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Directors’ report

The directors present their directors’ report and financial statements for the year ended 3 1 December 2010

Results and Dividends

The results of the company for the year are set out on page 8

Dividends of £nil were provided i the year (2009 £336,523) from Evolving Systems GmbH Dividends of
£760,000 were paid 1n the year (2009 £2,925,400)

Business Review and Principal Activities

Evolving Systems Limuted 1s a leading provider of software solutions and services to the wireless, wireline and IP
carner market We mantain long-standing relationships with many of the largest wireline, wireless and IP
Commumcations carriers worldwide Qur customers rely on us to develop, deploy, enhance, maintain and integrate
complex, highly reliable software solutions for a range of Operations Support Systems (“OSS”) and Network
Support Systems We offer software products and solutions m three core areas

¢ Service activation solutions used to activate compiex bundles of voice, video and data services for traditional and
next generation wareless and wireline networks,

e SIM card activation solutions used to dynamically allocate and assign resources to a wireless device when it 15 first
used, and

o Mediation solutions supporting data collection for both service assurance and billing applications

Cur products support traditional and next generation network technologies, convergent service offerings, and
advanced wireless and other broadband networks

Evolving Systems Limuted’s core product suite includes its activation solutton, Tertio™ and a mediation solution,
Eviden™

Our service activation solution, Tertio, 18 employed by carniers 1o activate a new subscriber or to add a new service
to an existing subscriber Our Tertio product provides a flexible operating environment and can be used by carriers
to manage therr voice, data, and content service needs for both therr traditional and broadband IP networks Our
solution 1s deployed as the service activation engine for over 70 networks around the world including two of the

world’s largest wireless carriers

Our Dynamic SIM Allocation (“DSA”) solution offers carriers a new way to provision wireless services by
dynamically activating a wireless device when 1t 15 first used In countnes around the world, the wareless Subscniber
Identity Module (SIM) card 15 central to the provision of wireless access and services Typically, SIM cards are
either pre-provisioned before they are distnibuted to the retail environment or are provisioned at the point-of-sale
Pre-provisioning SIM cards means that phone numbers are allocated a long ttme before the SIM card 1s available for
sale, leading to poor utihization of numbers, increased network costs, and a poor user expenence since users canmot
choose their phone number Provisiomng SIM cards at the point-of-sale overcomes some of these 1ssues but at a
hrgh cost, as retatl and back-office infrastructure needs to be in place and consequently distnbution 1s constrained
Our Dynamic SIM Allocation (“DSA”™) solution offers carmners the user expenience and resource efficiency benefits
of provisioning at the point-of-sale without demanding the retail and back-office infrastructure usually required

Our med:ation portfolio consists of billing mediation  Our billing medsation product 1s Evident Billing mediation
15 the process of collecting network usage data and venfymg that usage data 15 accurate, and 1s a required pre-
condition for generating accurate bills for a carrter’s customers Billing mediation’s importance lies n 1ts ability to
provide a systematic pomt of relrability and assurance between network consumption and the billmg system input
Our Evident product supports convergent voice, data, and content services Evident sofiware enables the accurate
management of data, allowing reconcihation of data mputs and outputs In addition, 1t provides support for
comphiance with relevant regulatory, accounting and data integnty requirements Thus product also provides service
usage data for business mtelligence, revenue assurance, and next-generation billing solutions Our Evident solution
can be used by wirchne, broadband and wireless carriers and provides carmer-grade support m terms of rehability,
performance, and scalability
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Directors’ report (continued)

Business Review and Principal Activities (continued)

We have become a company with global reach, with development capabilities 1n three contments, and a sales and
deployment capabiity targeting nearly all regions of the world Our customer base includes many of the world’s
largest and fastest growing communications carmers We are well positioned as a provider of OSS solutions with
comprehensive systems integration capabilities These complementary competencies allow us to implement
solutions across much of a carner’s back office, addressing core needs 1n service fulfilment

Recent Developments

The market 1s moving to add a wide array of connected devices to wireless and broadband networks It has been
described as the creation of an “internet of things ** This represents an opportunity for Evolving Systems to leverage
our Dynamie SIM Allocation (“DSA”) technology to provide techmcal solutions for SIM-based devices such as
M2M momtors, e-readers, network connected building management systems, network attached health montoring
systems as well as smart meters and wirelessly connected vending machines

The arnval and proliferation of 4G services As consumers continue to exhibit an appetite for faster network
connections to support devices such as Smartphones and tablets — operators are mvesting to increase the bandwidth
of their networks Ofien this 1s labeled by a carner as offering 4G services Thus industry direction should provide
opportumties for us with our DSA and service activation solutions

