 25% increase in

the full year dividend to 0.5p (2006: 0.4p).

Outlook

We have a very focused strategy and firm business
plans for 2008 which build on the progress made
in 2007. We continue to see satisfactory trends in
our current trading and are confident of our ability
to deliver a strong performance for the full year.

N Vs
U v )
\;,) Are D~ o /

Simon Howard
Chairman
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Operating review

The Group has continued to advance during
2007. Netfee income increased by 19%to
£16.1m (2006: £13.6m) and operating profit
before exceptional items grew by 31%

to £3.2m (2006: £2.5m). Operating profit
increased by 19% to £2.9m (2006: £2.5m).

Operating profit before exceptional items of
£3.2mrepresents an operating profit margin of
19.9% (measured against net fee income) up from
18.1% in 2006. Operating profit of £2.9m results
inamargin of 18.0% (2006: 18.1%).

Divisional Financial Performance

In 2007 the Group established its presence in

the US and substantially grew its US based net
fee income, successfully integrated the RCCHR
acquisition and delivered strong organic growth,
particularly in the employer marketing division.

Thisis the first full year reporting period where
the financial information has been prepared
under International Financial Reporting
Standards (IFRS). The principal changes are that
goodwillis nolonger amortised and corporation
tax relief on the exercise of share optionsiis

no longer recognisedin the income statement.
All prior period comparatives have been
restated and more detail on IFRS is given in

note 28 to the financial statements.

Year ended Year ended
31 December 31 December
2007 Increase 2006
£'000 % £'000
Gross profit (net fee income)
Employer marketing 9,482 30 7,317
Recruitment process outsourcing 2,002 17 1,712
Executive research 4,657 3 4,542
Group gross profit 16,141 19 13,571
Operating profit before exceptional items (adjusted profit)
Employer marketing 2,353 69 1,393
Recruitment process outsourcing 447 (1) 450
Executive research 985 13 874
Work Group Inc (295) - -
Corporate costs (270) (3) (263)
Group adjusted profit 3,220 31 2,454
Operating profit
Employer marketing 2,065 48 1,393
Recruitment process outsourcing 447 (1) 450
Executive research 962 10 874
Work Group Inc (295) - -
Corporate costs (270) (3) (263)
Group operating profit 2,909 19 2,454
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Operating review continued

Employer marketing

Net fee income grew by 30% to £9.5m (2006:
£7.3m). This was aided by a strong contribution
from RCCHR. Organic net fee income growth
excluding RCCHR was 11%.

Operating profitbefore exceptional items
increased by 69% to £2.4m (2006: £1.4m).
Operating profit grew by 48% to £2.1m (2006:
£1.4m). The operating profit margin before
exceptional items has surged to 24.8% (2006:
19.0%) as a consequence of an increasing
proportion of higher margin fee based work,
andthe relatively low overheads inthe RCCHR
business. Margins in this division are peaking.

Our employer marketing services continue to
evolve to meet the needs of employers and

are focused on talent acquisition. Services
include helping employers develop their value
proposition to candidates, designing and
building websites, developing web and mobile
marketing strategies, internal employee
communications and the delivery of candidate
acquisition strategies.

Net fee income from fee based services grew
by 38% (excluding RCCHR) and in total now
represents 54% of divisional netfee income.
Global campus marketing contracts delivered
over £1.5m of net fee income during the year of
which over £0.7m was deliveredinthe US.

Although netfee income is our main Key
Performance Indicator (KPI), in the employer
marketing division revenue is an indicator of the
budgets clients spend. Excluding mediabuying,
revenue was £27.6m (2006: £21.9m).

Exceptional costs of £0.3m, most of which were
one-off property related costs, were incurredin
fully integrating RCCHR with Work and moving
two offices into a larger new one. This was
achieved atthe beginning of November following
the end of the RCCHR earn out period and
gives the business a strong regional hub based
inthe North West. The maximum deferred
consideration for RCCHR of £2.0m was settled
in January 2008 with the issue of £1.0m of loan
notes and £1.0m of new Work shares.

Recruitment process outsourcing (RPO)
Netfee income grew by 17%in 2007 to £2.0m
(2006: £1.7m). Operating profit was static at
£0.5m due to the investment made in sales and
marketing during the year. New business from
these activities has been slow to materialise and
the sales cycle hasbeen longer than expected.
However, the prospect pipeline at the end of 2007
was considerably stronger than at the previous
yearend.

The division has been successful in growing
netfee income from existing clients and
extending the reach of recruitment programme
management further into organisations. This
has enabled operational efficiencies to be
achievedthrough flexible resourcing and the
maintenance of a good (but reduced) operating
profit margin despite the investment. The
operating profit margin was 22.3% (2006: 26.3%).

Executive research
Netfee income grew 3% to £4.7m (2006: £4.5m) and
operating profit grew 10% to £1.0m (2006: £0.9m).

Thisis a solid performance from Armstrong
Craven. The market for executive research or
directsearch has steadily matured leading to
amore informed market place and greater
competition. Armstrong Craven’s services are
positioned at the premium end of the market and
the focus during the year has been concentrated
onwinning higher project fees from assignments.

As reported at the Half Year, the final deferred
consideration payment of £1.43m has been made
to the vendors of Armstrong Craven. Half of this
was inthe form of loan notes, the other halfin new
Work Group shares. The total consideration paid
forthe business was £5.331m.

Work Group Inc

The cost of establishing Work Group Inc (US)
in New York was £0.3m. Only minimal net fee
income was booked through the office in 2007.
However, total Group US net fee income grew
to £0.9m (2006: £0.1m), the balance being
booked through the UK. Ofthis, £0.7m

was earned from global campus marketing
projects in the employer marketing division,
the balance was executive research.
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Operating review continued

AHead of US Operations based in New York has

now been appointed and joined in January 2008.

This will greatly enhance our ability to win US
based business and actively develop existing US
clients. Our progress to date has been cautious.
However, we will seek to build resource inthe US

ifitis economically more effective than
recharging higher cost UK based people.

Excluding US start up costs, Group operating
profit before exceptional costs was up 43%

to £3.5m (2006: £2.5m). Operating profit before
US costs was £3.2m (2006: £2.5m).

Group and tax

Year ended Year ended

31 December 31 December

2007 Increase 2006

Group Financial Performance £'000 % £'000

Operating profit before exceptional costs 3,220 31 2,454

Operating profit 2,909 19 2,454

Profitbefore tax 2,951 24 2,377

Profit after tax 2,018 21 1,666
Diluted earnings per share 7.06p 9 6.47p
Diluted earnings per share adjusted (see note 8) 7.82p 21 6.47p

Under IFRS a deferred tax asset should be
recognisedrelating to the expected income tax
relief available on the future exercise of share
options. When share options are actually
exercised, the assetis unwound mainly through
equity and notthe income statement. In
comparison to the UK GAAP treatment, the
resultant tax charge in the income statement is

greater than the actual tax payable in cash terms.

The effectisto depress earnings per share.

Diluted earnings per share have also been
adjusted for exceptional items. Full details are
giveninnote 8. The adjusted diluted earnings
per share show an increase of 21% over 2006.

The Group net cash position at the year end
was £1.0m (2006 £0.9m). During the year £0.7m
ofloan notes were redeemed and the dividend
paymenttotalled £0.1m. The balance sheet
remains strong with debt capacity.

The boardis recommending a dividend for
the full year of 0.5p per share (2006:0.4p), an
increase of 25%. The dividend will be payable
on 16 June 2008 to shareholders on the
registeras at 16 May 2008.

Mot . AL

Michael Warren
Finance Director

12 March 2008
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Board of Directors

Simon Howard

Executive Chairman (52)

Simon’s career in the recruitmentindustry
stretches back to 1979. He teamed up with
Michael Warren in 1988 when he was appointed
Managing Director of Barkers Human Resources.
In 1995 he led the buy-out of Park HR which was
then sold to SHL Group plcin 1997 with Simon
becoming an executive director. He leftin 1999
and co-founded Work with Michael Warren and
Steve Halfordin 2000. Simon has written the
weekly 'Jobfile’ column on employmentsissues in
The Sunday Times since 1995 (over 450 columns
to date), andis aregular contributor to magazines
and a speaker on recruitmentand HRissues.

Michael Warren

Finance Director (48)

Michael’s finance career started at a number

of marketing services companies in both the UK
and US, before joining Barkers Human Resources
as Finance Directorin 1987.In 1988 Simon
Howard arrived as Managing Director and they
both managed animpressive turnaround before
leavingin 1994 to pursue the acquisition of Park,
an MBI funded by RBDC. Having acquired

Park for £4min 1995 itwas sold to SHL Group plc
in 1997 for £14.6m. Michael left Park in 1999

and co-founded Work in 2000 with Simon and
Steve Halford.

Sue Craven

Group Managing Director (46)

Sue has worked in the recruitment industry for
over 22 years. She started her career at Spencer
Stuart as aresearcher, leaving there to form
Armstrong Craven (AC)in 1990. Initially AC was
the out-sourced research arm to executive search
firms but increasingly began to work directly for
employers. Having built AC into a 70-strong
business, Sue sold the company to Work Group in
October 2005, and joined the main board with
responsibility for Work London, Work Resourcing
andthe US office in January 2007. Sue has won
entrepreneur awards and is actively involved with
the CBI, IOD and isamember of the Strategic
Board of Manchester: Knowledge Capital.

