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GLADSTONE PLC

CHAIRMAN AND CHIEF EXECUTIVE OFFICER'S STATEMENT

Net tangible assets as at 31 August 2009 increased to £7.1 million (2008: £6.5 million). Cash also
increased in the year by £0.86 million to £5.4 million. The Company generated £2.33 million of cash
from operating activities before exceptional costs (2008: £1.25 million).

Under IFRS accounting methods, Gladstone is required to adopt share based payment standards. This
has led to an accounting cost of £63,061 in the current year (2008: £77,210). Revaluation of
Gladstone’s Scottish offices in Glasgow further reduced profits by £86,953. These adjustments have
no cash impact.

OPERATIONS OVERVIEW

During the year Gladstone appointed a new Director of Sales as well as a Director of Technology and
Product Development. Contributions from these appointments to Group performance are of key
importance. We also recruited new internal sales staff to service the growing demand from our
customers for training services for our flagship product Plus2, technical backup, hardware and
consumables. Gladstone’s proposition to its existing and new customers is stronger than ever with an
array of solutions; Plus2, Kiosk2, Connect2, Business Intelligence Reporting, Orbit Professional (first
phase of Gladstone’s next generation product platform Orbit), OnRecord and much more. With Orbit
technology paving the way for the future, Gladstone already has a solution for almost every segment of
the health and leisure market in the UK and Ireland, from single sites to the largest multi-site facilities.

UK and Ireland

Market conditions were notably challenging during last year with a particularly rapid decline in
demand within the private sector. The Board believes these challenges will continue to exist in the
current financial year. With a noticeable reduction in market activity levels and pressures on sales
margins, in line with the market downturn, the Company rationalised some of its operating costs in
early 2009 to maintain profitability levels. A majority of Gladstone’s sales success during 2008—2009
resulted from the ability of local authorities to attract business for their leisure facilities, possibly at the
expense of the private sector. Their formula of allowing customers to pay only when they use
facilities has given them a particular advantage in today’s economic climate. In addition, their ability
to allow bookings on line and to deploy kiosks as an alternative to using receptionists have proved to
be popular and reassuring features for leisure facility clients.

Gladstone’s financial and broad product strength, combined with a fragmented competition, resulted in
several significant contract wins; mitigating the worst impact of the general downturn in the market.
The Board believes Gladstone Health and Leisure can continue to consolidate its position as the
leading supplier across all segments of the market, specifically with Local Authorities, Leisure Trusts
and Universities in the UK and Ireland. During last year, Gladstone won notable new contracts with
Vision Redbridge, Celtic Community Leisure and University of Cambridge. There were also a
number of key new client wins, replacing competitors’ systems; such as Western Isles, Heriot Watt
University, South Lanarkshire and Mytime Active.

In addition to major projects with Highlands, Tendring District Council and New Forest, a number of
the Company’s existing key clients also continued to roll out further Gladstone products and services
to expand their own operations and streamline their services. These included; adoption of integrated
chip and pin payment solution by Sports and Leisure Management (SLM), further roll out of Kiosks by
Greenwich Leisure Ltd (GLL) and extended Connect online bookings across all their sites by Leisure
Connection (Harpers).

During the year Gladstone’s commercial team also set up two significant strategic partnerships with
key industry participants, Technogym and Alliance Leisure. These partnerships will widen the scope
of the Company’s services and more extensively benefit our clients to more fully leverage the value of
Gladstone’s solutions and create higher levels of customer service and returns on their investments.
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The Company has been successful with its focused program of testing and trialling Orbit Professional,
aimed at single gyms and private clubs. This is the first phase of introducing our latest technology
platform to the market. Gladstone has received considerable enthusiasm and recognition from these
carly adopters. It is particularly pleasing that the Company’s primary industry body FIA (Fitness
Industry Association) has chosen Orbit Professional to manage the requirements of its own
membership, comprising fitness industry operators. In addition, Gladstone is also pleased to welcome
Ben Dunne Clubs in Ireland to join an increasing group of independent health and leisure facility
operators recognising the deep and modern capabilities of Orbit solution. The Company is now in
dialogue with a number of notable industry operators, including leading chains, who are interested to
be proactively involved in the forthcoming development phases of the Orbit platform.