Overview

Tumover decreased to £13 9 millron from £14 4 mullion, for the years ended 31 December 2010 and 2009, respectively,
representing a 3% decrease  Thus decline 1s prunanly due to a longer sales cycle for the company’s DSA product Asa
result, profit for the year ended 31 December 2010 decreased by 13% to £1 9 million from £2 2 mullion for the year

ended 31 December 2009

Current Markets

The rapid introduction of new technologies such as wireless and broadband services has created a growing market
for telecommumcations solutions worldwide This emergence of new technologies 1n telecommunications networks
and end-user devices, consumer electronics, and personal computers, has created an industry that 15 1n the mmdst of
sigmficant change Camers not only compete with compames from other industnies, such as media and
entertainment, but also with compames providing applications and services over the Internet In such a competitive
market, compantes are mcreasingly bundling voice, messaging and data services 1n order to meet market demand
This bundhing of services 1s just one facet of what 1s called convergence In order to facilitate convergence, carriers
are mmplementing a variety of network transformation programs that include the mugration to packet-switching
transmusston networks based on the Internet protocol (often called all-Internet Protocol (“IP*) networks), the
migration to new service creation and delivery platforms that enable the provision of multimedia services over IP-
based networks, and the introduction of one or more broadband access networks over exssting wired infrastructure,
new fiber deployments, cable access networks, and evolved wireless broadband networks including Global System
for Mobile Communication (“GSM”YEDGE, 3G/'WCDMA/HSPA, and 4G/Long Term Evolution Along with the
continued development of new technologies, carmiers are facing increasing levels of competition due to the varymng
demand in comnection types, subscnbers and service usage, as well pnicing declines due to competitive and
regulatory pressures Given the mcreased competitive climate in the telecommunication market many carriers are
pursuing network expansions 1n order to provide new value-added services (“VAS”) Carriers are at the same time
are continually looking to reduce operational costs which often leads to the rationalising of therr back office and
0SS Thus complex and rapidly changmng landscape 1s further affected by the continued consohidation of carmers
and their suppliers
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Directors’ report (continued)

Current Markets (confinued)

In response to these market changes, we have broadened our product portfolio through mternal R&D, customer-
funded mmtiatives and the acquisition of key new products and technologies The competitve landscape 1s
contmuously changing as the communications industry consolidates through M&A activity among carriers in almost

every geographic market

Principal risks and uncertainties

The risks of the business are unexpected changes 1n, or impositions of, the size of new contracts and when we are
able to recognise the related revenue, our rate of progress under our contracts, foreign exchange fluctuations,
budgeting cycles of our customers, changes 1n the terms and rates related to the renewal of support agreements, the
mux of products and services sold, the tuming of third-party contractors’ delivery of software and hardware, actual or
anticipated changes m U K. or foreign laws and regulations related to the telecommunications market, judicial or
administratrve actions about these laws or regulations, level and tuming of expenses for product development and
sales, general and admimistrative expenses, changes tn our strategy, and general econonuc conditions

Key Performance Indicators

The key performance indicators for the company rematn mamtaming certain margin levels on every contract the
company enters mto These margin levels are mantained through diligent cost coatrols by using offshore
development whenever possible Each contract goes through a strict process which involves Professional Service,
Sales, Legal and Finance The groups must collectively agree that the project 1s capable to be delivered on tume,
collections of mmvoices will be received and the project will achieve a certain level of profitability

Financial Instruments

At the present tune, the Company does not hedge our foreign currency exposure or use denvative financial
mstruments that are designed to reduce our long-term exposure to foreign currency exchange nisk To the extent that
translation and transaction gain and losses become sigmficant, we will consider various options to reduce this nisk

Business Structure and Strategy for Growth

We have developed a combmned product solutions business model that leverages our products and strong
telecommunications domain expertise with a worldwide work force This business model combmmes our U S
presence and United Kingdom presence with the lower-cost offshore development capabilities provided by our
parent’s Indian subsidiary

Our strategy for growth revolves arcund Dynamic SIM Allocation We have recently made mvestments m this
product and will focus on both traditional and emerging markets as we build plans to add sigmificant new
functionality to this product These investments target growth m the market around wireless convergence of services
on IP networks




Evolving Systems Limited
Directors’ report and financial statements
31 December 2010

Directors’ report (continued)

Research and Development

We are continuing to invest in research and development (“R&D”), particularly for new products and/or for
enhancements of exssting products The majonty of all new R&D investments in 2010 have gone into enhancing
our Tertio wireless service actrvation product as well as the further development of the DSA solution

We focus our product development efforts on 1dentifying specific industry and customer business needs as well as
market requirements and then developmng seclutions that leverage our existing product capabilites Based upon the
wdentified customer business needs, our product development efforts comprise a combination of design and
development of new products or features to enhance our existing products, and design and development of new
product functionality as 1dentified in our product “roadmaps * We build investment plans for our principal product
areas and we make other investments in toels and product extenstons to accelerate the development, implementation
and integration process for customer solutions

Durectors and their interests

The directors during the year were as follows
T Dupper
BR Ervine

No Directors benefited from qualifying third party indemmty provisions during the financial year or at the date of
this report