Steve Bodger

Non-executive Director (58)

Steve has extensive experience as an executive
and non-executive director of publicand
private companies. He began his career at

Price Waterhouse and is a qualified chartered
accountant. He subsequently held various
executive positions in both publicand private
companies (including anumber of board roles
at Transport Development Group plcbetween
1991 and 1999). He is a non-executive director of
Armour Group plcand as a director of Alchemy
Venture Partners he is Chairman of anumber

of Alchemy portfolio companies, currently:
Airborne Systems, Jacques Vert plc, Right4Staff,
Talgentra and Westcot.

Keith Cameron

Non-executive Director (60)

Keith has considerable executive and
non-executive director experience in both
publicand private companies. He has spent the
vast majority of his career in human resources
atanumber of multinational companiesincluding
Union Carbide Inc, Rank Xerox Inc, Levi Strauss
Inc, Dixons Group plc, Storehouse plcand
between 1998 and 2001 was Chief Operating
Officer of The Burton Group plc/Arcadia Group
plc. In 2004 he was persuaded by Stuart Rose

to return from retirement to take the position

of HR Director at Marks & Spencer plc. He is
currently also the Independent Director of the
Barclays Bank Pension Fund, and a non-executive
director of the Britannia Building Society.
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Directors’ report

The directors present their report and the audited consolidated financial statements for the year
ended 31 December 2007.

Principal activities
The principal activities of the Group during the year were employer marketing, recruitment process
outsourcing and executive research services.

Results and review of business

The results forthe year are set out in the consolidated income statement. The information that fulfils
the requirements of the Business Review regulations of the Companies Act is set out elsewhere in the
Annual Report. Details of the Group's strategy and expected future developments are containedin
the Chairman’s statement on page 10— 12. Details of the financial performance of the Group are
containedin the Operating Review on pages 13— 15. This information is incorporated in this report
by reference.

Dividends
The directors recommend the payment of a dividend of 0.5p (2006: 0.4p). See note 9.

Payment of creditors

The Group pays its media suppliers in accordance with the terms of recognised industry bodies.
Othersuppliers are paid on terms agreed in advance of supply. Company trade creditors at

31 December 2007 were equivalent to 37 days of purchases (2006: 34 days).

Principal risks and uncertainties

The principal risk faced by the Group is the loss of clients. Clients regularly re-tender projects and
contracts and this givesrise to the potential for lost business. However, the Group's top ten clients
accounted for 31% of the Group's gross profit and the top thirty accounted for 51%. Other risks faced
by the Group are the loss of key employees and financial risks as detailed in note 16.

Our people

We attempt to attract and retain some of the very best talent and try to create an environment
where talent can thrive. We encourage open communication at all levels. Information relating to
the performance and development of the Group is given at both formal and informal meetings.
We endeavour to reward people through participation in schemes which are linked to the Group's
progress and profitability. In all employment matters the Group maintains a commitmentto an
equal opportunity policy.

Statement of directors’ responsibilities
The directors are responsible for preparing the Annual Report, the directors’ remuneration report
andthe financial statements in accordance with applicable law and regulations.

Company law requires the directors to prepare financial statements for each financial year. Under
that law the directors have prepared the group and parent company financial statements in
accordance with International Financial Reporting Standards (IFRSs) as adopted by the European
Union. In preparing these financial statements, the directors have also elected to comply with IFRSs,
issued by the International Accounting Standards Board (IASB). The financial statements are
required by law to give a true and fair view of the state of affairs of the company and the group and
of the profit or loss of the company and group for that period.

Work Group plc Annual Report and Accounts 2007

17



Directors’ report continued

In preparing these financial statements the directors are required to:

e Selectsuitable accounting policies and then apply them consistently

¢ Make judgements and estimates that are reasonable and prudent

e State thatthe financial statements comply with IFRSs as adopted by the European Union and
IFRSs issued by IASB

® Prepare the financial statements on the going concern basis, unless itis inappropriate to presume
that the group will continue in business, in which case there should be supporting assumptions
or qualifications as necessary.

The directors confirm that they have complied with the above requirements in preparing the
financial statements.

The directors are responsible for keeping proper accounting records that disclose with reasonable
accuracy atany time the financial position of the company and the group and to enable them to ensure
that the financial statements and the directors’ remuneration report comply with the Companies Act
1985 and, as regards the group financial statements, article 4 of the IAS Regulation. They are also
responsible for safeguarding the assets of the company and the group and hence for taking
reasonable steps for the prevention and detection of fraud and other irregularities.

The directors are responsible for the maintenance and integrity of the company’s website. Information
published onthe internetis accessible in many countries with different legal requirements. Legislation
in the United Kingdom governing the preparation and dissemination of financial statements may differ
from legislation in other jurisdictions.

Substantial shareholdings
As at 11 March 2008, the Group had been notified of the following shareholders who held an interest
amounting to 3% or more in the ordinary shares of the company:

Number % of
Shareholder of shares total
Jon Moulton 2,716,955 9.5
Morgan Stanley (MM) 2,631,610 9.2
Penta Capital Partners 2,470,641 8.6
Close Fund Management 2,050,690 7.2
Simon Howard 1,700,200 59
Michael Warren 1,700,200 5.9
Hansa Capital Partners 1,400,000 49
UBS Global Asset Management 1,242,236 4.3
Universities Superannuation Scheme 1,219,161 4.3
Steve Halford 1,098,000 3.8
Beverley West 1,054,340 3.7
Derek Wynne 1,054,340 3.7
Sue Craven 917,535 3.2
Aberdeen Asset Management 874,357 3.1
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Directors’ report continued

Auditors and disclosure of information to auditors
PricewaterhouseCoopers LLP are the auditors of Work Group plc and a resolution proposing their
reappointment will be put forward at the next Annual General Meeting.

Foreach of the persons who were directors at the time this report was prepared, the following applies:
e Sofarasthe directors are aware, there is no relevant audit information (ie information needed by the
company'’s auditors in connection with preparing their report) of which the company’s auditors are

unaware; and

e The directors have taken all steps that they ought to have taken as directors in order to make
themselves aware of any relevant auditinformation and to establish that the company’s auditors are
aware of thatinformation.

By order of the Board

C \‘
Mot . AL %K/O"\

Michael Warren
Company Secretary

12 March 2008

Work Group plc Annual Report and Accounts 2007

19



Corporate governance

Statement of compliance

As an AIM listed company, compliance with the 2006 FRC Combined Code is not required. However,
the directors seek to comply with the Combined Code and Code of Best Practice to the extent that it is
practicable and appropriate for a group of our size.

Board and board committees
Board members are listed below. Both non-executive directors are considered to be independent.

Board members attended the following meetings:

Board Audit Remuneration
Executive directors
Simon Howard (Chairman) 11 2 2
Michael Warren (Finance Director) 11 2 -
Steve Halford (Group Managing Director) (resigned 9 November 2007) 9 2 -
Sue Craven (Group Managing Director) (appointed 1 January 2007) 10 2 -
Non-executive directors
Steve Bodger 10 2 2
Keith Cameron 11 2 2

The Board determines the overall strategic direction of the Group, oversees the development
and control of the Group and reviews financial and operational performance. The Board approves
acquisitions, annual budgets and quarterly forecasts and reviews monthly management accounts.
Day-to-day and business management control is delegated to the executive directors who are
responsible for performance and the implementation of Group policy.

Audit committee

The members of the audit committee are the non-executive directors; Steve Bodger, who chairs the
committee, and Keith Cameron. The auditors and the Finance Director also attend the meetings at the
invitation of the Chairman of the committee. All directors attended the two meetings in 2007. The audit
committee reviews and approves the Annual Report and interim statement. It also reviews the Group's
internal financial controls, the scope of the audit and the independence and objectivity of the auditors.
The auditors have direct access to the chairman of the committee, if required. The audit committee is
responsible forrecommending the appointment, re-appointment or removal of auditors. The
committee is also responsible for monitoring the level of non-audit services provided by the auditors
to ensure that objectivity and independence is maintained.

Nominations committee
We do not consider that a nominations committee is necessary in a Group of our size.

Remuneration committee
For details of the remuneration committee, please refer to the Directors’ remuneration report.
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Corporate governance continued

Internal control
The Board has overall responsibility for internal control systems and the executive directors are
charged with implementing and maintaining them.

The Group has a comprehensive system of financial reporting and forecasting profits, cash flows,
assets and liabilities. The systems include regular monitoring of cash, monthly reporting of financial
results, reviews of forecasts and comparisons with budgets. Budgets and business plans are prepared
annually by each division and reviewed by management and the Board. Monthly management
meetings are held to monitor performance against budget, progress in implementing planned
changes andthe operational efficiency of the business.

At presentthe directors do not consider there is a justifiable need for a dedicated internal audit
function given the size of the Group.

Operational risks are identified and assessed by management and any significant risks are reported to
the Board. Financial and commercial risks are reviewed by the Board.

The Group's internal control systems are designed to provide directors with reasonable assurance that
any problems are identified on a timely basis and dealt with appropriately. The Board considers the
internal controls to be effective but no system of internal control can provide absolute assurance
against material misstatement or loss.

Relationship with shareholders

Itis a high priority for the board to establish relationships with shareholders. The Chairman and
Finance Director hold regular briefings with institutional shareholders and investment managers and
invitations are afforded to institutional shareholders to attend presentations by directors and senior
management twice a year. Feedback from these meetings is given to the other directors. The board
welcomes the opportunity to meetindividual shareholders at the annual general meeting.

Directors’ qualifying third party indemnity provisions
During the year, no qualifying third party indemnity provision was in force for the benefit of one or more
directors of the Group.
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Directors’ remuneration report
Unaudited Information

Relationship with shareholders

The members of the remuneration committee are Keith Cameron and Steve Bodger, the independent
non-executive directors. Keith Cameron chairs the committee. The remuneration committee agrees
with the Board the framework and policy for executive remuneration in the Group and specifically
determines the remuneration packages of the executive directors.

