


During the year Redstone developed and
enhanced its products and services around the
following four areas; converged voice, Smart
Buildings, remote working and security.

Redstone —
One Communications Solution
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e Received a National Award from Cisco Systems, recognising
Redstone as UK Mobility Partner of the Year.

e Winner of the "Most Innovative Vertical Market Solution" for
ground-breaking communications solution developed for Bullring
shopping centre in Birmingham.

e Opened Redstone's eighth regional office, in Manchester, as part
of its strategy of building local sales and support teams.

e Building on strong relationships with market-leading
manufacturers including Cisco, Avaya and Siemens.

Having completed the restructuring
started in 2001, Redstone remains
committed to achieving revenue growth
and thus gaining market share.

It Is for this reason that the Group has
continued with the investments that
started in earnest some 2 years ago in
developing its sales operation.
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Redstone made progress on a number of fronts in the year to March 2004 gaining strength both financially and operationally.
Cash, once again was very strong ending the year at over £13 million. Margins improved, systems and controls were strengthened
and administrative costs were further reduced. The trading environment, however, remained difficult with sales declining in the
year, though losses were well below 2003.

Operationally, progress was achieved in a number of areas. The extension to 2012 of the agreement with BT Wholesale is of
immense importance to the Group and its customers. Its terms enable Redstone to retain its competitive edge in pricing and in

products whilst providing customers with the quality and comfort of BT's network management.

Several important, large contracts were won during the year and, as set out in more detail by lan Brown in his review, orders in
March were stronger than at any time since the refinancing in July 2001.

We are very pleased, after a long and careful search, to have appointed Andy Bridson, a sales director of stature and experience.
Given his success as one of the founders of Workplace Technologies, a leading networking company, his decision to join Redstone
is an endorsement of our products and service levels and of the progress that has been made. We are confident that Andy’s arrival
will help Redstone to attract more good sales people to address a market that, at last, is beginning to show signs of improvement.
As announced in April Andrew Walsh, our finance director, is leaving to pursue other interests. | am sorry to see him go as he has
made a tremendous contribution but he leaves the Group in good shape, with a strong and unified financial reporting system,
good controls and minimal capital tied up in working capital. We wish him well. We hope, shortly, to be in a position to announce

Andrew’s successor.

| would again like to thank everyone at Redstone for their hard work during the year. A lot of groundwork has been completed
which has taken many months, but Redstone’s prospects are good and it has a stronger base on which to build its future prosperity.

Andrew Stafford-Deitsch
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During March 2004 Redstone achieved its strongest
order intake performance since the Group was

restructured in 2001.

Redstone has continued to make steady progress throughout
the financial year to 31 March 2004.

Sales & Marketing

The investment in our sales operation, which started during
the 2003 financial year, has continued, with the aim of
further improving the Group’s financial performance over the
medium term and there have been some encouraging signs
in this area.

During the year and in support of its regional sales efforts
Redstone opened its eighth office, in Manchester, as part of
its strategy of building local sales and support teams for each
part of the country.

During the year, Redstone hired additional people to join its
sales operation across the UK. Most notably and as
announced on 16 April 2004 Redstone hired a new Group
Sales Director, Andy Bridson, who has considerable experience
and expertise in the sector. In addition, we announced the
appointment of Rob Bruce, previously Territory Sales Director,
to the newly created position of Marketing Director. Andy and
Rob will be leading Redstone’s drive for growth over the
medium term.

Business Wins

During March 2004 Redstone achieved its strongest order
intake performance since the Group was restructured in
2001. This included a contract win at Crossways Academy
worth over £1 million in revenue. Crossways is a new sixth
form college being set up in Lewisham, South London and is
typical of the new style of City Academies currently being
established by the Department of Education. Redstone’s
contract, which is for four years, is to install a comprehensive
IT and communications infrastructure for the whole academy,
which is expected to open in September 2004. Further, since
the end of the financial year (and not included within the
March 2004 results) Redstone has been awarded a 2 year
contract from the Tarmac Group to provide
telecommunications services across all of their UK operations.
This contract is also expected to be worth over £1 million in
revenue per annum.

BT Wholesale

The Tarmac contract was won in partnership with BT
Wholesale, who operate Redstone’s telecoms network as
part of an innovative and industry leading outsourcing
arrangement announced in April 2002. As announced on 26
May 2004 this arrangement has now been extended to run to
2012. As part of the extension, additional commercial terms
were agreed including those associated with the provision of
a new intelligent networking platform. Redstone believes its
partnership with BT Wholesale provides its customers with a
compelling telecoms proposition in comparison with its
competitors, and should, combined with its sales efforts,
enable the Group to achieve significant growth in the fixed
line telecoms market over the medium term.

Financials
The main financial highlights for the year to 31 March 2004
are as follows: —

® Gross margin increased by 19.6% to £22.2 million from
£18.5 million in the prior year. This included the benefit of
an exceptional credit of £2.5 million which arose as a result
of supplier negotiations pertaining to a prior period.
Without that credit, gross margin increased by 6.3% over
the prior year. Most significantly gross margins for the year
(excluding the exceptional item) are now at 32.5% in
comparison with 26.9% in the prior year. The
improvement in gross margin was due to both increased
sales of high margin product lines, such as professional
services, and also savings achieved under the BT
Wholesale outsourcing arrangement.

® Net operating expenses excluding exceptional items and
goodwill amortisation reduced by 7.2% to £20.7 million
from £22.3 million in the prior year following our
continued focus on improving operating efficiencies across
the business.

® EBITDA improved significantly to a profit of £1.0 million
excluding exceptional items from a loss of £1.2 million in
the prior year. This is the first time that Redstone has
reported a positive EBITDA performance for a full financial
year since becoming a public company.




® As a consequence of the above, we are also able to report
our first pre tax profit of £13,000 before goodwill
amortisation and exceptional items from a loss of £3.2
million in the prior year.

® Revenue for the full year reduced by 11.8% from
£68.9 million to £60.7 million. As detailed in the 2003
interim results, in part this is due to the execution of
Redstone’s stated strategy of focusing on long term
profitable relationships with mid sized and enterprise
customers. This has resulted in a reduction in the number
of customers to under 10,000 at 31 March 2004
compared with circa 15,000 2 years ago. Redstone now
expects revenue to increase in subsequent periods.

® Cash balances improved by £1.2 million over the period to
£13.2 million compared with £12.0 million a year ago.
Working capital has continued to improve, being helped by
a debtor day reduction to 32 days on average compared
with 41 days on average in the prior year.

Operational Performance

During the year Redstone spent much time developing and
enhancing its products and services particularly around the
following 4 solution areas:

Converged Voice
Smart Buildings
Remote Working
Security
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Many of these developments have been launched in the
market, with the remainder due over the next few months.
During the first half of the current period Redstone’s intention
is to launch a new range of services for non-geographic
numbers (which allow customers to generate revenue
through the use of an 08 or 09 inbound number) based on a
new telecoms intelligent networking platform from leading
communications manufacturer Huawei, which BT Wholesale
is developing in conjunction with Redstone.

As a result of these developments, Redstone now has a
comprehensive portfolio of solutions in support of its “one
communications solution” vision launched in 2001. Much of
the activity in 2004/5 will be focusing on the management of
the launch, sales and delivery of these solutions.

The opening of the new Bullring shopping centre in
Birmingham during September was a particular highlight for
Redstone as we completed, on behalf of the developers

the Birmingham Alliance, the UK’s most advanced retail
communications network. This incorporated a 350km cable
infrastructure connecting every part of the development to

converged voice, data and internet communications. The
success of this project was recognised with a 2003 Channel
Award in October 2003, and in February 2004 the award of
“UK Mobility Partner of the Year” by Cisco for our pioneering
use of wireless technology at the centre.

Other operational highlights for the year included installing
the UK’s largest Siemens Hi Path PBX at Arvin Meriter,
achieving gold accreditation status with Avaya in January
2004, and completing the installation of one of the UK's
largest Cisco IP telephony projects at leading London estate
agency chain Foxtons.

Further, and as detailed in the financial review, Redstone
received an exceptional financial benefit during the year of
£2.5 million as a result of resolving several supplier disputes.
The conclusion of these disputes also had the effect of
flattering the second half gross margin performance of the
Group and is unlikely to be repeated.

Outlook

Having completed the restructuring started in 2001, Redstone
remains committed to achieving revenue growth and thus
gaining market share. It is for this reason that the Group has
continued with the investments that started in earnest some 2
years ago in developing its sales operation. Redstone remains
confident that this approach will lead to improved financial
performance over the medium term.

Since the interim results, market conditions have improved
with the Group seeing further signs of increased capital
expenditure within both its existing and prospective
customers. Competition remains intense however and this is
likely to lead to reduced gross margins in the short term due
to the Group’s focus on winning new business and the
changes to the BTW contract announced on 26 May 2004.
There remains however much to be optimistic about. The
Group's portfolio of products is stronger than it has ever
been, and Redstone is increasingly winning larger contracts
from substantial businesses. To further support Redstone’s
growth plans and as announced previously Redstone has been
looking to make strategic acquisitions to improve its ability to
develop into one of the biggest players within the market.
Whilst engaging with many businesses, no transactions have
yet been completed, something that the Group hopes to
change during the next financial year.

lan Brown
Chief Executive
3 June 2004




A better quality customer base has resulted from
the reduction in customer numbers.

