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Miriam McKay:
  Good morning, and welcome to Reuters third quarter revenue call. I’m Miriam McKay, Investor Relations at Reuters. It’s my pleasure to introduce David Grigson, Finance Director, who’s going to take you through the numbers, and Tom Glocer, CEO, who’s going to talk you through some of the key areas of focus for our business at the moment.
Before we start, I would like to remind you that our comments today may include forward-looking statements and that the Risk Factors section of our Annual Report describes certain important factors that could cause actual results to differ materially from those in our forward-looking statements today. You can get copies of our Annual Report from our website or from our Corporate Communications offices  in London and New York, a
nd with that, over to you David.
David Grigson:
 Thanks, Miriam, and good morning everyone.
 I shall start with a quick tour round of what we see as the most important aspects of our Q3 revenue statement, and here I shall concentrate on core Reuters, on the assumption that you will all have had time to absorb the Instinet figures released last week. Then I shall touch on three other topical issues: first, how the recent changes to our customer segments are likely to affect external reporting; second, our updated guidance for this year and our plans for giving you guidance into 2004 
 and, third, the rationale behind the bond issue which we are planning to launch within the next week or two.

The main financial headline this quarter is that the business performed somewhat better than we had anticipated, with recurring revenues, which make up 93% of the total, down 10.9% on an underlying basis compared to our guidance of an 11-12% decline. This revenue performance was driven by a better-than-expected level of net cancellations, particularly in July and August. The average level of net cancellations in the third quarter showed a small improvement over the previous quarter driven by a stronger sales performance in the US, where improving market conditions are leading both to fewer cancellations and more new sales.  While we are pleased that Q3 was the third successive quarter of improving sales performance, we have not yet seen any meaningful pick-up in Europe, where almost 80% of our net cancellations in Q3 occurred. We need to see evidence of a pick-up in Europe that mirrors that in the US before we can confidently confirm that our revenue performance has finally turned. 

The balance of our revenue is made up of outright and usage revenues. Outright revenue was £23m, down 30% at underlying rates. This decline concealed elements of good news, namely that two of our three key areas of focus – Risk Management and Treasury Solutions – are positioned in areas where customers do seem to be prepared to invest: first, in ensuring compliance and, secondly, in attracting liquidity from their customers.  Both saw modest levels of revenue growth this quarter. In our third area of focus – Content Management Systems – we saw a revenue decline this quarter compared to a period of high activity this time last year, but are encouraged
 that our systems remain clear market leaders, and that our customers are continuing to roll out the next generation Reuters Market Data System.
 
The 9% underlying decline in usage revenues also concealed some good news, this time in FX.  A key part of Reuters Treasury strategy is to supplement our core franchise in spot FX by launching matching systems in other asset classes, so it was particularly encouraging to see volume continue to grow on our Forwards matching system, which is the market leader.
In total, Reuters revenues were £658m in the third quarter, down 8% on an actual basis on the equivalent quarter last year. Stripping out acquisitions, mainly Multex, and currency effects, the underlying decline was 12%. Currency-related impacts are positive in this quarter, contributing 1% of revenue improvement. This contrasts with the position at the half-year when the weaker dollar, albeit partly offset by a stronger euro, knocked almost 1.5% off our first half revenue performance. The explanation for this turnaround is simply that the year-on-year movement in US$ exchange rates is much less dramatic in Q3 than it was in the first half, as the dollar was already weakening this time last year.  The currency impact on operating profits has, however, continued to be favourable in Q3 reflecting the continuing strength of the euro.
Next, I would just like to pick out a couple of important product-related points. Overall, when I look through the quarterly product statistics, what strikes me most is the consistency of the quarter-on-quarter trends.  In the premium tier, pricing remains stable, with no underlying change in revenue per access for the last two quarters and accesses continue to increase quarter on quarter. With high levels of client interest in ‘thin client’ Xtra since its release in July, this trend seems set to continue.  We continue to see our heaviest access and revenue losses in the legacy 2000/3000 series products, but now have new products and migration plans in place to offer to users of these product lines.  So there are no surprises coming through from our product-by-product analysis.

Revenue by segment also shows consistent trends. In particular, Treasury continues to hold up well, with revenue losses mainly linked to customer consolidation, and kept at bay by the high levels of customer satisfaction with both our information and our transaction products.  There is a lot of work under way within Reuters to rebalance our Treasury business towards areas of market growth: for example bank to buy-side trading links, which is where the capabilities acquired with AVT are the market leaders, and risk management.  We are also working hard to secure our current franchise. Our Treasury information and transaction products are market leaders and are deeply embedded in the way our customers do business, and we are working closely with these customers to deliver a stream of relevant content and functionality enhancements to keep it that way.  While these are early days for the Bloomberg/EBS combination and we know they have installed a number of free trials, we are yet to see them make any real inroads. So far, we are pleased with the way we are executing against our ‘protect and grow’ strategy for Treasury.