Remuneration policy

The aim of the remuneration policy is to provide executive directors with remuneration packages
which encourage enhanced performance, are commercially competitive and align the interests of
employees with those of shareholders to create value.

Basic salary and benefits

Executive directors’ salaries are reviewed annually in January. Executive directors receive a car
allowance, medical insurance cover, life assurance cover, permanent health insurance coverand a
pension contribution which may be taken as additional salary.

Annual bonus

The executive directors are entitled to a performance related annual bonus determined by the
remuneration committee each year. Abonus is earned if the Group achieves financial targets related to
profitbefore tax and earnings per share. Abonus of 30% of salary is awarded on achievement of target
rising to a maximum of 50% of salary for levels of over target performance. The bonus is non-
pensionable.

Long term incentives
Anew share option scheme for senior employees and executive directors was approved at the Group's
AGM in June 2007. Details of share options granted during the year are given in note 21.

Service contracts
The service contracts of the executive directors are subject to 12 months’ notice period.
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Directors’ remuneration report continued

Audited Information

Directors’ remuneration

Total Total
Salary/Fees Bonus Benefits Pension 2007 2006
£'000 £'000 £'000 £'000 £'000 £'000
Executive directors
Simon Howard 176 - 9 - 185 177
Michael Warren 176 - 8 - 184 176
Steve Halford
(resigned 9 November 2007) 191* - 7 - 198 177
Sue Craven
(appointed 1 January 2007) 116 - 6 12 134 -
Non-executive directors
Steve Bodger 30 - - - 30 27
Keith Cameron 30 - - - 30 27
Total 719 - 30 12 761 584

No pension contributions are payable in respect of any of the directors except for Sue Craven who has
received £11,567 in pension contributions (2006: £Nil).

* During the year, Steve Halford received an ex-gratia payment totalling £56,667, which is included in the salary amount

inthe above table.

Directors and their interests

The directors and their beneficial interests in the ordinary shares of Work Group plc were as follows:

31 December
31December 2006 or date of

2007 appointment

Number Number

Simon Howard 1,700,200 1,700,200

Michael Warren 1,700,200 1,700,200

Steve Halford (resigned 9 November 2007) 1,098,000 928,000

Sue Craven (appointed 1 January 2007) 917,535 425,530

Steve Bodger 37,267 37,267

Keith Cameron 31,055 31,055
Details of options over the ordinary shares of the company held by directors are set out below:

At At

1January Number 31 December Date Exercisable Expiry

2007 granted 2007 granted from date date

Simon Howard - 104,142 104,142 1 October 2007 1October2010 30 September2017

Michael Warren - 104,142 104,142 1 October 2007 1 October2010 30 September 2017

Sue Craven - 75,308 75,308 1 October 2007 1 October2010 30 September 2017

The mid-market share price at 31 December 2007 was 69.5p. The highest and lowest prices during
the yearwere 88.5p and 69.5p respectively. The above options carry a nil exercise price.
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Independent auditors’ report to the members of Work Group plc

We have audited the group and parent company financial statements (the 'financial statements’)

of Work Group plcfor the year ended 31 December 2007 which comprise the consolidated income
statement, the consolidated and parent company balance sheets, the consolidated and parent
company statements of changes in equity, the consolidated and parent company cash flow statements
andthe related notes. These financial statements have been prepared under the accounting policies
setouttherein.

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the Annual Report and the financial statements in
accordance with applicable law and International Financial Reporting Standards (IFRSs) as adopted
by the European Union are set outin the Statement of directors’ responsibilities.

Ourresponsibility is to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland). This report, including the
opinion, has been prepared forand only for the company’s members as abody in accordance with
Section 235 of the Companies Act 1985 and for no other purpose. We do not, in giving this opinion,
accept or assume responsibility for any other purpose or to any other person to whom this report is
shown orinto whose hands it may come save where expressly agreed by our prior consent in writing.

We report to you our opinion as to whether the financial statements give a true and fair view and

have been properly prepared in accordance with the Companies Act 1985. We also report to you
whether in our opinion the information given in the Directors’ Report is consistent with the financial
statements. The information given in the Directors’ reportincludes that specific information presented
inthe Operating review that is cross referred from the Results and review of business section of the
Directors’ report.

In addition we reportto youif, in our opinion, the company has not kept proper accounting records,
if we have not received all the information and explanations we require for our audit, or if information
specified by law regarding directors’ remuneration and other transactions is not disclosed.

We read other information contained in the Annual Report and consider whether it is consistent
with the audited financial statements. The other information comprises only the Highlights, the
Chairman'’s statement, the Operating review, the Board of directors, the Corporate governance
statement, the Directors’ report and the unaudited part of the Directors’ remuneration report.
We consider the implications for our report if we become aware of any apparent misstatements or
material inconsistencies with the financial statements. Our responsibilities do not extend to any
otherinformation.

Basis of audit opinion

We conducted our auditin accordance with International Standards on Auditing (UK and Ireland)
issued by the Auditing Practices Board. An auditincludes examination, on a test basis, of evidence
relevant to the amounts and disclosures in the financial statements. It also includes an assessment
of the significant estimates and judgments made by the directors in the preparation of the financial
statements, and of whether the accounting policies are appropriate to the group’s and company's
circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance
thatthe financial statements are free from material misstatement, whether caused by fraud or other
irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presentation
ofinformationin the financial statements.
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Independent auditors’ report to the members of Work Group plc continued

Opinion

In our opinion:

e the group financial statements give a true and fair view, in accordance with IFRSs as adopted by
the European Union, of the state of the group’s affairs as at 31 December 2007 and of the group’s
profitand cash flows for the year then ended;

e the parentcompany financial statements give a true and fair view, in accordance with IFRSs as
adopted by the European Union as applied in accordance with the provisions of the Companies Act
1985, of the state of the parent company’s affairs as at 31 December 2007 and cash flows for the year
then ended,;

e thefinancial statements have been properly preparedin accordance with the Companies Act
1985; and

e theinformation given inthe Directors’ report is consistent with the financial statements.

PricewaterhouseCoopers LLP
Chartered Accountants and Registered Auditors

London

12 March 2008
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Consolidated income statement
Forthe yearended 31 December 2007

2007 2006

Note £000 £000

Revenue 2 38,906 33,147
Cost ofsales (22,765) (19,576)
Gross profit (net fee income) 16,141 13,571
Net operating expenses (13,232) (11,117)
Operating profit 2,909 2,454
Operating profit before exceptional items 3,220 2,454
Exceptional items 4 (311) =
Finance costs 6 (22) (130)
Finance income 6 64 53
Profit before taxation 2,951 2,377
Taxation 7 (933) (711)
Profit for the year 2,018 1,666
Earnings per share (pence) 8 7.64 7.36
Diluted earnings per share (pence) 8 7.06 6.47
Dividend paid per share (pence) 9 0.4 -

The results above are all in respect of continuing operations.
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Balance sheets
As at 31 December 2007

Group Group Company Company
2007 2006 2007 2006
Note £'000 £'000 £'000 £'000
Assets
Non-current assets
Goodwill 10 12,197 11,451 4,308 4,308
Property, plantand equipment 1 812 856 668 621
Investmentin subsidiaries 12 - - 10,188 9,442
Deferred tax asset 13 252 481 193 473
13,261 12,788 15,357 14,844
Current assets
Inventories 14 241 95 241 95
Trade and otherreceivables 15 6,944 5,857 6,015 3,806
Cash and cash equivalents 23 1,638 1,274 1,626 41
8,823 7,226 7,882 3,942
Liabilities
Current liabilities
Financial liabilities —borrowings 23 (595) (379) (1,840) (379)
Trade and other payables 17 (4,973) (5,574) (5,732) (4,308)
Provisions 19 (2,000) (1,465) (2,000) (1,465)
Current tax liabilities (883) (500) (581) -
(8,451) (7,918  (10,153) (6,152)
Net current assets/(liabilities) 372 (692) (2,271) (2,210)
Non current liabilities
Provisions 19 - (1,250) - (1,250)
Net assets 13,633 10,846 13,086 11,384
Shareholders’ equity
Ordinary share capital 20 542 510 542 510
Share premium 7,261 6,433 7,261 6,433
Otherreserves 2,826 2,826 2,826 2,826
Retained earnings 3,004 1,077 2,457 1,615
Total shareholders’ equity 13,633 10,846 13,086 11,384

The financial statements, which comprise the consolidated income statement, the consolidated
and company balance sheets, the consolidated and company statement of changes in shareholders’
equity, the consolidated and company cash flow statements and the related notes, were approved

by the board of directors on 12 March 08 and signed by:

Simon Howard
Chairman

Michael Warren
Finance Director
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Statements of changes in shareholders’ equity

Forthe yearended 31 December 2007

Share Share Retained Special Total

capital premium Earnings reserve Reserves

Group Note £'000 £'000 £'000 £'000 £'000
1January 2006 296 - (1,129) 2,826 1,993
Profitfor the year - - 1,666 - 1,666
Value of employee services - - 3 - 3
Deferred taxation on share options - - 537 - 537
Proceeds fromsharesissued 214 6,433 - - 6,647
At 31 December 2006 510 6,433 1,077 2,826 10,846
Profit for the year - - 2,018 - 2,018
Value of employee services - - 30 - 30
Deferred taxation on share options - - (15) - (15)
Proceeds fromsharesissued 32 828 - - 860
Dividends paid 9 - - (106) - (106)
At 31 December 2007 542 7,261 3,004 2,826 13,633
Share Share Retained Special Total

capital premium Earnings reserve Reserves

Company Note £000 £'000 £'000 £'000 £'000
1 January 2006 296 - 20 2,826 3,142
Profit for the year - - 1,055 - 1,055
Value of employee services - - 3 - 3
Deferred taxation on share options - - 537 - 537
Proceeds from shares issued 214 6,433 - - 6,647
At 31 December 2006 510 6,433 1,615 2,826 11,384
Profit for the year - - 933 - 933
Value of employee services - - 30 - 30
Deferred taxation on share options - - (15) - (15)
Proceeds from sharesissued 32 828 - - 860
Dividends paid 9 - - (106) - (106)
At 31 December 2007 542 7,261 2,457 2,826 13,086
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Cash flow statement
Forthe yearended 31 December 2007