Trading

The operating loss before exceptional items and goodwill
amortisation reduced in the period to £0.4 million from £3.5
million in the previous year. Gross profit before exceptional
items of £19.7 million was £1.2 million up on the prior period
despite turnover being down by £8.1 million. Operating
expenses continue to be held under control and fell for the
sixth successive half year period. Overall EBITDA before
exceptional items increased in the year to £1.0 million from a
loss in the previous year of £1.2 million.

The consolidated profit and loss statement separates out two
exceptional items and goodwill amortisation in order that
readers of the accounts can better appreciate the underlying
trading performance of the Group. The first exceptional item
has been credited to cost of sales and arose as the Group
concluded some supplier negotiations, which resulted in a
benefit of £2.5 million in respect of liabilities that were
reported at 31 March 2003. These negotiations also benefited
the current year’s gross margin, certainly in relation to
expected margins in the future. They also had the effect of
flattering the second half gross margin performance of the
Group somewhat in comparison with the first.

The second exceptional item was in respect of surplus
property costs. As previously reported the Group holds
properties which became surplus to requirements in 2001,
when the cost base was cut back severely and the business
was repositioned. Every effort has been made to sub-let these
properties, however market conditions have been difficult.

A further provision has been made therefore at 31 March
2004 for excess property costs for the period in which the
properties are expected to remain vacant.

The causes of the drop in turnover were communicated at the
interim stage to Shareholders and include the continuation
during the period of the Group’s policy of pruning the
number of customers it deals with. A better quality customer
base has resulted from the reduction in customer numbers.

Whilst reported gross margins of 32.5% before exceptional
items and goodwill were the highest on record in the recent
history of the Group, and as such are very pleasing, they are
expected to have reached a peak in the current period. As
noted above, this year’s margins in relation to next year's
benefited from the results of some supplier negotiations.
Whilst competition remains strong across all product ranges,
products within the Away From The Office range in particular
are subject to severe price competition at present. In addition,
as referred to in the Chief Executive’s Review, the target for
the Group in the coming year is revenue growth and this may
start to impact margins, particularly if growth is achieved in
those products with gross margin percentages less than the
Group’s average.

Operating expenses before exceptional items and goodwill
amortisation fell in comparison with the year ended March
2003 by £1.6 million. Much of this drop had been achieved
by the second half of the previous year, however costs have
continued to be a focus of management and as such have
fallen further in each of the 2 half years in the period under
review. However, in line with the Group’s revenue growth
target for next year, it is unlikely that costs will continue to
fall.

There was net interest receivable in the period of £0.4 million
as against £0.3 million in the prior year. This reflected the
growth in the Group’s cash reserves over that time, as well as
the reduction in interest payable as debt fell to negligible
levels.

Overall operating losses were £3.9 million compared with
£7.6 million in the year ended 31 March 2003. The operating
result overall for the current year excluding goodwill
amortisation was a £0.2 million profit, compared with a loss
of £3.5 million in the previous year. The overall loss after tax
for the financial year of £3.4 million compared with a £6.2
million loss for the year ended 31 March 2003.




Balance sheet and cashflow

Cashflow and debt

The Group’s net funds position improved again during the
year by £1.3 million to £13.1 million. Debt fell to £0.1 million
and cash reserves totalled £13.2 million inclusive of £7.0
million held on short term deposit.

There was a cash inflow from operating activities of £1.6
million. Within this figure £1.0 million was generated from
trade debtors, driven largely by further exceptional debt
collection performances. Stock fell a further £0.2 million and
creditors fell £2.2 million. Provisions increased overall by £1.0
million.

The cash outflow from capital expenditure reduced to £0.7
million during the year, down from £2.1 million in the
previous year, which was affected by some legacy liabilities
for historic capital additions. This year’s rate of acquisition is
closer to the expected level moving forward.

There was a net cash outflow from financing of £0.2 million,
which was offset by a £0.4 million inflow from returns on
investments and servicing of finance.

The Group continues to have no need of any borrowing
facility, other than the occasional performance bond
requirement.

After making due enquiries, the Board has a reasonable
expectation that the Group has adequate resources to
continue in operational existence for the foreseeable future.
For this reason the going concern basis continues to be
adopted in preparing the accounts.

Treasury activities and policies

The Group’s treasury objectives and policies were agreed by
the Board and are designed to optimise returns. The Board
has sanctioned a number of institutions with whom surplus
funds may be invested with a view to maximising returns
whilst minimising credit risks. The Group’s policy is not to
undertake transactions in derivatives, such as interest rate
swaps, on the grounds that the cost outweighs the potential
benefit given the Group’s funding position.

Other balance sheet areas

Intangible assets of £25.4 million represent goodwill on
previous acquisitions. As required by FRS11 the Board has
conducted a review of the carrying value of goodwill on the

balance sheet. The result of this review is that an amortisation
charge of £4.1 million has been applied in line with the
Group’s amortisation policy, but no goodwill impairment has
been made this year.

The fall in the value of tangible fixed assets of £0.7 million
reflected the low level of additions noted above and the
annual depreciation charge of £1.4 million. The closing book
value of tangible fixed assets includes some £1.0 million in
respect of the Cambridge Metropolitan Area Network.

Net current assets increased over the year by £2.3 million to
£6.3 million. The overall balance sheet total fell to £30.7
million from £34.1 million.

International Accounting Standards

Redstone plc will be required to adopt International
Accounting Standards (IAS) when preparing its Group
accounts for the year ended 31 March 2006. In preparation
for this, all existing IAS's have been reviewed so as to assess
their likely impact on the reported figures and what needs to
be done internally in order to collect the necessary data.

Progress and clarity to date have been hindered by the fact
that most of the key standards have only recently been
finalised. Consequently, while it has been possible to reach
some high level conclusions, more time is needed to complete
detailed calculations of the impact and have these reviewed
by the Group’s auditors. This activity has now commenced
with a view to agreeing the opening adjustments for IAS
reporting before 31 March 2005, well before the Group
presents the first IAS figures, which will be for the 2005/06
interims.

Andrew Walsh
Finance Director
3 June 2004




lan Brown (40) — Chief Executive Officer

lan joined Redstone through the acquisition of Fastnet Group
Ltd in July 2000. lan led the venture capital backed
management buy—in of two organisations in 1995 to form
Fastnet, which he developed into one of the UK's leading
network and IT services groups. lan’s entire career has been in
the IT industry. Prior to Fastnet, he held several senior
management positions at 3Com and was previously with
Hewlett Packard in a variety of sales roles. lan joined the
Redstone Board in March 2001 as COO and was appointed
CEO in June 2001.

Andrew Walsh (42) - Finance Director

Andrew qualified as a Chartered Accountant in 1986. Having
worked with Ernst & Young and Arthur Andersen, he left the
profession in 1988 to work in advertising. Subsequently, he
worked in the IT services industry at senior management level
until 1995, when he was headhunted to join the
management buy-in of Fastnet. Whilst his initial role at
Fastnet was that of Finance Director, he was latterly also
Operations Director responsible for the delivery of service to
the company’s customer base. Andrew joined the Redstone
Board in May 2001.

Andrew Stafford-Deitsch (47) — Non-Executive
Chairman

Andrew is the representative of Stephens Group Inc., a major
and long standing shareholder in the Company. He joined the
Board in February 1998 and was appointed Acting Chairman
in October 2001. He was confirmed in this role in May 2002.

Andrew is the Chairman of the Nominations and
Remuneration Committee and the Audit Committee.

David Payne (55) - Non-Executive Director

David has a varied business background having worked in the
leisure, computer and property industries. For 20 years, he
worked for Juliana’s, a leisure company that floated on the
London Stock Exchange in 1983. Subsequently, he was
recruited by a venture capital fund to become Chairman of
Virtuality, a company at the forefront of developing virtual
reality. After the flotation of this company in 1994 David left
to devote more time to the development of a quoted
property company.

David is the senior non—executive Director and is a member of
the Nominations and Remuneration Committee and the Audit
Committee.

Oliver Vaughan (57) - Non-Executive Director

Oliver is the chairman of Abingdon Capital plc, a corporate
finance specialist quoted on AIM. He is also a non-executive
Director and former chairman of The Evolution Group plc, a
fully quoted company providing principal investment and
corporate advisory services. He also has a number of public
and private directorships and was previously a non—-executive
Director of Retail Decisions plc and Internet Technology Group

plc.

Oliver is a member of the Nominations and Remuneration
Committee and Audit Committee.

Christopher Roberts (40) - Non-Executive Director
Chris is Group Managing Director of Abingdon Capital plc.
Prior to joining Abingdon in 1996, he spent seven years at
Macintyre Hudson qualifying as a Chartered Certified
Accountant. He is currently a non—-executive Director of
Mulberry Group plc, Elite Strategies plc and Bionex
Investments plc, all AIM quoted companies.

Chris is the alternate Director for Oliver Vaughan.

