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“Today, the Company  
supports over 30 installations, 
servicing over 600 banks, 
financial institutions, PSPs  
and ISOs, in 25 countries 
around the globe.”
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RS2 has been delivering its software solutions for 

Acquiring, Issuing, Clearing and Settlement for the last 

26 years, from its offices based in Europe, the Middle 

East, North America and Latin America.

Today, the Group supports over 30 installations, 

servicing over 600 banks, financial institutions, PSPs 

and ISOs, in 25 countries around the globe. Our 

highly-qualified team is composed of more than 14 

nationalities, and it delivers an end-to-end, full solution 

that incorporates: Card Issuance, Merchant Acquiring, 

Clearing, Settlement, Transaction Switching & Routing, 

Authorisation, and Call Centre Customer Service. 

This is achieved across all channels, from mobile 

and e-commerce through to cardholder-present EMV 

Chip’n’PINs, ATMs and Merchant Webportals.

Our ValueS:

We thrive on our ethos of Respect, Integrity and 

Partnership for our employees, customers and partners.

Our SOluTIOn:

Our BankWORKS® software is a full-feature, end-to-end 

integrated solution for all payment-processing needs, 

from device transaction acquisition through to final 

settlement and ledger integration. 

This software is used by banks, processors and payment 

service providers around the world, whether big or small, 

simple or very complex. 

Many RS2 customers span multiple countries and regions, 

so our efficient multi-currency, multi-language and cross-

border capabilities are fundamental to BankWORKS® 

capabilities. All Industry certifications and protocols are 

implemented as standard. RS2 customers are accustomed 

to no-hassle product compliance and we want to ensure 

that their expectations are met and exceeded.

WhO We are:



CEO'S  
STATEMENT (continued)

Dear Friends,
2014 has been another incredible journey for all of us 
at RS2. The milestones we’ve reached, and the new 
partnerships we’ve embarked upon, stand testament to 
the hard work and dedication our board, management and 
colleagues have continued to show. It also proves that our 
strategy is successfully steering us in the right direction, 
and we will continue to implement what we started years 
ago with regards to the expansion of our product range, 
our services, and our local presence in various regions.  

Our strategy will be also focused on the dynamic 
changes in our industry. As you know, every day brings 
new innovations and technological announcements, we 
are always proud to stand right at the heart of that. Our 
flagship product, BankWORKS®, is very well positioned 
to handle whatever new products and requirements come 
to the market. This is due to its extreme flexibility, as well 
as the state-of-the-art technical and business architecture 
led by our talented R&D and technical units, along with our 
business and product management unit.  

One of the defining moments of this past year was definitely 
the signing of the €16.5 million contract that was awarded 
to us by one of the largest global processing companies in 
the world. By winning this contract we have highlighted the 
trust and reputation that RS2 has earned in recent years, 
as well as the maturity level that our products and services 
have secured in the market.

It is also worth mentioning that the income we generated 
from services doubled in 2014, when compared to the 
previous year. Today RS2 is going beyond offering software 
solutions. We are consulting our customers and potential 
clients in the structuring of  their businesses, and assisting 
them in implementing their infrastructure based on our 
experience with our own managed services infrastructure. 
This puts us ahead of our competitors by ensuring that we 
deliver a comprehensive solution and service.

“Gross profit for 
the year stands 
at 45%.”
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Once again, 2014 sees an increase in revenue when 
compared to the previous year. Total revenue for the Group 
amounts to €15.2m, an increase of just under 8% over 
2013. Consistent with prior years, this revenue is composed 
of licence fees for the use of BankWORKS®, maintenance 
fees, service fees and processing fees.

In comparison with 2013, licence fees have decreased by 
46%. This decrease is mainly attributable to the nature 
of the licence agreements entered into with our clients. 
During 2014, we managed to secure our largest contract 
to-date, with a total value of €16.5m, of which licence fees 
amount to €12m and service fees amount to €4.5m. Due 
to the nature of this agreement, being a term licence, the 
Group did not recognise the full licence fee during the 
year, with the remaining licence fee to be recognised over 
the coming years.

It is important to highlight that the recognition of licence 
fees which is dependent on the nature of the agreement, 
as well as IFRS requirements, may lead to variations in 
revenue and therefore in profit and profit margins.

The decrease in licence fees is more than made up for by 
an increase of 84% in service fees, across the Group. In 
2014 we also registered an increase of 26% in processing 
fees generated by our subsidiary RS2 Smart Processing. 
During the year, this subsidiary continued to attract new 
clients and prospects, with two new clients obtained during 
the year. Revenues from these new clients will start to be 
earned over 2015. The pipeline is very healthy and we are 
currently in the process of negotiating further contracts.

Gross profit of the Group for the year stands at 45%, a 
reduction of 3% when compared to 2013. This is attributable 
to an increase in cost of sales, which is mostly comprised 
of increases in salaries as we continue to boost our staff 
complement to meet the existing and anticipated demand 
of our clients. The Group's administrative expenses show 
an overall decrease of 8% when compared to 2013. There 
have been generic increases in administrative expenses 
commensurate with the increases in our operations, 
however these have been offset by a decrease in the 
notional cost of share options granted to our employees 
accounted for in 2013 and which was not repeated in 2014.

Other income is mainly composed of realised and 
unrealised exchange gains on balances receivable and 
payable, while other expenses is mostly composed of 
provisions for impairment of balances receivable and of 
obsolete assets. 

Earnings before interest, tax, depreciation and amortisation 
(EBITDA) of the Group for 2014 amounts to €6.1m, which 
represents an increase of 7% over 2013. 

FInanCIal hIGhlIGhTS



CEO'S  
STATEMENT (continued)

In 2014, the Group had an income tax expense of €1.4m, 
which is made up of €1.3m in current tax charge and €0.1m 
in deferred tax charge, the latter being a non-cash item. 2014 
is the first year in which the Group will be paying income 
tax in cash, since it has made full use of the investment tax 
credits brought forward from prior years. New investment 
tax credits on investment carried out during the year was 
accumulated, however this was also fully used up by the 
income tax payable, leaving a tax balance of €1.4m payable 
in cash. The amount of income tax that would have been 
payable in the absence of such investment tax credits, 
would have been €1.9m.  Nevertheless, I highlight that there 
is still a significant balance of profits that has been relieved 
from tax by way of investment tax credits in the past and 
which remains tax free in the hands of the shareholders 
when distributed as dividends.

Year On Year GrOWTh

2014

Profit before taxeBitdARevenue
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We have continued to strengthen our balance sheet with 
a total equity attributable to our shareholders of €23m, an 
increase of €1.4m over 2013. The cash generated from 
operations remains very strong with a cash balance of 
€4.5m at the end of the year.  
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Over the past two years we have concentrated heavily on the 
consolidation of our service offering, including licensing and 
cloud processing. We have also focused on  the expansion 
of our business by attracting key players as clients and 
partners, and penetrating dynamic new territories. We 
continue with our expansion plans, particularly in the United 
States where we are confident that the functionalities and 
the flexibilities of BankWORKS® provide a solution that is 
very much needed in the US market.

Looking forward, the Group is also considering expanding 
beyond organic growth to win more market share by 
expanding our presence into other territories. This will take 
us  closer to our customers and show our commitment to 
their business. 

With our present cash position and low gearing ratio, we 
are now well poised to leverage our liquidity for further 
growth by investment. In the coming years, we will be 
on the lookout for potential investments to grow our 
business, as well as to create more opportunities for our 
clients. We are confident that, although the market that we 
operate in may be considered mature, there is still room 
for expansion.

Our aim is to continue with our growth to achieve our 
ambitious goals by continued enhancement and the 
implementation of our strategy. As we grow, we want 
to be sure that our clients remain at the centremost 
position in our company. We will continue investing in our 
BankWORKS® software and technology; it is used by our 
customers to process the business of more than 8 million 
merchants, and issued over 350 million cards.  

To conclude, I will retain the gist of my statement from last 
year: we had a great year. We are incredibly grateful for 
it, and we look forward to working together with all our 
clients and partners to ensure that the coming years are 
as prosperous and as beneficial as the ones that have 
gone by.

I would like to express my sincere gratitude to our 
shareholders, our board, our management and our 
colleagues at RS2 for their continued and outstanding 
support. RS2’s board and management will continue 
to work harder to ensure that our customers are always 
in the driving seat and ahead of their competitors. Our 
shareholders are proud to be part of RS2 through the 
increment of their shareholder value in the company, while 
our colleagues continue to enjoy an excellent working 
environment and are proud of the RS2 family.  

Thank you.

raDI abD el haj
ChIEF ExECUTIVE OFFICER
21 APRIL 2015

lOOkInG FOrWarD

“expanding 
beyond organic 
growth to 
win more 
market share 
by expanding 
our presence 
into other 
territories.”
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AnnuAL RePoRt & FinAnciAL StAteMentS 2014

the directors present their report, together with the financial statements of RS2 Software p.l.c. and its subsidiaries, RS2 Smart 
Processing Ltd and transworks LLc (the “Group”), for the year ended 31 december 2014.
 

bOarD OF DIreCTOrS
Mr Mario Schembri (chairman)
Mr Radi Abd el Haj (ceo)
Mr Maurice Xuereb 
dr Robert tufigno  
Mr Franco Azzopardi 
Mr christopher Wood 
 

PrInCIPal aCTIVITIeS  

the Group is principally engaged in the development, installation, implementation and marketing of computer software for financial 
institutions under the trade mark of BankWoRKS® and the processing of payment transactions with the use of BankWoRKS®.
     

buSIneSS reVIeW anD FuTure DeVelOPMenTS
A review of the business and performance of the Group during the year under review, and an indication of future developments are 
given in the chief executive officer’s Statement set out on pages 8 to 13 of this Annual Report.
 

DIVIDenDS
the directors recommend that at the next annual general meeting, the shareholders approve the declaration of a dividend of 
€0.04c4 per share amounting to €2,000,000 payable on 15 June 2015. 

reSerVeS
Retained earnings amounting to €16,287,701 for the company and €12,357,823 for the Group are being carried forward.

PurSuanT TO lISTInG rule 5.62
upon due consideration of the company’s profitability, balance sheet, capital adequacy and solvency, the directors are satisfied 
that at the time of approving the financial statements, the company has adequate resources to continue operating as a going 
concern for the foreseeable future.
  

PurSuanT TO lISTInG rule 5.64

rule 5.64.1 – Share CaPITal STruCTure

on 11 June 2014, the company resolved to capitalise a sum not exceeding €500,000 from the company’s non-distributable 
reserves of the share premium account and to allot the amount so capitalised as fully paid bonus shares to the shareholders of 
the company. Following the allotment of 2,500,000 ordinary Shares as bonus shares, the company’s issued share capital is of 
€8,999,991.20 divided into 44,999,956 ordinary Shares of €0.20 each, each ordinary Share being fully paid up.