Group Group Company Company
2007 2006 2007 2006
Note £'000 £'000 £'000 £'000
Cash flows from operating activities
Cash generated from/

(absorbedby) operations 22 1,457 2,118 (325) 883
Interest paid (22) (168) (21) 105
Tax paid (336) (65) - -
Net cash inflow/(outflow)

from operating activities 1,099 1,885 (346) 988
Cash flows from investing activities
Acquisition of businesses (net of cash acquired) - (1,219) 1,375 (1,925)
Acquisition expenses - (123) - (123)
Deferred consideration paid - (400) - (400)
Interest received 64 54 22 45
Purchase of property, plant and equipment (323) (254) (237) (142)
Net cash (used in)/generated

from investing activities (259) (1,942) 1,160 (2,545)
Cash flows from financing activities
Net proceeds from issue of ordinary share capital 144 6,147 144 6,146
Preference shares redeemed - (500) - (500)
Loan notes repaid (728) (386) (728) (314)
Loan stock repaid - (1,500) - (1,500)
Repayment of borrowing - (2,680) - (1,654)
Dividend paid 9 (106) - (106) -
Finance lease payments (2) (24) - -
Net cash (outflow)/inflow

from financing activities (692) 1,057 (690) 2,178
Increase in cash and

cash equivalents in the year 148 1,000 124 621
Net cash and cash equivalents

at start of the year 23 895 (105) (338) (960)
Net cash and cash equivalents

atend of the year 23 1,043 895 (214) (338)
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Notes to the financial statements
Forthe yearended 31 December 2007

1 Summary of significant accounting policies

Basis of preparation

The financial statements have been prepared, in accordance with International Financial Reporting
Standards (IFRS) adopted for use in the European Union and those parts of the Companies Act 1985
which are applicable to companies reporting under IFRS. The Company’s domicile and country of
incorporation is England and Wales. The Group has operations in the USA.

The financial statements have been prepared in sterling, the currency in which the majority of the
Group's transactions are denominated, and on the historical cost basis, except for the revaluation of
certain financial instruments.

The policies set outbelow have been consistently applied to all the periods presented.

The consolidated financial statements of Work Group plc were prepared in accordance with
UK GAAP until 31 December 2006. Reconciliations and descriptions of the effect of the transition
from UK GAAP to IFRS on the Group's equity and its net profit are provided in Note 28.

Atthe date of authorisation of these financial statements, the following Standards and Interpretations
which have notbeen applied in these financial statements were in issue but not yet effective:

IFRS 8, 'Operating Segments’, effective for annual periods beginning on or after 1 January 2009,
subjectto EU endorsement

IFRIC 11, IFRS -2 Group and Treasury Share Transactions’, effective for annual periods beginning
onor after 1 March 2007

IFRIC 12, 'Service Concession Arrangements’, effective for annual periods beginning on or after
1 January 2008

IFRIC 13, ‘Customer Loyalty Programmes’, effective for annual periods beginning on or after
1 July 2008,

IFRIC 14-1AS 19, ‘The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their
Interaction’, effective for annual periods beginning on or after 1 January 2008

Management do not currently foresee any changes to the group’s business segments arising
from adoption of IFRS 8, and do notexpect IFRIC 11, IFRIC 12, IFRIC 13 or IFRIC 14 to be relevant for
the group.

Critical estimates and judgements

Tobe able to prepare financial statements according to generally accepted accounting principles,
management and the Board of directors must make estimates and assumptions that affect the asset
and liability items and revenue and expense items recorded in the final statements as well as other
information. These estimates are based on historical experience and various other assumptions that
management and the Board believe are reasonable under the circumstances, the results of which

form the basis for making judgements about the carrying values of assets and liabilities that are not
readily apparent from other sources. Actual results may differ from these estimates under different
assumptions or conditions. Areas comprising critical judgement that may significantly impact earnings
andfinancial position are valuations of intangible assets, share based payments and deferred tax.
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Notes to the financial statements continued

Basis of consolidation

The Group financial statements comprise a consolidation of the financial statements of the holding
company and all of its subsidiary undertakings. 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 that control passes.

The Group has made use of the exemption available under IFRS 1 and not restated any acquisitions
made before 1 January 2006.

Intercompany transactions, balances and unrealised gains on transactions between Group companies
are eliminated on consolidation.

Revenue and gross profit

Revenue, which is stated net of VAT, represents revenue recognised in respect of employer marketing
services together with fees earned from design, assessment and development and other consulting
services. Revenue from executive research services is recognised as contract activity progresses and
the rightto consideration is earned.

Unbilledrevenue on client assignments is included as accrued income within trade and other
receivables. Where individual on account billings exceed revenue recognised on client assignments,
the excess is classified as deferred income within trade and other payables.

Revenue from recruitment advertising (within employer marketing services) is recognised after
advertisements have been published and once the right to consideration is established. Revenue from
design, assessment and development and other consulting services is recognised as project
milestones are completed and the company has the right to consideration for the work performed.

Terms of business with certain clients provide for annual and retrospective rebates dependent on the
value of media purchased through the company. Provision is made for these rebates during the
contractyear based on the maximum anticipated media spend by the client and is reviewed
periodically. At the end of the client contract year any over provision of the rebate is written back to cost
of sales once the company is satisfied that there is no contractual liability to the client.

Annual retrospective volume rebates are negotiated with certain publications. Estimates are made
and reviewed periodically for the total rebate yield based on year to date actual and forecast
expenditure by each publication and accrued as a credit to cost of sales.

Media discrepancies arise where there are differences between purchase order values and media
invoices. Any debit items arising are investigated and written off to the income statementimmediately
if deemed irrecoverable. Creditamounts are held for a period of one year, following which they are
written back to cost of sales following review.

Exceptional items
Exceptional items are those income or costs recognised as one-off or non-recurring in nature, and
substantial in size.

Finance income and costs

Finance income and costs are accrued on a timely basis and recognised in the income statement.
The value is calculated on amounts outstanding or owing to the Group, and at the effective interest
rate applicable.
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Notes to the financial statements continued

Property, plant and equipment

The cost of property, plantand equipment is their purchase cost, together with any incidental costs of
acquisition. Depreciation is calculated so as to write off the cost of property, plantand equipment, less
their estimated residual values, on a straight-line basis over the expected useful economiclives of the
assets concerned. The principal annual rates used for this purpose are:

Computer equipment 33%
Fixtures and fittings 20%
Leaseholdimprovements overthe term of the lease
Motor vehicles 25%
Goodwill

Gooduwillis stated at cost less any accumulated impairment losses. Cost represents the difference
between the fair value of the consideration paid on acquisition of a business and the fair value of the
Group's share of the netidentifiable assets acquired. As permitted by IFRS 1, goodwill arising on
acquisitions priorto 1 January 2006 (the IFRS transition date) has been frozen atits UK GAAP carrying
value atthat date.

Other intangible assets

Where material, otherintangible assets acquired as part of a business combination are capitalised at
fairvalue at the date of acquisition. Such assets are amortised to their estimated residual values over
their expected useful economiclives.

Any acquired software licences which do not form part of the operating software acquired with a piece
of hardware are capitalised on the basis of all costs incurred in bringing them into use. These costs are
then amortised over their expected useful economic lives.

Impairment of non-current assets

Gooduwillis tested annually forimpairment, or earlier if circumstances indicate that an impairment may
have occurred. The impairment reviews are performed at the cash-generating unit (CGU) level and
goodwillis assigned to CGUs for the purpose of such reviews.

Ateach reporting date, areview forimpairment of other non-current assets is carried out to determine
if any events or changes in circumstances indicate that the carrying amount of the non-current assets
may notbe recoverable.

Impairment reviews comprise a comparison of the carrying amount of the non-current asset with its
recoverable amount (the higher of the netrealisable value and value in use). To the extent that the
carrying amount exceeds the recoverable amount, the non-current asset is impaired and an
impairment loss is recognised in the income statement.

Trade receivables

Trade receivables are recognised initially at fair value less any provision forimpairment. A provision for
impairment of trade receivables is established when there is objective evidence that the Group will not
be able to collect allamounts due according to the original terms of receivables. The amount of the
provision is the difference between the asset’s carrying amount and the estimated future cash flows.
The amount of the provision is recognised in the income statement.
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Notes to the financial statements continued

Taxation

Income tax on the profit for the year comprises current and deferred tax. Income tax is recognisedin
the income statement except to the extent that it relates to items recognised directly in equity, in which
case itis recognised in equity. Currenttax is the expected tax payable on the taxable income for the
year, using tax rates enacted, or substantially enacted, at the balance sheet date, and any adjustment
totax payable in respect of previous years.

As required by IAS 12 (Revised) deferred taxation is provided using the balance sheet liability method
inrespect of all temporary differences at the balance sheet date between the tax bases of assets and
liabilities and their respective carrying values. Deferred taxation is determined using the tax rates and
laws that have been enacted, or substantially enacted, by the balance sheet date and are expected to
apply when the related deferred tax asset or liability is realised or settled.