Financial Adviser and Broker
Evolution Beeson Gregory Limited, 100 Wood Street, London,
EC2V 7AN

Auditors
Ernst & Young LLP, 1 More London Place, London SE1 2AF

Solicitors
Osborne Clarke, Hillgate House, 26 Old Bailey, London EC4M
7HW

Registrars
Capita IRG PIc, The Registry, 34 Beckenham Road,
Beckenham, Kent BR3 4TU

Company Number
3336134

Further details can be found on the Redstone website at the
following address:

www.redstone.co.uk




Application of the Principles of the Combined Code on
Corporate Governance.

| am pleased to report that the Board has further improved
the standards of corporate governance reported in the last
Annual Report. We have reported to Shareholders over the
last 2 years an ever—improving position in relation to the
Combined Code and we have now achieved a level of
compliance that we intend to maintain in the future.

We noted in the last review sent to Shareholders that a
detailed risk assessment, including a review of internal
controls in line with the Turnbull guidance, was only
undertaken in the second half of last year. During the current
year, however, these risk review processes have been applied
for the entire period under review and as such the Group
does now comply with detailed code provision D.2.1.

We reported last year that consideration had been given to
whether an internal audit function was necessary. In view of
the Group’s stage of development it was felt that a formal
internal audit department was not appropriate, however a
decision was taken that an internal audit function would be
developed. Further to that decision, the Group towards the
end of the financial year engaged a consultant to run a rolling
programme of internal audits. The consultant is a self
employed FCA and as an auditor reports to the risk
assessment group, which is chaired by the Finance Director.
This is an independent check for management, and, whilst
limited in scope, it is considered appropriate for the Group at
this stage of its evolution.

The Group updated its business risk review during the period
and changes were made to the formal risk register as a
consequence. As noted last year, the register logs those
business, operational, environmental and financial risks which
management consider are the most significant ones with
which the Group has to deal at any one time. It further
requires management to consider how these risks can be
managed and records those systems and processes which
have been devised to address them.

The Code defines independent non—executive Directors in a
certain way and under this definition we do not have a
majority of independent non—executives. This continues to be
the one area of non-compliance for the Group and as such is
kept under constant review by the Board. Having
reconsidered this in the current year, we have again
concluded that the current Board constitution is appropriate
for the Group at this stage. In line with the principles
established in the Combined Code, the Group has both a
non—executive Chairman and a Chief Executive. This ensures

there is a clearly defined division of responsibility at a senior
level within the Group. All Directors retire by rotation and the
remuneration policy, which is set out in the Remuneration
Report, complies with best practice as stated in the Combined
Code.

There are two principal committees of the Board, being the
Audit Committee and the Nominations and Remuneration
Committee. Both function in line with the guidance of the
Combined Code, except that neither has a majority of
independent non-executive Directors for the reason noted
above.

We are currently reviewing the requirements of the new
Combined Code and we will be looking to adopt relevant
changes, where possible, to our governance framework over
the next twelve months.

Compliance with detailed Code provisions
The Board has complied with the detailed Code provisions in
all areas except as stated below:

A.3.2 The Code requires that the majority of non—executive
Directors are to be independent of management and business
relationships. There is also a requirement that the
Remuneration and Audit Committees are comprised of a
majority of independent non—executive Directors. David Payne
is the only independent non—executive Director, as defined by
the Code, on the Company’s Board.

Andrew Stafford-Deitsch
Chairman

3 June 2004




Information not subject to audit

Remuneration Committee

The Remuneration Committee comprises A Stafford—Deitsch
(Chairman), D Payne and O Vaughan (C Roberts as alternate).
The Committee makes recommendations to the Board, within
agreed terms of reference, on the remuneration and other
benefits, including bonuses and share options, of the
executive Directors.

In considering the remuneration for the year, the Committee
consulted | Brown (Chief Executive) about its proposals.

The Board sets the fees payable to the non—executive
Directors.

Remuneration Policy

The Remuneration Committee is aware that the remuneration
package should be sufficiently competitive to attract, retain
and motivate individuals capable of achieving the Group’s
objectives and thereby enhancing Shareholder value.

Basic salary and benefits

Basic salaries are reviewed on a discretionary basis. No

executive Director has received an increase in salary for the

last three financial years. The benefits provided for each

executive Director include:

i. Life assurance cover of four times salary

ii. Private medical insurance for themselves and their spouse
and children

ii. The provision of a company car or car allowance including
petrol for private mileage

iv. Other miscellaneous health benefits.

Performance related bonus

The Remuneration Committee, in consultation with the Chief
Executive, determines the criteria for the award of
performance bonuses for the executive Directors in advance
of each year. For the year 2003/2004, performance bonuses
were linked to a number of key financial metrics. The bonuses
are non—pensionable. Non—executive Directors do not receive
a bonus.

Share options

Executive Directors are entitled to participate in the Company
share option schemes. The Remuneration Committee
approves the granting of any share options. No share options
have been awarded during the financial year.

Share options granted to the executive Directors in prior
financial periods may not be exercised until the expiry of
between two and three years from the date of grant and
remain available for exercise for a period of ten years from
the date of grant. Following approval at the Annual General
Meeting held on 29 July 2002, any new options granted may,
subject to any conditions recorded on the option certificate,
be exercised in whole or in part in respect of one third of the
total shares the subject of the option at each anniversary of
the date of grant.

Non-executive Directors do not participate in the share option
schemes.
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Fees

The Board, within the limits stipulated by the Articles of
Association and following recommendation by the executive
Directors, determines non—executive Directors’ fees. Fees for
the non—executive Directors were increased from 1 April 2003
from £12,000 per annum to £20,000 per annum.

Service Contracts

The Company’s policy is for all executive Directors to have
service contracts with provision for termination of no more
than 12 months notice.

Non-executive Directors have letters of appointment.
Appointments can be terminated by the Company giving six
months notice or the individual giving one months notice.
The remuneration of the non-executive Directors takes the
form solely of fees, which are not pensionable.

The details of the executive and non-executive Directors’
service contracts and letters of appointment are summarised
below:

Date of Contract Notice period

(months)
Executive Directors
| Brown 31 July 2000 12
A Walsh 31 July 2000 6
Non-executive Directors
A Stafford-Deitsch 30 September 1999 6
D Payne 23 July 2001 6
O Vaughan 23 July 2001 6

A Walsh and O Vaughan retire by rotation and being eligible
offer themselves for re—election at the forthcoming Annual
General Meeting.

Biographical details of all Directors can be found on page 8.

Performance Graph

The following graph shows the Company’s performance
measured by total Shareholder return in comparison with the
Techmark All Share Index. The performance has been
measured since the refinancing of the Company in July 2001
up to 28 May 2004, being the last practicable date prior to
publication of this report. The date of the refinancing is used
as the start date for tracking Shareholder return due to the
significant dilution of pre-existing Shareholders which
occurred as a consequence of the refinance.

| —Redstone plc
—— FTSE techMARK All Shr

-80
Sep 01 Dec01  Mar 02 Jun 02 Sep 02 Dec02  Mar 03 Jun03  Sep03 Dec03  Mar 04 Jun 04




Information subject to audit

Directors’ Remuneration
The remuneration of the Directors is as follows:

Basic Performance
salary related 2004 2003
and fees Benefits bonuses Pensions Total Total
£000 £000 £000 £000 £000 £000
Executive
| Brown 195 15 171 3 384 409
A Walsh 124 9 112 - 245 274
Non-Executive
A Stafford-Deitsch 20 - - - 20 12
D Payne 20 - - - 20 12
O Vaughan 20 - - - 20 12
C Roberts - - - - - -
379 24 283 3 689 719

Share Options
Details of share options in the Company held by the Directors are as follows:

Awarded,
exercised
Exercise At or lapsed At
price 1 April After share during 31 March
(after share 2003  consolidation the year 2004
consolidation) Number Number Number Number
| Brown (a) 1666.7p 115,680 11,568 - 11,568
(b) 813.3p 1,270 127 - 127
(©) 10p 50,203,272 5,020,327 - 5,020,327
50,320,222 5,032,022 - 5,032,022
A Walsh (a) 1666.7p 86,760 8,676 - 8,676
(b) 813.3p 1,270 127 - 127
(©) 10p 33,468,848 3,346,884 - 3,346,884
33,556,878 3,355,687 - 3,355,687

The options are exercisable between the following dates:
(@) 16 August 2003 and 15 August 2010
(b) 28 February 2004 and 27 February 2011
(c) 19 December 2003 and 18 December 2011

Options (a) and (c) were granted under the Company’s Unapproved Share Option Scheme. Options (b) were granted under the Save
As You Earn Scheme.

The market price of the Company’s shares on 31 March 2004 was 9.5p per share. The highest and lowest market prices during the
year were, pre the share consolidation in June 2003,1p per share and 0.44p per share respectively and post the share consolidation,
12.5p and 8.25p respectively.

A Stafford-Deitsch
Chairman, Nominations & Remuneration Committee

On behalf of the Board

3 June 2004




The Directors present their report together with the audited
financial statements for the year ended 31 March 2004.

Principal Activity
The principal activity of the Group during the year was the
supply of communications services.