All of the issued shares of the company form part of one class of ordinary Shares in the company, which shares are listed on 
the Malta Stock exchange. All of the Shares have the same rights and entitlement and rank pari passu between themselves. the 
following are highlights attaching to the ordinary Shares:

DIVIDenDS:

the shares carry equal right to participate in any distribution of dividends declared by the company; 
  

VOTInG rIGhTS:

each share shall be entitled to one vote at the meetings of the shareholders;

DIRECTORS’
REPORT 2014
FoR tHe YeAR ended 31 deceMBeR 2014
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Pre-eMPTIOn rIGhTS:

Subject to the limitations contained in the Memorandum and Articles of Association, shareholders are entitled to be offered any 
new shares to be issued by the company, in proportion to their current shareholding, before such shares are offered to the public 
or to any person not being a shareholder;
 

CaPITal DISTrIbuTIOnS:

the shares carry the right for the holders thereof to participate in any distribution of capital made whether on a winding up or 
otherwise;
 

TranSFerabIlITY:

the shares are freely transferable in accordance with the rules and regulations of the Malta Stock exchange applicable from time 
to time;

OTher:

the shares are not redeemable.

rule 5.64.3 – hOlDInG In exCeSS OF 5% OF The Share CaPITal

on the basis of the information available to the company as at 31 december 2014, information technology Management Holding 
Limited (“itM”) and Barclays Bank Plc (“Barclays”) hold 22,519,439 and 8,212,500 shares respectively, equivalent to 50.04% and 
18.25% of the company’s total issued share capital. in their capacity as ultimate shareholders of itM, ulrike Schäffter and Radi 
Abd el Haj indirectly hold, 25.02% and 25.02% of the issued share capital of the company respectively. As far as the company is 
aware, no other person holds an indirect shareholding in excess of 5% of its total issued share capital.
 

rule 5.64.5 – eMPlOYee Share OPTIOn SCheMe

the company’s share option scheme is administered by the Board of directors. the decision of the Board on all disputes 
concerning share options is final.
 

rule 5.64.7 – reSTrICTIOnS On TranSFer OF SeCurITIeS 

By virtue of an agreement entered into between itM and Barclays, itM undertook that, for so long as it holds more than 10% of 
the issued share capital of the company, upon receiving any offer from third parties to acquire securities it holds in the company, 
it is required to offer any such shares that it is desirous to transfer to Barclays.

rule 5.64.8 – aPPOInTMenT anD rePlaCeMenT OF DIreCTOrS 

the Memorandum and Articles of the company regulates the appointment of directors. Article 55.1 of the Articles of Association 
provides that a member holding not less than 0.5% of the issued share capital of the company having voting rights or a number 
of members who in the aggregate hold not less than 0.5% of the issued share capital of the company having voting rights shall be 
entitled to nominate fit and proper persons for appointment as directors of the company. in addition, the directors themselves or 
a committee appointed for the purpose by the directors may make recommendations and nominations to the shareholders for the 
appointment of directors at the next annual general meeting.

Furthermore, in accordance with the provisions of Article 55.1(d) of the Articles of Association, the Board of directors, may, at 
any time, appoint a director if it believes that the appointment would be beneficial to the company due to the skill, expertise and 
knowledge of such person. 

Article 55.3 of the Articles of Association of the company also provides that in the event that the Board is of the opinion that none 
of the directors appointed or elected in accordance with the provisions of these Articles is a non-executive independent director 
competent in accounting and/or auditing as required by the Listing Rules relating to the composition of the Audit committee, the 
Board shall, during the first board meeting after the annual general meeting appoint a person, who is independent and competent 
in accounting and/or auditing as a non-executive director and shall appoint such person to the Audit committee.

DIRECTORS’
REPORT (continued)

FoR tHe YeAR ended 31 deceMBeR 2014
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unless they resign or are removed, directors shall hold office for a period of one year. directors whose term of office expires or who 
resign or are removed are eligible for re-appointment.

Any director may be removed at any time by the company in a general meeting, provided that the director who is to be removed shall 
be given the opportunity of making representations. A resolution for the appointment and/or removal of a director shall be considered 
to be adopted if it received the assent of more than fifty percent of the members present and voting at the general meeting.

rule 5.64.8 – aMenDMenTS TO The MeMOranDuM anD arTICleS OF aSSOCIaTIOn 

Amendments to the Memorandum and Articles of Association of the company are regulated by the companies Act, 1995 (chapter 
386, Laws of Malta). Subject to the provisions of Article 79 of the Act, and the Approval of the Listing Authority, the company may 
by extraordinary resolution alter or add to its Memorandum and Articles of Association. 
 

rule 5.64.9 – POWerS OF The bOarD MeMberS 

the directors are vested with the management of the company, and their powers of management and administration emanate 
directly from the Memorandum and Articles of Association and the law. the directors are empowered to act on behalf of the 
company and in this respect have the authority to enter into contracts and sue and be sued in representation of the company. in 
terms of the Memorandum and Articles of Association they may do all such things that are not by the Memorandum and Articles 
of Association reserved for the company in general meeting. 

By virtue of a resolution of the shareholders dated 12 June 2012, the company’s authorised share capital was increased to fifty 
million (50,000,000) ordinary shares of €0.20 each.

By virtue of extraordinary resolution of the shareholders dated 2 May 2008, the Board of directors is authorised to issue any share 
capital of the company which is unissued, which authority is valid for a maximum period of five (5) years, renewable for further periods 
of five (5) years each. As at 31 december 2014, the company had five million and forty-four (5,000,044) in unissued share capital.
 

rule 5.64.11 – aGreeMenTS WITh eMPlOYeeS 

the company has agreements with employees holding senior management positions providing for compensation upon termination 
based on the then applicable annual salary.

OTher DISClOSureS PurSuanT TO rule 5.64

no disclosures are being made pursuant to Rules 5.64.2, 5.64.4, 5.64.6, 5.64.10 as these are not applicable to the company.
 
Approved by the Board of directors on 21 April 2015 and signed on its behalf by:

  

    

MarIO SCheMbrI    raDI abD el haj 
ChaIrMan     DIreCTOr

21 April 2015

registered Office
 
RS2 Buildings
Fort Road
Mosta MSt 1859
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Pursuant to the Malta Financial Services Authority Listing Rules 5.94 and 5.97, RS2 Software p.l.c. (“the company”) is hereby 
presenting a statement of compliance with the code of Principles of Good corporate Governance (“the Principles” or “the code”) 
for the year ended 31 december 2014, which details the extent to which the Principles have been adopted, as well as the effective 
measures taken by the company to ensure compliance with these Principles. 

Good corporate governance is the responsibility of the Board of directors (“the Board”), which therefore adopts the Principles and 
endorses them accordingly. the Board believes that adoption of the Principles is evidence of the company’s commitment to a 
more transparent governance structure in the best interest of its shareholders and the market as a whole.

As demonstrated by the information set out on this statement, together with the information contained in the Remuneration 
Report, the company believes that it has, save as indicated in the section entitled “non-compliance with the code”, throughout 
the accounting period under review, applied the Principles and complied with the provision of the code. in the non-compliance 
section, the Board indicates and explains the instances where it has departed from or where it has not applied the code, as 
allowed by the code.

ParT 1: COMPlIanCe WITh The CODe

PrInCIPle One: The bOarD

the Board is composed of one executive director and five non-executive directors.

All the directors, individually and collectively, are of the appropriate calibre with the necessary skills, diversity of knowledge and 
experience to assist them in providing leadership, integrity and judgement in directing the company.

the Board is entrusted with establishing the long term strategy, objectives and policies of the company and ensuring that these 
are pursued within the parameters of the relevant laws and regulations and best business practices. 

Further detail in relation to the committees and the responsibilities of the Board may be found in Principle four of this statement.

PrInCIPle TWO: ChaIrMan anD ChIeF exeCuTIVe

in line with the Principles, the roles of the chairman and the chief executive officer are kept separate. the company adopts a 
structure of clear division of responsibilities between the running of the Board and the management of the company’s business. 

the chairman is responsible to lead and set the agenda of the Board. the chairman ensures that the Board’s members are all 
actively engaged in discussions and receive precise, timely and objective information so that the directors can take judicious 
and rigorous decisions to be able to effectively monitor the performance of the company. the chairman is also responsible for 
communicating with shareholders. during 2014, the position of chairman was occupied by Mr Mario Schembri.

the delegation of specific responsibilities to appropriate committees, namely the Audit committee and the Remuneration 
committee is taken care of by the chairman of the Board. 

on the other hand, the chief executive officer takes care of the day to day running of the company’s business. during 2014, the 
position was occupied by Mr Radi Abd el Haj.

PrInCIPle Three: COMPOSITIOn OF The bOarD

the number of directors shall be not less than three (3) and not more than seven (7) individuals. this range provides diversity of 
thought and experience without hindering effective discussion or diminishing individual accountability. Members of the senior 
management also attend meetings, albeit without a vote, at the request of the Board, as and when necessary.

the Board is currently composed of one executive director (chief executive officer) and five (5) independent non-executive directors, 
of whom one is the chairman. in determining the independence or otherwise of its directors, the Board has considered, amongst 
others, the Principles relating to independence contained in the code, the company’s own practice as well as general good practice. 

CORPORATE gOvERNANCE 
STATEMENT Of COMPlIANCE
FoR tHe YeAR ended 31 deceMBeR 2014
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in accordance with code Provision 3.2 of the code, the Board has taken the view that the business relationship existing between 
the company and one of its directors, dr Robert tufigno is not significant and thus does not undermine the said director’s ability to 
consider appropriately the issues which are brought before the Board. Apart from possessing valuable experience, the Board feels 
that the director in question is able to exercise independent judgment and is free from any relationship which can hinder his objectivity.

the appointment of directors to the Board is reserved exclusively to the company’s shareholders, except in so far as an appointment 
may be made to fill a casual vacancy on the Board or to comply with the provision of the Listing Rules, relating to the members 
of the Audit committee. Prior to being appointed as directors, nominees undergo a due diligence process by the company, to 
establish that they are fit and proper persons. 

