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Corero plc
Interims lower but in-line. Prospects for H2 brighter

Interim results came in lower than the comparative period reflecting
the absence of one-off revenues enjoyed last year. Nevertheless, the
group remains on track to achieve our forecasts for the year with an
encouraging business pipeline and increasing contracted support service
revenues estimated to represent around 60% of forecast sales. We
retain a Buy recommendation which reflects the expectation of earnings
in 2010 of 14.2p putting the shares on a very modest prospective fully
taxed PER of 2.7x.

Key points:

B The interim results were in line with management expectations and our forecasts.
Revenue was 23% lower than the comparable period and an adjusted loss was
incurred against a profit in 2008. This was however anticipated, with the bulk of
the decline reflecting the fact that the comparative included £576,000 of REMS
software sales which were one-off in nature and not expected to be repeated in
the current year. Stripping out these sales the revenue decline was just 3%.

B The government’s Academy schools programme represents an important
customer base for the group’s Business Services division which has a 30% share of
this market and we believe the recent removal of the necessity for sponsors to
invest £2m up-front in each new academy will be beneficial to Corero, as it should
accelerate the opening of new schools. However, any benefit from this relaxation
has not been factored into forecasts.

B Outside of the Academy programme the group has announced the confirmation
that South Staffordshire College, a merger of Rodbaston, Cannock and Tamworth
& Lichfield colleges, has committed to both the Resource Financials and REMS
software products. We believe this is testament to the efficacy of the group’s
software offering and should provide additional revenues in 2010, although
Cannock was already a customer of the group.

B Revenues within the Financial Markets division have, for the last two years, been
affected by the financial crisis and its impact on the group’s customer base,
particularly banks and other financial institutions. Nevertheless, annual contract
renewals for licensing, support and maintenance were encouraging and indicate an
improvement in customer confidence. In addition beta testing of Blue Curve v.5
has been encouraging and as a result the sales pipeline has improved.

B Following the partial interest deferment on the CULS we expect the additional
inflow of capital to enhance the group’s cash profile over the 2009 - 2012 period.
At 30 June 2009 cash balances (before the £4m CULS) were £351,000 against
£422,000 at the comparative in 2008 and £l.Im at the 2008 year end. We
anticipate that cash balances will improve to around £650,000 by the year end.

B The second half is traditionally the stronger of the two and management expects
that this will be the case in 2009 although final results will be dependent upon a
satisfactory conclusion to a significant Radica CAPS licence extension which is
currently in negotiation with a major customer.

M Our PBT and EPS forecasts for 2009 and 2010 are fundamentally unchanged and
call for adjusted PBT of £0.1m/2.7p and £0.3m/14.2p respectively. We continue to
recommend the shares as a Buy with a prospective PER of 2.7x 2010 earnings
representing a very modest valuation.
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Background

Corero designs and develops software products for financial institutions through its
Financial Services division and business and education markets through its Business
Systems division. The principal products relating to the former division are Blue Curve
and Radica CAPS while the latter division’s products are Resource Financials and Resource
Education Management System (REMS). Revenue is earned from new licence fees and
software support and maintenance fees.

Interim Results Summary
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Interim results summary

6 mths to

6 mths to

Year to

£m 30/06/2009 30/06/2008 31/12/2008
Revenue 2.180 2.830 5.249
Operating profit -0.287 0.175 -0.317
Financing -0.158 -0.170 -0.341
Profit before tax -0.445 0.005 -0.658
Add back seperately disclosed items 0.051 0.001 0.669
Add back amortisation of intangibles 0.204 0.166 0.365
Add back share based payments 0.000 -0.003 -0.003
Adjusted pre tax profit -0.190 0.169 0.373
Adjusted EPS (p) -12.3 .1 29.8

Source: Company

The interim results were in line with management expectations and our forecasts.
Revenue was 23% lower than the comparable period and an adjusted loss was incurred
against a profit in 2008. This was however anticipated, with the bulk of the decline
reflecting the fact that the comparative included £576,000 of new REMS software sales
which were one-off in nature and not expected to be repeated in the current year.
Stripping out these sales the revenue decline was just 3%.