Political and charitable contributions

The Company made no pohtical or chantable contnibutions during the year (2009 £nil)

Auditors

Grant Thornton UK LEP, have expressed willingness to continue m office In accordance with section 489(4) of the
Companies Act 2006 a resolution to reappont Grant Thornton UK LLP will be proposed at the Annual General

Meeting
Disclosure of information to auditors

The directors who held office at the date of approval of this directors’ report confirm that, so far as they are each
aware, there 1s no relevant audit information of which the Company’s auditors are unaware and each director has
taken all the steps that he ought to have taken as a director to make himself aware of any relevant audit information
and to establish that the Company’s auditors are aware of that mformation

One Angel Square
Torrens Street
London EC1V IPL
15 September 2011

Secretary
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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 financial statements 1n accordance with
applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law they
have elected to prepare the financial statements 1n accordance with Umited Kingdom Accounting Standards and
apphcable law (United Kingdom Generally Accepted Accounting Practice)

The financial statements are required by law to give a true and fair view of the state of affairs of the company and of
the profit or loss of the company for the year

In prepanng these financial statements, the directors are required to
® select suitable accounting policies and then apply them consistently,
e make judgements and estimates that are reasonable and prudent,

e state whether applicable Umited Kingdom Accounting Standards have been followed, subject to any material
departures disclosed and explained 1n the financial statements, and

® prepare the financial statements on the going concern basis unless 1t 1s mappropriate to presume that the
company will continue mn business

The directors are responsible for keeping adequate accounting records which disclose with reasonable accuracy at
any time the financial position of the company and to enable them to ensure that the financial statements comply
with the Compantes Act 2006 They have general responsibility for taking such steps as are reasonably open to
them to safeguard the assets of the company and to prevent and detect fraud and other urregulanities




Grant Thomton UK LLP

Independent auditors’ report to the members of Evolving Systems Limited

We have audited the financial statements of Evolving Systems Limited for the year ended 31 December
2010 which comprise the Principal Accounting Policies, Profit and Loss Account, the Balance Sheet,
Reconciliation of Movements mn Shareholders’ Funds and the related notes The fidancial reporting
framework that has been appited i their preparation 1s applicable law and United Kingdom Accounting
Standards (Umted Kingdom Generally Accepted Accounting Practice)

This report 1s made solely to the company’s members, as a body, m accordance with Chapter 3 of Part 16
of the Companies Act 2006 Our audit work has been undertaken so that we might state to the company’s
members those matters we are required to state to them 1n an auditor’s report and for no other purpose To
the fullest extent permutted by law, we do not accept or assume responsibility to anyone other than the
company and the company’s members as a body, for our audit work, for this report, or for the opimons we
have formed

Respective responsibilities of directors and auditors

As explained more fully in the Directors’ Responsibilities Statement set out on page 6 the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and
farr view Our responsibility 1s to audit and express an opmion on the financial statements 1n accordance
with applicable law and International Standards on Auditing (UK and Ireland) Those standards require us
to comply with the Auditing Practices Board’s (APB’s} Ethical Standards for Auditors

Scope of the audit of the financial statements
A descnption of the scope of an audit of financial statements 1s provided on the APB's website at

www frc org uk/apb/scope/private cfm

Opinion on the financial statements
In our opimon the financial statements

e pive a true and fair view of the state of the company’s affairs as at 31 December 2010 and of 1ts profit
for the year then ended,

e have been properly prepared in accordance with United Kingdom Generally Accepted Accounting
Practice, and

¢ have been prepared 1n accordance with the requirements of the Compames Act 2006

Opinion on other matters prescribed by the Companies Act 2006
In our opinion the information given 1n the Directors’ Report for the financial year for which the financial
statements are prepared 15 consistent with the financial statements

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 1f, 1n our opimon

« adequate accounting records have not been kept, or returns adequate for our audit have not been
recewved from branches not visited by us; or

¢ the financial statements are not m agreement wath the accounting records and retumns, or

s certain disclosures of directors’ remuneration specified by law are not made, or

» we have not recerved all the information and explanations we require for our audit

Gt b T, i LLP

Marc Summers, FCA

Semor Statutory Auditor

for and on behalf of Grant Thornton UK LLP
Statutory Auditor, Chartered Accountants
London

15 September 2011




Profit and loss account
Sfor the year ended 31 December 2010

Turnover
Cost of sales

Gross profit
Admunistrative expenses

Operating profit
Interest receivable and stmlar income
Interest payable and similar charges

Profit on ordinary activities before taxation
Taxatton on profit on ordinary activities

Profit for the financial year

Note

e -

17
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31 December 2010

- - 2010 2009
£000 £000
13,924 14,398
(5,917) (5,609)
8,007 3,789
(5,647) (6,231}
2,360 2,558
6 15
11 (51)
2,255 2,522
(392) (369)
1,863 2,153