PrInCIPle FOur: The reSPOnSIbIlITIeS OF The bOarD

the Board has the first level responsibility of executing the four basic roles of corporate governance namely accountability, 
monitoring, strategy formulation and policy development.

the Board regularly reviews and evaluates corporate strategy, major operational and financial plans, risk policy and the performance 
of the company. the Board has a formal schedule of matters reserved for it to discuss and includes a review of the management’s 
implementation of corporate strategy and corporate objectives, assessment of the company’s present and future operations, 
opportunities, risks and threats emanating from the external environment as well as current and future strengths and weaknesses. 
 

bOarD COMMITTeeS 

the Board has established the following committees:

auDIT COMMITTee

the Audit committee’s terms of reference, which have been approved by the Listing Authority, are modelled on the provisions 
of the Listing Rules, primarily to monitor the financial reporting process and the effectiveness of the company’s internal control 
procedures. Whilst the committee vets and approves related party transactions, it also considers the materiality and the nature of 
related party transactions to ensure that the arm’s length principle is adhered to. 

the Audit committee is responsible for managing the Board’s relationship with the external auditors, for monitoring the audit 
of the annual and consolidated accounts, making recommendations to the Board on their appointment and monitoring their 
independence, especially with respect to non-audit services. 

Mr Maurice Xuereb, a non-executive director, acts as chairman, whilst dr Robert tufigno and Mr Franco Azzopardi act as members.  
the company Secretary, dr ivan Gatt acts as secretary to the committee. Mr Franco Azzopardi is a qualified accountant and 
auditor, who the Board considers as the person independent and competent in accounting and auditing. 

the members of the Audit committee are free from any business, family or other relationship with the company, its controlling 
shareholder and the management of either. dr Robert tufigno is a partner in GtG Advocates (legal advisors to the company), 
however such relationship is not considered to be significant and does not create a conflict of interest such as to jeopardise 
exercise of his free judgement.  

the executive directors, members of senior management and the external auditors are invited to attend meetings at the request of 
the committee, as and when required.
 
     Meetings held: 11 
     Attended
 
Mr Maurice Xuereb   11 
dr Robert tufigno    10
Mr Franco Azzopardi    11

CORPORATE gOvERNANCE 
STATEMENT Of COMPlIANCE (continued)

FoR tHe YeAR ended 31 deceMBeR 2014
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PrInCIPle FIVe: bOarD MeeTInGS 

Meetings of the Board are held as frequently as necessary and are notified by the company Secretary with appropriate notice 
before the meeting. each agenda for the forthcoming meeting is accompanied by such papers and documents as are necessary 
to make directors informed of the issues to be discussed and in particular the decisions they are expected to take. Meetings 
may also include presentations by management, whilst other information and documentation is made available for perusal by the 
directors, at their request. After each Board meeting and before the next, minutes that faithfully record attendance and decisions 
are circulated to all directors. Members of senior management attend meetings at the request of the Board, as and when necessary.
 
the Board meetings were attended as follows:
              
      Meetings held: 6
      Attended

executive Director
Mr Radi Abd el Haj – chief executive officer  6 
 
non-executive Directors
Mr Mario Schembri – chairman   6
Mr Maurice Xuereb    6 
dr Robert tufigno     5
Mr Franco Azzopardi    6 
Mr. christopher Wood     3 

dr ivan Gatt occupies the position of company Secretary.

PrInCIPle SIx: InFOrMaTIOn anD PrOFeSSIOnal DeVelOPMenT

the chief executive officer is appointed by the Board and enjoys the full confidence of the Board. the chief executive officer, 
although responsible for the recruitment and selection of senior management, consults with the Remuneration committee and the 
Board on the appointment of, and on a succession plan for senior management. 

As part of the company’s succession planning, the Board implements appropriate schemes to recruit, motivate and retain highly 
qualified individuals by creating the right environment and opportunities to move forward within the organisation.

on the appointment of a new director, he is provided with briefings by the chief executive officer and the other chief officers on the 
activities of their respective business area. ongoing training of directors, management and employees is seen as very important.

the directors have access to the advice and services of the company Secretary and supporting legal advice and are entitled, as 
members of the Board, to take independent professional advice on any matter relating to their duties, at the company’s expense.

the directors are fully aware of their responsibility to act always in the best interests of the company and its shareholders as a 
whole irrespective of whoever appointed them to the Board.

PrInCIPle SeVen: eValuaTIOn OF The bOarD

during the year under review, the Board undertook an evaluation of its own performance. the Board appointed a sub-committee, 
comprised of dr Robert tufigno and Franco Azzopardi to carry out the performance evaluation. the evaluation exercise was 
conducted through a Board effectiveness questionnaire. the results were communicated to the chairman and then discussed at 
Board level and there were no material changes in the company’s governance structures and organisation to report.

PrInCIPle eIGhT: COMMITTeeS

the Remuneration committee is dealt with under a separate section in the Annual Report entitled “Remuneration Report” which 
can be found on page 26 to 27. this section also includes a “Remuneration Statement” which deals with the remuneration of 
directors and senior management.

CORPORATE gOvERNANCE 
STATEMENT Of COMPlIANCE (continued)
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PrInCIPle nIne anD Ten: relaTIOnS WITh SharehOlDerS, WITh MarkeT anD InSTITuTIOn SharehOlDerS

the company is highly committed to having an open and communicative relationship with its shareholders and investors. At 
the company’s Annual General Meeting (AGM), the Board ensures that information is communicated to the shareholders in a 
transparent and accountable manner. the ordinary business at the AGM is to consider the financial statements of the company, 
the directors’ and auditors’ report for the period, to approve any dividend recommendation by the directors, to elect the directors 
and to appoint the auditors. the chairman ensures that all directors of the Board who include the chairmen of the Audit and 
Remuneration committees are available at the AGM in order to answer questions.

the Board also considers the annual report to be an effective document which, in addition to statutory disclosures, contains 
detailed information about the company and its performance. At the time of the AGM or whenever there are any significant events 
affecting the company, meetings are held with institutional investors, financial intermediaries and stockbrokers.

the Board recognises the importance of providing the market with regular, timely, accurate, comprehensive and comparable 
information in sufficient detail to enable investors to make informed decisions. Periodic company announcements are issued in 
accordance with the Listing Rules to maintain a fair and informed market in the company’s equity securities. the Board discharges 
its obligations under the Memorandum and Articles of Association, legislation, rules and regulations by having in place formal 
procedures for dealing with potentially price-sensitive information and ensuring the proper conduct of its officers and staff in this 
regard. these procedures are incorporated in an internal code of dealing which is drawn up in accordance with the requirements 
of the Listing Rules and which applies to all directors and key employees of the company.

the Board believes that shareholders should have an opportunity to send communications to the Board. Any communication from 
a shareholder to the Board generally or a particular director should be in writing, signed, contain the number of shares held in the 
sender’s name and should be delivered to the attention of the company Secretary at the principal offices of the company.

Any two members of the company holding at least five per cent (5%) of the shares conferring a right to attend and vote at general 
meetings of the company, may convene an extraordinary general meeting in accordance with the provisions of the Articles of Association.

the company’s presence is also on the worldwide web through its website at www.rs2.com, which contains information and news 
about the company, its products, developments and activities, as well as an investors’ section.

PrInCIPle eleVen: COnFlICTS OF InTereST

the directors are strongly aware of their responsibility to act at all times in the interest of the company and its shareholders as a 
whole and of their obligation to avoid conflicts of interest, irrespective of whoever appointed them to the Board.

the Board has approved an internal code of dealing that details the obligations of the directors, as well as those of senior 
management and other individuals having access to sensitive information, on dealings in the equity of the company within the 
parameters of the law and the Principles. 

each director has declared his interest in the share capital of the company distinguishing between beneficial and non-beneficial interest.

in accordance with the provisions of the Articles of Association of the company, any actual, potential or perceived conflict of 
interest must be immediately declared by a director to the other members of the Board, who then (also possibly through a referral 
to the Audit committee) decide on whether such a conflict exists. in the event that the Board perceives such interest to be 
conflicting with the director’s duties, the conflicted director is required to leave the meeting and both the discussion on the matter 
and the vote, if any, on the matter concerned are conducted in the absence of the conflicted director.

PrInCIPle TWelVe: COrPOraTe SOCIal reSPOnSIbIlITY

the company understands that it has an obligation towards society at large to put into practice sound principles of corporate 
Social Responsibility (cSR). it is therefore committed to embark on initiatives which support the community, the environment, as 
well as sports and the arts.

CORPORATE gOvERNANCE 
STATEMENT Of COMPlIANCE (continued)
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the company recognises the importance of good cSR principles in its dealings with its employees. in this regard, it actively 
encourages open communication, teamwork, training and personal development, whilst creating opportunities based on 
performance, creativity and initiative. the company is committed towards social investment and the quality of life of its work force 
and their families, and of the local community in which it operates.

ParT 2: nOn-COMPlIanCe WITh The CODe

PrInCIPle TWO: ChaIrMan anD ChIeF exeCuTIVe OFFICer

code Provision 2.3 states that the chairman should be independent. Mr Mario Schembri who currently holds the position of 
chairman, cannot be deemed independent due to his involvement held in the company.

PrInCIPle FOur: The reSPOnSIbIlITIeS OF The bOarD

Principle 4.2.7: the code recommends the development of a succession policy for the future composition of the Board of directors. 
the company does not consider this principle to be applicable to it on the basis that appointment of directors is a matter which is 
reserved exclusively to the company’s shareholders (except as specified herein).

PrInCIPle eIGhT b: nOMInaTIOn COMMITTee

the Memorandum and Articles of Association of the company regulates the appointment of directors. Article 55.1 of the Articles 
of Association provides that a member holding not less than 0.5% of the issued share capital of the company having voting 
rights or a number of members who in the aggregate hold not less than 0.5% of the issued share capital of the company having 
voting rights shall be entitled to nominate fit and proper persons for appointment as directors of the company. in addition, the 
directors themselves or a committee appointed for the purpose by the Board may make recommendations and nominations to the 
shareholders for the appointment of directors at the next annual general meeting.

Within this context, the Board believes that the setting up of a nomination committee is currently not suited to the company 
since it will not be able to undertake satisfactorily its full functions and responsibilities as envisaged by the spirit of the code. 
notwithstanding this, the Board will retain under review the issue relating to the setting up of a nomination committee. 

PrInCIPle nIne (CODe PrOVISIOn 9.3): relaTIOnS WITh SharehOlDerS anD WITh The MarkeT

the company firmly believes that shareholder participation is an essential precondition for effective corporate governance.

the company has fully implemented the Shareholders Rights directive (directive 2007/36/ec) as transposed in Maltese Law and 
to this regard has introduced a number of measures aimed at facilitating the exercise of shareholders' rights and protecting the 
shareholders’ interests.

the measures currently available for shareholders notably the right to put items on the agenda of the annual general meeting and 
to table draft resolutions and the right to ask questions, provide the necessary safeguards for the protection of the shareholder’s 
interests.  to this regard, the company does not believe that the current corporate structure requires it to introduce (a) procedures 
to resolve conflicts between minority shareholders and controlling shareholders and/or (b) the possibility for minority shareholders 
to formally present an issue to the Board.

