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Shareholder Information

Release date: 29. August 2006

Update 2nd quarter 2006 and current status

Introduction

Playsafe Holding AS (Ticker: PLAY) is currently in the final stages of implementing its strategies and operational initiatives following the acquisitions of 6 online gaming properties from 3 different companies. The first 3 properties were officially acquired as of July 1st and another 3 properties as of August 15th. The planned acquisition of a further 2 properties has not yet been completed. Therefore, the figures reported for Q2/06 ONLY incorporates the 6 properties, which we have since taken control over. The 2 properties that have not been acquired as of yet, have been excluded and figures adjusted accordingly.  

Management decided that a second due diligence should to be carried out on the individual properties to be acquired. The reasoning was simply that due to the delayed share issue some of the properties had actually signed acquisition agreements almost 6 months earlier. Hence, it would be prudent to conduct a revised due diligence to ensure the continued quality and revenue generating capabilities of the assets. 

During the process of conducting the revised due diligence, Management was generally satisfied with the individual assets. However, in relation to the properties owned by NewXdge Ltd./Jetstream Ltd. the Management was not satisfied with the increased risk profile of this property, and decided to look for alternatives better suited to fulfill Playsafe strategy and objectives. A suitable alternative has been identified, and we are currently negotiating a LOI to allow Management to perform a proper due diligence on these assets. In our opinion, provided the company satisfies our due diligence requirements, Management believes that our shareholders will be better off in the long term by pursuing this alternative. More information will be provided as it becomes available. 

Executive Summary

Management is satisfied with the development of the properties in Q2. The adjusted Net Win (Sales) for the acquired properties is up 60% from same period last year to USD 1,457,305 in Q2/06. This figure is adjusted for the fact that 2 of the properties we were supposed to acquire as part of our strategy have not at present been incorporated. The current operating expenses for the consolidated company with 29 employees (down from 51) is USD 391,500 per quarter. Applying our current cost structure to the Q2 Net win (sales), Playsafe Holding would have generated a proforma pre tax net revenue of USD 1,065,805. This is USD 0,57 million short of the target presented in our subscription material. However, the target relates to Playsafe assuming all 8 properties had been acquired and is therefore not directly comparable to the current revenue figure. The last 2 properties not acquired amounted approx. 40% of the total revenue in 2005, ref. our subscription material, but had only 24,000 registered customers.

The development in number of new customers is also satisfactory. The number of new registered customers in Q2/06 was in excess of 51,000, up from 48,000 in the previous quarter. It is also important to notice that the marketing activities undertaken by the outgoing management in Q2 was limited due to the due diligence process. 

Q2 performance

Assumptions:

· The Q2 figures presented herein are the last set of figures relating to the performance of the previous owners of the properties. As Playsafe Holding is taking over ownership and control as of July/August 2006, the current figures are proforma based on reported figures from previous owners  The Q3 figures to be released later this year will be the first set of figures related to the new management and owners of the properties. 

· Witin the online gaming industry, seasonal variations is known to results in less activity in Q2 compared to the rest of the year. Management believes that 2nd quarter 2006 was particularly affected, for two main reasons: a) the previous owners knew at the time that they would sell their business and their incentive to spend on marketing and promotion was very limited, and b) the 6 week long Soccer World Cup meant a further reduction in traffic. The current management henceforth did not have any significant expectations with respect to performance in Q2, and is pleased to observe that the properties have outperformed both Q1/06 as well as the same period last year. 

· The Q1/2005 and Q1/2006 figures presented herein for comparison have been adjusted to reflect that the purchase of the final two properties has not been completed. In other words, these figures DOES NOT include the properties belonging to NewXdge Ltd. and Jetstream Ltd. (ref. previously released material). 

	Proforma P&L

	
	Q2-06
	Q1-06**
	Q2-05**
	Q1-05**

	
	
	
	
	

	Sales (Adj. Net win)
	$1 457 305
	$729 992
	$910 971
	$807 122

	Operating expenses*
	$391 500
	n/a
	n/a
	n/a

	EBITDA
	$1 065 805
	n/a
	n/a
	n/a

	Depreciation/Amort.
	-
	n/a
	n/a
	n/a

	EBIT
	$1 065 805
	n/a
	n/a
	n/a

	Net Financials
	$112,500
	n/a
	n/a
	n/a

	Pre tax profit 
	$1 178 305
	n/a
	n/a
	n/a


* The current operating expenses for the consolidated group has been applied to the Q2-06 sales figures to give an illustration of the profitability of the assets as if they had been consolidated in Q2.

