Z Group (Software & Computer Services, Hold) — Adjusting full-year
forecasts

After this week's trading statement we are adjusting full year forecasts as follows.
We have removed forecast sales of Onshare from FY2008 forecasts, which we
were previously estimating at £800k. This means our group revenue forecast for
FY2008 goes from £2.7m to £1.9m. We are downgrading gross profit from £1.7m
to £1.2m. EBITDA goes from a forecast of breakeven to a loss of £1m. We
estimate the writedown of OnShare to be some £6.2m which takes the group to a
stated loss before tax of £7.2m. As discussed previously the monthly average
cash burn rate has improved from last year's £160k to £115k and further action
is being taken to reduce cash burn further. The net cash position is £1.6m. The
company is trading on an EV/Sales ratio of 0.48x but clearly has to show further
progress in commercialising its technologies for this to change.

Although the lack of traction gained by OnShare as a consumer product is
disappointing, we do believe that potentially there is inherent value in the
underlying technology. The Board is currently looking at alternative ways to
monetise the investment made in OnShare and is particularly focusing on its
potential as a low cost remote file access solution. While this represents a
significant departure from the current business model, the accompanying decision
to write off sunk investment at least removes the uncertainties of market traction
and timing from the Z Group investment profile. In addition, initial indications
suggest that the ShrinkMyTunes compression product could surpass internal
expectations in terms of revenue generation.
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