Review of the Business

A detailed review of the business is set out in the Chief
Executive’s Review on pages 4 to 5. The Financial Review is
set out on pages 6 to 7.

The consolidated profit and loss account for the year is set
out on page 16. The loss of the Group for the year was £3.4
million (2003: £6.2 million). The Directors do not recommend
the payment of a dividend.

Future Developments
Future developments and current trading and prospects are
set out in the Chief Executive’s Review.

Directors

All of the Directors have held office throughout the year.
A Walsh and O Vaughan retire from office by rotation and,
being eligible, will offer themselves for re—election at the
forthcoming Annual General Meeting.

As at 31 March 2004 the Directors and their beneficial
interests and those of their families in the share capital of the
Company were as follows:

31 March 2004 1 April 2003

Number of Number of Number of  Number of

Ordinary  Deferred Ordinary Deferred
shares shares shares shares
of 1p of 4.9p of 0.1p of 4.9p

A Stafford-Deitsch 1,757,422 500,608 17,574,227 500,608

| Brown 2,500,000 - 25,000,000 -
A Walsh 500,000 - 5,000,000 -
D Payne - - - -
C Roberts (alternate) - - - -
O Vaughan 2,578,916 428,600 25,789,172 428,600

At 31 March 2004, A Stafford-Deitsch had a beneficial
interest in 70,607 (2003: 706,077) Ordinary shares held in his
personal pension fund included in the above table. At the
same date, O Vaughan had a beneficial interest in 1,765,530
(2003: 17,655,308) Ordinary shares held in a family trust, also
included in the above table.
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Since 31 March 2004 no Directors have acquired or disposed
of any shares in the Company.

Details of the Directors’ contracts or letters of appointment,
remuneration and share options granted are set out in the
Remuneration Report on pages 10 to 11.

Post Balance Sheet Events

On 26 May 2004 Redstone announced an extension to its
strategic agreement with British Telecommunications Plc
through its wholesale division BT Wholesale. The new
agreement in particular extends both the contract to 2012
from 2008 and the range of services being provided to
Redstone.

Staff Policy

The Group’s employment policies are designed to ensure that
they meet the statutory, social and market practices in the
UK, where the Group operates. The Group’s employees are
regularly informed of the Group’s financial position and the
market conditions in which it operates. This is achieved
through briefings to managers and staff and through the use
of the Group newsletter and intranet. The training and career
development of employees is an activity which is considered
to be fundamental to the success of the Group.

Employment policies are also designed to provide equal
opportunities irrespective of colour, ethnic or national origin,
nationality, sex, religion, and marital or disabled status.

Supplier Payment Policy

It is the Group's policy to abide by the terms of payment
agreed with suppliers in respect of the goods and services
properly invoiced to the Group. Based on the calculation
method defined in Statutory Instrument 571 (1997), at 31
March 2004, the Group had an average of 44 days (2003: 44
days) purchases outstanding in creditors.

Substantial Shareholders

As at 26 May 2004 the Company had been notified of the
following interests in 3% or more of its issued ordinary share
capital:

Number %
Stephens Group Inc. 41,200,000 14.77
The Fleming Mercantile
Investment Trust PLC 14,116,087 5.06
L-R Global Partners LP 8,384,999 3.01




Annual General Meeting

The Annual General Meeting will be held at the Hilton
Basingstoke, Old Common Road, Black Dam, Basingstoke,
Hampshire RG21 3PR on Monday 5 July 2004 at 11.00 am.
The notice convening the Annual General Meeting is set out
on pages 35 and 36 of the Annual Report.

Auditors

Ernst & Young LLP have indicated their willingness to continue
in office and, in accordance with Section 385 of the
Companies Act 1985, a resolution to reappoint them will be
put to the Annual General Meeting.

By order of the Board

C van den Heuvel
Company Secretary

3 June 2004

Registered Office:
Premiere House
Elstree Way
Borehamwood
Herts

WD6 1JH




Company law requires the Directors to prepare financial
statements for each financial year which give a true and fair
view of the state of affairs of the Company and of the Group
and of the profit or loss of the Group for that year. In
preparing those financial statements, the Directors are
required to:

® select suitable accounting policies and then apply them
consistently;

® make judgements and estimates that are reasonable and
prudent; and

® state whether applicable accounting standards have been
followed, subject to any material departures disclosed and
explained in the financial statements;

The Directors are responsible for keeping proper accounting
records which disclose with reasonable accuracy at any time
the financial position of the Group and to enable them to
ensure that the financial statements comply with the
Companies Act 1985. They are also responsible for
safeguarding the assets of the Group and hence for taking
reasonable steps for the prevention and detection of fraud
and other irregularities.




TO THE MEMBERS OF REDSTONE PLC

We have audited the Group's financial statements for the
year ended 31 March 2004 which comprise the Consolidated
Profit and Loss Account, Statement of Total Recognised Gains
and Losses, Consolidated Balance Sheet, Consolidated Cash
Flow Statement, Company Balance Sheet and the related
notes 1 to 27. These financial statements have been
prepared on the basis of the accounting policies set out
therein. We have also audited the information in the
Remuneration Report that is described as having been
audited.

This report is made solely to the Company's members, as a
body, in accordance with Section 235 of the Companies Act
1985. 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 in an auditors' report and for no
other purpose. To the fullest extent permitted 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 opinions we have
formed.

Respective responsibilities of Directors and auditors

The Directors are responsible for preparing the Annual Report,
including the financial statements which are required to be
prepared in accordance with applicable United Kingdom law
and accounting standards as set out in the Statement of
Directors' Responsibilities in relation to the financial
statements.

Our responsibility is to audit the financial statements and the
part of the Remuneration Report to be audited in accordance
with relevant legal and regulatory requirements, United
Kingdom Auditing Standards and the Listing Rules of the
Financial Services Authority.

We report to you our opinion as to whether the financial
statements give a true and fair view and whether the financial
statements and the part of the Remuneration Report to be
audited have been properly prepared in accordance with the
Companies Act 1985. We also report to you if, in our
opinion, the Directors' Report is not consistent with the
financial statements, if the Company has not kept proper
accounting records, if we have not received all the
information and explanations we require for our audit, or if
information specified by law or the Listing Rules regarding
Directors' remuneration and transactions with the Group is
not disclosed.

We review whether the Corporate Governance Statement
reflects the Company's compliance with the seven provisions
of the Combined Code specified for our review by the Listing
Rules, and we report if it does not. We are not required to
consider whether the Board's statements on internal control
cover all risks and controls, or form an opinion on the
effectiveness of the Group's corporate governance procedures
or its risk and control procedures.
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We read other information contained in the Annual Report
and consider whether it is consistent with the audited
financial statements. This other information comprises the
Directors' Report, unaudited part of the Remuneration Report,
Chairman's Statement, Chief Executive’s Review, Financial
Review and Corporate Governance Statement. We consider
the implications for our report if we become aware of any
apparent misstatements or material inconsistencies with the
financial statements. Our responsibilities do not extend to any
other information.

Basis of audit opinion

We conducted our audit in accordance with United Kingdom
Auditing Standards issued by the Auditing Practices Board.
An audit includes examination, on a test basis, of evidence
relevant to the amounts and disclosures in the financial
statements and the part of the Remuneration Report to be
audited. It also includes an assessment of the significant
estimates and judgements made by the Directors in the
preparation of the financial statements, and of whether the
accounting policies are appropriate to the Group's
circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the
information and explanations which we considered necessary
in order to provide us with sufficient evidence to give
reasonable assurance that the financial statements and the
part of the Remuneration Report to be audited are free from
material misstatement, whether caused by fraud or other
irregularity or error. In forming our opinion we also evaluated
the overall adequacy of the presentation of information in the
financial statements and the part of the Remuneration Report
to be audited.

Opinion

In our opinion:

@ the financial statements give a true and fair view of the
state of affairs of the Company and of the Group as at

31 March 2004 and of the loss of the Group for the year
then ended; and

® the financial statements and the part of the Remuneration
Report to be audited have been properly prepared in
accordance with the Companies Act 1985.