 
 

MarIO SCheMbrI    raDI abD el haj 
ChaIrMan     DIreCTOr

21 April 2015
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TerMS OF reFerenCe anD MeMberShIP
the remit of the Remuneration committee (the “committee”) is set out in the terms of Reference adopted by the Board of 
directors. the committee is composed of dr Robert tufigno (chairman), Mr Maurice Xuereb, Mr Franco Azzopardi and Mr Mario 
Schembri. the chief executive officer is invited to attend meetings of the committee where appropriate.
 

MeeTInGS

the committee held 3 meetings during the period under review. the committee determined and/or made recommendations to 
the Board on the following matters:

Structure of ceo, management and directors’ salaries for financial year 2014 and 2015.
      
      Meetings held: 3 
      Attended
  
dr Robert tufigno (chairman)   3
Mr Maurice Xuereb    2 
Mr Franco Azzopardi     2
Mr Mario Schembri^    2

^excused due to the nature of the meeting

reMuneraTIOn STaTeMenT

reMuneraTIOn POlICY – DIreCTOrS

the determination of the remuneration arrangements for Board members is determined by the committee. the Remuneration 
committee is primarily responsible for devising appropriate packages needed to attract, retain and motivate executive directors 
with the right qualities and skills for the proper management of the company and for ensuring compliance with the relevant 
provisions and regulations of good corporate governance on remuneration and related matters. 

reMuneraTIOn STaTeMenT – SenIOr ManaGeMenT 

the committee also makes recommendations on the remuneration of senior management. in making such recommendations, 
it considers that members of the senior management of the company are provided with appropriate incentives to encourage 
enhanced performance and are, in a fair and responsible manner, rewarded for their individual contributions to the success of the 
company. there have been no significant changes in the company’s remuneration policy during the financial year under review 
and no significant changes are intended to be effected during 2015.

in addition, the committee is responsible for authorising all remuneration arrangements involving share options. during the year 
under review, the committee allocated share options to senior management personnel, in accordance with the RS2 employees 
Share options Scheme. 38,824 options were granted in full on 11 February 2014 related to 2013 performance. there were 27,892 
share options outstanding at 31 december 2014.

in case of the ceo and the chief officers, the committee is of the view that the link between fixed remuneration and performance 
is reasonable and appropriate. 

non-cash benefits to which the ceo and the chief officers are entitled are the use of a company car, rental of residential property 
and health insurance. the death-in-service benefit also forms part of the contract of employment of senior management personnel 
on the same terms applicable to all other company employees.

the company has agreements with employees holding senior management positions providing for compensation upon termination 
based on the then applicable annual salary.

REMuNERATION 
COMMITTEE REPORT
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CODe PrOVISIOn 8.a.5

DIreCTOrS

For the financial period under review, the aggregate remuneration of the directors of the Group and the company was as follows: 

Fixed Remuneration     € 77,000
Variable Remuneration     € 185,000
Fixed remuneration as full time employees of the Group  € 437,854
others                   nil
  

SenIOr ManaGeMenT PerSOnnel

For the financial period under review, the aggregate remuneration of the senior management personnel of the Group and the 
company, other than those that serve as directors, was as follows: 
              
Fixed Remuneration     € 454,402
Variable Remuneration     € 65,000   
Share options      nil
others                     nil

Dr rOberT TuFIGnO
ChaIrMan, reMuneraTIOn COMMITTee

21 April 2015

REMuNERATION 
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STATEMENT Of ThE DIRECTORS PuRSuANT 
TO lISTINg RulE 5.55.2
FoR tHe YeAR ended 31 deceMBeR 2014

We, the undersigned declare that to the best of our knowledge, the financial statements set out on pages 31 to 87 are prepared in 
accordance with the requirements of international Financial Reporting Standards as adopted by the eu, give a true and fair view of 
the assets, liabilities, financial position and profit or loss of the company and that the directors’ Report includes a fair view of the 
performance of the business and the position of the company, together with a description of the principal risks and uncertainties 
that they face.

Signed on behalf of the Board of directors on 21 April 2015 by:

MarIO SCheMbrI    raDI abD el haj 
ChaIrMan     DIreCTOr
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DIreCTOrS Mr Mario Schembri (chairman)
 Mr Radi Abd el Haj (ceo)
 dr Robert tufigno
 Mr Maurice Xuereb 
 Mr Franco Azzopardi
 Mr christopher Wood 
   
COMPanY SeCreTarY dr ivan Gatt
 
reGISTereD OFFICe RS2 Buildings
 Fort Road 
 Mosta MSt 1859
 Malta
 
COunTrY OF InCOrPOraTIOn Malta
 
COMPanY reGISTraTIOn nuMber c 25829
 
auDITOrS KPMG
 Portico Building
 Marina Street
 Pietà PtA 9044
 Malta
 
leGal aDVISOrS Gatt tufigno Gauci Advocates
 66, old Bakery Street
 Valletta VLt 1454
 Malta
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companies Act, 1995 (chapter 386, Laws of Malta) (the “Act”) requires the directors of RS2 Software p.l.c. (the “company”) to 
prepare financial statements for each financial period which give a true and fair view of the financial position of the company and 
the Group as at the end of the financial period and of the profit or loss of the company and the Group for that period in accordance 
with the requirements of international Financial Reporting Standards as adopted by the eu.
 
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 have been properly prepared in 
accordance with the provisions of the Act. 
 
the directors 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.
 
the directors, through oversight of management, are responsible to ensure that the Group establishes and maintains internal control 
to provide reasonable assurance with regards to the reliability of financial reporting, effectiveness and efficiency of operations and 
compliance with applicable laws and regulations.
 
Management is responsible, with oversight from the directors, to establish a control environment and maintain policies and 
procedures to assist in achieving the objective of ensuring, as far as possible, the orderly and efficient conduct of the Group’s 
business. this responsibility includes establishing and maintaining controls pertaining to the Group’s objective of preparing 
financial statements as required by the Act and managing risks that may give rise to material misstatements in those financial 
statements. in determining which controls to implement to prevent and detect fraud, management considers the risks that the 
financial statements may be materially misstated as a result of fraud.
 
Signed on behalf of the Board of directors by:
 

MarIO SCheMbrI    raDI abD el haj 
ChaIrMan     DIreCTOr

21 April 2015

DIRECTORS’ RESPONSIbIlITy
fOR ThE fINANCIAl STATEMENTS
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1 rePOrTInG enTITY
RS2 Software p.l.c. (the “company”) is a public limited liability company domiciled and incorporated in Malta. the consolidated 
financial statements of the company as at and for the year ended 31 december 2014 comprise the company and its subsidiaries 
(together referred to as the “Group” and individually as “Group entities”).  
 

2 baSIS OF PreParaTIOn 

2.1 STaTeMenT OF COMPlIanCe 

the consolidated and separate financial statements (the “financial statements”) have been prepared and presented in accordance 
with international Financial Reporting Standards as adopted by the eu (“the applicable framework”). All references in these financial 
statements to iAS, iFRS or Sic / iFRic interpretations refer to those adopted by the eu. these financial statements have also been 
drawn up in accordance with the provisions of the companies Act, 1995 (chapter 386, Laws of Malta), (the “Act”) to the extent that 
such provisions do not conflict with the applicable framework.
 

2.2 baSIS OF MeaSureMenT 

the financial statements have been prepared on the historical cost basis except for the following material items in the statement 
of financial position;

• available-for-sale financial asset
• derivative financial instruments
• share-based payment transactions
 
the methods used to measure fair values are discussed further in note 5.
 

2.3 FunCTIOnal anD PreSenTaTIOn CurrenCY

these financial statements are presented in euro, which is the company’s functional currency. 
 

2.4 uSe OF eSTIMaTeS anD juDGeMenTS

the preparation of the financial statements in conformity with iFRSs requires management to make judgements, estimates and 
assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities, income and expenses. 
Actual results may differ from these estimates. 
  
estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the 
period in which the estimates are revised and in any future periods affected.

information about significant areas of estimation, uncertainty and critical judgements in applying accounting policies that have the 
most significant effect on the amounts recognised in the financial statements is included in the following notes:
 
note 2.4.1 - impairment reviews
note 14.4  - impairment testing for cash-generating unit containing goodwill
note 26.1.2  - impairment losses 

NOTES TO ThE
fINANCIAl STATEMENTS
FoR tHe YeAR ended 31 deceMBeR 2014
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NOTES TO ThE
fINANCIAl STATEMENTS (continued)

FoR tHe YeAR ended 31 deceMBeR 2014

2 baSIS OF PreParaTIOn (COnTInueD)

2.4 uSe OF eSTIMaTeS anD juDGeMenTS (COnTInueD)

2.4.1 IMPaIrMenT reVIeWS

the determination of the recoverable amount involves significant management judgement. in most cases this involves an 
assessment as to whether the carrying value of assets can be supported by the present value of future cash flows derived from 
such assets using cash flow projections which have been discounted at an appropriate rate. in calculating the present value of the 
future cash flows, certain assumptions are required to be made in respect of highly uncertain matters, as noted below.
 
With respect to goodwill, iFRS require management to undertake a test for impairment at least annually and at each reporting 
period if there is an indication that the asset may be impaired. the Group currently undertakes an annual impairment test covering 
goodwill and also reviews other certain financial and non-financial assets at least annually to consider whether a full impairment 
review is required.
 
there are a number of assumptions and estimates involved in calculating the present value of future cash flows from the Group’s 
businesses, including management’s expectations of:

• growth in EBITDA, calculated as adjusted operating profit or loss before depreciation and amortisation;
• timing and quantum of future capital expenditure;
• uncertainty of future technological developments;
• long term growth rates; and
• the selection of discount rates to reflect the risks involved.
 
the selection of assumptions and estimates by management involves significant judgement and small changes in these assumptions 
could result in the determination of a recoverable amount which is materially different to the results obtained using the variables 
selected by the company. this is particularly so in respect to the discount rate and growth rate assumptions used in the cash flow 
projections. changes in the assumptions used could significantly affect the Group’s impairment evaluation and, hence, results.

3 SIGnIFICanT aCCOunTInG POlICIeS 
the accounting policies set out below have been applied consistently to all periods presented in these financial statements and 
have been applied consistently by Group entities.
 