Gladstone Education has now established itself as a key solution provider in the Education Facilities
Management Solutions (EFMS) market, partnering with a number of Construction and Information
and Communication Technologies ("ICT") providers and contractors, including; Northgate Education,
Civica, Skanska FM, European Electronique, XMA and Redstone. Gladstone Education is now
actively involved in a number of BSF bids (the UK Government’s Building Schools for the Future
initiative) along with lead ICT partners. Working with these partners, Gladstone Education was able
to implement its OnRecord solution in three sites in Leicester BSF; Soar Valley, Judge Meadow and
Beaumont Leys. Beaumont Leys was the winner of BSF school of the year in 2009. Gladstone
Education continued its phased roll out in Bristol BSF as it implemented OnRecord at Bristol
Cathedral Choir School and continued to develop its position within the direct channel to market by
implementing OnRecord at Bishop Challoner Catholic College in Birmingham.

Australia

Despite the severe effects of the recession in Australia, Gladstone was able to win some notable
contracts in the public and private sectors. With Orbit Professional already introduced in the UK, the
Company is currently configuring the product for use in Australia. Combined with other related
products and services within the Australian market, Gladstone sees Orbit unlocking further untapped
opportunities across all segments of this market.

The Company was successful in a major tender, winning the contract for Blacktown City Council in
NSW to replace a competitor’s existing solution. Blacktown Leisure Centre is one of Australia's most
prominent centres; having won numerous awards. Gladstone also won the tender for Dunedin City
Council in New Zealand, again replacing a competitive solution. The University of Melbourne
contract win further consolidated the Company’s position in this part of the market too as well as
removing another competitive solution.

A number of our existing clients, despite difficult economic market conditions, also implemented the
Company’s Plus2 solution in their new sites. Virgin Active successfully opened its new site in
Melbourne. South Pacific Health Club opened its second club in Melbourne whilst Melville City
Council in WA became the first council in Australia to adopt Gladstone’s new Kiosk system.
Nedlands City Council in WA will be implementing Plus2 for its Community Bookings.

Delivery and Service

In pursuing Gladstone’s focus on improving the overall service offered to its clients, particular
attention is being given to processes adopted by the Company in allocating staff to projects and
monitoring their deployment.

Implementation of the Company’s Orbit technology will allow Gladstone the opportunity to change
materially the solution delivery model across the markets it serves. The Board believes this will also
place Gladstone at the forefront of solutions provision and innovation across the market and lead to
new revenue earning opportunities for the Company in value-added products and services.
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Delivery of Gladstone’s more comprehensive solutions in the education market can involve relatively
long time cycles. This is primarily due to the need to integrate into a school a number of systems,
OnRecord solution being one, as part of an overall new building/refurbishment ICT project. Most
schools and educational facilities require systems implementations to span a narrow period over the
school holidays. These parameters introduce material challenges in implementation and project
management. Gladstone has already addressed a number of these challenges and believes that the
Company is well placed to manage these requirements.

Development

The Board has in the past stated its commitment to a significant strategic product development
program. The Board has also communicated the rationale for introducing a new technology platform
and creating more innovative solutions in order to bring about transformational changes across the
sector. It is believed that these developments should secure Gladstone’s long-term market leadership
as well as the opportunity to grow its revenue and presence in other geographic and adjacent vertical
markets. A clear roadmap of development priorities aimed at positioning the Company as a market
leader in the UK and abroad is set out. With the rapid changes in software development platforms and
increasing demands for the convergence of web, communications and network applications, all the
Company’s development programs incorporate the latest technologies.

Due to the extensive scope of Gladstone’s flagship product, Plus2, and its wide presence across the
health and leisure sector, the main thrust for its further development is directed towards providing
extended functionality and integration with third party applications. This will enhance our clients’
operational efficiency and broaden the scope of their interaction with their customers. In line with this
approach, the Company continues to enhance Kiosk2 and Connect2, which provide self service and
web enabled bookings to a large number of our clients. Gladstone has also introduced a new and
comprehensive suite of reporting services, helping our clients to better manage their operating
environment and maximising return on their investment in the Company’s solutions.

STRATEGY

The Board has, over the past four years, communicated a consistent and clear view of the long-term
direction and the diverse opportunities ahead of Gladstone. Patience has been exercised by prudently
managing the Company’s resources during this period, delivering consistent and improved results year
on year, building on the Company’s competitive position whilst addressing the legacy deficits in
investments across the business and in particular setting out to develop market leading products and
services for the future. The Board has further enhanced the Company’s growth prospects following its
entry into the education market, a new vertical, with direct synergy with the Company’s core business.
This new market has significant national and international growth prospects. The board believes
Gladstone is now fundamentally stronger than ever. It is a very different business from four years ago.
Having built up significant financial strength, the Company is in a strong position to deliver
transformational growth for the future. The Board believes there will be further opportunities to enter
other adjacent sectors.