The second half is traditionally the stronger of the two and management expects that
this will be the case in 2009 although final results will, as usual, be dependent upon a
small number of significant potential sales in the Financial Systems division.

Our PBT and EPS forecasts for 2009 and 2010 are fundamentally unchanged and call for
adjusted PBT of £0.1m/2.7p and £0.3m/14.2p respectively.

Business Systems division

Business Systems Division 6 mths to 6 mths to
£m 30/06/2009 30/06/2008 31
Revenue 1.306  -29.2% 1.844
Operating profit 0.300 -55.0% 0.666
Operating profit margin 23.0%  -36.4% 36.1%

Year to

/12/2008

Source: Company

This division derives the majority of its revenues from software sales into the education
market. The opening of new academy schools under the government’s Academy
programme has been a particularly strong area of growth with Corero maintaining a
market share of around 30%. Currently approximately 75% of the Business Systems
division’s revenues are derived from the Resource Financials product and 25% from
REMS.

The Academy programme promotes the establishment of state-funded schools which
are managed by sponsors that include high performing schools and colleges, individual
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philanthropists, businesses and the voluntary sector. Some 200 academies have now
been opened since the scheme began in 2002 and a further 200 are planned.

We believe the recent removal of the necessity for sponsors to invest £2m up-front in
each new academy will be beneficial to Corero, as it should accelerate the opening of
new schools in the future. In addition it will remove the financial constraints which
previously limited the ability of charities, parents’ groups and education sector
organisations such as colleges and universities to participate fully in the scheme.
However, any benefit from this relaxation has not been factored into forecasts.

As stated earlier, 2008 comparatives include the receipt of £576,000 of one-off sales
relating to the conversion of existing customers to REMS, the group’s new learner
management product. Stripping out this effect would have resulted in sales being just
3% lower than the first half of 2008.

The division is seasonal in that, typically, many educational establishments order new
products during the early summer so they can install them and implement any required
operational changes during the summer vacation period.

In the first half of the financial year 13 new academy contracts were won with a further
10 being awarded in July. While seasonal ordering usually favours the April to August
period the group is still anticipating further wins in the second six months which will
enhance the sale of the Resource Financial product and bring the number of Academy-
based contract awards up to around 63.

Outside of the Academy programme the group has announced that South Staffordshire
College (a merger of Rodbaston, Cannock and Tamworth & Lichfield colleges), has
committed to both the Resource Financials and REMS software products. We believe
this is testament to the efficacy of the group’s software offering and should provide
additional revenues in 2010, although Cannock was already a customer.

Financial Markets division

Year to

Financial Markets Division 6mthsto %chge 6 mths to
£m 30/06/2009 30/06/2008 31/12/2008
Revenue 0.874 -11.5% 0.988
Operating profit -0.215  18.1% -0.182
Operating profit margin -24.6%  33.5% -18.4%

Source: Company

Revenues within the Financial Markets division have, for the last two years, been
affected by the financial crisis and its impact on the group’s customer base, particularly
banks and other financial institutions. Nevertheless, annual contract renewals for
licensing, support and maintenance were encouraging and indicate an improvement in
customer confidence.

Revenues declined by 11.5% and the operating loss increased over the comparative.
Overhead savings have been implemented resulting in a charge of £60,000 relating to
redundancies, the benefits of which will be seen in the second half.

The group is awaiting confirmation from a major customer of a significant extension to
a licence agreement for Radica CAPS software. Negotiations have proved to be
protracted, as there are some significant changes to the original terms and conditions
of the contract while sign-offs are inevitably impacted by pressures on clients’ capex
budgets caused by the financial crisis.