Ernst & Young LLP
Registered Auditor
London

UK

3 June 2004




Before Before
exceptional  Exceptional exceptional Exceptiona
items and items items and items
goodwill and goodwill Total goodwill  and goodwill Total
Notes amortisation amortisation 2004  amortisation amortisation 2003
£000 £000 £000 £000 £000 £000
Turnover 2 60,727 - 60,727 68,865 - 68,865
Cost of sales (41,021) 2,481 (38,540) (50,321) - (50,321)
Gross profit 19,706 2,481 22,187 18,544 - 18,544
Selling and distribution costs (6,844) - (6,844) (6,865) - (6,865)
Administrative expenses —
excluding goodwill (13,884) (1,808) (15,692) (15,461) - (15,461)
Goodwill amortisation - (4,100) (4,100) - (4,105) (4,105)
Administrative expenses (13,884) (5,908) (19,792) (15,461) (4,105) (19,566)
Other operating income 598 - 598 309 - 309
Operating loss 3/6 (424) (3.427) (3.851) (3,473) (4,105) (7,578)
Exceptional restructuring income 3 - 305
Interest receivable and
similar income 4 463 506
Interest payable and similar charges 5 (26) (198)
Loss on ordinary activities (3,414) (6,965)
before taxation
Tax on loss on ordinary activities 9 - 765
Loss for the financial year 21 (3,414) (6,200)
Basic and diluted loss per share 10 (1.22)p (2.22)p
Gross profit % 325 - 36.5 26.9 - 26.9
EBITDA 10 996 673 1,669 (1,206) - (1,206)
EBITDA per share 10 0.60p (0.43)p

2004 2003
£000 £000
Loss for the financial year (3,414) (6,200)
Lapse of warrants not subscribed 21 -
Total recognised losses for the financial year (3,393) (6,200)




Notes 2004 2003
£000 £000
Fixed assets
Intangible assets 1M 25,370 29,470
Tangible assets 12 2,674 3,359
28,044 32,829
Current assets
Stocks 14 619 791
Debtors 15 11,072 12,007
Short term deposits 7,000 -
Cash at bank and in hand 6,191 12,035
Cash held on trust for guaranteed loan notes - 87
24,882 24,920
Creditors
Amounts falling due within one year 16 18,565 20,930
Net current assets 6,317 3,990
Total assets less current liabilities 34,361 36,819
Creditors
Amounts falling due after one year 16 - 33
Provisions for liabilities and charges 18 3,678 2,689
Net assets 30,683 34,097
Capital and reserves
Called up share capital 20 8,472 8,472
Share premium account 21 185,336 185,336
Warrants 20 - 21
Merger reserve 21 216 216
Profit and loss account 21 (163,341) (159,948)
Shareholders’ funds 22 30,683 34,097
Equity Shareholders’ funds 25,000 28,414
Non—equity Shareholders’ funds 20 5,683 5,683
30,683 34,097

Approved by the Board on 3 June 2004

| Brown
Director

A Walsh
Director



Net cash inflow from operating activities

Returns on investments and servicing of finance
Interest received

Interest paid

Interest element paid on finance leases

Net cash inflow from returns on investments and servicing of finance

Corporation tax refunded

Capital expenditure
Purchase of tangible fixed assets

Proceeds on disposal of tangible fixed assets

Net cash outflow from capital expenditure

Net cash inflow/(outflow) before management of liquid resources and financing

Management of liquid resources
Increase in short term deposits

Financing

Capital element paid on finance leases

Decrease in cash

24/25




Fixed assets

Investments

Current assets
Debtors
Cash held on trust for guaranteed loan notes

Creditors

Amounts falling due within one year

Net current liabilities

Total assets less current liabilities

Net assets

Capital and reserves

Called up share capital 8,472 8,472
Share premium account 185,336 185,336
Merger reserve 4,158 4,158
Profit and loss account (173,002) (160,356)

Shareholders’ funds 24,964 37,610

Equity Shareholders’ funds 19,281
Non—equity Shareholders’ funds 5,683

24,964

Approved by the Board on 3 June 2004

| Brown
Director

A Walsh
Director




(a)

(b)

(9]

(d)

(e)

(f)

(9)

(h)
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Accounting Policies
The principal accounting policies, which have been applied consistently throughout the year in the preparation of the financial
statements, are as follows:

Basis of accounting
The financial statements have been prepared under the historical cost convention and in accordance with applicable
accounting standards.

Basis of preparation
The financial statements have been prepared on a going concern basis.

Basis of consolidation
The Group accounts consolidate the accounts of Redstone plc and all its subsidiary undertakings drawn up to 31 March each
year. No profit and loss account is presented for Redstone plc as permitted by section 230 of the Companies Act 1985.

Goodwill

Positive goodwill arising on acquisitions is capitalised, classified as an asset on the balance sheet and amortised on a straight
line basis over its useful economic life up to a presumed maximum of 10 years. It is reviewed for impairment at the end of the
first full financial year following the acquisition and in other periods if events or changes in circumstances indicate that the
carrying value may not be recoverable.

Turnover
Turnover comprises the value of goods and services provided net of value added tax.

Depreciation
Tangible fixed assets are depreciated over their estimated useful lives on a straight line basis. The following annual rates of
depreciation have been used:

Leasehold improvements 20% or over lease term if shorter
Network infrastructure and equipment 5% - 100%
Equipment, fixtures and fittings 20% - 50%

Provision is made for any impairment in the carrying value of fixed assets to the extent that an asset’s recoverable value is
reduced below its carrying value.

Investments
Investments are capitalised at historical cost. Provision is made for any impairment in the carrying value of the investment to
the extent that its recoverable value is reduced below its carrying value.

Stock and work in progress

Stocks are included at the lower of cost and net realisable value. Net realisable value is based on estimated selling price less
any further costs expected to be incurred to disposal. Work in progress is valued at the lower of cost and net realisable value
less any payments received on account. Cost includes materials, labour and other expenses incurred on the contract at the date
of the balance sheet.

Deferred taxation

Deferred tax is recognised in respect of all timing differences that have originated but not reversed at the balance sheet date
where transactions or events that result in an obligation to pay more, or a right to pay less or to receive more, tax, with the
following exception.

Deferred tax assets are recognised only to the extent that the Directors consider that it is more likely than not that there will be
suitable taxable profits from which the future reversal of the underlying timing differences can be deducted.

Deferred tax is measured on an undiscounted basis at the tax rates that are expected to apply in the periods in which timing
differences reverse, based on tax rates and laws enacted or substantively enacted at the balance sheet date.
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Accounting Policies (continued)

Finance and operating leases

Assets acquired under finance leases are treated as tangible fixed assets and depreciation is provided accordingly. The present
value of future rentals is shown as a liability and the interest element of rental obligations is charged to the profit and loss
account over the period of the lease in proportion to the capital balance outstanding.

Rentals payable on operating leases are charged to the profit and loss account as they accrue.

Pension costs

The Group operates a Group money purchase pension scheme. Contributions are charged to the profit and loss account in the
period to which they relate. Contributions to employees’ personal pension schemes are charged to the profit and loss account
in the period in which they are made.

Research and development
Research and development costs are written off to the profit and loss account in the period in which they are incurred.

(m) Liquid resources

(n)

(o)

In accordance with FRS1 (revised 1996) — ‘Cash Flow Statements’, for cash flow purposes, cash includes net cash in hand and
bank deposits payable on demand within one working day and liquid resources include all of the Group’s other bank deposits.

Foreign currency

Transactions entered into in foreign currencies are recorded at the rate of exchange ruling at the transaction date. Exchange
differences arising are dealt with as part of the result for the year. Year end balances recorded in foreign currencies are
translated at the rate ruling at the balance sheet date.

Employee share option schemes
The Company has taken advantage of the exemption conferred by UITF 17 and not charged any discount arising on shares to
be issued under the SAYE share option scheme to the profit and loss account.

Segmental analysis
The Group operates as an end to end communications services provider and as such operates in one principal area of activity.

All turnover during the current and previous year was derived from the United Kingdom.

All results for the current period relate to continuing activities.

Items charged before and after operating loss

Exceptional items

During the year the Group concluded some supplier negotiations, which resulted in a benefit of £2.481 million in respect of
liabilities that were reported at 31 March 2003.

Due to the worsening of market conditions in those areas where the Group holds excess property, an additional provision
for surplus property costs of £1.808 million has been made at 31 March 2004.

The above exceptional items did not give rise to any cashflow movements.
Restructuring income

In the prior year a restructuring credit of £305,000 arose in relation to profit on sale of surplus duct and trench capacity
impaired in prior periods.



4 Interest receivable and similar income

2004 2003
£000 £000
Bank interest receivable 463 401
Interest receivable on cash held as collateral for loan notes - 105
463 506
5 Interest payable and similar charges
2004 2003
£000 £000
Bank interest payable - 27
Finance charges 25 63
Interest payable on loan notes - 103
Other interest 1 5
26 198
6 Operating loss
The operating loss is stated after charging/(crediting):
2004 2003
£000 £000
Exceptional income (note 3) (2,481) -
Exceptional charge (note 3) 1,808 -
Depreciation of tangible fixed assets
— owned 1,424 1,908
— held under finance leases - 23
Amortisation of goodwill 4,100 4,105
Auditors’ remuneration — audit services 120 130
— other services 42 101
Rents receivable (338) (309)
Operating lease rentals —land and buildings 1,247 1,136
— other 299 345
(Profit)/loss on disposal of fixed assets (4) 31
7 Staff costs
2004 2003
£000 £000
Staff costs for the year, including executive Directors, amounted to:
Wages and salaries 11,416 12,068
Social security costs 1,266 1,212
Pension costs 82 118
12,764 13,398
2004 2003
Number Number
The average number of employees during the year was as follows:
Operations 136 159
Selling and distribution 110 112
Administration 59 63

305 334
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Directors’ emoluments
Details of Directors’ remuneration, including pension contributions and share options, are included in the Remuneration Report
on pages 10 and 11.

Tax on loss on ordinary activities

(a) Analysis of tax charge for the year

No corporation tax charge arises on the result for the year. The Group has tax losses estimated at £57.0 million (2003: £57.0
million) available to be carried forward.