A key part of Gladstone’s long-term growth plans is predicated on reinforcing the Company’s
leadership position in a largely fragmented health and leisure software solutions market. Whilst the
Company has traditionally served the needs of the more complex multi-site operations, a significant
proportion of Gladstone’s potential market in the independent private club sector has been content to
utilise entry level solutions with limited capabilities. Gladstone’s stated commitment to invest
substantially in Orbit, not only fulfils the Company’s existing clients’ long term needs to migrate to the
latest technology platforms but also provides the potential clients of Gladstone with the ability to
invest in the Company’s solutions with the knowledge that their investment will generate the returns
they are looking for. The introduction of Orbit Professional into the single gym market has progressed
well with clear signs that this potential client base instantly recognises the distinct capabilities of this
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solution, and the operational benefits that it offers. The Company believes the general lack of
comprehensive membership management solutions in the health and leisure market across Europe
provides Gladstone with additional opportunities. Orbit represents the Company’s long-term vision to
serve the emerging needs of an expanding global market for health and leisure software solutions and
systems. The Board also believes that the Company’s new product platform will enable Gladstone to
open up new horizontal and vertical market opportunities, such as golf, spa, attractions and theme
parks.

Despite the current state of the global economy and possible cuts in spending by government and the
private sector, the education market is expected to continue to grow and be open to developments in
the UK and elsewhere. Gladstone believes the core competencies, software requirements and end
market characteristics of the education market are a natural extension to its current activities.
Gladstone’s early experience to date of this sector, and the knowledge that the Company has already
gained, reinforce the Board’s decision three years ago to enter the education market. The Board sees
significant growth potential given the ongoing need for information systems and services within
primary, secondary and sixth form schools, in addition to Further Education and Higher Education
establishments. The opportunity to introduce high value-added solutions and services to help schools,
academies and colleges manage their facilities and activities better can be significant. Gladstone is
already witnessing this first hand as part of its active involvement with a number of industry partners
to implement leading edge solutions in the UK Government’s Building Schools for the Future (“BSF”)
program. The 15-year £45 billion BSF investment initiative should underpin these growth
opportunities.

The Board has also been reviewing a range of other related growth options facing Gladstone, and is
fully aware and intent on utilising all of Gladstone’s standing in its existing market as well as the
Company’s robust financial base to deliver improved long term results as the right opportunities with
the right characteristics become available.

OUTLOOK

The Company’s improved performance in the period ended 31 August 2009, during a difficult and
unpredictable year is testament to the inherent robustness of Gladstone’s operations and its strong
competitive position in the health and leisure market. The Board has carried on executing its long-term
plans whilst managing the worst effects of the sudden downturn in the economy.

The Board expects the challenges of last year to persist well into the current financial year, with a
distinct lack of visibility on any material activity in the private sector and an acute focus on cost
controls in the public sector. The Board, however, believes that the key elements of Gladstone’s
longer term growth are robust and there is scope in the possible pipeline of sales opportunities for the
business to manage its way through the harsh and unpredictable impacts of the current recessionary
environment. The Company is highly focused on consolidating its current position as well as
broadening its future market presence. The development of the Orbit platform and its introduction into
single gym, private club, segments of the health and leisure market is gathering momentum and the
Company is continuing to make progress with most encouraging feedback. Gladstone is increasingly
finding new ways of enhancing its product and service offerings and is confident in its ability to extend
its reach.

Gladstone has already built an attractive cash generative core business with significant and increasing
recurring revenues. It is hoped revenues will further improve as the Company implements its future
plans through delivery of SaaS (Software as a Service) based offerings. With a strong balance sheet
and a healthy pipeline of transformational developments and a market leading position, the Board
continues to be cautiously confident of the Company weathering the current difficult market conditions
and delivering sustainable growth in the long-run.
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PEOPLE

Gladstone’s growth strategy is driven by the skills, dedication and focus of its people. During 2009
the number of staff in general was maintained at a constant level. Certain departmental changes were
made to rationalise some of the delivery activities and bolster other areas such as development and
specialist functions.

Gladstone appreciates the commitment and loyalty of its staff. The Board would like to take this
opportunity to thank all employees for their commitment and focus. We look forward to their
continuing contributions.