A note on historical gains and loses has not been included as part of the financial statement as the results as
disclosed m the profit and loss account are prepared on an urunodified historical cost basis

The profit and loss account has been prepared on the basis that all operations are contimung operations

There are no recogmsed gains or losses other than the profit for the financial year Accordingly, no statement of

total recogmised gamns and losses 1s given
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Balance sheet

Registered number 2325854
at 31 December 2010 ) -
Note 2010 2009
£000 £000 £000 £000
Fixed assets
Tangble assets 10 206 185
Investments I 16 16
222 201
Current assets
Debtors 12 5,220 4,857
Cash at bank and 1n hand 3,629 2,072
8,849 6,929
Creditors: amounts falling due
within one year 13 (2,905) (3,684)
Net current assets 5,944 3,245
Total assets less current liabilities 6,166 3,446
Creditors: amounts falhng due
after more than one year 4 (2,421) (942)
Net assets 3,745 2,504
Capital and reserves
Called up share capital 16 157 157
Share premum account 17 1,138 1,138
Other reserves 17 78 78
Profit and loss account 17 2,372 1,131
Shareholders’ funds 3,745 2,504

These financial statements were approved by the board of directors on 15 September 2011 and were signed on 1ts
beha

rvine
Director




Reconciliation of movements in shareholders’ funds
Sfor the year ended 31 December 2010

Profit for the financial year

Dividends on shares classified 1n shareholders’ funds
Dividends received from German Subsidiary

Credit in relation to share based payments

Net (reduction in) / increase to shareholders’ funds
Opening shareholders’ funds

Closing shareholders’ funds

Eveolving Systems Limited
Directors’ report and financial statements
31 December 2010

B ~ 2010 2009
£000 £000
1,863 2,153
(760) (2,925)
- 337
138 137
1,241 (298)
2,504 2,802
3,745 2,504

10
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Notes (forming part of the financial statements)

1 Principal accounting policies

The principal accounting policies of the Company have remamned unchanged from the previous year and are set out
below.

Basis of preparation

The financial statements have been prepared n accordance with apphcable Umted Kingdom accounting standards
and under the historical cost accounting rules, and m accordance with the Companies Act 2006 and applicable UK
accounting standards (Umted Kingdom Generally Accepted Accounting Practice)

The Company 15 exempt by virtwe of s401 of the Compames Act 2006 from the requirement to prepare group
financial statements These financial statements present mnformation about the Company as an individual
undertaking and not about its group

Under FRS 1 the Company 1s exempt from the requirement to prepare a cash flow statement on the grounds that its
parent undertaking includes the company in its own published consolidated financial statements

As the Company 1s a wholly owned subsidiary of Evolving Systems, Inc , the Company has taken advantage of the
exemption contained m FRS 8 and has therefore not disclosed transactions or balances with entities which form part
of the group The consolhidated financial statements of Evolving Systems, Inc, withun which the Company 15
inciuded, can be obtained from the address given in note 24

Tangible fixed assets and depreciation

Depreciation 1s provided to wnte off the cost less estunated residual value of tangible fixed assets by equal
mstalments over their estimated useful value as follows

Leasehold improvements - 10% per annum straight line basis or over term of lease 1f lower
Computer hardware - 33 1/3% per annum straight line basis

Computer software - Straight line over two years

Fixtures, fitings and equipment - 20% per annum straight line basis

The carrying values of tangible fixed assets are reviewed for impairment in periods if events or changes m
circumstances indicate the carrying value may not be recoverable

Classification of financial instruments issued by the Company

Financial instruments 1ssued by the Company are treated as equity (1e forming part of shareholders’ funds) only to
the extent that they meet the following two conditions

a) they wnclude no contractual obligations upon the Company to deliver cash or other financial assets or to
exchange financial assets or financial habilites with another party under conditions that are potentially
unfavourable to the Company, and

b) where the mstruments will or may be settled in the Company’s own equity instruments, it 1s either a non-
denvative that mncludes no obligation to deliver a vanable number of the Company’s own equity mnstruments or
1s a denvative that will be settled by the Company’s exchanging a fixed amount of cash or other financial assets
for a fixed number of its own equity instruments

11




Evolving Systems Limited
Directors’ report and financial statements
31 December 2010

Notes (continued)

1 Accounting policies (continued)
Classification of financial instruments issued by the Company (continued)

To the extent that this definition 15 not met, the proceeds of 1ssue are classified as a financial hability Where the
mstrument so classified takes the legal form of the Company’s own shares, the amounts presented in these financial
statements for called up share capital and share premium account exclude amounts 1n relations to those shares

Finance payments associated with financial habilities are dealt with as part of mterest payable and simular charges
Finance payments associated with financial instruments that are classified as part of shareholders’ funds (see
dividends pelicy), are dealt with as appropriations n the reconciliation of movements 1 shareholders” funds

Investments

Fixed asset investments are stated at cost less proviston for impairment 1n value