Deferred tax assets are recognised to the extent that it is probable that future taxable profits will be
available against which the temporary differences can be utilised. Deferred tax assets and liabilities are
not discounted.

Cash and cash equivalents

Cash and cash equivalents as presented in the balance sheet, consists solely of cash balances. Bank
overdrafts that are repayable on demand and form an integral part of the Group's cash management
areincluded as acomponent of cash and cash equivalents for the purpose of the cash flow statement,
aspermitted by IAS7.

Inventories and work in progress

Inventories are valued at the lower of cost and net realisable value. Work in progress represents
unbilled costs incurred in respect of revenue not recognised and is stated at the lower of costand net
realisable value.

Hire purchase agreements

Assets held under hire purchase agreements are capitalised and disclosed under property, plantand
equipment at their fair value. The capital element of the future payments is treated as a liability and the
interestis charged to the income statement at a constant periodic rate of charge on the remaining
balance of the obligation.

Operating leases
Costsin respect of operating leases are charged on a straight-line basis over the lease term.

Pensions

The Group operates a defined contribution scheme, the costs of which are recognised in the income
statementin the periodin which they relate. The assets of the scheme are held separately from those of
the Group in anindependently administered scheme.

Foreign currencies

Assets and liabilities in foreign currencies are translated into sterling at the rates of exchange ruling
atthe balance sheet date. Transactions in foreign currencies are translated into sterling at the rate

of exchange ruling at the date of the transaction. Exchange differences are recognised in the income
statement as they arise.
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Provisions

Provisions are recognised when the Group has a present obligation, whether legal or commercial,
asaresult of a past event, itis probable that an outflow of resources will be required to settle the
obligation, and areliable estimate can be made of the amount of the obligation. The Group does
notdiscount provisions.

Share based payment

The Group issues equity-settled, share-based payments, in the form of share options, to certain
employees. In accordance with IFRS 2, such payments are measured at fair value at the date of grant.
Fairvalue is measured using the Black-Scholes pricing model and is expensed on a straight line basis in
the income statement over the vesting period, based on the Group's estimate of the number of shares
that will eventually vest. The Group has applied the provisions of IFRS 2 only to those options granted
after 7 November 2002 and which had not vested by 1 January 2005.

Dividends
In accordance with IAS 10, dividend distributions to the company’s shareholders are recognised in the
financial statements in the period in which the distribution is authorised.

Company reserves
The company’s reserves comprise a share premium account, capital redemption reserve and a special
capital reserve. None of these reserves is distributable.

Segmentreporting
Abusiness segmentis a group of assets and operations engaged in providing products or services that
are subject to risks and returns that are different from those of other business segments.

A geographical segmentis engaged in providing products and services within particular economic
environments that are subject to risks and returns that are different from those of segments operating
in other economic environments.
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2 Segmentalreporting

Primary reporting format — business segments

At 31 December 2007, the Group was organised into 4 main business segments:
Employer marketing

Recruitment process outsourcing (‘RPO’)

Executive research

Work Group Inc

All assets and liabilities of the Group are allocated to the individual segments.

Employer Executive Work

marketing RPO research Group Inc Corporate Group
2007 £'000 £'000 £'000 £'000 £'000 £'000
Revenue 31,646 2,651 4,672 12 (75) 38,906
Operating profit/(loss)
(segmentresult) 2,065 447 962 (295) (270) 2,909
Finance cost (22) (22)
Financeincome 64 64
Profitbefore tax 2,951
Income taxes (933)
Profitfor the year 2,018
Segment assets 14,919 1,676 7,715 63 (2,289) 22,084
Segment liabilities (8,129) (845) (717) (4) 1,244 (8,451)
Depreciation (164) (30) (113) 2 - (309)
Capital expenditure (198) 41) (76) 8) - (323)
Exceptional items (288) - (23) - - (311)

Employer Executive Work

marketing RPO research Group Inc Corporate Group
2006 £'000 £'000 £'000 £'000 £'000 £'000
Revenue 25,911 2,678 4,558 - - 33,147
Operating profit/(loss)
(segmentresult) 1,393 450 874 - (263) 2,454
Finance cost (130) (130)
Finance income 53 53
Profit before tax 2,377
Income taxes (711)
Profitforthe year 1,666
Segment assets 10,429 2,156 6,715 - 714 20,014
Segment liabilities (6,867) (1,422) (861) - (18) (9,168)
Depreciation (172) (32) (112) - - (316)
Capital expenditure (130) (26) (98) - - (254)

Exceptional items - - - _ _ _

Included in the Corporate segment are consolidation entries that eliminate intercompany
transactions, and reclassifications of balances between assets and liabilities.
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Secondary format - geographical segments
The Group manages its business segments in the UK, which is the home country of the parent.

The sales analysis in the table below is based on the location of the customer. All significant assets
and capital expenditure are located in the UK, which is where all orders are received.

Revenue
2007 2006
£000 £000
uK 37,150 32,048
USA 1,050 149
Europe 672 894
Rest of world 34 56

38,906 33,147

3 Staffcosts

The average weekly number of persons (including executive directors) employed by the Group
during the yearwas:

2007 2006
By activity Number Number
Clientservice 136 135
Creative & production 26 23
Finance, admin, IT & corporate 36 28
Sales 13 9
211 195

Staff costs (including directors) were as follows:
2007 2006
£000 £000
Wages and salaries 8,445 6,841
Social security costs 890 744
Pension costs 396 345
Share based payments 30 3
9,761 7,933

For further information on directors’ emoluments, please refer to the directors’ remuneration report.
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Key management remuneration

Key management personnel are identified as the members of the ‘Business Leaders Group'.
This group comprises the executive directors and the leaders of the operating businesses.

2007 2006
Group £000 £000
Salaries, includingbonus 1,187 931
Benefits 35 32
Pension costs 24 16
Share based payments 19 -
1,265 979
2007 2006
Company £000 £000
Salaries, includingbonus 985 778
Benefits 34 30
Pension costs 18 5
Share based payments 18 -
1,055 813
4 Exceptional items
Includedin exceptional items incurred during the year were one-off costs associated with the
integration of Group services and RCCHR, totalling £205,000 (2006: £Nil); and redundancy costs of
£106,000 (2006: £Nil).
5 Operating profit
2007 2006
£'000 £'000
Operating profit is stated after charging/(crediting):
Depreciation on plant, property and equipment:
— Owned 301 302
- Leased 8 14
Loss on disposal of plant, property and equipment 58 5
Operating lease rentals:
— Plantand machinery 60 77
- Land andbuildings 639 552
Foreign exchange losses/(gains) 13 (23)
Auditors’ remuneration
- Feespayable to company auditors for the audit
of parent company and consolidated accounts 79 55
- Feespayable to the company’s auditor
and its associates for other services 2 12
Taxservices 6 5
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6 Finance income and costs

2007 2006
£'000 £'000
Interest receivable:
— onbank deposits 64 53
Finance income 64 53
Interest payable:
— onloannotes (15) -
— onbank overdraft 7) (49)
— onloanstock - (56)
— amortisation of issue cost of loan stock - (25)
Finance costs (22) (130)
7 Corporation tax
2007 2006
£'000 £'000
United Kingdom corporation tax at 30% (2006: 30%)
Current tax 841 316
Deferred tax 92 395
933 711

The tax assessed on the profit for the year differs from the standard rate of corporation tax in the UK
(30%). The differences are explained below:

2007 2006
£'000 £'000
Profit before taxation 2,951 2,377
Profit on ordinary activities multiplied by standard rate
of corporation tax in the UK of 30% (2006: 30%) 886 713
Effects of:
Expenses not deductible for tax purposes 1 1
Adjustments to prior year 46 )
Tax charge 933 711

Work Group plc Annual Report and Accounts 2007

38



Notes to the financial statements continued

8 Earnings per share

2007 2006
Weighted Weighted
average average
number Per share number Pershare
Earnings of shares amount Earnings of shares amount
£'000 ‘000 Pence £'000 ‘000 pence
Basicearnings pershare 2,018 26,419 7.64 1,666 22,638 7.36
Effect of dilutive share options - 2,180 (0.58) - 3,102 (0.89)
Diluted earnings pershare 2,018 28,599 7.06 1,666 25,740 6.47
Adjusted basic earnings
pershare 2,236 26,419 8.46 1,666 22,638 7.36
Effect of dilutive share options - 2,180 (0.64) - 3,102 (0.89)
Adjusted diluted
earnings per share 2,236 28,599 7.82 1,666 25,740 6.47

Basic earnings per share is calculated by dividing the earnings attributable to ordinary shareholders
by the weighted average number of ordinary shares inissue during the period.

For diluted earnings per share, the weighted average number of shares is adjusted to reflect the
impact of all dilutive potential ordinary shares.

Since 31 December 2007, an additional 1,483,680 shares have been issued as deferred consideration
forthe acquisition of RCCHR. A further 47,000 shares have been issued upon exercise of employee

share options.

Earnings reconciliation

2007 2006

£'000 £'000
Statutory Earnings 2,018 1,666
Addback exceptional items 311 -
Tax on exceptional items (30%) (93) -
Revised earnings for Adjusted EPS 2,236 1,666
Adjusted earnings per share excludes the cost of exceptional items (less tax at 30%).
9 Dividends

2007 2006
Group and Company £'000 £'000
2006 Final dividend payment—0.4 pence per share 106 -

The proposed dividend for 2007 is 0.5p per share (2006: 0.4p), which will absorb approximately
£143,000 of shareholders’ funds and willbe paid on 16 June 2008. This is subject to the number of
shares listed on the share register as at 16 May 2008.