3.1 baSIS OF COnSOlIDaTIOn

3.1.1 SubSIDIarIeS 

Subsidiaries are entities controlled by the Group. control exists when the Group has the power to direct the relevant activities that 
significantly affect the subsidiary’s returns. in assessing control, there should also be exposure, or rights, to variable returns from its 
involvement with the Group and the ability of the Group to use its powers over the subsidiary to affect the amount of the Group’s returns.

the financial statements of subsidiaries are included in the consolidated financial statements from the date that control commences 
until the date that control ceases. the accounting policies of subsidiaries have been changed when necessary to align them with 
the policies adopted by the Group. Losses applicable to the non-controlling interests in a subsidiary are allocated to the non-
controlling interest even if doing so causes the non-controlling interest to have a deficit balance.

3.1.2 TranSaCTIOnS elIMInaTeD On COnSOlIDaTIOn

intra-group balances and transactions, and any unrealised income and expenses arising from intra-group transactions, are 
eliminated in preparing the consolidated financial statements.  

FoR tHe YeAR ended 31 deceMBeR 2014
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NOTES TO ThE
fINANCIAl STATEMENTS (continued)

FoR tHe YeAR ended 31 deceMBeR 2014

3 SIGnIFICanT aCCOunTInG POlICIeS (COnTInueD)

3.2 FOreIGn CurrenCY 

3.2.1 FOreIGn CurrenCY TranSaCTIOnS

transactions in foreign currencies are translated to the respective functional currencies of the Group entities at exchange rates 
at the dates of the transactions. Monetary assets and liabilities denominated in foreign currencies at the reporting date are 
retranslated to the functional currency at the exchange rate at that date. the foreign currency gain or loss on monetary items is the 
difference between the amortised cost in the functional currency at the beginning of the period, adjusted for effective interest and 
payments during the period, and the amortised cost in foreign currency translated at the exchange rate at the end of the reporting 
period. non-monetary assets and liabilities denominated in foreign currencies that are measured at fair value are retranslated to 
the functional currency at the exchange rate at the date that the fair value was determined. Foreign currency differences arising on 
retranslation are recognised in profit or loss. non-monetary items that are measured in terms of historical cost in a foreign currency 
are translated using the exchange rate at the date of the transaction.

3.2.2 FOreIGn OPeraTIOnS

the assets and liabilities of foreign operations, including goodwill and fair value adjustments arising on acquisition, are translated 
to the functional currency at exchange rates at the reporting date. the income and expenses of foreign operations are translated 
to the functional currency at exchange rates at the dates of the transactions. 
 
Foreign currency differences are recognised in other comprehensive income and presented within equity in the foreign currency 
translation reserve. However, if the operation is a non-wholly owned subsidiary then the relevant proportion of the translation 
difference is allocated to non-controlling interests. When a foreign operation is disposed of, in part or in full, the relevant amount in 
the foreign currency translation reserve is transferred to profit or loss as part of the profit or loss on disposal.
 
When the settlement of a monetary item receivable from or payable to a foreign operation is neither planned nor likely in the 
foreseeable future, foreign exchange gains and losses arising from such a monetary item are considered to form part of a net 
investment in a foreign operation and are recognised in other comprehensive income, and are presented within equity in the foreign 
currency translation reserve.

3.3 FInanCIal InSTruMenTS

3.3.1 nOn-DerIVaTIVe FInanCIal aSSeTS

the Group initially recognises loans and receivables and deposits on the date that they are originated. All other financial assets are 
recognised initially on the trade date at which the Group becomes a party to the contractual provisions of the instrument.

the Group derecognises a financial asset when the contractual rights to the cash flows from the asset expire, or it transfers the 
rights to receive the contractual cash flows on the financial asset in a transaction in which substantially all the risks and rewards of 
ownership of the financial asset are transferred. Any interest in transferred financial assets that is created or retained by the Group 
is recognised as a separate asset or liability.

Financial assets and liabilities are offset and the net amount presented in the statement of financial position when, and only when, 
the Group has a legal right to offset the amounts and intends either to settle on a net basis or to realise the asset and settle the 
liability simultaneously.
 
the Group has the following non-derivative financial assets: loans and receivables, available-for-sale financial assets and cash and 
cash equivalents.
 

FoR tHe YeAR ended 31 deceMBeR 2014
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NOTES TO ThE
fINANCIAl STATEMENTS (continued)

FoR tHe YeAR ended 31 deceMBeR 2014

3 SIGnIFICanT aCCOunTInG POlICIeS (COnTInueD)

3.3 FInanCIal InSTruMenTS (COnTInueD)

3.3.1 nOn-DerIVaTIVe FInanCIal aSSeTS (COnTInueD)

3.3.1.1 lOanS anD reCeIVableS

Loans and receivables are financial assets with fixed or determinable payments that are not quoted in an active market. Such 
assets are recognised initially at fair value plus any directly attributable transaction costs. Subsequent to initial recognition, loans 
and receivables are measured at amortised cost using the effective interest method, less any impairment losses.
 
Loans and receivables comprise cash and cash equivalents and trade and other receivables.
 
cash and cash equivalents comprise cash balances and call deposits with original maturities of three months or less.
 

3.3.1.2 aVaIlable-FOr-Sale FInanCIal aSSeTS

Available-for-sale financial assets are non-derivative financial assets that are designated as available-for-sale and that are not 
classified as financial assets at fair value through profit or loss, held-to-maturity financial assets or loans and receivables. the 
Group’s investments in equity securities and certain debt securities are classified as available-for-sale financial assets. Subsequent 
to initial recognition, they are measured at fair value, whenever this is reliably measured, and changes therein, other than impairment 
losses (see note 3.8.2) and foreign currency differences on available-for-sale equity instruments (see note 3.2.1), are recognised 
in other comprehensive income and presented within equity in the fair value reserve. When an investment is derecognised, the 
cumulative gain or loss in other comprehensive income is transferred to profit or loss.

3.3.2 nOn-DerIVaTIVe FInanCIal lIabIlITIeS 

the Group initially recognises all financial liabilities, except for debt securities issued and subordinated liabilities, on the trade date 
at which the Group becomes a party to the contractual provisions of the instrument. 
 
the Group derecognises a financial liability when its contractual obligations are discharged or cancelled or expire. 
 
Financial assets and liabilities are offset and the net amount presented in the statement of financial position when, and only when, 
the Group has a legal right to offset the amounts and intends either to settle on a net basis or to realise the asset and settle the 
liability simultaneously. 
 
the Group has the following non-derivative financial liabilities: loans and borrowings and trade and other payables. 
 
Such financial liabilities are recognised initially at fair value plus any directly attributable transaction costs. Subsequent to initial 
recognition these financial liabilities are measured at amortised cost using the effective interest method.

3.3.3 DerIVaTIVe FInanCIal InSTruMenTS, InCluDInG heDGe aCCOunTInG

the Group holds a derivative financial instrument to hedge its interest rate risk exposures. 
 
on initial designation of the derivative as a hedge instrument, the Group formally documents the relationship between the hedge 
instrument and the hedged item, including the risk management objectives and strategy in undertaking the hedge transaction 
and the hedged risk, together with the methods that will be used to assess the effectiveness of the hedging relationship. the 
Group makes an assessment, both at the inception of the hedge relationship as well as on an ongoing basis, of whether the 
hedging instruments are expected to be highly effective in offsetting the changes in the cash flows of the respective hedged item 
attributable to the hedged risk, and whether the actual results of each hedge are within a range of 80% - 125%. 
 
derivatives are recognised initially at fair value; attributable transactions are recognised in profit or loss as incurred. Subsequent to 
initial recognition, derivatives are measured at fair value, and changes therein are accounted for as described on the following page:
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NOTES TO ThE
fINANCIAl STATEMENTS (continued)

FoR tHe YeAR ended 31 deceMBeR 2014

3 SIGnIFICanT aCCOunTInG POlICIeS (COnTInueD)

3.3 FInanCIal InSTruMenTS (COnTInueD)

3.3.3 DerIVaTIVe FInanCIal InSTruMenTS, InCluDInG heDGe aCCOunTInG (COnTInueD)

3.3.3.1 CaSh FlOW heDGeS

When a derivative is designated as the hedging instrument in a hedge of the variability in cash flows attributable to a particular risk 
associated with a recognised asset or liability that could affect profit or loss, the effective portion of changes in the fair value of the 
derivative is recognised in other comprehensive income and presented in the hedging reserve in equity. Any ineffective portion of 
changes in the fair value of the derivative is recognised immediately in profit or loss. if the hedging instrument no longer meets the  
criteria for hedge accounting, expires or is sold, terminated or exercised, or the designation is revoked, then hedge accounting is 
discontinued prospectively.

3.3.4 Share CaPITal

ordinary shares are classified as equity. incremental costs directly attributable to the issue of ordinary shares are recognised as a 
deduction from equity (see note 21.2).
 

3.4 PrOPerTY, PlanT anD equIPMenT

3.4.1 reCOGnITIOn anD MeaSureMenT

items of property, plant and equipment are measured at cost less accumulated depreciation and accumulated impairment losses. 
cost includes expenditure that is directly attributable to the acquisition of the asset. When items of property, plant and equipment 
have different useful lives, they are accounted for as separate items of property, plant and equipment.
 
Borrowing costs related to the acquisition and construction of qualifying assets are capitalised as incurred.
 
Gains and losses on disposal of an item of property, plant and equipment are determined by comparing the proceeds from 
disposal with the carrying amount of property, plant and equipment and are recognised net within “other income” in profit or loss. 
 

3.4.2 SubSequenT COSTS

the cost of replacing a part of an item of property, plant and equipment is recognised in the carrying amount of the item if it is 
probable that the future economic benefits embodied within the part will flow to the Group and its cost can be measured reliably. 
the carrying amount of the replaced part is derecognised. the costs of the day-to-day servicing of property, plant and equipment 
are recognised in profit or loss as incurred.

3.4.3 DePreCIaTIOn 

depreciation is calculated over the depreciable amount, which is the cost of an asset, or other amount substituted for cost, less 
its residual value.
 
depreciation is recognised in profit or loss on a straight-line basis over the estimated useful lives of each part of an item of 
property, plant and equipment, since this most closely reflects the expected pattern of consumption of the future economic benefits 
embodied in the asset. Buildings constructed on leased land are depreciated over the shorter of the lease term and their useful lives 
unless it is reasonably certain that the Group will obtain ownership at the end of the lease term. Land is not depreciated.
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3.4 PrOPerTY, PlanT anD equIPMenT (COnTInueD)

3.4.3 DePreCIaTIOn (COnTInueD)

the estimated useful lives for the current and comparative period are as follows:
 
• buildings   50 years
• electrical and plumbing installation  15 years 
• furniture  10 years 
• fixtures  10 years 
• lifts  10 years
• other machinery  10 years 
• air-conditioning   6 years 
• motor vehicles   5 years 
• computer hardware   4 years   
• computer software   4 years 
• office equipment   4 years 

depreciation methods, useful lives and residual values are reviewed at each financial year-end, and adjusted if appropriate. items 
of property and equipment are depreciated from the date they are available for use.