Dr. Said Ziai
Chairman and Chief Executive Officer

23 November 2009
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DIRECTORS’ REPORT
FOR THE YEAR ENDED 31 AUGUST 2009

The Directors present their annual report and the audited financial statements of the Group and of the
Company for the year ended 31 August 2009.

Activities and review of business

The Group maintains its position as a leading supplier of customer relationship management software
to the leisure sector. Further details regarding the Group’s activities can be found in the Chairman and
Chief Executive Officer's Statement on page 2.

Note 15 to the financial statements contains a list of the Company’s subsidiaries at 31 August 2009.

Financial Key Performance Indicators

2009 2008
Gross Margin 78.9% 82.0%
Turnover per full time equivalent employee (£ ‘000) 83.9 82.3
EBITDA before revaluation of property, exceptional items and 18.3 16.4
share based payments per full time equivalent employee (£ ‘000)
Proportion of turnover made to customers outside the UK 12.7% 11.7%

The Gross Margin varies each year depending on the mix of software and third party sales, and is
lower this year because proportionately more sales of third party sales took place. The turnover per full
time equivalent employee is up by 2%, but the EBITDA before revaluation of property, exceptional
items and share based payment charge per full time equivalent employee is up 12% which reflects the
continuing review of overhead expenditure.

Risks and uncertainties

Gladstone regularly reviews the wide ranging risks and uncertainties faced by the business in order to
identify and develop appropriate contingency plans and to put in place clear operational and strategic
actions to mitigate such risks.

Since its restructure in 2001, Gladstone’s primary focus has been on the UK health and leisure market.
The Company is already strong in both the public sector and the large private chains sector in the UK,
and is currently focusing on moving into strategically aligned new markets to mitigate the risk
associated with being dependent on one sector in one geographic market.

Markets

Gladstone needs to invest in new products and services to maintain its market leadership and to
provide the necessary flexibility for growth into new markets. Rapid changes in new technology fuel
this need and the opportunities for growth.

The seasonality of orders in the public sector and the potential loss of large contracts through corporate
restructuring in the private chains can have a notable impact on overall sales and recurring revenues.
The Board’s focus to broaden the Group activities and to increase the revenue lines is in part a
measure to mitigate such risks.

Although the health and leisure industry is considered to be a growth sector, the health and fitness
market in the UK is a far more mature market compared with the other European markets in this
sector. Rapid periods of corporate consolidation and the general economic conditions could result in
pressure on margins and a noticeable downturn in revenues. Gladstone’s diversification strategy and
further new product development are further focused to mitigate such risks in the future. These moves
will, however, introduce risks associated with investing in new development programmes as well as
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mergers and acquisitions. The Board recognises success will only come through clear strategic
objectives and well executed plans.

Public policy

A change in political administration or a change in the policy priorities of the current administration
might result in a reduction in education spending or reduced commitment to information technology
within education spending.

Technology

The Group provides sophisticated products and services, which require a high level of technical
expertise to develop and support, and on which its customers place a high level of reliance. A product
failure, or a product which requires a disproportionate amount of support, might result in significant
damage to the Group’s reputation or high remedial costs.

People

The Group’s business depends on highly skilled employees; the Group might not be able to recruit the
employees required to achieve its development plans.

Data

The Group is engaged in storing and processing sensitive educational data (for example, exam papers
and scripts, and school and pupil records), where accuracy, privacy and security are very important.

Intellectual property

We rely on intellectual property laws, including laws on copyright, patents, trade secrets and
trademarks to protect our products.

Results and dividends

The results for the year are shown on page 23 and are discussed in more detail in the Chairman and
Chief Executive Officer's Report.

The Group reports a profit of £2,051,782 (31 August 2008: £1,917,258) before revaluation of property,
exceptional items, share based payment charge and taxation. After providing for exceptional items
and share based payment charge, the Group reports a profit after taxation of £1,325,468 (31 August
2008: £2,103,698). The exceptional items were incurred as the Group considered its response to
Constellation’s bid to acquire Gladstone and its requisition for a General Meeting to appoint Mark
Leonard, chairman and president of Constellation to the Gladstone Board. Constellation’s bid
subsequently lapsed and a majority of shareholders voted against the appointment of Mark Leonard to
the Board of Gladstone (see note 7).