This dividend has not been provided in the financial statements, in accordance with IAS 10.
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10 Goodwill
Total
Group £'000
Cost and carrying amount
At 1 January 2006 8,643
Additions 3,173
Adjustment to deferred consideration (365)
At 31 December 2006 11,451
Additions 30
Adjustment to deferred consideration 716
At 31 December 2007 12,197
Total
Company £'000
Costand carryingamount
At 1 January 2006 4,308
At 31 December 2006 4,308
At 31 December 2007 4,308

Gooduwill has arisen on acquisition of The Resourceful Group Limited, Park Human Resources Limited,
Armstrong Craven Limited and The Recruitment Communications Company Limited.

The directors consider that customer relationships are not separable intangible assets since they
attach to the employee base and management of the company acquired and not the company itself.
The value assigned to goodwill therefore principally reflects the value of customer relationships,
employee base and other non-separable intangible assets.

During the year, the deferred consideration liability in respect of the acquisition of Armstrong Craven
Limited was settled in full. The final settlement was £34,000 lower than the provision, this amount and
the goodwill have been adjusted accordingly.

The provision for deferred consideration for the acquisition of The Recruitment Communications
Company Limited has been increased by £750,000 during the period, based on management
estimates of the expected cumulative earnings before interest and tax of the company. In addition,
the cost of acquisition has increased by a further amount of £30,000 due to audit and legal fees
attributable to the acquisition.

During the year the acquired goodwill was tested forimpairment in accordance with IAS 36.

The carrying value is attributed to two cash generating units, namely the consolidated Work Group,
£7,076,000, and Armstrong Craven Limited, £5,121,000. The recoverable amount of goodwill is
calculated based on discounted cash flow. The key assumptions for the value in use calculations

are future projections based on the approved plan for 2008 and the following 5 years at a growth rate
of 5%. The long-term growth rate beyond the approved period is expected to be 2.25%.

Management does not currently foresee any change in the key assumptions it has employed when
determiningthe value in use calculations.

The rate used to discount the forecast cash flows is 6.5%, being the Group's weighted average
cost of capital.
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11 Property, plant and equipment

Computer
Leasehold  Fixturesand equipment Motor

Improvements Fittings and software vehicles Total
Group £'000 £'000 £'000 £'000 £'000
Cost
At 1January 2006 452 267 501 15 1,235
Additions 29 68 157 - 254
Acquisitions - 20 47 - 67
Disposals - - (118) - (118)
At 31 December 2006 481 355 587 15 1,438
Additions 52 70 201 - 323
Disposals (35) 49) (147) (15) (246)
At 31 December 2007 498 376 641 - 1,515
Accumulated Depreciation
At 1January 2006 96 67 215 1 379
Charge for the year 34 81 196 5 316
Disposals - - (113) - (113)
At 31 December 2006 130 148 298 6 582
Charge forthe year 32 86 187 4 309
Disposals (7) (40) (131) (10) (188)
At 31 December 2007 155 194 354 - 703
Carrying Amount
At 31 December 2005 356 200 286 14 856
At 31 December 2006 351 207 289 9 856
At 31 December 2007 343 182 287 - 812

Included within the carrying amountis £10,000 (2006: £18,000) relating to assets held under hire
purchase arrangements. Accumulated depreciation relating to assets held under hire purchase

arrangements is £43,000 (2006: £35,000).
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Computer
Leasehold  Fixturesand equipment

Improvements Fittings and software Total
Company £'000 £'000 £'000 £'000
Cost
At 1 January 2006 452 216 341 1,009
Additions 29 49 63 141
Disposals - - (110) (110)
At 31 December 2006 481 265 294 1,040
Additions 52 60 125 237
Acquisitions - - 23 23
Disposals (35) (6) (21) (62)
At 31 December 2007 498 319 421 1,238
Accumulated Depreciation
At 1 January 2006 96 63 196 355
Charge forthe year 32 57 85 174
Disposals - - (110) (110)
At 31 December 2006 128 120 171 419
Charge forthe year 32 67 76 175
Acquisitions - - 10 10
Disposals 7) (6) 21) (34)
At 31 December 2007 153 181 236 570
Carrying Amount
At 31 December 2005 356 153 145 654
At 31 December 2006 353 145 123 621
At 31 December 2007 345 138 185 668

Included within the carrying amount is £10,000 (2006: £Nil) relating to assets held under hire
purchase arrangements. Accumulated depreciation relating to assets held under hire purchase

arrangements is £43,000 (2006: £Nil).
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12 Investments in subsidiaries

2007
Company £'000
Cost
As at 1 January 2006 6,009
Additions 3,798
Adjustment to deferred consideration (365)
At 31 December 2006 9,442
Additions 30
Adjustment to deferred consideration 716
At 31 December 2007 10,188

Percentage of

Principal Classof equityheldat

activity equity 2007

The Resourceful Group Limited Dormant  Ordinary 100%
Armstrong Craven Associates Limited Dormant  Ordinary 100%
Park Human Resources Limited Dormant  Ordinary 100%
Vine Potterton Limited Dormant  Ordinary 100%
Armstrong Craven Limited Executiveresearch  Ordinary 100%
The Recruitment Communications Company Limited Dormant  Ordinary 100%
Work Group Inc(incorporatedin US state of Delaware) Employermarketing ~ Ordinary 100%

The additions during the year to investments, amounting to £30,000 (2006: £3,798,000), represents
legal and audit fees attributable to the acquisition of RCCHR. The fair value adjustment on the
additions was £Nil (2006: £42,000) as the book value of these transactions was not materially different

from their fair value. The additions have been settled by cash.
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13 Deferred tax

The following are the major deferred tax assets recognised by the Group and company and

movements thereon during the current period:

Accelerated Short Tax
capital term losses Share
allowances differences available Options Total
Group £'000 £'000 £'000 £'000 £'000
At 1January 2007 29 1 96 355 481
Credited/(charged) to income statement (40) 1 (52) - 91
Credited/(charged) to equity - - - (138) (138)
At 31 December 2007 (11) 2 44 217 252
Accelerated Short Tax
capital term losses Share
allowances differences available Options Total
Company £'000 £'000 £'000 £'000 £'000
At 1 January 2007 21 1 96 355 473
Credited/(charged) to income statement 47) 1 (96) - (142)
Credited/(charged) to equity - - - (138) (138)
At 31 December 2007 (26) 2 - 217 193
14 Inventories
2007 2006
Group and Company £'000 £'000
Consumables 20 20
Work in Progress 221 75
241 95
15 Trade and other receivables
2007 2006 2007 2006
Group Group Company Company
£'000 £'000 £'000 £'000
Trade receivables 5,921 4,874 4,831 3,049
Otherreceivables 291 305 291 236
Prepayments and accrued income 732 678 626 501
Amounts owed to Group undertakings - - 267 -
Corporation tax - - - 20
6,944 5,857 6,015 3,806

Work Group plc Annual Report and Accounts 2007

44



Notes to the financial statements continued
16 Financial Instruments

The Group's financial instruments comprise cash, loan notes and other items such as trade and other

receivables and trade and other payables that arise directly from its operations. Further detail is set out

below. The main purpose of holding cash is to finance the Group's future investments and operations.
Itis (and has been throughout the years presented) the Group's policy that no trading in financial
instruments shall be undertaken.

The fairvalue of financial assets and liabilities is not materially different to their book value.

The Group manages its capital to ensure entities in the Group will be able to continue as a going
concern.

The Group monitors and manages the financial risk relating to its operations on a regular basis.
These risks include market risk (including foreign currency risk and interest rate risk), credit risk and
liquidity risk. Although these risks are not considered to be significant, the Group still engagesin
regular review of policies and practices to bring these risks down to a minimum:

The Group manages liquidity risk by maintaining adequate reserves as well as the use of an overdraft
facility. Monthly cash flow and working capital projections are derived to ensure sufficient funds are
available to meet obligations and capital expenditure requirements as they fall due.

Interest rate risk is managed by minimising external debt and periodically reviewing the
competitiveness of debt facilities.

The Group's exposure to exchange rate movements has to date been minimal. The Group will
continue to review its future exposure and will put in place methods to reduce the exchange rate risk
where it sees such methods as beneficial.

The Group has adopted a policy of only dealing with creditworthy counterparties and obtaining
sufficient collateral, where appropriate, as a means of mitigating the credit risk.

Trade receivables consist of alarge number of customers spread across diverse industries.
Ongoing creditevaluation is performed on the financial condition of accounts receivable.
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Financial Assets

2007
Group
£'000

Receivables (including cash and cash equivalents) 8,582

The Group's financial assets comprise trade and other receivables and cash atbank and in hand.
Interestis received on cash deposits on a Group pooling basis at variable rates based on the relevant

baserate. In 2007 this interest rate ranged from 4.25% — 5.25%.

As of 31 December 2007, Group trade receivables of £1,825,000 (2006: £2,144,000) and company trade
receivables of £1,443,000 (2006: £1,249,000) were fully performing.

The remaining Group trade receivables of £4,096,000 (2006: £2,730,000) and company trade
receivables of £3,388,000 (2006: £1,800,000) were past due but not considered impaired. These relate
to anumber of independent customers for whom there is no recent history of default. The ageing

analysis of these trade receivables is as follows:

2007

Group

Period past due £'000
Up to 3months 3,292
3tob6months 804
4,096

Aprovision for the trade receivables is established when there is objective evidence that the
Group will notbe able to collect allamounts due according to the original terms of the receivables.

At 31 December 2007, trade receivables denominated in foreign currencies accounted for
4% (2006: 2%) of Group trade receivables and 4% (2006: Nil%) of company trade receivables.