Foreign currencies

Transactions 1 foreign currencies are recorded at the rate ruling at the date of the transaction

Monetary assets and liabilities denominated 1n foreign currencies are retranslated at the rate of exchange ruling at
the balance sheet date and any differences are taken to the profit and loss account

Leases
Assets acquired under finance leases are capitalised and the outstanding future obligations are shown 1n creditors

Operating lease rentals are charged to the profit and loss account on a straight line basis over the pertod of the lease

Post-retirement benefits

The Company operates a defined contribution pension scheme The assets of the scheme are held separately from
those of the Company 1n an independently administered fund The amount charged to the profit and loss account
represents the contribution payable to the scheme n respect of the accounting period

Research and development

Expenditure on a research and development 1s written off to the profit and loss account 1n the year 1n which 1t 1s
incurred

Long-term contracts

The amount of profit attnbutable to the stage of completion of a long term contract 1s recogmsed when the outcome
of the contract can be foreseen with reasonable certamnty Turnover for such contracts 1s stated at the cost
appropnate to theirr stage of completion plus attributable profits, less amounts recognised n previous years
Provision 1s made for any tosses as soon as they are foreseen

Contract work in progress 1s stated at costs wcurred, less those transferred to the profit and loss account, after
deducting foreseeable losses and payments on account not matched with turnover

Amounts recoverable on contracts are included 1n debtors and represent turnover recognised 1n excess of payments
on account.

12
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Notes (continued)

1 Accounting policies (continued)

Taxation

The charge for taxation 1s based on the profit for the year and takes into account taxation deferred because of timmng
differences between the treatment of certain items for taxation and accounting purposes

Deferred tax 1s recognised, without discounting, 1n respect of all tming differences between the treatment of certain
items for taxation and accounting purposes which have ansen but not reversed by the balance sheet date, except as

otherwise required by FRS 19

Turnover

Tumover, which 1s stated net of value added tax, represents amounts invoiced to third parties, except 1n respect of
fixed price long-term contracts where tumover represents the sales value of work done in the year, including
estimates in respect of amounts not invoiced Tumover in respect of fixed price long-term contracts 1s calculated as
that proportion of total contract value which hours of labour worked to date bear to total expected labour hours to

work budgeted for the contract

Dividends on shares

Dividends unpaid at the balance sheet date are only recogmsed as a liability at that date to the extent that they are
appropriately authorised and are no longer at the discretion of the Company Unpaid dividends that do not meet
these cntena are disclosed i the notes to the financial statements

Share based payments

The share option programme allows employees to acquire shares 1n the ulimate parent company, Evolving Systems,
Inc The fair value of options granted after 7 November 2002 and those not yet vested as of 1 January 2009 1s
recognised as an employee expense with a corresponding increase in equity  The fair value 1s measured at grant date
and spread over the pertod during which the employees become unconditionally entitled to the options The farr
value of the options granted 18 measured using an option pricing model, taking nto account the terms and conditions
upon which the options were granted The amount recognised as an expense 1s adjusted to reflect the actual number
of share options that vest except where forfeiture 1s only due to share prices not achieving the threshold for vesting

I3
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Notes (continued)

1 Analysis of turnover

31 December 2010

Tumnover 1s attnibutable to one continuing principal activity and the split between turnover, by destination, m the

United Kingdom and outside the Umted Kingdom 1s shown: below

2010
£000
United Kingdom 2,743
Europe 4,596
Rest of World 6,585
13,924
3 Notes to the profit and loss account
2010
£000
Profit on ordinary activities before taxation is stated after charging*
Amounts receivable by the auditors and their associates in respect of
Audit of these financial statements - UK 21
Audit of these financial statements - USA 77
Deprectation of owned fixed assets 110
Operating lease rentals
Plant and machinery -
Other assets 161
Research and development expendsture 1,527

2009
£000

2,943
4,902
6,553

14,398

2009
£000

23

94

285
1,337

14
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Notes (continued)

4 Remuneration of directors

2010 2009
£000 £000
Directors emoluments 135 47

According to the regster of directors’ interests, no rights to subscrnibe for shares m or debentures of the Company or
any other group company were granted to any of the directors or ther immediate famlies, or exercised by them,

durmng the financial year except as indicated below

Number of Number of

options options

granted exercised

T Dupper 54,000 -
BR Ervine 12,750 -

The options were granted to the directors on 7 January 2010 and are options of the ordimary share capital of the
Company’s ultimate parent company, Evolving Systems, Inc

5 Staff numbers and costs

2010 2009
£000 £000
The aggregate payroil costs of these persons were as follows
Wages and salanes 4,757 4,971
Share based payments (see notes 20 and 21) 138 137
Social securnty costs 519 531
Other pension costs 184 182
5,598 5,821

The average number of persons employed by the Company (including directors) dunng the year, analysed by
category, was as follows