The Directors do not recommend the payment of a dividend. The Board is planning to carry out a
capital restructuring, in order to be in a position to consider payment of progressive dividends in
future.
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Directors
The following Directors held office during the year as set out below:

S Ziai

N Montgomery (ceased to be director on 16 March 2009)
R Chamberlain

B Critchlow

At the forthcoming Annual General Meeting, Roderick Chamberlain will retire and offer himself for
re-election.

The biographical details of the present Directors are as follows:
Said Ziai (aged 55), Chairman and Chief Executive Officer

Said has extensive international business development and general management experience, having
worked at executive committee and board level across a wide range of industries. He has a solid track
record of developing innovative corporate strategies and successful turnaround plans in complex and
diverse organisations in major power companies as well as in global automation technology, electronic
security services and manufacturing industries in the UK, US and Europe. He holds an MBA from
Manchester Business School, as well as a BSc and PhD in Engineering from the University of London.

Roderick Chamberlain (aged 63), Non-executive Director

Roderick has held Board and Executive Committee positions for over 20 years in banking, regulatory
and voluntary organisations both in the UK and abroad. He brings valuable skills to the Gladstone
Board to help Gladstone in a period of rapid growth. Roderick has an MA in Economics from
Cambridge and an MBA from INSEAD.

Robert Critchlow (aged 59), Non-executive Director

Robert is currently Chairman of Lakeview, a UK enterprise resource planning (ERP) systems
developer. He has served as Chairman of a number of UK software and services companies, including
Non-executive Directorship at AIM-listed Intelligent Environments Group plc. During the 1990’s he
was CEO of Tetra, a UK developer of ERP software. Robert started his IT career with Intel in 1980
where he held various marketing management positions in the USA, Belgium and the UK. He holds a
degree in Physics from the University of Cambridge and an MBA from Harvard Business School.

Directors' interests

The beneficial interests in the issued share capital of the Company of the Directors who held office at
31 August 2009 were as follows:

31 August 2009 31 August 2008
Ordinary shares Ordinary shares
of 1p each of 1p each

Number Percentage of Number Percentage of
Issued ordinary issued ordinary
share capital share capital
Said Ziai 233,899 0.44 - -
Roderick Chamberlain 20,000 0.04 20,000 0.04

Robert Critchlow - - - -

11



GLADSTONE PLC

DIRECTORS’ REPORT
FOR THE YEAR ENDED 31 AUGUST 2009

The mid-market price of the Company's shares on 31 August 2009 was 20.1p. The highest share price
in the year was 25.0p. The lowest price was 18.0p.

None of the Directors had any interests in the share capital of any of the Company’s subsidiaries at 31
August 2009 or 31 August 2008.

The Company has established three share option schemes for the benefit of directors and employees,
the “Gladstone plc 1999 Approved Share Option Scheme”, the “Gladstone plc 1999 Unapproved Share
Option Scheme” and the Gladstone 2002 EMI Scheme.

The Directors’ interests in share options under deeds of grant at 31 August 2009 were as follows:

Number
of options

Exercise
price

Date of
grant

Exercise
Period

4.10.2006*

Said Ziai 2,300,550 19p 4.10.2005
to
4.10.2015

Nicholas Montgomery 350,000 20.5p 2.02.2006 2.02.2007*

to
2.02.2016

Said Ziai 1,600,000 27.75p 18.05.2007 18.05.2008*
To

18.05.2017

Nicholas Montgomery 500,000 27.75p 18.05.2007 18.05.2008*

To
18.05.2017

Said Ziai exercised 210,000 share options on 13 January 2009. Apart from these, no share options
were exercised by the Directors during the year under review.

* These shares become exercisable in 3 equal tranches: 1/3 on these dates, 1/3 12 months later, and 1/3
after a further 12 months. They are also subject to performance conditions.

There have been no further changes in the interests of the current Directors in the issued share capital
of the Company between 31 August 2009 and the date on which these financial statements were
signed.

Interests in contracts

In the year under review, no director had a material interest in any contracts with the Company or with
any other member of the Group.

Substantial shareholdings

The Directors have been notified on the dates specified below of the following interests in 3% or more
of the ordinary share capital of the Company. No further changes to these holdings have been notified
to the Directors as at 23 November 2009. The shares held under nominee names are not included
below as their ultimate ownership is not known.