** Comparable figures on a quarterly basis for the non-consolidated companies are not available. However, the subscription material for Playsafe Holding offers proforma figures on an annualized basis. 
The Sales (Adjusted Net Win) figure is the total deposit less withdrawals from customers, less COGS (e.g. processing fees, bad deposits, royalties and affiliate payments). The figure presented is excluding the properties not yet acquired. 

Adjusted Net Win is directly comparable to Gross Income Operations, ref our previously publicized material incl. subscription material. 

The figure for the consolidated operating expenses for Playsafe Holding given the new corporate structure is approx. USD 391,500 per quarter. Applying this cost structure to the Q2 Net Win would have yielded approx USD 1,065,805 in EBIT for Q2/06. 

Customers

Total new signups (new customers) increased by 48,000 and 51,000 in Q1 ad Q2 respectively. This development is quite satisfactory and brings the total number of registered players to more than 1 million by the end of first half of 2006. 

	Customers
	Q1-06
	Q2-06
	Q1-05
	Q2-05

	
	
	
	
	

	Total new signups
	48 022
	51 096
	n/a
	n/a


The fact that we are not acquiring the final two properties only reduces our customer database by approx. 24,000 registered customers. 

Cash Flow

The fact that we have so far only completed 6 of the planned 8 acquisitions is reflected in our cash reserves. Playsafe Holding AS had a cash reserve after paying for the 6 properties of USD 13,2 (NOK 80,52) as of June 30th. 

The company is well positioned to make further acquisitions in the near future. 

	Proforma Cash Flow Statement

	
	Q2-06
	Q1-06
	Q2-05
	Q1-05

	
	
	
	
	

	Investment activities
	
	
	
	

	
Capex
	0
	n/a
	n/a
	n/a

	
Investments
	($6 800 000)
	n/a
	n/a
	n/a

	
	
	
	
	

	Financial activities
	
	
	
	

	
Share issue (net)
	$20 000 000
	n/a
	n/a
	n/a

	
	
	
	
	

	Cash end of period
	$13 200 000
	n/a
	n/a
	n/a


Current activities

The company is currently consolidating its operational activities in Costa Rica and the Netherlands Antilles. Training of staff on the different systems that has been acquired and implementing proper operational routines is a major part of the activities at the moment. The marketing department has been restructured and strengthened with several experienced marketers, including a top-notch industry veteran from one of our main competitors (to be announced) and we are looking forward to seeing the results of these initiatives. 

Corporate structure

At present, the operation (customer support, marketing, retention etc.) is run out of Costa Rica. Our office in Curacao is responsible for payment processing, reconciliation and control as well as technical issues (server hosting, etc.). 

The consolidated company has scaled down the number of employees from 51 pre take-over to 29 post take-over, and we have so far closed down one office location in Costa Rica.  

This corporate structure reflects only the acquisitions made to date, and may change when further acquisitions are made. 

Future outlook

The management believes the state of the acquired assets were quite satisfactory at the time of the take-overs. Performance is generally good and leaves us with a very good basis for applying the 2nd part of our strategy, i.e. to increase customer retention by cross-marketing new products across the entire customer base of +1 million players and the introduction of an advanced affiliate program. 

The management is currently negotiating alternative acquisitions, which in total will more than replace the lost revenue from the 2 planned acquisitions that have not been completed. Management expects to be able to announce the outcome of these negotiations within very short time. Our current cash reserves give us flexibility to make further acquisitions and we are able to move quickly as new opportunities arise. 

Management is confident that the decision not to complete the acquisition of the final 2 properties will put Playsafe Holding is better position with greatly reduced risk and that the alternative acquisition targets will present us with new and exciting synergies and opportunities for growth.  Finally, Management is satisfied with the outcome to date and confident that we are well on track to meet the targets set for the remainder of 2006 and surpassing the 2007 targets.