2010 2009
Adminmistrative staff 2 2
Operational staff 71 68
73 70

6 Interest receivable and similar income
2010 2009
£000 £000
Other interest 6 15

15
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Notes (continued)

7 Interest payable and similar charges

2019 2009
£000 £000
On bank loan 49 51
On Intercompany Loan 62 -
Total interest payable and similar charges 111 51
8 Taxation
Analysis of charge in penod
2010 2009
£000 £000
UK corporation tax
Current tax on profits of the year 384 385
Double taxation relief (314) (380)
Foreign tax
Current tax on income for the period 314 380
Total current tax 384 385
Deferred tax (see note 15) 8 (16)
Tax on profit on ordmary activities 392 369

Factors affecting the tax charge for the current pertod

The current tax charge for the pertod 15 the same as the standard rate of corporation tax m the UK 28% (2009 28%)

The differences are explained below

2010 2009
£000 £000
Current tax reconcthation
Profit on ordinary activities before tax 2,255 2,522
Current tax at 28% (2009 28%) 631 706
Effects of
Expenses not deductible for tax purposes 25 4
Capital allowances for year in excess of depreciahon (22) 23)
Other bming differences 20 39
Research and development expenditure (253) (341)
Schedule 23 share scheme deduction {an -
Total current tax charge (see above) 384 385

16



Notes (continued)

9 Dividends

The aggregate amount of dividends compnses

Final dividends paid tn respect of prior year but not recognised as
habilihes in that year

Intennm dividend paid 1n respect of the current year

10 Tangible fixed assets

Leasehold
improvements
£000
Cost
At beginning of year 545
Additions 88
Disposals (188)
At end of year 445
Depreciation
At beginning of year 532
Charge for the year 26
Adjustments for disposals (188)
At end of year 370
Net book value
At 31 December 2010 75
At 31 December 2009 13

Evolving Systems Limited
Directors’ report and financial statements
31 December 2010

2010 2009
£000 £000
760 889
- 2,036
760 2,925
Computer Fixtures, Total
hardware and fittings and
software equipment
£000 £000 £000
1,565 286 2,396
40 3 131
(118) - (306)
1487 289 221
1,396 283 2,211
81 3 110
(118) - (306)
1,359 286 2,015
128 3 206
169 3 185
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Notes (continued)

11 Fixed asset investments

Shares in
group
undertakings
£000

Cost

At beginming and end of year 16

The company 1n which the company’s interest at the year end ts more than 20% 15 as foilows

Subsidiary undertakings Country of Class and Nature
incorporation  percentage of of business

shares held

Evolving Systems GmbH Germany 100% ordmary Software
shares consultants,

systems
integrators
and designers

As of sigming these accounts the 2010 nformation 1s not available For the year ended 31 December 2009 Evolving Systems
GmbH made a profit of £26,000 and as at 31 December 2009 the aggregated capital and reserves of the company were £53,000

12 Debtors

2010 2009

£000 £000
Trade debtors 3,298 2,499
Amounts recoverable on contracts 1,149 963
Amounts owed by group undertakings 199 438
Corporation tax recoverable 193 147
Deferred tax asset (see note 15) 163 171
Other debtors 23 43
Prepayments and accrued income 195 546

5,220 4,857
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Notes (continued)

13 Creditors: amounts faling due within one year
2010 2009
£000 £000
Payments received on account 865 1,365
Trade creditors 250 472
Taxation and social secunty 198 157
Other creditors 1 1
Accruals and deferred income 1,591 1,689
2,905 3,684
14 Creditors: amounts falling due after one year
2010 2009
£000 £000
Bank loan - 942
Intercompany loan 2,421 -

The Company has an existing US$3 5 nullion Revolving Facility which bears interest at the U S A Prime Rate plus 0 5% Prime
Rate was 3 25% as of 31 December 2010 Borrowings under the Revolving Facility are hmited to a percentage of our eligible
accounts recervable and cash  The Revolving Facility 1s secured by all assets of Evolving Systems Holdings Limited and
Evolwing Systems Lirmted and subjects the company to certamn affirmative and negative covenants, including financial covenants
related to mamntaining a specified ratio of debt to EBITDA, as defined, mimimum EBITDA, mummum hiquidity, and a specified
fixed charge ratio  All accrued nterest on outstandmg borrowtngs under the Semor Revolving Facility 1s paid monthly, with any
outstanding balance due with a final matunty of 22 February 2011  As of 31 December 2010, there was a £mil borrowing
outstanding under this Revolving Facihty (2009 £942,000)

On 16 April 2010, the Company entered into a new loan facihity agreement with Evolving Systems, Inc, the ulimate parent
company of which Evolving Systems Limited may borrow up to $5 0 million

The $5 0 million loan facility bears interest at the U S A Prime Rate plus 0 5% Prume Rate was 3 25% as of 31 December 2010
The loan s secured by all assets of Evolving Systems Holdings Linited and Evolving Systems Limited All acerued interest on
outstanding borrowings under the loan 15 pard quarterly, with any outstanding balance due wath a final matunty of 30 Apnl 2013
As of 31 December 2010, there was a balance of $3 7 million outstanding under this loan facihity (2009 £ml)