12
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Ordinary shares of 1p each

Number Percentage Percentage
of shares of voting
in issue rights

Constellation Software Inc (notified 12 December 2008) 14,414,000 27.29% 29.84%
Jeremy Stokes (notified 12 April 2005) 7,716,928 14.61% 15.98%
Barclays Stockbrokers Ltd (notified 14 January 2009) 4,025,104 7.62% 8.33%
Gladstone plc (held as Treasury Shares) * 4,525,000 8.57% -
Derick Martin (notified 18 April 2005) 2,588,208 4.90% 5.36%
Andrew Burgess (notified 5 October 2009) 1,946,954 3.69% 4.04%
Beryl and Norman Guiver (notified 16 November 2007) 1,850,000 3.50% 3.83%

*Treasury shares do not have voting rights.
Creditor payment policy

It is the Group’s policy to establish payment terms with suppliers and to adhere to those terms,
provided that the goods and services received are in accordance with the agreed terms and conditions.

As at 31 August 2009 the Group average creditor days was 34 (2008: 53 days).
Employment policy

During the year, the Group has consulted with its employees in matters likely to affect their interests
and is committed to involving them in the performance and development of the Group.

Disabled employees

The Group gives full consideration to applications for employment from disabled persons where the
requirements of the job can be adequately fulfilled by a handicapped or disabled person.

Should existing employees become disabled, it is the Group’s policy wherever practicable to provide
continuing employment under normal terms and conditions and to provide training, career
development and promotion to such employees as appropriate.

Fixed assets
Details of movements in fixed assets are set out in notes 13 to 14 to the financial statements.
Research and development

During the year, the Group incurred expenditure on research and development of products for resale.
£690,951 (2008: £521,191) of this expenditure related to research and development of the Orbit
product, and £122,802 (2008: nil) related to research and development of the OnRecord product, and
were capitalised under the Group’s research and development policy described in note 2.7.

Political and charitable contributions

The Group made charitable donations amounting to £400 during the year (2008: £nil). It has made no
political contributions during the year (2008: £nil).

13



GLADSTONE PLC

DIRECTORS’ REPORT
FOR THE YEAR ENDED 31 AUGUST 2009

Statement of disclosure to auditor

So far as the directors are aware, there is no relevant audit information of which the company’s
auditors are unaware. Additionally, the directors have taken all the steps that they ought to have taken
as directors in order to make themselves aware of any relevant audit information and to establish that
the company’s auditors are aware of that information.

Auditors

In accordance with Section 489 of the Companies Act 2006, a resolution for the re-appointment of
KPMG Audit Plc as auditors of the company is to be proposed at the forthcoming Annual General
Meeting.

Annual general meeting

The Notice of the Annual General Meeting to be held at the offices of K&L Gates LLP, 110 Cannon
Street, London EC4N 6AR on 26 February 2010 at 11 a.m. is set out on page 62.

By order of the Board

Nicholas Montgomery
Company Secretary

23 November 2009

14
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Combined code

Although the Company is not obligated to comply with the Combined Code on the Principles of Good
Governance and Code of Best Practice, the Directors have stated their intention to comply with these
principles in so far as is practicable for a Company of this size. The Company is committed to high
standards of corporate governance and the board is accountable to the Company's shareholders.

Board of Directors and Committees

During the year the Directors met regularly. The Board consists of one executive Director who is
Chairman and Chief Executive and two non-executive Directors. At least one-third of the Board
therefore is comprised of non-executive directors, as recommended by provision A.3.1 of the
Combined Code. The combination of the role of Chairman and Chief Executive does not comply with
the combined code, but the Board consider that this is appropriate and practical given the size of the
Company.

The Board is responsible for determining policy and business strategy, setting financial and other
performance objectives and monitoring achievement. The Chairman takes responsibility for the
conduct of Company and Board meetings and ensures that directors are properly briefed to enable full
and constructive discussions to take place. All matters of a material nature are discussed by the Board.

The Chief Executive Officer is required to develop and lead business strategies and processes for the
furtherance of the Group.

To enable the Board to function effectively and to discharge its duties, directors are given full and
timely access to all relevant information. They have free access to the advice and services of the
Company Secretary and may seek independent advice at the expense of the Company where
appropriate. However, no formal procedure has been agreed with the Board regarding the
circumstances in which individual directors may take independent professional advice.

The Combined Code states that there should be a nomination committee to deal with the appointment
of both executive and non-executive directors except in circumstances where the Board is small. The
Directors consider the size of the current board to be small and have not therefore established a
nomination committee. The appointment of executive and non-executive directors is currently a
matter for the Board as a whole. This position will be reviewed should the number of directors
increase substantially.

