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Market Update — January 2006

UK Economy - This quarterly edition of the Market Updates report opens with a
review of one of our previous predictions. In our January 2005 edition, we felt the
FTSE 100 would struggle to pull away from its' level of 5000 points. It has not only
done that but has achieved against our expectations by quite some way. Oil stocks
account for nearly 20% of the FTSE 100 and therefore you could put much of the
increase down to that, however performance in the 250, 350 and All Share have
outperformed where there is less oil upside.

This reflects a significant disparity between the bullish trends in the secondary
market and the dismal trends in business investment. Whilst this may seem puzzling
it is not without explanation. Companies being cost sensitive and ‘running lean’ has
made them attractive. The UK was never more physically healthy than when on
rations, the same applies to the current corporate climate; ironically it is almost better
off without the indulgences that financial security can afford. A smorgasbord of
investment opportunities exists for investors (directly or via a managed vehicle) who
may have tired, or tactfully retreated from, the property market. Conversely, that
enthusiasm to invest cash is not replicated within the businesses themselves.
Corporate investment decisions are driven by different factors and are subject to
different risks, over different time periods, and therefore represent a more onerous
level of commitment.

The critical point to this trend in the secondary market is that the market needs to
settle at a level which reflects fair value for companies in this economic climate.
Future growth in profits, and therefore dividends, are the unknown. Having stripped
out cost to maintain bottom line and ensure some trading durability, there is a danger
that this limits trading capacity for the future. Organic revenue growth remains
threatened with exchange rate risk and trading partner fragility high on the agenda.
M&A activity is supporting 'below par' organic growth. Acquisition pricing looks
attractive when compared to the risk/reward of pursuing organic growth strategies.

One of our concerns raised in the July issue is coming home to roost for the treasury.
Political focus has taken hold on the budgetary deficit and the risks associated with
reduced future tax receipts. If/when Gordon gets the top job he may find that this
haunts him for some time yet. The balancing of the Golden Rule and the servicing
of public debt is devilishly difficult particularly when you are making assumptions on
longer term trends. Growth has shown to be weaker than anticipated in the
projections and therefore tax receipts will also lag; the ‘house of cards’ looks shaky.
A little recognised fact is that the recent back down on the EU rebate will also have a
significant impact. Whilst the concession on the EU rebate is only £1bn per year,
that is effective for the full 7 years of the review term. That is £7bn that HM Treasury
thought it had that now needs to be found elsewhere!!!!
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We expect a benign 2006 on the growth front. That is not to suggest that businesses
are in bad shape, quite the contrary, most are in rude health. They are however
happy to stay put and to trade within comfortable limits as opposed to being
speculative. Risk averse? Unadventurous? Sensible? Tactful? Whatever the
reason, a ‘holding’ year lies ahead.

Recruitment Market — The last year has been sporadic and unpredictable. From an
annual perspective there has been a respectable volume of activity however this has
not necessarily followed a seasonally adjusted pattern of activity. This is indicative of
a market place that is reacting to need rather than following a planned recruitment
programme. Industrial hotspots and a twin speed candidate market place persist
which underline the imbalances.

Candidates — The most notable trend to report is that those candidates who are able
to demonstrate true commercial acumen have won through in the end. There is
evidence that some candidates are un-nerved by the apparent fragility in this market
and as a result are choosing not to expose themselves to the risks. Those
candidates that are venturing out of current safe havens are doing so for roles where
they sense the opportunity. Interestingly, candidate views’ differ on the
attractiveness of particular roles and potential, illustrating a range of risk profiles and
commercial interpretation.

ACA 90 Bristol/Bath Commute £75k + Equity
Oxford Graduate, first time pass ACA with excellent SME experience — involved with
VC backed MBO with returned IRR in excess of 50% for VC investors.

Seeks business opportunity as Commercial Finance Director and has funds to
invest.

CIMA M5 Corridor £75k + Bens
Strong, direct, driven and commercial — excellent track record in company turnaround
situations — strong focus on cash and working capital introducing tight financial and
budget controls — reducing costs, improving margins and retaining support of bank.
Seeks FD/MD/GM role in SME.

CIMA 2002 Bristol & reasonable commute £45k & B ens
Has been Nol in Finance however does not want to lose touch with the day to day
operations of the business. Good engaging FC, will tie the business back into
Finance by selling the benefits internally and making himself approachable.
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