The tax charge of £nil (2003: credit of £765,000) reconciles to the standard rate of corporation tax in the UK of 30% as
follows:

2004 2003
£000 £000
Loss on ordinary activities before tax (3.414) (6,965)
(b) Factors affecting the tax charge for the year
Loss on ordinary activities multiplied by the standard rate of
corporation tax in the UK of 30% (2003: 30%) (1,024) (2,090)
Effects of:
Expenses not deductible for tax purposes 1,268 1,291
(primarily goodwill amortisation)
Origination of other timing differences 20 (472)
(Accelerated)/decelerated capital allowances for period (334) 579
Net tax losses carried forward - 692
Tax overprovided in previous years - 765
Tax on loss on ordinary activities - 765

Loss per share

On 6 June 2003 at an Extraordinary General Meeting of Redstone plc a share consolidation on the basis of 10 existing Ordinary
shares of 0.1p each for 1 new Ordinary share of 1p was approved. Basic and diluted earnings per share have been adjusted to
reflect the share consolidation.

Basic and diluted earnings per share are both calculated using a loss of £3,414,000 (2003: £6,200,000) and a weighted
average number of shares of 278,907,064 (2003: 2,789,070,648). There were no dilutive share options or warrants at
31 March 2004 and 31 March 2003.

In addition, EBITDA (earnings before interest, tax, depreciation and amortisation) per share has been shown on the grounds
that this is a common metric used by the market in monitoring similar businesses. EBITDA is derived as follows:

2004 2003

£000 £000
Loss for the financial year (3,414) (6,200)
Tax - (765)
Net interest receivable (437) (308)
Depreciation of fixed assets 1,424 1,931
(Profit)/loss on disposal of fixed assets (4) 31
Amortisation of goodwill 4,100 4,105

EBITDA 1,669 (1,206)
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11 Intangible fixed assets

Goodwiill
£000

Cost
At 1 April 2003 and 31 March 2004 108,418
Amortisation
At 1 April 2003 78,948
Charge for the year 4,100
At 31 March 2004 83,048
Net book value
At 31 March 2004 25,370
At 31 March 2003 29,470

In accordance with FRS 11, the Directors have reviewed the carrying value of goodwill in the balance sheet.
Recoverable amounts were calculated as the greater of the net realisable value and value in use of the respective assets,
assuming a pre tax discount rate of 15%.

12 Tangible fixed assets

Network
infrastructure  Equipment,
Leasehold and fixtures
improvements equipment  and fittings Total
£000 £000 £000 £000

Cost
At 1 April 2003 1,832 11,512 9,313 22,657
Transfer - 983 (983) -
Additions 68 257 416 741
Disposals (10) (1,303) (1,064) (2,377)
At 31 March 2004 1,890 11,449 7,682 21,021
Accumulated depreciation
At 1 April 2003 1,298 9,940 8,060 19,298
Transfer - 811 (811) -
Charge for the year 224 367 833 1,424
Disposals (10) (1,288) (1,077) (2,375)
At 31 March 2004 1,512 9,830 7,005 18,347
Net book value
At 31 March 2004 378 1,619 677 2,674
At 31 March 2003 534 1,572 1,253 3,359
Assets held under finance leases
Cost — 644 - 644

Accumulated depreciation - 644 - 644




13 Investments
Shares in
subsidiaries
£000

Cost
At 1 April 2003 and 31 March 2004 164,161

Provision

At 1 April 2003 126,145
Charge for the year 12,646
At 31 March 2004 138,791

Net book value
At 31 March 2004 25,370
At 31 March 2003 38,016

At 31 March 2004, the Company had the following principal subsidiary undertakings, all of which were wholly owned:

Country of
Principal activity incorporation

Held by Redstone plc
Redstone Group Holdings Limited Intermediate non trading holding company England and Wales

Held by Redstone Group Holdings Limited
Redstone Communications Limited Communications services England and Wales

Stocks
Company
2004 2003
£000 £000

Work in progress - -

Debtors
Company
2004 2003
£000 £000

Trade debtors 5,699 -
Other debtors 538
Prepayments 1,606
Accrued income 3,229

11,072
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(a)

b)

PAS

Creditors
Group Company
2004 2003 2004 2003
£000 £000 £000 £000
Amounts falling due within one year:
Loan notes - 87 - 87
Trade creditors 5,882 7,021 - -
Other creditors 330 85 - -
Corporation tax 36 72 - -
Taxation and social security 517 709 - -
Obligations under finance leases 62 180 - -
Accruals 7.313 8,344 - -
Deferred income 4,425 4,432 - -
Amounts owed to subsidiary undertaking - - 430 430
18,565 20,930 430 517
Amounts falling due after one year:
Obligations under finance leases - 33 - -
— 33 — —

Loan notes were issued on 31 July 2000 to finance certain acquisitions and were repayable on 30 days notice. The loan notes
were fully repaid on 27 May 2003. Interest was paid quarterly at 0.125% below London Inter-Bank deposit rates.

Financial commitments
Finance leases

2004 2003
£000 £000

The Group had obligations, net of finance charges, as follows:
Payable within one year 62 180
Payable between one and two years - 33
62 213

Obligations under finance leases are secured on the underlying assets.

Obligations under finance leases totalling £62,000 (2003: £213,000) are secured by guarantees from Redstone plc.

Operating leases

2004 2003
£000 £000
Annual commitments under non-cancellable leases are:
Land and buildings:
— expiring in less than one year 67 71
— expiring between one and five years 1,069 977
— expiring in over five years 760 785
Other:
— expiring in less than one year 81 176

— expiring between one and five years 214 194




17 Financial commitments (continued)

(c) Capital commitments

2004 2003
£000 £000
Amounts contracted but not provided 228 81

18 Provisions for liabilities and charges

Group
Vacant property
provision
£000
At 1 April 2003 2,689
Charge for the year 1,808
Utilised during the year (819)
At 31 March 2004 3,678

(i) Vacant property provision

During the year ended 31 March 2002 a number of the Group’s properties became vacant, primarily due to the headcount

reductions which took place. Provisions have been made to cover the rents, rates and service charges for each vacant property

for the period that each property is expected to be vacant.

(ii) Deferred tax

The Group and Company has no unprovided deferred tax liability (2003: £nil).

As at 31 March 2004 there is an unprovided deferred tax asset of £24.4 million (2003: £24.4 million) relating principally to past

trading losses. This asset has not been recognised as there is insufficient evidence that the asset will be recoverable. The asset

will be recoverable once the Group generates taxable profits.

19 Derivatives and financial instruments

A discussion of the Group’s objectives with regard to derivatives and other financial instruments can be found in the Financial

Review on pages 6 and 7. The disclosures below exclude short term debtors and creditors.

(a) Interest rate profile of financial assets and liabilities

The effective interest rate exposure of the Group’s borrowings as at 31 March was as follows:

Short term  Floating rate Fixed rate

Net funds deposits borrowings borrowings

£000 £000 £000 £000

At 31 March 2004 13,129 7,000 - (62)
At 31 March 2003 11,822 - (87) (213)
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19 Derivatives and financial instruments (continued)
(a) Interest rate profile of financial assets and liabilities (continued)

Fixed rate Fixed rate borrowings

borrowings weighted average

weighted average period for which

fixed interest rate rate is fixed

% Years

At 31 March 2004 9.52 0.3
At 31 March 2003 11.16 1.1

The weighted average interest rate on short term deposits (held in total for less than 14 days during the current period) was
4.1%.

All amounts are denominated in sterling. There is no foreign currency exposure.

Cash at bank and in hand earns interest at floating rates, based principally on short term inter-bank rates. Floating rate
borrowings bear interest based on LIBOR.

The non-equity deferred shares bear no interest liability.

(b) Maturity of financial liabilities
The maturity profile of the Group’s financial liabilities at 31 March was as follows:

2004 2003

Loan notes Other Loan notes Other

and bank financial and bank financial
loans liabilities Total loans liabilities Total
£000 £000 £000 £000 £000 £000
Between one and two years - - - - 33 33
Within one year - 62 62 87 180 267
- 62 62 87 213 300

(c) Borrowing facilities
As noted in the Financial Review, at 31 March the Group had no committed facilities.

(d) Fair value of financial instruments
The Directors believe that the fair values of financial assets and liabilities at 31 March 2004 and 31 March 2003 are not
significantly different from their book values.
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20 Share capital

2004 2003
Number £000 Number £000
Authorised:
Ordinary shares of 0.1p each - - 4,317,121,414 4,317
Ordinary shares of 1p each 431,712,141 4,317 - -
Deferred shares of 4.9p each 115,977,114 5,683 115,977,114 5,683
547,689,255 10,000 4,433,098,528 10,000
Allotted, called up and fully paid:
Ordinary shares of 0.1p each - - 2,789,070,648 2,789
Ordinary shares of 1p each 278,907,064 2,789 - -
Deferred shares of 4.9p each 115,977,114 5,683 115,977,114 5,683
394,884,178 8,472 2,905,047,762 8,472

On 6 June 2003, at an Extraordinary General Meeting, Shareholders passed a resolution for a share consolidation on the basis
of 10 existing Ordinary shares of 0.1p each for 1 new Ordinary share of 1p.
The rights attaching to the deferred shares can be summarized as follows:

® they do not entitle holders to receive any dividend or other distribution or to receive notice of, attend, speak at or vote at
general meetings of the Company;

® on a return of assets in a winding up, they entitle the holder to the amounts paid up on such shares after the repayment
of £10,000,000 per Ordinary share; and

® the creation or issue of further shares which rank equally or in priority to the deferred shares or the passing of a special
resolution of the Company to cancel deferred shares or to effect a reduction in capital shall not constitute a modification
or abrogation of their rights.