Blue Curve v.5 was launched in Q3 2009 and feedback from beta testing has been
positive. As a consequence the group has seen an improvement in the sales pipeline
(compared to that at the beginning of 2009 and H2 2008) and the expectation is for an
improved performance in the second six months, subject to the satisfactory conclusion
of the Radica CAPS licence extension referred to above.
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Financials

In June 2009, in order to provide additional working capital facilities and to fund
required investment in the Resource Financials software product, Corero announced
an amendment to the terms of the £4m 8% Convertible Unsecured Loan Stock (CULS)
and a capital reorganisation.

In essence the redemption date for the CULS has been extended from 2011 to 2015
and half of the annual interest liability will be deferred for three years thus providing
the group with an additional £480,000 of capital over the period. As part of the capital
reorganisation every 30 existing ordinary shares were consolidated into one new
ordinary.

We expect this reduction in outflow of capital to enhance the group’s cash profile
over the 2009 to 2012 period and at June 2009 cash balances (before the £4m CULS)
were £351,000 against £422,000 at the comparative date in 2008 and £Il.Im at the
2008 year end. We anticipate that cash balances will improve to around £650,000 by
the year end.

Conclusion

Clearly Corero needs to build its top line through new licence sales and service and
maintenance fees while at the same time continuing to invest in its suite of software
products. The operational gearing potential is obvious but at the moment a significant
proportion of its potential customer base is being affected by the financial crisis and
recessionary conditions within the global economy. However, we do acknowledge that
the Business Systems division is partially protected by the Academy scheme roll-out
and the expected maintenance of the group’s share of this market.

We continue to see 2009 as a year of consolidation for the group. Having achieved its
goal of modest profitability in 2008 it is the management’s aim to sustain this position in
the current year. Further out the marketing of new versions of software products and
an increasing recurring revenue stream should provide the foundation for strong
organic growth in 2010 and 201 1.

Therefore, in conclusion, while the group will continue to face a challenging trading
environment for the rest of 2009, management is making progress across a number of
fronts and we are maintaining our PBT and EPS forecasts for 2009 (£0.1m/4.7p) and
2010 (£0.3m/14.2p respectively) albeit on marginally lower revenue forecasts. As
referred to above, the 2009 forecast is subject primarily to a satisfactory conclusion to
the Radica CAPS licence extension.

Since our last note in March 2009 the share price has fallen by 53% from 82.5p to the
current 39p. However, in spite of this disappointing reduction we continue to
recommend the shares as a Buy based on the potential for a strong turnaround in
profitability in 2010 which would put the shares on a very modest PER of 2.7x fully
taxed earnings.
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CORERO PLC - Recommendation BU