3.5 InTanGIble aSSeTS

3.5.1 re-aCquIreD rIGhTS

When as part of a business combination, the Group re-acquires a right that it had previously granted to the acquiree to use one 
or more of its recognised or unrecognised assets, an intangible asset is recognised separately from goodwill. the value of the 
re-acquired right is measured on the basis of the remaining contractual term of the related contract regardless of whether market 
participants would consider potential contractual renewals in determining its fair value. A settlement gain or loss is recognised by 
the Group when the terms of the contract giving rise to a re-acquired right are favourable or unfavourable relative to the terms of 
current market transactions for the same or similar items. 

3.5.2 GOODWIll

Goodwill that arises upon the acquisition of subsidiaries is included in intangible assets. Goodwill represents the excess of the cost 
of the acquisition over the Group’s interest in the net fair value of the identifiable assets, liabilities and contingent liabilities of the 
acquiree. When the excess is negative, it is recognised immediately in profit or loss.
 
Subsequent to initial recognition, goodwill is measured at cost less accumulated impairment losses.
 

3.5.3 InTernallY GeneraTeD COMPuTer SOFTWare DeVelOPMenT 

development activities involve a plan or design for the production of new or substantially improved products and processes. 
development expenditure is capitalised only if development costs can be measured reliably, the product or process is technically 
and commercially feasible, future economic benefits are probable, and the Group intends to and has sufficient resources to 
complete development and to use or sell the asset. 

the expenditure capitalised includes the cost of materials, direct labour and overhead costs that are directly attributable to 
preparing the asset for its intended use. other development expenditure is recognised in profit or loss as incurred. 
 
capitalised development expenditure is measured at cost less accumulated amortisation and accumulated impairment losses.
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3.5 InTanGIble aSSeTS (COnTInueD) 

3.5.4 SOFTWare rIGhTS

Software rights that are identifiable or arise from contractual or other legal rights are recognised as intangible assets if it is probable 
that the expected future economic benefits that are attributable to the asset will flow to the entity and the cost of the asset can be 
measured reliably.
 
Software rights are initially measured at cost. Subsequent to initial recognition, software rights are recognised at cost less any 
accumulated amortisation and any accumulated impairment losses.

3.5.5 SubSequenT exPenDITure

Subsequent expenditure is capitalised only when it increases the future economic benefits embodied in the specific asset to which 
it relates. All other expenditure is recognised in profit or loss as incurred.

3.5.6 aMOrTISaTIOn 

Amortisation is calculated over the cost of the asset, or other amount substituted for cost, less its residual value.
 
Amortisation is recognised in profit or loss on a straight-line basis over the estimated useful lives of intangible assets, other than 
goodwill, from the date that they are available for use since this most closely reflects the expected patterns of consumption of the 
future economic benefits embodied in the asset.  

the estimated useful lives for the current and comparative periods are as follows:

• internally generated computer software development  15 years   
• software rights  15 years 
• other computer software  4 - 15 years

the amortisation method, useful life and residual value are reviewed at each financial year-end and adjusted if appropriate.
 

3.6 leaSeD aSSeTS

Leases in terms of which the Group assumes substantially all the risks and rewards of ownership are classified as finance leases. 
upon initial recognition the leased asset is measured at an amount equal to the lower of its fair value and the present value of the 
minimum lease payments. Subsequent to initial recognition, the asset is accounted for in accordance with the accounting policy 
applicable to that asset.
 
Leased assets from operating leases are not recognised in the Group’s statement of financial position. 

3.7 InVeSTMenTS In SubSIDIarIeS

investments in subsidiaries are shown in the statement of financial position of the company at cost less any impairment losses.
 
Loans advanced by the company to its subsidiaries for which settlement is neither planned nor likely to occur in the foreseeable 
future, are treated as an extension to the company’s net investment in those subsidiaries and included as part of the carrying 
amount of investments in subsidiaries.
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3.8 IMPaIrMenT 

3.8.1 InVeSTMenTS In SubSIDIarIeS 

the carrying amounts of the company’s investments in subsidiaries are reviewed at each reporting date to determine whether 
there is any indication of impairment. if any such indication exists, then the asset’s recoverable amount is estimated. 
 
the recoverable amount is the higher of fair value less costs to sell and value in use. in assessing value in use, the estimated future 
cash flows are discounted to their present value using a pre-tax discount rate that reflects current market assessments of the time 
value of money and the risks specific to the asset. 
 
An impairment loss is recognised if the carrying amount of an asset exceeds its estimated recoverable amount. impairment losses 
are recognised in profit or loss. 
 
impairment losses recognised in prior periods are assessed at each reporting date for any indications that the loss has decreased 
or no longer exists. An impairment loss is reversed if there has been a change in the estimates used to determine the recoverable 
amount. An impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed the carrying amount 
that would have been determined if no impairment loss had been recognised.

3.8.2 nOn-DerIVaTIVe FInanCIal aSSeTS 

A financial asset not classified as at fair value through profit or loss is assessed at each reporting date to determine whether there 
is objective evidence that it is impaired. A financial asset is impaired if objective evidence indicates that a loss event has occurred 
after the initial recognition of the asset, and that the loss event had a negative effect on the estimated future cash flows of that asset 
that can be estimated reliably. 
 
objective evidence that financial assets (including equity securities) are impaired can include default or delinquency by a debtor, 
restructuring of an amount due to the Group on terms that the Group would not consider otherwise, indications that a debtor or 
issuer will enter bankruptcy and the disappearance of an active market for a security. in addition, for an investment in an equity 
security, a significant or prolonged decline in its fair value below its cost is objective evidence of impairment.
 
the Group considers evidence of impairment for receivables at a specific asset level. All individually significant receivables are 
assessed for specific impairment. 

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the difference between its carrying 
amount and the present value of the estimated future cash flows discounted at the asset’s original effective interest rate. Losses 
are recognised in profit or loss and reflected in an allowance account against receivables. interest on the impaired asset continues 
to be recognised through the unwinding of the discount. When an event occuring after the impairment was recognised causes the 
amount of impairment loss to decrease, the decrease in impairment loss is reversed through profit or loss.

An unquoted equity investment that is not carried at fair value because its fair value cannot be reliably measured is impaired if, there 
is objective evidence that an impairment loss has been incurred. An impairment loss is recognised in profit or loss and measured 
as the difference between the carrying amount of the unquoted equity investment and the present value of estimated future cash 
flows discounted at the market rate of return for a similar financial asset. Such impairment losses are not reversed. 
 
impairment losses on available-for-sale investment securities are recognised by transferring the cumulative loss that has been 
recognised in other comprehensive income, and presented in the fair value reserve in equity, to profit or loss. the cumulative loss 
that is reclassified from equity to in profit or loss is the difference between the acquisition cost, net of any principal repayment and 
amortisation, and the current fair value, less any impairment loss previously recognised in profit or loss. changes in cumulative 
impairment losses attributable to time value are reflected as a component of interest income.
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3.8 IMPaIrMenT (COnTInueD)

3.8.2 nOn-DerIVaTIVe FInanCIal aSSeTS (COnTInueD)

if, in a subsequent period, the fair value of an impaired available-for-sale debt security increases and the increase can be related 
objectively to an event occurring after the impairment loss was recognised in profit or loss, then the impairment loss is reversed, 
with the amount of the reversal recognised in profit or loss. However, any subsequent recovery in the fair value of an impaired 
available-for-sale equity security is recognised in other comprehensive income. 

3.8.3 nOn-FInanCIal aSSeTS 

the carrying amounts of the Group’s non-financial assets, other than deferred tax assets, are reviewed at each reporting date 
to determine whether there is any indication of impairment. if any such indication exists, then the asset’s recoverable amount is 
estimated. For goodwill, and intangible assets that have indefinite useful lives, the recoverable amount is estimated each year at the 
same time. An impairment loss is recognised if the carrying amount of an asset or its cGu exceeds its estimated recoverable amount. 
 
the recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair value less costs to sell. in 
assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that 
reflects current market assessments of the time value of money and the risks specific to the asset. For the purpose of impairment 
testing, assets that cannot be tested individually are grouped together into the smallest group of assets that generates cash inflows 
from continuing use that are largely independent of the cash inflows of other assets or groups of assets (the “cash-generating unit, 
or cGu”). Subject to an operating segment ceiling test, for the purposes of goodwill impairment testing, cGus to which goodwill 
has been allocated are aggregated so that the level at which impairment is tested reflects the lowest level at which goodwill is 
monitored for internal reporting purposes. Goodwill acquired in a business combination is allocated to groups of cGus that are 
expected to benefit from the synergies of the combination. 

impairment losses are recognised in profit or loss. impairment losses recognised in respect of cGus are allocated first to reduce 
the carrying amount of any goodwill allocated to the cGu, and then to reduce the carrying amounts of the other assets in the cGu 
(group of cGu) on a pro rata basis. 
 
An impairment loss in respect of goodwill is not reversed. in respect of other assets, impairment losses recognised in prior periods 
are assessed at each reporting date for any indications that the loss has decreased or no longer exists. An impairment loss is 
reversed if there has been a change in the estimates used to determine the recoverable amount. An impairment loss is reversed 
only to the extent that the asset’s carrying amount does not exceed the carrying amount that would have been determined, net of 
depreciation or amortisation, if no impairment loss had been recognised.

3.9 ShOrT-TerM eMPlOYee beneFITS 

Short-term employee benefit obligations are measured on an undiscounted basis and are expensed as the related service is provided.
 
the Group contributes towards the respective State pension defined contribution plan in accordance with local legislation, and to 
which, it has no commitment beyond the payment of fixed contributions. obligations for contributions to the defined contribution 
plan are recognised immediately in profit or loss.

3.10 Share-baSeD PaYMenT TranSaCTIOnS

the grant-date fair value of share-based payment awards granted to employees is recognised as an employee expense, with a 
corresponding increase in equity, over the period that the employees become unconditionally entitled to the awards. the amount 
recognised as an expense is adjusted to reflect the number of awards for which the related service and non-market performance 
conditions are expected to be met, such that the amount ultimately recognised as an expense is based on the number of awards 
that meet the related services and non-market performance conditions at the vesting date.
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3.11 PrOVISIOnS

A provision is recognised if, as a result of a past event, the Group has a present legal or constructive obligation that can be 
estimated reliably, and it is probable that an outflow of economic benefits will be required to settle the obligation. Provisions are 
determined by discounting the expected future cash flows at a pre-tax rate that reflects current market assessments of the time 
value of money and the risks specific to the liability. the unwinding of discount is recognised as finance cost.
 