The deferred shares have been deemed to be non-equity as defined in FRS 4.

Warrants
Number £000
Warrants of 5p each 426,496 21
£000
At 1 April 2003 21
Lapse of warrants not subscribed (21)

At 31 March 2004 -
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20 Share capital (continued)

Share options

The Company operates both an Approved and an Unapproved Incentive Share Option Scheme for selected employees and

executive Directors.

As at 31 March 2004 options granted under the Approved and Unapproved Scheme were outstanding over a total of 36,458
and 14,911,499 ordinary shares respectively:

Date of grant

Exercisable from

Number of
Ordinary shares

Exercisable to under option

Exercise price

30 June 1998
30 September 1998
21 December 1998
31 March 1999
31 July 1999
24 August 1999
24 August 1999
24 August 1999
24 August 1999
24 August 1999
24 August 1999
26 May 2000
16 August 2000
16 August 2000
16 August 2000
16 August 2000

1 September 2000

1 October 2000

1 October 2000

1 November 2000
19 December 2001
19 February 2002

30 June 2001
30 September 2001
21 December 2001
31 March 2002
31 July 2002
24 August 2002
24 February 2003
24 August 2003
24 February 2004
24 August 2004
24 February 2005
26 May 2003
16 August 2003
16 August 2003
16 August 2003
16 August 2003

1 September 2003

1 October 2003

1 October 2003

1 November 2003
19 December 2003
19 February 2003*

9 June 2008 75,540
28 September 2008 43,823
20 December 2008 49,459
30 March 2009 47,960
30 July 2009 985
23 August 2009 34,823
23 August 2009 6,334
23 August 2009 27,828
23 August 2009 6,334
23 August 2009 27,828
23 August 2009 6,333
25 May 2010 44,045
15 August 2010 563
15 August 2010 6,388
15 August 2010 80,562
15 August 2010 2,811
31 August 2010 175
30 September 2010 785
30 September 2010 4,104
31 October 2010 6,005
18 December 2011 8,367,211
18 February 2012 6,108,061

236.7p
236.7p
236.7p
236.7p
500.0p
500.0p
500.0p
500.0p
500.0p
500.0p
500.0p
1533.3p
1833.3p
1653.3p
1666.7p
1600.0p
1846.7p
1933.3p
1853.3p
1533.3p
10.0p
10.0p

*Certain rules of the Unapproved Share Option Scheme were amended following the approval of Shareholders at the AGM
held on 29 July 2002. One such amendment allows for the options issued on 19 February 2002 to vest as to one third of the
grant each year commencing one year after the date of grant.

Under the terms of the Incentive Share Option Schemes, the number of shares subject to any option and the option price for
each of those shares shall be adjusted in such manner as the auditors confirm in writing to be fair and reasonable in the event
of any consolidation or division of the share capital of the Company, or by any rights or bonus issues made by the Company.
Pursuant to the subdivision of capital on 25 October 1999, the number of ordinary shares under option and the option price
for each of those options shown above granted prior to that date reflects a corresponding adjustment. Pursuant to the rights
issue made by the Company on 20 March 2000, the number of ordinary shares under option shown above granted prior to
that date also reflects an increase of 7.15% calculated in accordance with the principles of FRS 14.

Pursuant to the placing and open offer completed on 23 July 2001 the exercise prices of all options issued prior to that date
have been decreased by 33.33%.

Pursuant to the share consolidation on 6 June 2003, the number of shares under option was reduced by a factor of 10 (with
downward rounding) and the exercise prices were increased by a factor of 10.
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Share capital (continued)
SAYE
The Company operates a Save As You Earn (SAYE) scheme for all employees and executive Directors.

As at 31 March 2004 options granted under the SAYE scheme were outstanding over a total of 7,119 ordinary shares:

Number of

ordinary shares
Date of grant Exercisable from Exercisable to under option Exercise price
28 February 2001 28 February 2004 27 February 2011 4,967 813.3p
28 February 2001 28 February 2006 27 February 2011 2,152 813.3p

Pursuant to the placing and open offer completed on 23 July 2001, the exercise prices of all options issued prior to that date
have been decreased by 33.33%.

Pursuant to the share consolidation on 6 June 2003, the number of shares under option was reduced by a factor of 10 (with
downward rounding) and the exercise prices were increased by a factor of 10.

Reserves
Share Profit
premium Merger and loss
account reserve account
£000 £000 £000
Group
At 1 April 2003 185,336 216 (159,948)
Loss for the year - - (3.414)
Lapse of warrants - - 21
At 31 March 2004 185,336 216 (163,341)
Company
At 1 April 2003 185,336 4,158 (160,356)
Loss for the year - - (12,646)
At 31 March 2004 185,336 4,158 (173,002)
The loss for the year attributable to the Company is £12,646,000 (2003: £nil).
Reconciliation of movements in Shareholders’ funds
2004 2003
£000 £000
Loss for the year (3,414) (6,200)
Net reduction in Shareholders’ funds (3,414) (6,200)
Opening Shareholders’ funds 34,097 40,297

Closing Shareholders’ funds 30,683 34,097
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Net cash inflow from operating activities

2004 2003
£000 £000
Operating loss (3,851) (7,578)
Exceptional restructuring income - 305
Amortisation 4,100 4,105
Depreciation 1,424 1,931
(Profit)/loss on disposal of fixed assets (4) 31
Decrease in stock 172 160
Decrease in debtors 958 6,987
Decrease in creditors (2,160) (4,221)
Increase/(decrease) in provisions 989 (1,027)
1,628 693
Reconciliation of net cash flow to movement in net funds
2004 2003
£000 £000
Decrease in cash in the year (5,844) (845)
Cash outflow from finance leases 151 571
Cash inflow from amounts held as collateral loan notes (87) (10,600)
Cash outflow to liquid resources 7,000 -
Change in net funds resulting from cash flows 1,220 (10,874)
Repayment of loan notes for acquisitions 87 10,600
Non cash movements — assignment of debt - 4,469
Movement in net funds in the year 1,307 4,195
Net funds at 1 April 2003 11,822 7,627
Net funds at 31 March 2004 13,129 11,822
Analysis of net funds
Other At
At 1 April non-cash 31 March
2003 Cash flow movements 2004
£000 £000 £000 £000
Cash at bank and in hand 12,035 (5,844) - 6,191
Liquid resources — short term deposits - 7,000 - 7,000
— cash held on trust for
guaranteed loan notes 87 (87) - -
12,122 1,069 - 13,191
Debt due within one year:
Loan notes (87) 87 - -
Finance lease obligations (180) 151 (33) (62)
Debt due after one year:
Finance lease obligations (33) - 33 -
11,822 1,307 - 13,129
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Pension commitments

The Group operates a Group money purchase pension scheme. The assets of the scheme are held separately from those of the
Group in an independently administered fund. The unpaid contributions outstanding at year end, included in “other
creditors” (note 16) are £360 (2003: £11,901).

Related party transactions

Loan Notes

During the year loan notes, which arose on the acquisition of Fastnet Group Limited on 31 July 2000, were repaid to R Bruce
(£87,000), a Director of Redstone Communications Limited. The terms of the loan notes allowed the holder to demand
repayment on 30 days notice prior to any interest date. Repayment at par on 27 July 2003 was automatic to the extent that
the loan notes had not already been repaid. Interest was paid quarterly at 0.125% below London inter-bank deposit rates.

Other transactions
Redstone Communications Limited had rents payable of £52,500 (2003: £47,000) during the year in respect of a property part
owned by C Gray, a Director of Redstone Communications Limited.

At the year end £15,000 of rent was outstanding and due for payment (2003: £12,500).

During the year the Group has entered into the following transactions with subsidiaries of The Evolution Group plc. Oliver
Vaughan, a non-executive Director of the Company is also a non-executive Director of The Evolution Group plc:

® Supply by Evolution Beeson Gregory Limited to Redstone plc of services as brokers of £30,200.

® Supply by Redstone Communications Limited to Evolution Group Services Limited of telecommunication services of
£272,905.

® The balance owing by Evolution Group Services Limited to Redstone Communications Limited at 31 March 2004 was
£1,376.

® The balance owing by Redstone plc to Evolution Beeson Gregory Limited at 31 March 2004 was £nil.
All transactions were carried out on an arms length basis.

As permitted by FRS 8 ‘Related Party Transactions’ the financial statements do not disclose transactions between the parent
company and its subsidiaries to the extent that the transactions have been eliminated on consolidation.