No interest was accrued for trade and other receivables.
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Financial Liabilities

2007 2006 2007 2006

Group Group Company Company

£'000 £'000 £'000 £'000

Amortised cost 614 - 1,859 -

The Group's financial liabilities consist of an overdraft facility and loan notes. Trade and other payables
have notbeenincludedin this note. A detailed description of these financial liabilities is given below:

Floating rate Fixed rate

financial financial

Total liabilities liabilities

Group £'000 £'000 £'000
Bank overdraft 595 595 -
Loan notes* 19 - 19
2007 614 595 19
Floating rate Fixed rate

financial financial

Total liabilities liabilities

Company £'000 £'000 £'000
Bank overdraft 1,840 1,840 -
Loan notes 19 - 19
2007 1,859 1,840 19

Loan notes have been issued to the directors and employees of Armstrong Craven Limited, a related
party. All loan notes are repayable upon demand and bear interest at a fixed rate of 2 per cent.

Floatingrate Fixedrate

financial financial

Total liabilities liabilities

Group and Company £'000 £'000 £'000

Bank Overdraft 379 379 -

Loan notes 32 - 32

2006 411 379 32
Maturity profile of financial liabilities

2007 2006

Group £'000 £'000

Due within one year 614 411

614 411

2007 2006

Company £/000 £000

Due within one year 1,859 411

Due within one ortwo years - -

Due within two to five years - -

1,859 411

* The outstanding loan notes are shown within Trade and other payables on the balance sheet.
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The following are included in the maturity profile: bank overdraft and loan notes.

Fixed rate Weighted
financial liabilities average period
Weighted average for which
interest rate rate is fixed
Group and Company % Years
Loan notes 2 1
2007 2 1
Fixedrate Weighted
financial liabilities average period
Weighted average forwhich
interestrate rate is fixed
Group and Company % Years
Loan notes 2 2
2006 2 2
Undrawn facilities were as follows:
2007 2006
Group £'000 £000
Bank Overdraft 1,905 2,621
Company
Bank Overdraft 660 2,621
In 2007, the interest rate payable on the overdraft facility ranged from 6.75-7.50%.
17 Trade and other payables
2007 2006 2007 2006
Group Group Company Company
£'000 £'000 £'000 £000
Trade creditors 1,042 2,651 987 2,274
Other taxation and social security costs 772 802 572 432
Other creditors 914 1,001 914 966
Finance lease agreements 4 3 4 -
Loan notes 19 32 19 32
Accruals and deferredincome 2,222 1,085 2,058 604
Amounts owed to Group undertakings - - 1,178 -
4,973 5,574 5,732 4,308
18 Commitments under finance leases
Commitments under finance leases and hire purchase agreements are as follows:
2007 2006
Group and company £'000 £'000
In one year orless 4 2
Between one andfive years - 4
4 6

Itis the Group's policy to minimise the leasing of its plant and equipment under finance leases. The
average lease termis 3years. Forthe yearended 31 December 2007, the average effective interest

rate was 13.8%.

Alllease obligations are denominated in sterling.

The fairvalue of the Group's lease obligations approximates their carrying amount.

The Group's obligations are secured by the lessor’s charges over the leased assets.
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19 Provisions

Deferred

consideration

Group and company £'000
At 1January 2006 2,230
Additional provision 1,250
Utilisedinyear (765)
At 31 December 2006 2,715
Additional provision 750
Utilisedinyear (1,465)
At 31 December 2007 2,000

This consideration of £2,000,000 was settled in January 2008, and satisfied by 50:50 split of loan notes

andshares.

Maturity profile of provisions

2007 2006
Group and company £'000 £'000
Due within one year or less 2,000 1,465
Due after more than one year - 1,250
2,000 2,715

20 Share capital
2007 2006
Group and company £'000 £'000

Authorised

75,000,000 (2006: 75,000,000) ordinary shares of 2p each 1,500 1,500
1,500 1,500
2007 2007 2006 2006
Issued and fully paid Number £'000 Number £'000
Atbeginning of year 25,490,957 510 8,457,070 169
Issuedfor cash during the year 1,600,836 32 17,033,887 341
27,091,793 542 25,490,957 510

Share options were exercised during the period at an exercise price of £0.20 per share. The resultant
ordinary shares (720,762 shares) were issued for cash throughout the year. In addition, a portion of the
deferred consideration for Armstrong Craven Limited was settled by 880,074 ordinary shares in

Work Group plc, issued at £0.813 per share.
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21 Share based payments

Group and company

The Work Communications Limited 2001 Employees Share Option Scheme (EMI Plan) was
introducedin December 2000. Under the EMI Plan the remuneration committee can grant options
over shares in the company to employees of the company. At the time of the company’s admission to
AIM in March 2006 the remuneration committee stated that it did not intend to grant further options
pursuant to the EMI Plan.

Options were granted at various times between 20 December 2000 and 2 November 2005.Options
were granted with a fixed exercise price equal to or greater than the market price of the shares under
option atthe date of grant. Awards under the EMI Plan were generally available for all employees.
Atthe AGM held on 13 June 2007, shareholders approved the Work Group plc 2007 Employees’ Share
Option Scheme (EMI Plan 2). The first grant of options under this scheme was made on 1 October
2007 with a zero exercise price. Awards under the EMI Plan 2 are expected to be restricted to senior
employees and executive directors. The contractual life of both EMI Plansis 10 years and options
granted under the Plans become exercisable on the third anniversary of the date of grant provided
the employee is still employed in the Group. At 31 December 2007, 104 employees held options.
Options were valued using the Black-Scholes option—pricing model. No performance conditions
are attached to options granted under the EMI Plan. Performance conditions relating to a minimum
growth in earnings per share are attached to all options granted under EMI Plan 2. It has been
assumed that these performance conditions will be metin the fair value calculations.

The assumptions used in the calculations for options grantedin the currentyear are as follows:

Grant date 1 October 2007
Share Price at Grant date £0.795
Exercise price £0.00
Number of Employees 29
Shares under Option 668,092
Vesting period (years) 3
Expected volatility 19.67%
Option Life (years) 4
Risk free rate 4.94%
Dividendyield Nil
Fair Value per option £0.795
Possibility of ceasing employment before vesting 30%
2007 2006

Number Number

Share options ‘000 ‘000
Outstanding at 1 January 3,113 4,615
Granted 668 -
Exercised (721) (1,354)
Lapsed (145) (148)
Outstanding 31 December 2,915 3,113
Exercisable at 31 December 1,723 2,049
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22 Reconciliation of operating profit to cash generated from/(absorbed by) operations

Group Group Company Company
2007 2006 2007 2006

£'000 £'000 £'000 £'000
Profitforthe year 2,018 1,666 933 1,055
Adjustments:
Taxation 933 711 488 613
Financeincome (64) (53) (22) 47)
Finance costs 22 130 21 126
Depreciation of plant property and equipment 309 316 175 175
Loss on disposal of plant property and equipment 58 5 28 -
Share based payments 30 3 30 3
Increase in inventories (146) (62) (146) (62)
Increase in trade and otherreceivables (1,086) (861) (2,518) (347)
(Decrease)/increase in trade and other payables (617) 376 686 (520)
Decrease in provisions - (113) - (113)
Cash generated from/(absorbed by) operations 1,457 2,118 (325) 883
23 Cash and cash equivalents

Group Group Company Company

2007 2006 2007 2006

£'000 £'000 £'000 £'000
Cash & cash equivalents 1,638 1,274 1,626 41
Financial liabilities —borrowings (595) (379) (1,840) (379)
Net cash and cash equivalents 1,043 895 (214) (338)

The Group and company overdraft balance at 31 December 2007 was £3,007,000. This has been
offset with creditbalances in related bank accounts, RCCHR (£1,168,000) and Armstrong Craven
Limited (£1,244,000), as permitted by our overdraft facility arrangement.
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24 Leases

Operating leases

The Group and company leases all of its properties. The terms of the leases vary, but are negotiated

foran average term of 11 years.

The Group and company also lease plant, machinery and vehicles under non-cancellable operating
lease agreements.

The total future minimum lease payments are due as follows:

Vehicles Vehicles

plantand plantand

Property equipment Property equipment

2007 2007 2006 2006

Group £'000 £'000 £'000 £'000
Total commitments under non

cancellable operating leases:

Payable within one year 1,029 45 771 47

Payable between one andfive years 3,252 33 2,799 46

Payable in more than five years 2,757 - 2,691 -

7,038 78 6,261 93

Vehicles Vehicles

plantand plantand

Property equipment Property equipment

2007 2007 2006 2006

Company £'000 £'000 £'000 £'000
Total commitments under non

cancellable operating leases:

Payable within one year 887 39 771 47

Payable between one andfive years 2,827 26 2,799 46

Payable in more than five years 2,332 - 2,691 -

6,046 65 6,261 93

25 Employee benefit trust

The Resourceful Group Ltd Employee Benefit Trust 1995 holds £31,030 (2006: £40,181) in cash offshore
forthe benefit of employees

The cash has beenrecognisedin the consolidated and company balance sheets on the basis that
Work Group plcis deemed to be the sponsoring employer of the trust. A corresponding liability for
payments to be made for the benefit of employees has been recognised in other creditors.

26 Related party transactions

The company conducts numerous transactions each year with its subsidiaries: RCCHR,
Work Group Incand Armstrong Craven. At 1 November 2007, RCCHR was hived up into Work Group
plcand consequently a balance owing to RCCHR of amount £1,178,000 (2006: £Nil) exists.