3.12 WarranTIeS 

A provision for warranties is recognised when the underlying products or services are sold. the provision is based on historical 
warranty data and a weighting of all possible outcomes against their associated probabilities.

3.13 reVenue

3.13.1 lICenCeS 

Licence fees arise from software licence agreements where the Group grants non-exclusive, perpetual licences to use specific 
BankWoRKS® modules, against a one-time licence fee. Revenue from licensing of BankWoRKS® is measured at the consideration 
received or receivable.
  
Licence fees also arise from software licence agreements where the Group grants non-exclusive, time-based licences to use 
specific BankWoRKS® modules, against licence fees payable over time.  Where licence agreements are time-based, revenue from 
such licences is recognised rateably over the term of the agreement. 

Revenue is generally recognised when the software is delivered, persuasive evidence exists usually in the form of a software 
licence agreement, it is probable that the economic benefits associated with the transaction will flow to the Group and the amount 
of revenue can be measured reliably. delivery of the software is considered to have occurred when the customer either takes 
possession of the software or has the ability to do so.

For subscription license arrangements, also referred to as ‘comprehensive Packages’, where the company sells to customers the 
rights to BankWoRKS® modules including also unspecified products as well as unspecified upgrades and enhancements during 
a specified term, the licence revenue is recognised rateably over the term of the arrangement. the persuasive evidence of these 
arrangements is in the form of written agreements (see also accounting policy 3.13.4).

3.13.2 MaInTenanCe

Maintenance consists of upgrades, enhancements, corrections and ongoing support for BankWoRKS®, as well as updates 
mandated by international card organisations. Maintenance is agreed to in the form of agreements and billed quarterly or annually 
in advance. Revenue from maintenance is recognised on a pro-rata basis with reference to the period to which it relates. 

3.13.3 SerVICeS 

Professional services are provided to assist customers with the initial implementation of BankWoRKS® and include other services 
requested by customers. Such services may include system implementation and integration, customisations, configurations, 
certification with international card organisations, project management, change requests, remote and on-site support, and user training. 
 
Revenue from services rendered is recognised in proportion to the stage of completion of the agreed services at the reporting date. 
the stage of completion is assessed by reference to surveys of work performed.

3.13.4 COMPrehenSIVe PaCkaGeS 

comprehensive package agreements are contracted for a fixed term and grant to customers the right to use BankWoRKS® 

modules, including unspecified modules that may be made available, initial implementation services, as well as unspecified 
upgrades and enhancements during the term of the agreement. 
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3.13 reVenue (COnTInueD)

3.13.4 COMPrehenSIVe PaCkaGeS (COnTInueD)

Revenue from comprehensive package agreements is recognised rateably over the term of the agreement unless revenue arising 
from separately identifiable deliverables can be measured reliably to reflect the substance of the transactions. Where separable 
deliverables can be identified, revenue is recognised upon satisfaction of the criteria for recognition of these deliverables and 
presented in accordance with the respective categories as described in accounting policies 3.13.1 to 3.13.3.

3.14 leaSe PaYMenTS

Payments made under operating leases are recognised in profit or loss on a straight-line basis over the term of the lease. 
 
Minimum lease payments made under finance leases are apportioned between the finance expense and the reduction of the 
outstanding liability. the finance expense is allocated to each period during the lease term so as to produce a constant periodic 
rate of interest on the remaining balance of the liability.

3.15 FInanCe InCOMe anD COSTS

Finance income comprises interest income on bank balances, loans and receivables and available-for-sale investments, movements 
in provisions for non-operating exchange gain, gains arising on disposal of avaliable-for-sale financial assets and finance income 
arising on measuring payables at amortised cost using the effective interest rate method. interest income is recognised as it 
accrues in profit or loss, using the effective interest rate method. 
 
Finance costs comprise interest expense on borrowings, movements in provisions for non-operating exchange losses, finance 
cost arising on measuring receivables at amortised cost using the effective interest rate method and loss on hedging instruments 
recognised in profit or loss.
 
Borrowing costs that are not directly attributable to the acquisition and construction of qualifying assets are recognised in profit or 
loss using the effective interest rate method.
 
Foreign currency gains and losses are reported on a net basis.

3.16 InCOMe Tax

income tax expense comprises current and deferred tax. current tax and deferred tax are recognised in profit or loss except to the 
extent that it relates to a business combination, or items recognised directly in equity or in other comprehensive income.
 
current tax is the expected tax payable or receivable on the taxable income or loss for the year, using tax rates enacted or 
substantively enacted at the reporting date, and any adjustment to tax payable in respect of previous years.
 
deferred tax is recognised in respect of temporary differences between the carrying amounts of assets and liabilities for financial 
reporting purposes and the amounts used for taxation purposes. deferred tax is not recognised for the following temporary 
differences: the initial recognition of assets or liabilities in a transaction that is not a business combination and that affects neither 
accounting nor taxable profit or loss, and differences relating to investments in subsidiaries to the extent that it is probable that 
they will not reverse in the foreseeable future. in addition, deferred tax is not recognised for taxable temporary differences arising 
on the initial recognition of goodwill. 

deferred tax is measured at the tax rates that are expected to be applied to temporary differences when they reverse, based on the 
laws that have been enacted or substantively enacted by the reporting date. deferred tax assets and liabilities are offset if there is a 
legally enforceable right to offset current tax liabilities and assets, and they relate to income taxes levied by the same tax authority 
on the same taxable entity, or on different tax entities, but they intend to settle current tax liabilities and assets on a net basis or their 
tax assets and liabilities will be realised simultaneously.
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3.16 InCOMe Tax (COnTInueD)

A deferred tax asset is recognised for unused tax losses, tax credits and deductible temporary differences, to the extent that it is 
probable that future taxable profits will be available against which they can be utilised. deferred tax assets are reviewed at each 
reporting date and are reduced to the extent that it is no longer probable that the related tax benefit will be realised.

3.17 earnInGS Per Share

the Group presents basic earnings per share (ePS) data for its ordinary shares. Basic ePS is calculated by dividing the profit or 
loss attributable to ordinary shareholders of the company by the weighted average number of ordinary shares outstanding during 
the period. 
 

3.18 SeGMenT rePOrTInG

An operating segment is a component of the Group that engages in business activities from which it may earn revenues and incur 
expenses, including revenues and expenses relating to transactions with any of the Group’s other components. operating results 
of all operating segments are regularly reviewed by the Group’s chief operating decision maker to make decisions about resources 
to be allocated to the segment and assess its performance, and for which discrete financial information is available.
 

4 neW STanDarDS anD InTerPreTaTIOnS nOT YeT aDOPTeD
A number of new standards, amendments to standards and interpretations are effective for annual periods beginning after 1 
January 2014, and have not been applied in preparing these consolidated financial statements. those which may be relevant to 
the Group are set out below. the Group does not plan to adopt these standards early.
  

4.1 IFrS 15 reVenue FrOM COnTraCTS WITh CuSTOMerS

in May 2014, the iASB issued iFRS 15, Revenue from Contracts with Customers. According to the new standard, revenue is 
recognized to depict the transfer of promised goods or services to a customer in an amount that reflects the consideration to 
which the company expects to be entitled in exchange for those goods or services. 

iFRS 15 supersedes iAS 11, Construction Contracts and iAS 18, Revenue as well as related interpretations. As opposed to iAS 18 
that specifically address revenue from (i) sale of goods, (ii) rendering of services and (iii) interest, royalties and dividends, iFRS 15 
contains a single model that will apply to contracts with customers and two approaches to recognising revenue: at a point in time 
or over time. the model features a contract-based five-step analysis of transactions to determine whether, how much and when 
revenue is recognised. the five steps are as follows:

• Identify the contract with the customer;
• Identify the performance obligations in the contract;
• Determine the transaction price; 
• Allocate the transaction price to the performance obligations;
• Recognise revenue when (or as) the entity satisfies a performance obligation.

Revenue is recognized when, or as, the customer obtains control of the goods or services. iFRS 15 also includes guidance on 
the presentation of contract balances, that is, assets and liabilities arising from contracts with customers, depending on the 
relationship between the entity’s performance and the customer’s payment.
 
in addition, the new standard requires a set of quantitative and qualitative disclosures to enable users of the company’s 
consolidated Financial Statements to understand the nature, amount, timing, and uncertainty of revenue and cash flows arising 
from contracts with customers.

this standard is effective for annual periods beginning on or after 1 January 2017 with early adoption permitted.
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4.1 IFrS 15 reVenue FrOM COnTraCTS WITh CuSTOMerS (COnTInueD)

the Group is currently assessing the impact of adopting iFRS 15 on the consolidated Financial Statements and will determine the 
adoption date as well as the transition method. A high level assessment of the standard and the different categories of revenue 
generated by Group shows that any effect on the financial statements of Group, will be limited to the recognition of revenue 
from licencing arrangements. no significant impact is expected with respect to recognition of revenue arising from service fees, 
maintenance fees and processing fees.

5 DeTerMInaTIOn OF FaIr ValueS 
A number of the Group’s accounting policies and disclosures require the determination of fair value, for both financial and non-
financial assets and liabilities. Fair values have been determined for measurement and/or disclosure purposes based on the 
following methods. When applicable, further information about the assumptions made in determining fair values is disclosed in the 
notes specific to that asset or liability. When measuring the fair value of an asset or liability, the Group uses observable market data 
whenever sufficient data is available. 
 
Fair values are categorised into different levels in a fair value hierarchy based on the inputs used in the valuations techniques as follows.

• Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities.
• Level 2: inputs other than quoted market prices included within Level 1 that are observable for the asset or liability, either directly  
 (i.e. as prices) or indirectly (i.e. derived from prices). 
• Level 3: inputs for the asset or liability that are not based on observable market data (unobservable inputs).
 
if the inputs used to measure the fair value of an asset or a liability might be categorised in different levels of the fair value hierarchy, 
then the fair value measurement is categorised in its entirety in the same level of the fair value hierarchy as the lowest level input 
that is significant to the entire measurement. 

5.1 InTanGIble aSSeTS

the fair value of rights of use of software acquired in a business combination is estimated by reference to the fair value established 
upon acquisition of these rights by the acquiree in 2008 and to the incremental benefits expected to be derived by the Group.
 

5.2 InVeSTMenTS In equITY anD DebT SeCurITIeS

the fair value of quoted available-for-sale financial assets is determined by reference to their quoted closing bid price at the 
reporting date, whenever this is reasonably measurable.
 

5.3 TraDe anD OTher reCeIVableS

the fair value of trade and other receivables is estimated as the present value of future cash flows, discounted at the market rate 
of interest at the reporting date. this fair value is also determined for disclosure purposes.