Results:

Turnover
Gross Profit
Gross Profit %

Operating loss before goodwill
amortisation, impairment and exceptional items

Operating loss

Loss on ordinary activities before taxation
Loss for the financial year

EBITDA

Basic and diluted earnings per share *

Assets employed:

Tangible fixed assets
Intangible fixed assets — goodwill
Net current assets/(liabilities)

Creditors: amounts falling due
after more than one year

Provisions for liabilities and charges

60,727
22,187
36.5%

424
3,851
3,414
3,414
1,669
(1.22)p

2,674
25,370
6,317

(3,67;)

85,963
16,913
19.7%

14,288
29,371
34,850
34,850
(5,938)
(17.8)p

9,170
33,575
4,079

(2,811)
(3,716)

82,212
10,709
13.0%

25,988
93,914
101,848
101,848
(26,073)
(904.5)p

20,327
47,592
(1,551)

(5,214)
(5,627)

33,418
2,516
7.5%

10,473
10,473
10,407
10,407
(8,635)
(132.2)p

9,880
21,836
110,819

(2,795)
(1,511)

Net assets

30,683

40,297

55,527

138,229

* The above numbers have been adjusted where applicable to reflect the share consolidation which took place in the current

year (note 20).
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Notice is hereby given that the Annual General Meeting of Redstone plc (the "Company") will be held at the Hilton Basingstoke,
Old Common Road, Black Dam, Basingstoke, Hampshire RG21 3PR on Monday 5 July 2004 at 11.00 am for the following
purposes:

Ordinary business

1. To receive the audited financial statements of the Company for the year ended 31 March 2004, together with the Directors’
report, the Directors’ remuneration report and the auditor’s report on those financial statements and that section of the
remuneration report subject to audit.

2. To re-elect Andrew Walsh as a Director who retires by rotation and offers himself for re-election in accordance with the
Company's articles of association.

3. To re-elect Oliver Vaughan as a Director who retires by rotation and offers himself for re-election in accordance with the
Company's articles of association.

4. To re-appoint Ernst & Young LLP as auditors of the Company to hold office until the conclusion of the next Annual General
Meeting.

5. To authorise the Directors to fix the remuneration of the auditors.

Special business
As special business, to consider and, if thought fit, pass the following resolutions of which resolution 6 and resolution 7 shall be
proposed as ordinary resolutions and resolution 8 as a special resolution.

Ordinary Resolutions
6. To approve the Directors' remuneration report in accordance with section 241A of the Companies Act 1985 ("Act").

7. That, in substitution for any equivalent authorities and powers granted to the Directors prior to the passing of this resolution,
the Directors be and they are hereby generally and unconditionally authorised pursuant to Section 80 of the Act to exercise all
powers of the Company to allot relevant securities (as defined in Section 80(2) of the Act) provided that this authority shall be
limited to relevant securities up to an aggregate nominal amount of £929,690, representing approximately one third of the
nominal value of the issued ordinary share capital of the Company as shown in the audited accounts of the Company for the
year ended 31 March 2004 and unless previously revoked, varied or extended, this authority shall expire at the earlier of the
date which is 15 months from the date of passing of this resolution and the conclusion of the next annual general meeting of
the Company except that the Company may at any time before such expiry make an offer or agreement which would or might
require relevant securities to be allotted after such expiry and the Directors may allot relevant securities in pursuance of such an
offer or agreement as if this authority had not expired.

Special Resolution

8. That, in substitution for any equivalent authorities and powers granted to the Directors prior to the passing of this resolution,
the Directors be and they are hereby empowered pursuant to Section 95(1) of the Act to allot equity securities (as defined in
Section 94(2) of the Act) of the Company for cash pursuant to the authority of the Directors under Section 80 of the Act
conferred by resolution 7 above, and/or where such an allotment constitutes an allotment of equity securities by virtue of
Section 94 (3A) of the Act, as if Section 89 (1) of this Act did not apply to such allotment provided that:

(@) the power conferred by this resolution shall be limited to:

(i) the allotment of equity securities in connection with an invitation or offer of equity securities to the holders of
ordinary shares in the capital of the Company (excluding any shares held by the Company as treasury shares (as
defined in Section 162A (3) of the Act)) on a fixed record date in proportion as nearly as practicable to their respective
holdings of such shares or in accordance with the rights attached to such shares but subject to such exclusions or
other arrangements as the Directors may deem necessary or expedient in relation to fractional entitlements or legal or
practical problems under the laws of, or the requirements of any regulatory body or any stock exchange in, any
territory or otherwise howsoever; and

(i) the allotment, otherwise than pursuant to sub-paragraph (a) (i) above, of equity securities up to an aggregate nominal
value equal to £139,453, representing approximately 5 per cent. of the nominal value of the issued ordinary share
capital of the Company as shown in the audited accounts of the Company for the year ended 31 March 2004; and
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Special Resolution (continued)

(b) unless previously revoked, varied or extended, this power shall expire on the earlier of the conclusion of the next annual
general meeting and the date falling 15 months after the date of the passing of this resolution except that the Company
may before the expiry of this power make an offer or agreement which would or might require equity securities to be
allotted after such expiry and the Directors may allot equity securities in pursuance of such an offer or agreement as if this
power had not expired.

Dated: 3 June 2004
By order of the Board

C. van den Heuvel
Company Secretary

Registered Office:
Premiere House,
Elstree Way,
Borehamwood,
Hertfordshire
WD6 1JH

Notes:

1. All members who hold ordinary shares are entitled to attend and vote at the meeting. Members who are entitled to attend and vote may appoint one or more
proxies to attend and, on a poll, vote instead of him, and a proxy need not also be a member. A form of proxy accompanies this notice. If you do not intend being
present at the meeting, please complete, sign and return the form of proxy so as to reach the Company’s registrar, Capita IRG Plc, The Registry, 34 Beckenham Road,
Beckenham, Kent BR3 4TH, at least 48 hours before the meeting. The return by a member of a duly completed form of proxy will not preclude any such member
from attending in person and voting at the meeting.

2. The register of Directors’ interests in the shares of the Company and copies of the Directors’ service contracts, other than those expiring or determinable without
payment of compensation within one year, are available for inspection at the registered office of the Company during the usual business hours on any weekday
(Saturday or public holidays excluded) from the date of this notice until the annual general meeting and will be available for inspection at the place of the annual
general meeting for at least 15 minutes prior to and during the meeting.

3. The Company pursuant to regulation 41 of the Uncertified Securities Regulations 2001, specifies that only those Shareholders registered in the register of members
of the Company at 6.00 pm on 2 July 2004 shall be entitled to attend and vote at the aforesaid general meeting in respect of the number of shares registered in
their name at that time. Any changes to the register of members after such time shall be disregarded in determining the rights of any person to attend or vote at the
meeting.

4. In the case of joint holders, the signature of only one of the joint holders is required on the form of proxy, but the vote of the senior (by order in the register of
members) who tenders a vote will be accepted to the exclusion of the others.

Explanatory notes on certain business of the annual general meeting

Resolution 7 — Directors’ power to allot securities

Resolution 7 grants the Directors authority to allot shares in the capital of the Company and other relevant securities up to an
aggregate nominal value of £929,690, representing approximately one third of the nominal value of the issued ordinary share
capital of the Company as shown in the latest audited accounts of the Company. The Directors do not have any present intention
of exercising this authority but they consider it desirable that the specified amount of authorised but unissued share capital is
available for issue so that they can more readily take advantage of possible opportunities. Unless revoked, varied or extended, this
authority will expire at the end of 15 months from the date of passing the Resolution or the conclusion of the next AGM of the
Company, whichever is the earlier.

Resolution 8 - Disapplication of pre-emption rights

Resolution 8 empowers the Directors to allot equity securities for cash other than in accordance with the statutory pre-emption
rights which require a company to offer all allotments for cash first to existing Shareholders in proportion to their holdings, in
connection with a rights issue and other pre-emption offers and otherwise up to a maximum nominal amount of £139,453,
representing approximately 5 per cent. of the nominal value of the issued ordinary share capital of the Company as shown in the
latest audited accounts of the Company. Unless revoked, varied or extended, this authority will expire at the end of 15 months
from the date of passing of the resolution or at the conclusion of the next AGM of the Company, whichever is the earlier.

New regulations

The Companies (Acquisition of Own Shares) (Treasury Shares) Regulations 2003 (as amended) ("Treasury Shares Regulations")
came into force on 1 December 2003. The Treasury Shares Regulations gives flexibility concerning what the Company can do with
any of its ordinary shares that it may buy back. The Company may now hold such shares "in treasury" and then sell them at a later
date for cash rather than simply cancelling them. The Treasury Shares Regulations require such sales to be on a pre-emptive,
pro-rata basis to existing Shareholders unless Shareholders agree by special resolution to disapply such pre-emption rights.
Accordingly, in addition to giving the Directors power to allot unissued ordinary share capital on a non pre-emptive basis,
Resolution 8 will also give Directors power to sell ordinary shares held in treasury on a non pre emptive basis, subject always to the
limitations noted above. The Directors consider that the power proposed to be granted by Resolution 8 is necessary to retain
flexibility, although they do not have any intention at the present time of exercising such power.