Summary P&L

(prev. B

Summary Cash Flow

Years ended December 2008 2009 E Years ended December 2008 2009 E
z X X Cash from operating activities 069 076 045 0.59)
Gross profit 4.94 4.89 4.55 5.00| Increase in trade and other receivables 0.82 0.66 -0.10 0.20f
Administration expenses -5.69 -4.53 -4.55 -4.65] Increase in trade and other payables 057 -0.33 -0.16 -0.40|
Associates 0.00 0.00 0.00 0.00) [Change in provisions for liabilities and charges 0.00 0.00 0.00 0.00)
[Operating Profit -0.75 0.35 0.00 0.35] Cash generated by operations 0.70 1.10 0.19 0.39)
Separately disclosed items (SDI) -0.40 -0.67 0.00 0.00) | Taxation paid 0.00 0.00 0.00 0.00)
Finance income 0.02 0.0l 0.00 0.00 Net cash generated by operating activities 0.70 1.10 0.19 0.39]
Finance charge 0.35 -0.35 -0.30 -0.30) [Cash flow from investing activities:
Profit before tax as stated -1.49 -0.66 -0.30 0.05 Interest received 0.02 0.01 0.00 0.00|
IFRS 3 adj for amortisation of it 027 037 0.40 0.25 | Acquisition of subsidiaries (net of cash acquired) 0.00 0.00 0.00 0.00f
Adjustment for SDI 0.40 0.67 0.00 0.00| Proceeds from the sale of subsidiary (net of cash disposed) 0.00 0.00 0.00 0.00f
IFRS 2 adjustment for share based payments 0.00 -0.00 0.00 0.00| Purchase of PP&E -0.13 -0.05 -0.05 -0.05|
Adjusted Profit before tax -0.75 0.37 0.10 0.30| [Purchase of intangible assets -0.35 -0.42 -0.30 -0.35]
Tax 0.05 -0.10 -0.03 -0.08| Proceeds from sale of PP&E 0.00 0.00 0.00 0.00f
Post tax profit -1.44 -0.76 -0.33 -0.03 Decreasel/(increase) in short term deposits 0.00 0.00 0.00 0.00)
Minorities 0.00 0.00 0.00 0.00| Other 0.00 0.00 0.00 0.00|
Net Profit -1.44 -0.76 -0.33 -0.03 Net cash used in investing activities -0.46 -0.46 -0.35 -0.40
Adjusted Net Profit -0.77 0.27 0.07 0.22] Financing activities:
Purchase of own shares 0.00 0.00 0.00 0.00f
EBITDA and exceptionals -0.42 0.79 0.48 0.67| Net movement in borrowings 0.00 0.00 0.00 0.00f
Depreciation -0.06 -0.08 -0.08 -0.07] Dividends paid 0.00 0.00 0.00 0.00f
EBITA -0.48 0.72 0.40 0.60| Interest paid -0.32 -0.32 -0.30 -0.30]
IFRS 3 amortisation of intangibles -0.27 -0.37 -0.40 -0.25 Issue of shares (net) 0.00 0.00 0.00 0.00)
EBIT -0.75 0.35 0.00 0.35] Capital element of finance lease rentals 0.00 0.00 0.00 0.00)
Other 0.00 0.00 0.00 0.00|
[Equity Net cash inflow from financing activities -0.32 -0.32 -0.30 -0.30
Weighted average shares (m) 1.445 1519 1519 1.519)
Weighted average shares FD (m) 1.445 1.519 1.519 1.519) Net increase in cash and cash equivalents -0.08 0.32 -0.46 -031
Year end shares in issue (m) 1.519 1519 1519 1.519) Cash and cash equivalents at start of year 091 0.83 115 0.68
FX changes 0.00 0.00 0.00 0.00f
|EPs [Cash and cash equivalents at end of year 0.83 115 0.68 0.37|
EPS FD (p) -99.87 -50.19 2159 224
EPS FD and adjusted (p) -53.15 17.68 4.74 14.22] Reconciliation of cash flow to net debt
Net (debt)/cash at start of the year -3.04 -3.20 <291 -3.41
idend Net increase in cash and cash equivalents -0.08 0.32 -0.46 -0.31
Interim dividend (p) 000 000 0.00 0.00) Net change in borrowings during the year 000 0.00 0.00 0.00)
Final dividend (p) 000 000 0.00 0.00) Net (debt)/cash at end of the year 3.8 2.91 3.41 3.75
Total dividend (p) 0.00 0.00 0.00 0.00
Key Ratios
[Key ratios Free Cash Flow (£m) 07 Il 02 04
Market cap (£m) 06 06 06 06 Free Cash Flow per share (p) 482 723 122 254
Enterprise value (EV) (£m) 38 35 40 43
EV/EBITA (x) 79 44 8.4 6.5) Free Cash Flow:
Share price (p) 39.0 Cash flow from operating activities, less interest paid, less tax paid, less equity dividends paid
PER (x) 07 22 82 27
Yield (%) - - - -