Today I have very deliberately talked more about revenue by type and by product than I have about customer segments, because, looking forward into next year, we will create closer links between product-based reporting and customer segments. This is in sync with the changes we have made recently in our customer segment organisation, which have created closer links between logical customer groupings and Reuters product families.  We will be managing the customer segments this way from 1 January 2004 and would expect to make changes to our external reporting from the first quarter of 2004 to keep external reporting in line with the way we manage the business.  We will provide you with plenty of information in advance of this – including back history - to help you manage the change.  While I know changes of this type cause short-term remodelling pain, we want to make more transparent the links between product - with the underlying volume, price and revenue data - and customer segments to give you greater insight into the key drivers of our business.
Turning to future guidance, you will have seen from the release that we have improved our year end guidance such that we now expect the full year decline in recurring revenue to be “11% or slightly better”, reflecting the better revenue and sales performance in Q3. This full year guidance assumes an underlying decline in recurring revenue of between 12% and 13% in Q4.  Quarter-on-quarter comparisons are sensitive to certain timing and billing adjustments, and this was particularly the case last year when Q4 benefited from approximately £5m of such revenue adjustments.  These adjustments explain about 1% of the year-on-year decline for Q4 this year.  
We have also re-iterated that we are confident of beating last year’s 13.1% pre-restructuring operating margin, but we very deliberately have not given you guidance over the year end.  Instead, we are planning a short statement in mid-January, once we have seen the December sales figures, in which we will give you our view on how we expect recurring revenue to look in Q1 next year. 


Last but not least, a few words about the bond issue which we are just about to launch. The main reasons for issuing a bond are to diversify our sources of funding and lengthen the duration of our funding arrangements. We do not expect any material change in our interest payments, and the proceeds will be used to refinance existing debt.  We are on the road meeting credit investors for the next few days, so we would expect to have completed the transaction within two weeks.

So all in all, a quarter with some encouraging signs in what continues to be a tough market and, with that, I shall now hand over to Tom. 
Tom Glocer:

· 
· 
· 
· 
· 
Thank you, David.
  I shall start by talking about the trends we see in our market place and some of the initiatives we have under way to harness structural change. Then I shall update you on the progress we have made with our Fast Forward programme since I spoke to you last.

Like many of you, we watch financial services headcount trends very carefully.  In the US, the Securities Industry Association data show a slight rise in headcount levels this quarter, and in the UK a CBI / PwC survey shows a slowdown in financial services jobs cuts over the same period.  However, in Continental Europe anecdotal evidence suggests headcount is still falling, including announcements of job cuts this quarter at Deutsche, Dresdner, UBS and Credit Suisse, among others.  Strong focus on cost control remains a feature of the financial services landscape, and we think this is likely to continue even as headcount begins to increase.  Our segmented product strategy of delivering the right product to the right customer at the right price positions us well in these cost-conscious markets. 

Our conversations with our customers reinforce all the survey data, but also identify areas of opportunity for us.  For example, in the US customers are starting to look beyond headcount reduction and consider the structural changes required to deliver growth and maintain competitiveness going forward.  It is this move to look for smarter ways to do business that led to the innovative deal we announced with Goldman, and that has triggered at least four other sets of similar discussions with other top tier institutions.  

There are several ways in which Reuters is well positioned in a market ripe for structural change. 
For example, as Instant Messaging gains traction in the financial markets, users are going to expect to be able to talk to counterparts that are on other networks. 
Imagine a world where mobile phones on different networks could not talk to each other.  Our open approach to doing business means that we will be the first company to let our customers connect different Instant Messaging standards.  Within the secure environment of Reuters Messaging, users will be able to talk to AOL, MSN and Lotus counterparts.  

A second example of being well placed in a changing, cost-conscious market place is the way we are positioning ourselves as a neutral, cross-market distribution platform for the sell side.  Today we have announced an agreement with JP Morgan to deliver JPeX, Morgan’s multi-asset trading platform, to Reuters customers globally. This new agreement supports the Fixed Income liquidity campaign we started with Deutsche Bank’s Web Autobahn, and gives our customers improved access to liquidity and trading capabilities.  
Now I would like to move on to talk about our progress with Fast Forward. There is a brief progress update on all the work-streams in the press release, and I would be happy to answer questions about any of them, but I shall choose a few to touch upon today where there has been significant activity this quarter.  