5.4 nOn-DerIVaTIVe FInanCIal lIabIlITIeS

Fair value, which is determined for disclosure purposes, is calculated based on the present value of future principal and interest 
cash flows, discounted at the market rate of interest at the reporting date. 

5.5 DerIVaTIVe FInanCIal InSTruMenTS

the fair value of the interest rate swap is based on banker’s quote.
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5.6 Share-baSeD PaYMenT TranSaCTIOnS

the fair value of employee share options is measured using the Binomial option Pricing Model. Measurement inputs include 
the share price at measurement date, the exercise price of the instrument, expected volatility (based on an evaluation of the 
company’s historic volatility), the life of the instrument, expected dividends, and the risk-free interest rate (based on AAA-rated 
government bonds). Service and non-market performance conditions attached to the transactions are not taken into account in 
determining fair value.
 

6 FInanCIal rISk ManaGeMenT

6.1 OVerVIeW

the Group has exposure to the following risks from its use of financial instruments:
 
• credit risk
• liquidity risk
• market risk
 
this note presents information about the Group’s exposure to each of the above risks, the Group’s objectives, policies and 
processes for measuring and managing risk, and the Group’s management of capital. Further quantitative disclosures are included 
throughout these financial statements.

6.2 rISk ManaGeMenT FraMeWOrk

the Board of directors has overall responsibility for the establishment and oversight of the Group’s risk management framework. 
  
the Group’s risk management policies are established to identify and analyse the risks faced by the Group, to set appropriate risk limits 
and controls, and to monitor risks and adherence to limits. Risk management policies and systems are reviewed regularly to reflect 
changes in market conditions and the Group’s activities. the Group, through its training and management standards and procedures, 
aims to develop a disciplined and constructive control environment in which all employees understand their roles and obligations.
 
the Group’s Audit committee oversees how management monitors compliance with the Group’s risk management policies and 
procedures and reviews the adequacy of the risk management framework in relation to the risks faced by the Group. 

6.3 CreDIT rISk

credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial instrument fails to meet its contractual 
obligations, and arises principally from the Group’s receivables from customers and cash held with financial institutions.

6.3.1 TraDe anD OTher reCeIVableS

the Group’s exposure to credit risk is influenced mainly by the individual characteristics of each customer. the demographics 
of the Group’s customer base, including the default risk of the industry and country in which customers operate have less of an 
influence on credit risk.

64% of the Group’s revenue is attributable to sales transactions with two major customers (2013: 62% attributable to two major 
customers) as per note 7.4. the Group’s revenue is mainly generated through sales transactions concluded with customers 
situated in europe (2013: europe). 

the majority of the Group’s customers have been transacting with the Group for several years, and losses have occurred 
infrequently. in monitoring customer credit risk, customers are classified according to their credit characteristics, geographic 
location and ageing profile. trade receivables relate to the Group’s customers to whom services are rendered. 
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6.3 CreDIT rISk (COnTInueD)

6.3.1 TraDe anD OTher reCeIVableS (COnTInueD)

the Group establishes an allowance for impairment that represents its estimate of incurred losses in respect of trade and other 
receivables. this allowance represents specific provisions against individual exposures.

6.3.2 CaSh aT bank

the Group’s cash is placed with quality financial institutions with credit ratings of AA- and BBB+, such that management does not 
expect any institution to fail to meet repayments of amounts held in the name of the Group.

6.4 lIquIDITY rISk

Liquidity risk is the risk that the Group will not be able to meet its financial obligations, which are associated with its financial 
liabilities that are settled by delivering cash or another financial asset, as they fall due. the Group’s approach to managing liquidity 
is to ensure, as far as possible, that it will always have sufficient liquidity to meet its liabilities when due, under both normal and 
stressed conditions, without incurring unacceptable losses or risking damage to the Group’s reputation.
 
the Group monitors its cash flow requirements on a regular basis and ensures that it has sufficient cash on demand to meet 
expected operational expenses; this excludes the potential impact of extreme circumstances that cannot reasonably be predicted, 
such as natural disasters.

6.5 MarkeT rISk

Market risk is the risk that changes in market prices, namely foreign exchange rates, interest rates and equity prices will affect the 
Group’s income or the value of its holdings of financial instruments. the objective of market risk management is to manage and 
control market risk exposures within acceptable parameters, while optimising the return.

6.5.1 CurrenCY rISk

the Group is exposed to currency risk on sales and purchases that are denominated in a currency other than the functional 
currency of the company, the euro (€). the currencies in which these transactions are primarily denominated is the uSd and GBP.
 
the Group relies on natural hedges between inflows and outflows in currencies other than the euro, and does not otherwise hedge 
against exchange gains or losses which may arise on the realisation of amounts receivable and settlement of amounts payable in 
foreign currencies.

6.5.2 InTereST raTe rISk

the Group’s borrowings are subject to an interest rate that varies according to revisions made to the Bank’s Lending Base Rate. 
the Group has entered into an interest rate swap for the purpose of hedging the risk of changes in cash flows related to interest 
payments on one of its facilities.

6.6 CaPITal ManaGeMenT

the Group’s policy is to maintain a strong capital base so as to maintain investor, creditor and market confidence and to sustain future 
development of the business. the Board of directors monitors the return on capital, which the Group defines as net operating income 
divided by total shareholders’ equity. the Board of directors also monitors the level of dividends to ordinary shareholders.
 
there were no changes in the Group’s approach to capital management during the year. the Group is not subject to externally 
imposed capital requirements.
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INDEPENDENT  
AuDITORS' REPORT
to tHe MeMBeRS oF RS2 SoFtWARe P.L.c.

rePOrT On The FInanCIal STaTeMenTS
We have audited the financial statements of RS2 Software p.l.c. (the “company”) and of the Group of which the company is 
the parent, as set out on pages 31 to 87, which comprise the statements of financial position as at 31 december 2014 and 
the statements of comprehensive income, changes in equity and cash flows for the year then ended, and notes, comprising a 
summary of significant accounting policies and other explanatory information.

DIreCTOrS’ reSPOnSIbIlITY FOr The FInanCIal STaTeMenTS

As explained more fully in the directors’ Responsibilities Statement set out on page 30, the directors are responsible for the 
preparation of financial statements that (a) give a true and fair view in accordance with international Financial Reporting Standards 
as adopted by the eu, and (b) are properly prepared in accordance with the provisions of the companies Act, 1995 (chapter 386, 
Laws of Malta) (the “Act”), and, as regards the financial statements of the Group, Article 4 of the iAS Regulation. they are also 
responsible for such internal control as the directors determine is necessary to enable the preparation of financial statements that 
are free from material misstatement, whether due to fraud or error. 

auDITOrS’ reSPOnSIbIlITY

our responsibility is to express an opinion on these financial statements based on our audit. this report, including the opinion, 
has been prepared for and only for the company’s members as a body in accordance with Article 179 of the Act and may not be 
appropriate for any other purpose.

in addition, we read the other information contained in the Annual Report 2014 and consider whether it is consistent with the audited 
financial statements. We consider the implications for our report if we become aware of any apparent material misstatements of 
fact or material inconsistencies with the financial statements.

We conducted our audit in accordance with international Standards on Auditing. those standards require that we comply with 
ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements are 
free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. 
the procedures selected depend on our judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. in making those risk assessments, we consider internal control relevant to the entity’s 
preparation of financial statements that give a true and fair view in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also 
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by 
management, as well as evaluating the overall presentation of the financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion. 
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INDEPENDENT  
AuDITORS' REPORT (continued)

to tHe MeMBeRS oF RS2 SoFtWARe P.L.c.

TO The MeMberS OF rS2 SOFTWare P.l.C.

OPInIOn On FInanCIal STaTeMenTS

in our opinion, the financial statements: 

• give a true and fair view of the Group’s and the Company’s financial position as at 31 December 2014, and of their financial  
 performance and their cash flows for the year then ended in accordance with international Financial Reporting Standards as  
 adopted by the eu; and

• have been properly prepared in accordance with the Companies Act, 1995 (Chapter 386, Laws of Malta), and, as regards the  
 financial statements of the Group, Article 4 of the iAS Regulation.

rePOrT On OTher leGal anD reGulaTOrY requIreMenTS

MaTTerS On WhICh We are requIreD TO rePOrT bY exCePTIOn bY The COMPanIeS aCT, 1995 (ChaPTer 
386, laWS OF MalTa) (The “aCT”)

We have nothing to report in respect of the following matters where the Act requires us to report to you if, in our opinion:

• the information given in the Directors’ Report for the financial year for which the financial statements are prepared is not  
 consistent with the financial statements; or

• proper accounting records have not been kept by the Company; or

• the Company’s financial statements are not in agreement with the accounting records; or

• we have not obtained all the information and explanations which, to the best of our knowledge and belief, we require for the 
 purpose of our audit; or

• certain disclosures of directors’ remuneration specified by the Act are not made.
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INDEPENDENT  
AuDITORS' REPORT (continued)

to tHe MeMBeRS oF RS2 SoFtWARe P.L.c.

TO The MeMberS OF rS2 SOFTWare P.l.C.
Report required by Listing Rule 5.98 issued by the Listing Authority in Malta on the directors’ Statement of compliance with the 
code of Principles of Good corporate Governance (the “Principles”) outlined in Appendix 5.1 to chapter 5 (continuing obligations) 
of the Listing Rules (the “Appendix”)

Listing Rule 5.97 requires an issuer whose securities are admitted to trading on a Regulated Market operating in Malta to prepare 
a corporate governance statement. in addition, as an issuer registered in Malta, Listing Rule 5.94 requires that the company 
endeavours to adopt the Principles and to prepare a report explaining how it has complied with the provisions of the Appendix. 

our responsibility as independent auditors of the company, is laid down by Listing Rule 5.98, which requires us to issue a report 
on the directors’ Statement of compliance with the Principles, which is set out on pages 21 to 25. 

We review the directors’ Statement of compliance, and report as to whether this Statement provides the disclosures required 
by Listing Rule 5.97. We are not required to, and we do not, consider whether the Board’s statements on internal control and 
risk management systems cover all the risks and controls in relation to the financial reporting process, or form an opinion on the 
effectiveness of the Group’s corporate governance procedures or its risks and control procedures, nor on the ability of the Group 
to continue in operational existence.

in our opinion, the directors’ Statement of compliance set out on pages 21 to 25 provides the disclosures required by Listing Rule 
5.97 issued by the Listing Authority of Malta.

Kevin Mifsud 
(director) for and on behalf of

kPMG 
reGISTereD auDITOrS

21 April 2015