P&L Analysis

Years ended December

2008

2009 E

Summary Balance Sheet

Years ended December

2008

2009 E

Source: Company accounts; JEP estimates

Analysis of revenue £m £m £m £m) Assets £m £m £m £m
Financial Markets 2.53 2.04 220 2.50) Non-current assets
Business Systems 2 321 280 320 PPsE 0.5 ol 0.10 0.15
[Total Revenue 5.24 5.25 5.00 5.70) Goodwill 236 168 1.68 1.68]
License revenue 095 123 120 1.60) Other intangible assets 119 124 125 1.30)
Professional services revenue 155 117 120 1.20) Deferred tax asset 0.00 0.00 0.00 0.00)
Support revenue 270 285 290 2.90) Other 0.00 0.00 0.00 0.00
[Total Revenue 5.24 5.25 530 5.70) Total non-current assets 3.70 3.04 3.03 3.13)
[Analysis of operating profit
Financial Markets -0.47 0.01 0.28 0.20 [Current assets
Business Systems 0.77 0.87 0.55 0.85] [ Trade and other receivables 1.64 0.98 1.08 0.88|
Separately disclosed items -0.08 -0.60 0.00 0.00) Deferred tax assets 0.00 0.00 0.00 0.00)
Unallocated costs -1.38 -0.60 062 -065 Other 0.00 0.00 0.00 0.00)
[Total Operating Profit a5 032 0.21 0.40) (Cash and short term deposits 083 15 0.65 0.50)
Total current assets 246 212 1.73 1.37]
Operating margin (pre exceptionals and central costs)
Financial Markets -185% 05%  127% 8.0% [Total assets 6.16 516 475 4.50)
Business Systems 282%  272% _ 196% _ 266%
(Group Operating margin 5%  168%  I5.0%  183%
Current li
Key Ratios [Trade and other payables -1.09 083 067 027
EBITA margin 91%  137% 80%  109% Taxation liabilties 0.00 0.00 0.00 0.00)
[Administration costs as a % of revenue 1086%  864%  910%  845% Bank overdrafts and other short term borrowings 0.00 0.00 0.00 0.00)
Effective tax rate Cr 28.0% 28.0% 28.0% Provisions -0.09 -0.01 0.00 0.00]
Net interest cover by EBITDA (x) -1.3 23 1.6 2.2 Other -1.96 -1.89 -1.89 -1.80]
Dividend cover by adjusted EPS (x) na na na i Total current liabilities 305 274 257 207
Non-current liabilities
Long term borrowings 403 -4.06 -4.06 -4.06)
Provisions -0.05 001 0.00 0.00)
Deferred taxation liability 0.00 0.00 0.00 0.00)
Other 0.00 0.00 0.00 0.00)
Total non-current liabilities 408 407 406 -4.06
Total li: -7.23 -6.81 -6.62 -6.13
Net Assets .07 165 187 163
[Key Ratios
Net cash/(debt) (£m) 32 29 34 38
Net debt/shareholders funds -299.0% -177.0% -182.1% -230.0%|
Capital employed (£m) 3. 24 22 24
ROCE 243%  145% 00%  144%
Current ratio (x) 08 08 07 07]

Capital Employed:

Shareholders funds, add debt, add obligations under finance leases, add minorities, add provisions, less associates, less investments

ROCE:
Operating profit / Capital Employed
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Risks

This note makes a number of assumptions regarding the outlook for trading conditions within the companies that are
included, relating to demand for services and the specific drivers for future growth, including assumptions regarding the
economic climate in the UK and overseas. There is a risk that this outlook may deteriorate or that the market conditions
may alter leading to a significant downturn in certain segments of these companies activities.

Important Disclosures

This research report is a marketing communication: it has not been prepared in accordance with legal requirements designed to promote the
independence of investment research and is also not subject to any prohibition on dealing ahead of the dissemination of investment research,
although a s matter of policy JEP and MSGL requires its employees not to deal ahead of the dissemination of this report.

This research report is issued by John East and Partners Limited (“)JEP”) and Merchant Securities Group Limited (“MSGL”). Merchant
Securities Plc is the parent company of MSGL and JEP. Both JEP and MSGL are members of the London Stock Exchange and authorised and
regulated by the UK Financial Services Authority.

JEP provides specialist corporate finance and corporate broking services to small and medium sized companies and investment research.
MSGL provides investment management, institutional trading, private equity and investment research services to its Retail and Institutional
clients.