First, simplifying and segmenting the product line.  We have accelerated the execution of our segmentation strategy this quarter, with further steps to simplify our product line by grouping all information and transaction products into four ‘product families’: Reuters Power Station (the top of the line, which includes 3000 Xtra, Dealing and BridgeStation); the Reuters Trader family for institutional sales and trading; Reuters Knowledge for Research and Advisory markets and the Reuters Wealth Management suite for private client services.  We had previously aimed to reduce the number of Reuters products from 1,300 to 200; now with these new groupings we should be able to get down below 50 by the end of Fast Forward.  This is a really big step forward towards making Reuters easier to do business with.

We continue to push forward with our new product launches. Reuters Knowledge and Reuters Trader have completed their early access programmes with customers, and we are starting to see the first sales come through.  However, the biggest success story of the quarter has been the “thin client” version of 3000 Xtra that we launched in July.  We have installed some 1,500 new trial positions worldwide, and have converted about 10% so far into actual sales, so client reaction has been very positive.   

The new product momentum will continue to build for the remainder of this year.  Earlier this year, we announced an innovative accord with Barra to integrate their buy side risk analytics into 3000 Xtra and BridgeStation. We completed this integration on schedule, and the combined product is now ready for sale.  We are also releasing a new version of the Reuters Portfolio Management System in Q4, and using this as the vehicle to deliver the first components of Reuters Intelligent Advisor. 

Another area of Fast Forward where we have seen momentum build this quarter is in focusing our Solutions business around our products.  I was particularly pleased to be able to announce the advantageous new commercial deal and stock repurchase agreement we have negotiated with TIBCO.  We now have a clear path to monetising this non-core investment and, at our request, TIBCO will file a registration statement in the next 10 days, covering at least $230m worth of TIBCO stock now held by Reuters.  On the commercial side, our agreement with TIBCO preserves Reuters exclusive rights in Market Data Systems and Risk Management for five years.
This morning we announced a second transformational deal in the Solutions space: an accord with Accenture to supply systems integration services for our products globally.  This deal will be good for our customers, who will be able to have Reuters products integrated by Accenture’s skilled consultancy teams, and it is good for Reuters, because it means we can use Accenture as a sales channel for our products, partner with a scale player in systems integration and reduce severance costs by transferring some of our employees to Accenture.

Next, I would like to draw your attention to a couple of the other initiatives we have under way to reshape our cost base.  The first of these is in Development, where we are radically simplifying to four core development centres in Paris, London, St Louis and Bangkok.  I visited our development centre in Bangkok a few weeks ago. Not only was I impressed by the economics  - the average cost per head in Bangkok is £14,000 a year, compared with an equivalent figure of £80,000 in the US -  but I was also impressed by the calibre and enthusiasm of the 300 people we have recruited so far, on the way to 600.  We are pursuing a similar strategy in Content and are opening a major content centre in Bangalore, India, in January 2004. 

Now let me talk about the sixth strand of Fast Forward, which is changing Reuters culture and behaviour.  The single most important output here will be an improvement in customer service.  Our staff are now working with a much better Customer Relationship Management system, which is helping them solve customers’ problems more quickly, and we have hired more than 100 new client trainers so far this year.  We have also announced that we will move most of our London staff under one roof in Canary Wharf.  This will not only save us £5 million per year in operating expenses, and add £32 million of cash to our balance sheet, but we are also expecting a positive effect on motivation, productivity and service, which is what we saw when we moved our US HQ into one building in Times Square.

So, to conclude, I am pleased with the progress we have made this quarter, both in terms of trading performance and with our Fast Forward programme.  We still have a long way to go, but everything that we have heard from our customers this quarter reinforces my views that we are heading in the right direction, and gaining momentum. 

Miriam McKay:  
Thank you Tom, thank you David.
  I would now like to open the call up for questions.  


















Question & Answer Session



Polo Tang (UBS):  I have a couple of questions.  In terms of your guidance for this year, you are saying it is minus 11% or slightly better but can you just clarify whether this means that you believe revenue declines for the full year to be up to, for example, minus 10% for this year?  Secondly, can you give us any feel for what your expectations are as far as what is happening at the moment with IT budgets going into December?  Finally, on cost savings you said in the statement that you are on track to deliver £55 million of Fast Forward savings for this year but there have been reports in the Press last week that you were alluding possibly to beating this target for this year.  Therefore, can you please clarify whether you expect to exceed this number?



Tom Glocer:  I shall start with the last of your questions and work my way forward.  We are sticking with the £55 million which, as you know, was an increase at the half year up from the £45 million that we originally projected for cost savings.  It is conceivable that we could beat that by a million or two but £55 million is still our best number.