The current Directors’ biographical details are shown in the Directors' report.

The non-executive Directors are independent of management and are free from any business or any
other relationship which could interfere materially with the exercise of their independent judgement.
The non-executive directors are appointed for specified terms and are subject to re-election and to
Companies Act provisions relating to the removal of a director. Reappointment of non-executive
directors is not automatic.

Under the Company’s Articles of Association, the appointment of all new directors must be approved
by the shareholders in the General Meeting. In addition, one third of directors are required to retire
and to submit themselves for re-election at each Annual General Meeting.

The Directors have established the following two committees, both of which report to the Board and
have written terms of reference which deal clearly with their respective authorities and duties.

Audit committee

The audit committee receives and reviews reports from management and the external auditors relating
to the interim report and the annual accounts, reviews reporting requirements and ensures the
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maintenance of accounting systems and controls is effective. The audit committee comprises Roderick
Chamberlain and Robert Critchlow.

The audit committee has unrestricted access to the Company's auditors. The audit committee also
monitors the controls which are in force and any perceived gaps in the control environment. The
Board believes that the current size of the Group does not justify the establishment of an independent
internal audit department. Finance personnel are periodically instructed to conduct specific reviews of
business functions relating to key risk areas and to report their findings to the Board.

Remuneration committee

The remuneration committee determines the scale and structure of the remuneration of the executive
Directors and approves the granting of options to directors and senior employees and the performance
related conditions thereof. It comprises two non-executive directors, Roderick Chamberlain and
Robert Critchlow.

The remuneration and terms and conditions of appointment of the non-executive directors is
determined by the Board.

Internal control

The Board is responsible for establishing and maintaining the Group's system of internal control.
Internal control systems manage rather than eliminate risks to which the Group is exposed and such
systems, by their nature, can provide reasonable but not absolute assurance against misstatement or
loss. There is a continuous process for identifying, evaluating and managing the significant risks faced
by the Group and the key procedures which the Directors have established with a view to providing
effective internal control, are as follows:

e Identification and control of business risks
The Board identifies the major business risks faced by the Group and determines the appropriate
course of action to manage those risks.

e Budgets and business plans
Each year the Board approves the business plan and annual budget. Performance is monitored and
relevant action taken throughout the year through the regular reporting to the board of changes to
the business forecast.

e Investment appraisal
Capital expenditure is controlled by budgetary process and authorisation levels. For expenditure
beyond specified levels, detailed written proposals have to be submitted to the Board. Due
diligence work is carried out if a business or asset is to be acquired.

e Annual review and assessment
The Board is currently carrying out a detailed review and assessment of the effectiveness of the
Group's system of internal control, a process that will be maintained on an annual basis.

The Board has considered the need for an internal audit function but has decided that, given the size of
the Group and the system of controls in place, it is not required at present. The Board will review this
decision again next year.

Going concern

The Group meets its day to day working capital requirements through the cash balances held with its
bankers.
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GLADSTONE PLC

CORPORATE GOVERNANCE

The Directors have formed the judgement that at the time of approving the financial statements the
Group and the Company had adequate resources to continue in existence for the foreseeable future.
Therefore, the Directors consider the adoption of the going concern basis in preparing the financial
statements to be appropriate.

Relations with shareholders

The Board attaches considerable importance to the maintenance of good relationships with
shareholders. Presentations by the Directors to institutional shareholders and City analysts are made
as and when considered appropriate by the Board and the Company's advisers.

All shareholders are invited to attend the Annual General Meeting each year and have the opportunity
to put questions to the Board.

The Annual General Meeting is regarded as an opportunity to communicate directly with private
shareholders.

Roderick Chamberlain
Non-Executive Director

23 November 2009
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GLADSTONE PLC

REPORT OF THE REMUNERATION COMMITTEE

The remuneration committee

The remuneration committee has been established to keep under review the terms of employment of
executive directors and to recommend to the Board such changes to the Directors’ remuneration and to
the terms of appointment as they consider to be appropriate. The remuneration committee’s
composition, responsibilities and operation comply with the recommendations of the Combined Code.
The committee comprises two non-executive Directors, Bob Critchlow and Roderick Chamberlain.