JEP and MSGL may undertake business and seek to do business with companies covered in its research reports. As a result, investors should
be aware that JEP and or MSGL may have a conflict of interest that could affect the objectivity of this report. JEP and MSGL and their officers
and employees may have positions in the securities mentioned herein. JEP and MSGL may have received compensation for corporate finance
or investment banking services from the company(s) mentioned in this report in the past |12 months.

This research report has been published and distributed in accordance with the Merchant Securities Research and Conflicts Management
Policy which sets out the organisational arrangements for managing research conflicts of interest within MSGL and JEP. Additional
disclosures regarding previous and current research recommendations made by JEP and MSGL and a copy of the Research and Conflicts
Management Policy is available on the John East and Partners and Merchant Securities websites: http://www.johneastpartners.com

and http://www.merchantsecurities.co.uk

Recommendation definitions

BUY Share price appreciation of 15% or more in absolute terms over |2 months
HOLD  Share price appreciation or depreciation of less than 15% in absolute terms over 12 months

SELL Share price depreciation of 15% or more in absolute terms over 12 months
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Disclaimers

When distributing this document, John East and Partners Limited (“JEP”) and Merchant Securities Group Limited
(‘“MSGL”’), which are both wholly owned subsidiaries of Merchant Securities Plc, are not acting for any recipient of this
document and will not be responsible for providing advice to any recipient in relation to this document.

This document is not an offer to buy or sell any security. This document does not provide individually tailored investment advice. It has been
prepared without regard to the individual financial circumstances and objectives of persons who receive it. The appropriateness of a particular
investment will depend on an investor’s individual circumstances and objectives. The investments referred to in this document may not be
suitable for all investors. You should seek financial advice regarding the appropriateness of investing in any securities, financial instrument, or
investment strategies discussed in this document. JEP and MSGL are not engaged in rendering tax advice and accordingly, this report should
not be used as a substitute for consultation with a tax adviser.

Past performance is not a guarantee of future performance. Investments may go down in value as well as up and you may not get back the full
amount invested. Equities are high-risk investments if bought separately and the downside risk to your investment could be significant. By their
nature, AIM stocks tend to have more volatile share prices and may be vulnerable to greater capital losses. AIM shares tend to be relatively
illiquid and therefore may be difficult to deal in. It may also be difficult to obtain reliable information as to the value and the risks to which the
shares may be exposed.

Certain transactions, including those involving futures, options, contracts for difference (CFDs) and high yield securities, give rise to substantial
risk and are not suitable for all investors. Investors should be aware of the additional and special risks associated with securities and
investments in emerging markets.

This document is based on certain publicly available reports and industry sources. We may not have verified all of this information with third
parties and cannot guarantee the accuracy, reasonableness or completeness of the information received from sources consulted for this
publication, and JEP and or MSGL accept no liability whatsoever (in negligence or otherwise) for any loss howsoever arising from any use of
this document or its contents or otherwise arising in connection with this document (except in respect of wilful default and to the extent that
any such liability cannot be excluded by the applicable law). This document is not to be relied upon and should not be used in substitution for
the exercise of independent judgment.

This document includes certain statements, estimates and projections with respect to anticipated future performance. Such statements,
estimates and projections are based on information considered reliable and may reflect various assumptions made concerning anticipated
results, which may or may not prove correct. No representation or warranty is made as to the accuracy of such statements, estimates and
projections or as to its fitness for the purpose intended and should not be relied upon as such. Opinions expressed are current opinions as of
the date appearing on this material only. JEP, MSGL, or other third parties may have issued other reports that are inconsistent with, and reach
different conclusions from, the information presented in this report. Those reports reflect the different assumptions, views and analytical
methods of the analyst(s) who prepared them.

The information contained in this document is confidential and is solely for use of those persons to whom it is addressed and may not be
reproduced, further distributed to any other person or published, in whole or in part, for any purpose. Other persons who receive this
document should not rely on it.

Additional information with respect to any securities referred to in this report is available on request.

Copyright 2009 Merchant Securities Plc




	Corero in no way endorses the views expressed in the following paper and posts it solely
	Analyst Report 21.09.09