The second part of your question was how do we feel looking towards December and on IT budgets more generally.  December is an important month for us, which is why we are waiting until January to give first quarter guidance.  I certainly feel better going into this December than I did going into December last year.  That is as a result of a more complete product line at Reuters, the work we have done which has been substantial over the last year, as well as in the US and Asia a brightening, if not fully bright, macro environment.  However, we are cautious as we head into the end-of-year period.


In terms of IT budgets generally, we have seen some improvement, at least in how people are talking about their 2004 spend, which is very closely allied to our strategy of focusing the Solutions business.  People are willing to spend on what we call our Treasury Solutions, sell-side to corporate buy-side portals, and we have seen a good pipeline growing there.  Our risk management business continues to grow even in this environment, and we are seeing success with both RPMS and RMDS, the trading room systems.  However, it is certainly not a free spending environment and, with that, I shall turn it over to David to address the guidance question.



David Grigson:  As far as the guidance question, could the -11% or slightly better be interpreted as -10% for the full year.  The answer, Polo, is that “slightly” in this context means two or three decimal places: I would say you could put a range around that of about -10.5% with -11% at the top end, something like that.  What I would add to that is the guidance I gave for Q4, which is in the -12% to -13% guides you to within that range too.



Polo Tang:   Okay.  One final follow-up question.  Could you give us a split in terms of revenue declines in terms of the US and Europe?



David Grigson:   Yes, if you hang on a second I can do that for you.  Miriam, do you want to take another question, and I’ll come back with that.



Colin Tennant (Lehman Bros):  I have a question on Knowledge and Trader.  Now that they are launched and out there for sale, could you give us some idea of pricing on that?  Have the expectations for prices achieved changed at all since these products were launched earlier this year?


Another question just on the costs savings, the £55 million on track for this year, but could you perhaps say something about next year and the timing of the whole Fast Forward costs saving project through to the full £440 million.  I think we are looking at £170 million for ’04.  Does that still look on track?



Tom Glocer:  We are still good for the £440 million for the full programme.  We are on track with our prior breakdown for 2004.



David Grigson:   The range is £145 million for 2004.



Tom Glocer:  And the £55 million this year on top of that.  In terms of the pricing expectations of the products, those really have not moved.  We are looking at a $700 list price for Trader.  I think Knowledge is about the same, $650-$700.



David Grigson:   I will just come back on the revenue performance of the Americas.  If you take the year-on-year performance, Americas recurring revenue was down 7% in the third quarter, and if you take quarter to quarter, it was down just under 2%.  I hope that answers that question.



Paul Sullivan (Merrill Lynch):  Just to follow up on average revenue per unit (ARPU), could you break out the ARPU development by products, stripping out the mix effects from the underlying?  What sort of traction are you getting on the new product introduction.  I sense that you are getting a bit of push-back on that $650-700 list price.



David Grigson:  ARPU – yes, we can and I will do it on a year-on-year comparison.  ARPU for premium products was down 3% in the three months versus the same quarter last year.  Within that, Dealing was down a couple of percent, 3000 Xtra upper  tier was down about the same, and Bridge was very slightly up with 3% overall being the total movement for our Premium tier. 



Paul Sullivan:   And the movement between the mix effect and the underlying pricing?



David Grigson:  Slightly positive but not materially so.  We have seen a further increase in the accesses of 3000Xtra, which obviously carries a higher ARPU than its equivalent, BridgeStation, in the US.  We have seen only a very small decline this quarter in the number of Dealing accesses.  That usually tends to have a slightly negative effect on the mix, but it has not been so apparent in this particular quarter.



Paul Sullivan:  Legacy?



David Grigson:  That number is there in the release.  Our legacy down 14% over the same quarter last year, and that is virtually all mix effect.  That is simply because the 3000 series at the top end is migrating up and is continuing to migrate up into 3000 Xtra, leaving us with a stronger bias towards the lower price 2000 series products.



Paul Sullivan:  So it is all mix.



David Grigson:  Yes, pretty well all mix.



Paul Sullivan:  And the pushback or traction you are getting on the new product introduction?



Tom Glocer:  I’ll jump in on that one.  We haven’t seen any real pricing pushback, although we are certainly in early days of these products just going into general sale.  What I would say about it is that it is really at the heart of our segmentation strategy and that there would be some pushback.  Reuters Trader is a really good product, easy to use, puts out a huge complement of our real time trading data for the institutional sales and trading segment.  We expect and are planning next year to release a product that I informally call our ‘3 series’, compared to Trader which is our 5 series, and Xtra our 7 series, using the BMW analogy I am fond of.  That will be a smaller product at a lower price point.  