Remuneration policy

The objectives of the policy are:

i)  to attract and retain suitably qualified individuals and to ensure that individual rewards and
incentives are aligned with the performance of the Group;

ii) to maintain a competitive package of pay and other benefits which will provide the motivation for
future achievement, particularly through reward and share option schemes based on the Group’s
performance; and

iii) to facilitate the building and retention of a team which will work effectively to achieve the
Group’s longer term strategic objectives, especially by aligning their interests with those of
shareholders through participation in schemes which provide opportunities for building
shareholdings in the Company.

In implementing this policy, the Remuneration Committee has regard to the scales of remuneration and
benefits payable in comparable circumstances to people with similar responsibilities, qualifications,
skills and experience.

Directors’ emoluments for the year ended 31 August 2009

2009 2008
Salary Benefits Pension
and fees in kind Bonus contrib Total Total
£ £ £ £ £ £
Executive
Directors:
Said Ziai 224,160 - 84,864 42,432 351,456 365,600
Nick Montgomery 102,876 391 38,750 12,110 154,127 158,433
Non-executive
Directors:
Jeremy Stokes - - - - - 13,334
Roderick
Chamberlain 21,000 - - - 21,000 21,000
Robert Critchlow 22,000 - - - 22,000 7,333
Total emoluments 370,036 391 123,614 54,542 548,583 565,700
Share based
payments 61,356 75,329
Total including
Share based
payments 609,939 641,029
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GLADSTONE PLC

REPORT OF THE REMUNERATION COMMITTEE

Further details of directors remuneration during the year is set out in note 12 to the financial statements
which forms part of this report.

Non-executive directors

The fees of the non-executive Directors are determined by the Board and reflect the time that they
devote to the Company’s affairs and additional responsibilities taken on.

Directors’ share options

Details of the Directors’ share options, including the number of options exercised in the year and the
gains arising can be found in the Directors’ report.

Robert Critchlow
Non-Executive Director

23 November 2009
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GLADSTONE PLC

STATEMENT OF DIRECTORS' RESPONSIBILITIES IN RESPECT OF THE DIRECTORS'
REPORT AND THE FINANCIAL STATEMENTS

The directors are responsible for preparing the Directors' Report and the group and parent company
financial statements in accordance with applicable law and regulations.

Company law requires the directors to prepare group and parent company financial statements for each
financial year. As required by the AIM Rules of the London Stock Exchange they are required to prepare
the group financial statements in accordance with IFRSs as adopted by the EU and applicable law and
have elected to prepare the parent company financial statements in accordance with UK Accounting
Standards and applicable law (UK Generally Accepted Accounting Practice).

Under company law the directors must not approve the financial statements unless they are satisfied that
they give a true and fair view of the state of affairs of the group and parent company and of their profit or
loss for that period. In preparing each of the group and parent company financial statements, the directors
are required to:

e select suitable accounting policies and then apply them consistently;
e make judgments and estimates that are reasonable and prudent;

o for the group financial statements, state whether they have been prepared in accordance with
IFRSs as adopted by the EU;

o for the parent company financial statements, state whether applicable UK Accounting Standards
have been followed, subject to any material departures disclosed and explained in the financial
statements; and

e prepare the financial statements on the going concern basis unless it is inappropriate to presume
that the group and the parent company will continue in business.

The directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the parent company's transactions and disclose with reasonable accuracy at any time the financial
position of the parent company and enable them to ensure that its financial statements comply with the
Companies Act 2006. They have general responsibility for taking such steps as are reasonably open to
them to safeguard the assets of the group and to prevent and detect fraud and other irregularities.
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Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us
to report to you if, in our opinion:
e adequate accounting records have not been kept by the parent company, or returns adequate for
our audit have not been received from branches not visited by us; or

o the parent company financial statements are not in agreement with the accounting records and
returns; or

e certain disclosures of directors' remuneration specified by law are not made; or
e we have not received all the information and explanations we require for our audit.

Wayne Southwood (Senior Statutory Auditor) 23 November 2009

for and on behalf of KPMG Audit Plc, Statutory Auditor
Chartered Accountants

Arlington Business Park

Theale

RG7 4SD

United Kingdom
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Gladstone is a leading supplier of membership management
and booking systems to major health & fitness groups, local
authority leisure centres, trusts, universities and a large

number of private and single site clubs.

Gladstone provides central database solutions for multi-site
operators, facilitating central and cross-site on-line booking,
membership management and central administration, CRM,

marketing and reporting.

Gladstone also provides a wide range of systems and software
based solutions, such as e-registration, cashless payments and
biometric recognition in the education market, for schools,

academies and colleges.
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