Debt can be analysed as falling due

2010 2009
£000 £000
Between two and five years 2,421 942
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Notes (continued)

15 Deferred tax asset

2010
£000
At beginning of year 171
Credit to the profit and loss for the year )
Effect of change of tax rate on opening balances, 2010 27%, (2009 28%) 6)
At end of year 163
The elements of deferred taxation are as follows
2010 2009
£000 £000
Dufferences between accumulated depreciation and capital allowances 45 69
Other timing differences 118 502
Undiscounted provision 163 171
Net deferred tax asset (see notc 12) 163 171
16 Called up share capital
2010 2009 2010 2009
No. No £600 £000
Authorised
Ordinary shares of 5p each 4,000,000 4,000,000 200 200
New ordinary shares of 5p each 2,000,000 2,000,000 100 100
Deferred ordinary shares of Sp each 2,000,000 2,000,000 100 100
Ordinary ‘B’ shares of £1 each 90,000 90,000 90 90
Ordinary redeemable shares of £1 each 10,000 10,000 10 i0
Allotted, called up and fully paid
Qrdinary shares of 5p each 1,488,205 1,488,205 74 74
New ordnary shares of 5p each 180,703 130,703 9 9
Deferred ordinary shares of 5p each 1,475,104 1,475,104 74 74
3,144,012 3,144,012 157 157

The ordinary shares and the new ordinary shares carry equal voting rights The ordinary ‘B’ shares carry no voting
rights, and only the paid up capital amounts 1s payable in the event of 2 winding up The deferred ordinary shares
have mimmal nghts i the event of winding up In all other respects, the categories of shares shown above rank pan
passu
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17 Share premium and reserves

Share Other  Profit and
premium reserves [oss account

account
£000 £000 £000
At beginnang of year 1,138 78 1,131
Profit for the year - - 1,863
Dividends on shares classified on shareholders’ funds - - (760)
Credit mn relation to share based payments - - 138
At end of year 1,138 78 2,372

183 Commitments

Annual commutments under non-cancellable operating leases are as follows

Land and buildings

2010 2009
£000 £000

Operating leases which expire
Within one year 124 114
In two to five years 470 241
594 355

19 Pension scheme

The Company operaies a defined contnbution pension scheme The pension cost charge for the perod represents
contributions payable by the Company to the scheme and amounted to £184,000 (2009 £182,000)

There was an outstanding balance of £33,000 (2009 £33,000) at the end of the financial year There were no
prepaid contributions at either the beginning or end of the financial year

20 Employee share scheme

The Company’s ultimate parent company Evolving Systems, Inc has a share option scheme and an employee stock
purchase plan whereby employees are able to subscribe for ordinary shares m the ultimate parent company,
Evolving Systems, Inc

Under FRS No 20, Share based payments, the Company 1s required to apply a fair-value-based measurement
method 1n accounhng for share-based payment transactions with employees and record compensation cost for all
share awards granted after 1 January 2007 and awards modified, repurchased, or cancelled afier that date In
addition, the Company 1s required to record compensation costs associated with the vestng of unvested options
outstanding at 1 January 2007 using the gwidance under FRS 20 From 1 January 2007, share option grants and
employee stock purchase plan purchases were accounted for under FRS 20 The Company uses the Black-Scholes
mode] to estimate the fair value of each option grant on the date of grant. This model requires the use of estimates
for expected term of the options and expected volatility of the price of the ultimate parent company’s shares
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20 Employee share scheme (continued)

The fair value of each option grant 1s estumated on the date of grant using the Black-Scholes model The Black-
Scholes model uses four assumptions to calculate the fair value of each option grant The expected term of share
options granted 1s derived using the simplfied method prescnbed by the SEC Staff Accounting Bulletin 107,
“Share-Based Payment ” The nisk-free interest rate 1s based upon the rate currently available on zero-coupon U §
Treasury 1nstruments with a remaimng term equal to the expected term of the stock options The expected volatility
15 based upon historical volatility of our common stock over a period equal to the expected term of the share options
The expected dividend yreld is zero and 1s based upon histoncal and anticipated payment of dividends

The terms and conditions of grants are as follows, whereby all options are settled by physical delivery of shares

Grant date/ Employees entitled/ nature  Number of  Vesting conditions Contractual
of scheme Instruments life of options
Share option plan open to all employees 458,342 4 years of continuous service 10 years

with vartous grant dates

The number and weighted average exercise prices of share options are as follows

2010 2010 2009 2009
Weighted average Number of options  Weighted average  Number of options
exercise price EXercise price