It is inherent in my view of the market that there are natural markets for different products at different prices.  The size of the market we expect for Reuters Trader is still a significant one.  There are natural users of a 3 series who probably should push back, although again we have not really yet seen that. I am more forecasting what we are likely to see as we get deeper into the rollout of Trader and Knowledge.


Matthew Owen (Morgan Stanley):  Could I ask two very quick ones.  First of all, if we are looking at Q4 guidance of around -12% to -13%, are you concerned that consensus is that you are too optimistic at around -7.5% for next year, giving the run rate with which we enter 2004?  

Secondly, you allude very briefly in the statement to the new business architecture.  I presume this is the Reuters Data Network.  Are you happy that any of the costs involved in moving to that network, that might involve doubling up on some of your communication costs, are fully in the guidance that you have on costs now?


Tom Glocer:  We think we are okay.  I will take the second part of the question and let David chime in on the flow-through effect for next year.  There are some swings and roundabouts in the communications costs, but we are also expecting to make significant additional cost savings in communications which are not in the existing numbers to cover it, to the extent that there are places where we need to duplicate networks.  We are addressing it that way.


David Grigson: Matthew, I shall not try to give you any formal guidance into next year.  Suffice it to say that the -12% to -13% has a one-off element in it as I described, so it is closer to -11% to -12%, which is the run rate we have been experiencing for the last couple of quarters.  I would also say that the more material effect in terms of exit rate is the level of sales and cancellations, say, for this last quarter.  As of now, of course, we cannot tell you what they are.  That is a more relevant factor in terms of determining the run rate into next year.  As we said, rather than predict and pre-empt it, we are going to come back in early January and tell you what actually happened.


Matthew Owen:  Can I go back quickly to Tom’s comments on further communication cost savings?  Will this be resulting from any further restructuring of Radianz, possibly a change in the ownership structure?


Tom Glocer:  You will have seen that we have not been shy in making changes at Instinet, at tackling our strategy going forward with TIBCO as well.  I continue to think that Radianz is a really strategically important business, which is just at the turning point to be able to really grow into being something meaningful.

I am now spending a lot more time on Radianz, in particular on the customer-facing operational issues, more than just the ‘can we squeeze more cost savings out of it’.  I guess my prediction would be, to date, whenever I have spent a lot more time on a given property, be it Instinet or TIBCO, something has resulted from that more significant.  I am spending that amount of time with Radianz now, so it will be a positive story, but it will take some more work for us together with our partner to make that happen.


Charles Peacock (ABN Amro):  I have a few questions.  First, you talk about Trader and Knowledge now beginning to sell.  I wonder whether you could give us an update as to how many sales you have already made here and what the installed base is.

Secondly, with the Q3 decline in the 2000 and 3000, I think there were 8,000 screens lost between the two period ends.  How many of those have migrated into Premium?  How many into the mid and lower tier, and how many have been lost to Reuters?

Finally, you talk about 100 products to be obsoleted by the year end.   How many accesses does that amount to, and what were the third quarter revenues attached to those products? 



Tom Glocer: Let me tackle the last one, in part because I do not have a good granular answer for you.  One of the reasons why we go about the obsolescence plans slowly as opposed to all in one go is that we are putting in place the products to which we expect to be able to migrate the existing users.  Is it possible or even likely that there will be some access loss?  I think so otherwise we probably would not be radical enough, but we factor that into our overall guidance, so we are comfortable with where that is.  I shall turn to David for a little more clarity on the particular mix effect to which you were referring?



David Grigson:  You are right, Charles, the numbers of accesses for 2000/3000 came down from around 85,000 to 77,000.  It is not always easy to say with great precision what the migration path is for every one of those but our best estimate is that 20% of that decline is because of an upgrade to 3000 Xtra and the balance is lost to Reuters but in the vast majority of that lost to the market as well.



Charles Peacock:  Thanks and the sales of Trader and Knowledge?



Tom Glocer:  As to the two parts of your question, the installed base is negligible at the moment; the early access programmes add customers.  The sales are starting to dribble in and, anecdotally, I happen to know that on Friday we sold 60 to Lloyds in Geneva but it is in the hundreds rather than in the thousands now.  However, we expect that to pick up steam certainly in Europe in the fourth quarter.



Brad Combie (Merrill Lynch):  I have some questions about your cost savings - £55 million of expected costs savings for this year.  Can you tell me what exceptional costs you have had to incur to get to those £55 million cost savings?  Furthermore, within those costs which are cash and which are non-cash related?