Forthe year ended 31 December 2007, total sales of £74,682 (2006: £Nil) were made to Armstrong
Craven and RCCHR (priorto 1 November 2007), of which a net debtor balance of £7,000 remains
outstanding to the company at 31 December 2007; management services of £100,000 were provided
to Armstrong Craven (2006: £65,000 to RCCHR); and recharges relating to operating activities
amounting to £160,000 (2006: £Nil) were made to Work Group Inc during the year. In total,

£267,000 was owing to Work Group plc at 31 December 2007.
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Notes to the financial statements continued
27 Companyincome statement

The company has taken advantage of the exemption in Section 230 of the Companies Act 1985 from
publishing a separate income statement. A profit of £804,000 (2006: £1,184,000) before dividends has
been reported for the currentyear.

28 Transition to IFRS
Group and company

i IFRS 1 - First time adoption of International Accounting Standards

The Group and company prepared their financial statements under UK Generally Accepted
Accounting Principles (UK GAAP) for all reporting periods to 31 December 2006. With effect from

1 January 2007 all companies listed on the Alternative Investment Market (AIM) are required to report
in accordance with International Financial Reporting Standards (IFRS). The Group and company'’s
IFRS transition date was 1 January 2006, being the first day of the comparative period.

The financial information for the year ended 31 December 2006 has been extracted from the financial
statements for this period prepared under UK GAAP, adjusted as appropriate to present the information
in accordance with the Group's IFRS accounting policies.

The financial information in the IFRS reconciliations as at and for the year ended 31 December 2006
has been amended from that presented in the Interim Statement for the 6 months ended 30 June
2007, for afurther adjustment to deferred taxation, the effect of which is to reduce profit and net assets
by £129,000.

In preparing this annual consolidated and company financial information in accordance with IFRS 1,
the Group and company has applied the mandatory exemptions and certain of the optional
exemptions from full retrospective application of IFRS.

ii Exemptions from full retrospective application applied by the Group and company
Optional Exemptions

Business combination exemption
The Group and company have not restated business combinations that took place prior to the
1 January 2006 transition date, as allowed under IFRS 1.

Share-based payment transaction exemption
The Group and company have applied IFRS 2 only to those options granted after 7 November 2002
butwhich had notvested by 1 January 2005.

Fair value deemed as cost exemption
The Group and company have used the cost of all property, plantand equipment as an
approximation for the fair value of the assets.

Mandatory Exemption
UK GAAP estimates exemption

Asthereis no evidence that estimates made under UK GAAP at the transition date were in error,
estimates under IFRS are consistent with those original estimates.
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Notes to the financial statements continued

Reconciliations between IFRS and UK GAAP

Thereconciliations set out below show the effect of the transition from UK GAAP to IFRS.

Reconciliations for Equity have been provided as at the following dates:

1 January 2006
31 December 2006

Reconciliations for Net Income have been provided for the following periods:

Year ended 31 December 2006

28a Equity as at 1 January 2006

Effect of
Transition to
UK GAAP IFRS IFRS
Group Notes £'000 £'000 £'000
Assets
Non current assets
Goodwill 8,643 - 8,643
Property, plant & equipment 855 - 855
Deferred tax assets (@ - 339 339
9,498 339 9,837
Current Assets
Inventories 33 - 33
Trade and otherreceivables (@) 4,753 (339) 4,414
Cash and cash equivalents 60 - 60
4,846 (339) 4,507

Liabilities
Current liabilities
Financial liabilities —borrowings (1,139) - (1,139)
Trade and other payables (e) (6,545) 400 (6,145)
Provisions (e) - (400) (400)
Current tax liabilities (65) - (65)

(7,749) - (7,749)
Net current liabilities (2,903) - (3,242)
Non current liabilities
Bank loan (1,654) - (1,654)
Loan stock (1,000) - (1,000)
Finance leases (5) - (5)
Trade and other payables (e) (1,830) 1,830 -
Provisions (e) (113) (1,830) (1,943)

(4,602) - (4,602)
Net Assets 1,993 - 1,993
Shareholders’ equity
Ordinary share capital 296 - 296
Otherreserves 2,826 - 2,826
Retained earnings (1,129 - (1,129)
Total shareholders’ equity 1,993 - 1,993
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28a Equity as at 31 December 2006

Effect of
Transition to
UK GAAP IFRS IFRS
Group Notes £'000 £'000 £'000
Assets
Non current assets
Goodwill (b) 10,984 467 11,451
Property, plant & equipment 856 - 856
Deferred tax assets ©, M, (9 - 481 481
11,840 948 12,788

Current Assets
Inventories 95 - 95
Trade and otherreceivables ® 6,112 (255) 5,857
Cash and cash equivalents 1,274 - 1,274

7,481 (255) 7,226
Liabilities
Current liabilities
Financial liabilities —borrowings (379) - (379)
Trade and other payables (e) (7,039) 1,465 (5,574)
Provisions (e) - (1,465) (1,465)
Currenttax liabilities (500) - (500)

(7,918) - (7,918)
Net current liabilities (437) - (692)
Non current liabilities
Trade and other payables (e) (1,250) 1,250 -
Provisions (e) - (1,250) (1,250)

(1,250) - (1,250)
Net Assets 10,153 693 10,846
Shareholders’ equity
Ordinary share capital 510 - 510
Share premium 6,433 - 6,433
Otherreserves 2,826 - 2,826
Retained earnings ®), ()9 384 693 1,077
Total shareholders’ equity 10,153 693 10,846
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28a Income statement as at 31 December 2006

Effect of

Transition to

UK GAAP IFRS
Income statement as at 31 December 2006 Notes £'000 £'000 £'000
Revenue 33,147 - 33,147
Cost of sales (19,576) - (19,576)
Gross profit 13,571 - 13,571
Net operating expenses (b) (11,584) 467 (11,117)
Operating profit 1,987 467 2,454
Finance cost (130) - (130)
Finance income 53 - 53
Profit before taxation 1,910 467 2,377
Taxation (d), (g) (400) @11 (711
Profit for the year 1,510 156 1,666
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28b Equity as at 1 January 2006

Effect of
Transition to
UK GAAP IFRS IFRS
Company Notes £'000 £000 £'000
Assets
Non current assets
Goodwill 4,308 - 4,308
Property, plant & equipment 654 - 654
Investments 6,009 - 6,009
Deferredtax assets (@) - 347 347
10,971 347 11,318
Current Assets
Inventories 33 - 33
Trade and otherreceivables (a) 3,786 (347) 3,439
Cash and cash equivalents 59 - 59
3,878 (347) 3,531
Liabilities
Current liabilities
Financial liabilities —borrowings (1,019) - (1,019)
Trade and other payables (e) (6,091) 400 (5,691)
Provisions (e) - (400) (400)
Current tax liabilities - - -
(7,110) - (7,110)
Net current liabilities (3,232) - (3,579)
Non current liabilities
Bankloan (1,654) - (1,654)
Loan stock (1,000) - (1,000)
Finance leases - -
Trade and other payables (e) (1,830) 1,830 -
Provisions (e) (113) (1,830) (1,943)
(4,597) - (4,597)
Net Assets 3,142 - 3,142
Shareholders’ equity
Ordinary share capital 296 - 296
Otherreserves 2,826 - 2,826
Retained earnings 20 20
Total shareholders’ equity 3,142 - 3,142
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28b Equity as at 31 December 2006

Effect of
Transition to
UK GAAP IFRS IFRS
Company Notes £'000 £'000 £'000
Assets
Non current assets
Goodwill (b) 4,055 253 4,308
Property, plant & equipment 621 - 621
Investments 9,442 - 9,442
Deferred tax assets ©. M, - 473 473
14,118 726 14,844

Current Assets
Inventories 95 - 95
Trade and otherreceivables @ 4,053 (247) 3,806
Cash and cash equivalents 41 - 41

4,189 (247) 3,942
Liabilities
Current liabilities
Financial liabilities —borrowings (379) - (379)
Trade and other payables (e) (5,773) 1,465 (4,308)
Provisions (e) - (1,465) (1,465)
Current tax liabilities - - -

(6,152) - (6,152)
Net current liabilities (1,963) (247) (2,210)
Non current liabilities
Trade and other payables (e) (1,250) 1,250 -
Provisions (e) - (1,250) (1,250)

(1,250) - (1,250)
Net Assets 10,905 479 11,384
Shareholders’ equity
Ordinary share capital 510 - 510
Share premium 6,433 - 6,433
Otherreserves 2,826 - 2,826
Retained earnings (b), (@), (9) 1,136 479 1,615
Total shareholders’ equity 10,905 479 11,384
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Notes to the financial statements continued

Explanation of the effect of transition to IFRS

(a)

(b)

Reclassification of Deferred tax asset, at 1 January 2006, from trade and other receivables to non
current assets, Group £33%9k; Company £347k.

Reversal of goodwill amortisation calculated under UK GAAP but no longer required under IFRS,
Group £467k; Company £253k

Recognition of Deferred tax asset on future tax benefit of share options not yet exercised,
Group and Company £355k.

Tax saving on share options exercised in the period, now shown as a movementin equity in
accordance with IAS 12, £182k.

Reclassification of deferred consideration payable from trade and other payables to Provisions.

Reclassification of Deferred tax asset, at 31 December 2006, from trade and other receivables
to non current assets, Group £255k; Company £247k.

Other adjustments to deferred tax assets, Group and company £12%k.

Changes to the cash flow statement

The company cash flow statement prepared under IFRS presents substantially the same information
asrequired under UK GAAP.

Under IFRS only three categories of cash flow activity are required to be reported; operating,
investing and financing. There are no material differences between the cash flow statement presented
under IFRS and the cash flow statement under UK GAAP.
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