Outstanding at the beginning of the period §5.18 422,312 $522 417,562
Granted dunng the period $616 67,985 $180 5,000
Exercised $3.93 (29,561) $000 -
Forfeited duning the period $348 2,394) 3000 -
Lapsed dunng the pertod 5000 - $928 (250)
Qutstandmg at the end of the period $541 458,342 $518 422312
Exercisable at the end of the period 8572 351,740 $591 323,018

The weighted average share price at the date of exercise of share options exercised duning the period was £3 98
(2009 £ nml)

The options outstanding at the year end have an exercise price in the range of $1 56 to $9 28 and a weighted average
contractual hfe of 5 99 years

The expected volatility for 2010 was 73 76% (2009 77 32%)
The total expenses recognised for the penod ansing from share based payments are as follows

2010 2009
£000 £000
Equity settled share based payments 137 136
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21 Employee Stock Purchase Plan

Under the Employee Stock Purchase Plan (“ESPP”), the Company 15 authorised to 1ssue up to 550,000 (adjusted for
the reverse stock split) shares of the ultimate parent company’s common shares to full-time employees, nearly all of
whom are eligible to participate Under the terms of the ESPP, employees may elect to have up to 15% of therr gross
salanes withheld through payroll deduction to purchase the ulimate parent company’s common shares, capped at
£12,500 annually and no more than 10,000 shares per offering period The purchase price of the stock 1s 85% of the
lower of the market price at the beginning or end of each three-month particzpation period As of 31 December
2010, there were 79,000 shares available for purchase For the year ended 31 December 2010 the Company recorded
compensation expense of £1,000 (2009 £800) associated with grants under the ESPP which includes the fair value
of the look-back feature of each grant as well as the 15% discount on the purchase price This expense fluctuates

each period based upon employee participation

The fair value of each grant made under our ESPP 1s estimated on the date of grant using the Black-Scholes model

The Black-Scholes model uses four vanables to calculate the farr value of each option grant. The expected term of
each grant 1s based upon the three-month participation period of each grant The nsk-free nterest rate 15 based upon
the rate currently available on zero-coupon U.S Treasury mstruments with a remaining term equal to the expected
term of each grant The expected volatility 1s based upon historical volatility of the ultimate parent company’s
common shares The expected dividend yreld 1s based upon historical and anticipated payment of dividends The
weighted average assumptions used in the fair value calculations are as follows

2010 2009
Expected term (years) 0.25 025
Risk-free interest rate 0.13% 012%
Expected volatility 61.38% 65 30%
Expected dividend yield 1.20% 0 00%

Cash received from employee stock plan purchases for the year ended 31 December 2010 was £4,000 (2009
£3,000)

22 Contingent liabilities

The Company has guaranteed a Revolving Credit Facility Consequently the Company has given a debenture to the
lender whereby there are fixed and floating charges over the undertaking and all property and assets present and
future including goodwall, book debts, uncalled share capital, bmldings, fixtures, fittings, fixed plant and machinery
The Company’s guaranteed value of the loan as of 31 December 2010 was £ml (2009 £942,000)

Evolving Systems Limited has a loan facility agreement with Evolving Systems, Inc, the ultunate parent company
The $5 0 mullion loan facility bears interest at the U S A Pnime Rate plus 0 5% Prmme Rate was 3 25% as of 31
December 2010 The loan 1s secured by all assets Evolving Systems Limited  All accrued interest on outstanding
borrowings under the loan 1s paid quarterly, with any outstanding balance due with a final matunty of 30 Apnl
2013 As of 31 December 2010, there was a balance of $3 7 mullion (2009 $ml) outstanding under thus loan facality

23 Subsequent events

On 21 Aprnd 2011, the ulumate parent, Evolving Systems, Inc announced the execution of an Asset Purchase
Agreement, dated as of 21 Apnil 2011 (the *Purchase Agreement”), with NeuStar, Inc , a Delaware corporation (the
“Buyer”) Under the terms of the Purchase Agreement, the company agreed to sell its Numbenng Solutions
Business (the “Numbering Business”) to the Buyer for $39 mullion i cash, subject to mcrease or decrease m
accordance with a post-closing working capital adjustment and the assumption of certain habilities related to the
Numbering Business (the “Asset Sale™) On 1 July 2011, Evolving Systems, Inc completed the Asset Sale of the
Numbenng Business

24 Ultimate parent company and parent undertaking of larger group of which the company is a member

The Company 15 a subsidiary undertaking of Evolving Systems, Inc which 1s the ultimate parent company and
ultimate controlling party, incorporated in USA
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The largest group m which the results of the Company are consolidated 1s that headed by Evolving Systems, Inc,
mcorporated m USA  Evolving Systems, Inc 15 Nasdaq histed under the ticker symbol EVOL  No other group
financial statements 1nclude the results of the Company The consolidated financial statements of the group are
available to the public and may be obtaned from 9777 Pyramd Court, Sute 100, Englewood, CO 80112, USA or
on Evolving Systems, Inc ’s website at www evolving com/investor_relations html
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