David Grigson:  This is a revenue update and, therefore, we are not giving full earnings numbers.  I can refer back to what we said at the Interims when the level of costs taken to that point was about £65 million, if I recall correctly as I do not have the numbers in front of me.  The majority of that is certainly severance-related, i.e. there is a cash cost associated with it although it does not always occur precisely within the same month or the same quarter in which we take the charge, so there may be some spin-over there.  The remainder is mostly property related and, therefore, there is ultimately a cash cost of that, although that cash cost is spread out over a longer period as the leases of our entry properties run down.  Eventually, it is all cash but the timing between the cash payment and the accounting for the charge can sometimes be reasonably prolonged.



Brad Combie:  And for the overall cost savings of £440 million, have you publicised what you expect the cash costs associated with the cost savings will be?



David Grigson:  Yes, we have estimated it to be around £340 million.  Our original estimate was £160 million this year, about £130 million next year with the balance taken the previous year, that is the accounting charge.  For the reasons I have given, we would expect the cash costs to be lower in 2004 certainly, possibly at that sort of level in 2005 and then spread into 2006 and a little beyond as some of our property leases run down.



Brad Combie:  Ultimately, that figure will be 100%?



David Grigson:  You should assume that, yes.



Patrick Wellington (Citigroup):  Good morning everybody.  I have three questions.  The first one is on market share: you produced market share figures last year for the full year and the question is whether you believe your market share will fall or rise in terms of accesses and revenues this year?  Secondly, can you talk around Europe a little more.  You are obviously seeing many cancellations in Europe, so can you give us a little more flavour for why Europe seems so drastically to lag the US?  The third question relates to the first sentence of Tom’s statement where he says that trading performance was driven by a reduction in the overall rate of net cancellations for the third consecutive quarter.  I am trying to work out what that means in the context of table 6, where if you look at your change versus previous quarter, you see minus 3% for the September quarter versus minus 2% for June.  There is clearly something happening here between sales and cancellations, but could you just flesh out that statement please?



Tom Glocer:  With a little help from David, let me tackle the third one first.  In my statement I am referring to the net sales numbers which I watch carefully, as opposed to the table data which show revenues that the sales have turned into once installed or de-installed.  I cannot quite for the moment tie up why there seems to be a quarter-to-quarter movement in the other direction in the actual revenues, though David may be able to do so,  but, in terms of the sales, we have seen each quarter this year an improvement in the overall average net sales rate for the quarter, which is a key indicator looking forward.



Patrick Wellington:  So are we saying that the sales have improved, cancellations have been flat, so your net cancellations – a slightly odd wording there – have been – what are we saying?



David Grigson:  The guidance we give in July clearly makes some assumption about the level of sales activity through the third quarter and the rate at which those sales and cancellations will convert into revenue.  What we have found was that in July and August, the level of sales and the resulting level of installations or de-installations was just a little better than we predicted.  That is very simply the reason why our best estimate of -11% to -12% guidance in the third quarter came in at the low end of that, the -11% end, in fact very slightly above -10.9%.  I believe you are looking in table 6 at the period end change which, you are right, shows a 3% slippage September quarter to June quarter versus a 2% slippage June quarter to March quarter.  I would just take your eyes down a couple of lines there and look at the average, which is what drives our revenue and shows a rather different trend, which is a 3% Q1 to Q2 decline after a 4% Q2 to Q1 decline, implying a slightly improving trend.  In the end, we are not talking about material changes here: -10.9% versus a guidance of -11% to -12% is not a very significant change, so these are not numbers that were wildly different to our expectations.  They were just slightly better than them.



Patrick Wellington:  Does it imply a dodgy September, if I may use the word “dodgy”?



David Grigson: No, because the net cancellations in September, which being a quarter end month would be more material, would not show up in the third quarter revenue at all, because those cancellations would not generally come out of our revenues until the fourth quarter.  This is why the only two months of the quarter that can really affect anything are the earlier ones, particularly July and a little bit of August.  August was quite a lot better and for the Americas and Asia it was a positive month in revenue terms, and we saw the benefit of that coming through in September.



Tom Glocer:  Let me try to tackle the other two parts of Patrick’s question.  The first was on market share and the second was the flavour in Europe.  In terms of market share, I do not have much to say at this point in the year, because what we are doing now on a regular and what we hope will be seen as a rigorous basis is in April of each year releasing our own study, or at least the conclusions from our study of the previous year. If you ask me if what I would be doing now is a prediction of what will our study show in April, I shall point you to a couple of things that I believe will be important.


If you look in our results release, our premium tier revenue was up 7% year on year.  That is really the one segment where we are facing direct head-to-head competition with Bloomberg.  I cannot predict exactly how we are doing vis-à-vis Bloomberg and it is really the second half of this year where we have had the new version of 3000 Xtra, the service release one of 4.5 and, importantly now, the “thin client” version which has just come out in July.  Therefore, I feel that we are holding our own there and it is borne out in the accesses in the quarter.  We sold a little over 3,000 and installed a little over 3,000 of 3000 Xtra.  


In terms of the rest of the landscape, in Europe we have been losing some accesses to domestic players and to some of the players who are in the market but who may arguably not be in the market for that long, who are going around doing predatory pricing.  Our experience over the long term has been that those are often competitors who are not ultimately around but, as David said, we have been holding our own price point so we have given up some share at the lower end, in particular to domestic players rather than bastardise our pricing.  Instead, where we want to participate, we will release a purpose-built segmented product rather than just discount a higher tier product to hold it.


Finally, in Europe it is a good segue.  We are seeing many competitors in each market at the lower end.  None seems to be particularly rising to scale.  We continue to see a shrinkage in the market, many of the middle tier players are withdrawing back to their own core headquarter countries, and I would expect to see when we ultimately look at the market shares through Europe that the market as a whole in Europe shrank by a large amount this year.  I hope that is somewhat helpful to you.



Jeff Meys (UBS):  I have a question about the Treasury segment.  If I have it right, when you look at the recurring revenue line you see it deteriorating from -8% to -10% to -11% in the third quarter.  What is driving that decline?  Could you give us an update on Reuters Dealing Link (RDL) and what the impact of that business is, or is there in the Information business particularly a volume impact?



Tom Glocer: David and I spend a lot of time in this area, so we have dug into the Treasury numbers and review them regularly.  The good news, at least from our perspective, is that we are holding on well at the real strategic top end here, so in terms of Dealing terminals and in terms of 3000 Xtra, the results are good.  Pricing is holding up and the number of positions of Dealing coming out has slowed.  Where we are seeing decay is in the lower and, in particularly, legacy 2000 and 3000 services in Treasury and that is an area where we also believe Reuters Trader, now coming out in more force, will help.



David Grigson: If I might add to that, Jeff, you are obviously looking at the numbers for Q3 versus last year and then the first half versus last year and, in that sense, there has been a slight deterioration.  However, it is the same deterioration that you see in the business as a whole.  There is nothing particularly different about the Treasury sector.  What I would also point to is that the trend on quarter-to-quarter to comparisons is slightly more positive.  We saw a 3% decline in the first quarter versus the second quarter in Treasury recurring revenues, but that compares with a decline of over 4% - nearer 4.5% - in the second quarter and a decline of about 3% in the first quarter, implying that there is no serious change in our trend lines on our recurring revenue on the Treasury segment.



Jeff Meys:  And the impact of RDL on the overall price point?



David Grigson: Absolutely minimal.  The numbers of RDL have grown slightly but it is not making a material difference to the overall level of pricing.  I talked earlier about there being a 2% year-on-year decline Q3 versus Q3 last year within our overall Dealing product mix, and that explains a little part of that but nothing particularly significant.



Chris Collett (Goldman Sachs):  Good morning everyone.  I have a question about your revenues from the 2000/3000 series.  It looks like it is £84 million during the quarter, which looks like it lost around £13 million compared to the second quarter of this year.  If I look at the revenues from your premium products, they seem to have been flat quarter on quarter at £185 million.  Can we just characterise that by saying that the gains that you are seeing at the premium end are not offsetting the losses that you are seeing from your legacy products?


Secondly, in light of the comments that you made on the sales of new products coming dribbling in, are you still happy with your target of I believe £100 million of revenue from those new products for 2004?  Lastly, looking at the recurring revenues from your terminal side of your business, down 12%, slightly worse than the H1 decline of 10%, and then the revenues from all other sources are down 9%. I was wondering if there had been any change there in terms of the revenues that have come from exchange fees or any other pass-throughs that might be affecting the numbers there?



Tom Glocer:  I’ll take the easy question first!  The £100 million is still a good number for us for next year in terms of revenues coming from the new products in total.  In terms of your third question, I certainly have not seen any significant movement as far as exchange fees or other pass-throughs.  David, did you pick up anything?



David Grigson:  Just a slight difference in terms of the overall revenue decline for our access-driven recurring revenues which was down 12% year on year.  Recoveries were down a little bit worse than that at just under -14%.  There is a slight variation opening up there, probably explained by people just choosing to cut back on the number of exchanges they are having fed through to them at a slightly higher rate than they are cutting back on the number of accesses.


To come back to your earlier question, Chris.  I have nothing to add to the analysis that you performed already, which is right.  The revenues in the Premium products on an actual basis are pretty well flat.  It is up slightly on an underlying basis quarter to quarter with exchange rate movements and other things taken into account. You are right, we have lost £13 million of revenue from the 2000/3000 series, some of which have clearly migrated up to Premium which implies that we lost a little bit of revenue elsewhere, but the revenue we have lost elsewhere is a little bit of Dealing revenue, because the number of accesses has come down slightly, a slight variation or reduction in ARPU, and we have lost a little bit of Bridge revenue up there as well.




Meg Geldens (Investec):  It sounds as if the underlying recurring revenue decline was slightly better than you were expecting.  Can you give us a bit more idea where the surprise was?  It sounds as if geographically it was in the US, that Europe is still not surprising on the upside, but can you give us an idea by segment?  Was it Corporates & Media, because that seems to have seen a bit of an improvement?  Just give us an idea by segments and also by product – where things were perhaps a little better than you expected in terms of net sales or net cancellations?


Tom Glocer:   Meg, I wish our expectations were so finely tuned that they went down to a product-by-product basis in terms of at least the quarterly guidance.  You are right in terms of the US being slightly rosier.  Performance of 3000 Xtra has continued to be good, in particular in our ability to not only sell, but to sell and install, so some of the issues that the first generation of Xtra had in terms of building a large backlog do not seem to be issues today.

The Corporates & Media segment has gone better this year.  A lot of that is on the back of the strong Reuters coverage in Iraq.  There were a series of big television and text deals that were renewed around that time or just after, and people were timely reminded of ‘oh yea, bad things really happen in the world, and when they do it is always in a far place away from metropolitan media centres, and Reuters seems to have the best coverage of that’.  Otherwise, investment banking was just about as bad as we thought it would be.  No particular trend.


Meg Geldens:  Was the deterioration in investment banking, down to -15%, worse than you thought, or was that in line with what you were expecting?


Tom Glocer:  I remember the first quarter was -17%, wasn’t it?


David Grigson:  -16% or -17%, that is right.


Tom Glocer:  In going forward, I would expect that to moderate.   I don’t have a good enough handle on the quarter by quarter evolution.  What seemed to be going on in particular in Europe is that we know they have been a little more quietly done, but a fair amount of headcount reduction done through the third quarter at most of the big banks.  Perhaps the media have just become a little tired of the story, but heads have continued to come out of investment banks, so we have seen a lot of those positions disappear.


Matthew Norris (Buttonwood):  I have two questions, please.  The first is a follow-up question on the 2000/3000 products: can you clarify your guidance on the migration of the 2000/3000 users?   If I understood David’s earlier answer correctly, then 80% of the 2000/3000 users are leaving Reuters and possibly the industry.  If that is correct, to what extent is this a deterioration compared to your guidance in July which, if I remember correctly, was 20% trade up, 70% trade down, and 10% leave? My second question is, using the range of -7% to -9% for 2004 recurring revenue decline, where do you feel more comfortable?


Tom Glocer:  The lower the number, the greater the comfort we have in beating it is the first answer that comes to mind!  I am not sure we can be a lot more helpful on that one.  I can help a little, and may be David can help clarify what he meant earlier.

When I listened to him focus on our best number which is 20% trade up from 2000/3000 to Xtra, I did not think he was implying that the other 80% necessarily either disappeared totally or went to a competitor.  People have traded down even in the existing ‘legacy’ Reuters world.  Some people have taken our product called RMM, other people, let’s say in the States, have taken lower versions of BridgeStation.  There is a lot of domestic solutions and frankly – and I am not happy about this – there are a lot of customised, local packages, that had been done by the ever-resourceful and entrepreneurial Reuters frontline staff, lacking a good central segmented product to move people to.  I do not have a great number of how many have actually gone out the door.  A lot of them have.  It probably has been greater than the 10% if that is the number you had earlier.


David Grigson:  Matthew, where we are getting confused here is that the guidance we have given you, 20% up, 70% migration and 10% out, is the migration guidance into the future when Trader becomes the migration path for the majority of those remaining 2000/3000.  Up until this point, we have not had Trader.  Tom’s right, there has been some level of migration down to RMM and other products, but historically and in quarter three, the majority of both access declines and the revenue decline is business that has been lost to Reuters.  Whether it is 80% or 60%, I am not entirely sure.  But today, without Trader in there as offering a migrational path, we have tended to lose more than we tended to keep, but going to the future, we would expect that to be different.

.

- Ends -
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