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Corporate Governance
Statement of Compliance (continued)

The key features of the Company’s system of internal control are as follows:

Organisation

The Company operates through the Board of Directors with clear reporting lines and delegation of powers.
Control environment

The Company is committed to the highest standards of business conduct and seeks to maintain these standards
across its operations. Company policies and employee procedures are in place for the reporting and resolution of
fraudulent activities. The Company has an appropriate organisational structure for planning, executing, controlling
and monitoring business operations in order to achieve its objectives.

Risk identifcation

Management of the Company is responsible for the identification and evaluation of key risks applicable to their areas
of business. The Board reviews its risk management policies and strategies and oversees their implementation to
ensure that identified key risks are properly assessed and managed.

Reporting

Functional, operating and financial reporting standards are applicable to the Company. These are supplemented
by operating standards set, as required, by the Board. Systems and procedures are in place to identify, control
and report on the major risks including credit, exchange rate and interest rate risks, as well as changes in market
prices and conditions. Exposure to these risks is monitored by the Audit Committee. The Board receives periodic
management information giving comprehensive analysis of financial and business performance including variance
analysis against budgets.

Annual General Meeting and other communications with 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 primary 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 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 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, 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 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.
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Corporate Governance
Statement of Compliance (continued)

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.

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.
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Auditors’ Report on Corporate Governance
To the Members of RS2 Software p.l.c.

Pursuant to Listing Rule 8.39 issued by the Listing Authority

Listing Rules 8.37 and 8.38 issued by the Listing Authority, require the directors of RS2 Software p.l.c. (the
“Company”) to include in their annual report a statement of compliance to the extent to which they have adopted
the Code of Principles of Good Corporate Governance (the “Statement of Compliance”), and the effective measures
they have taken to ensure compliance with these Principles.

Our responsibility, as auditors of the Company, is laid down by Listing Rule 8.39, which requires us to include a
report on this Statement of Compliance.

We read the Statement of Compliance 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 misstatements or material
inconsistencies with these financial statements. Our responsibilities do not extend to considering whether this
statement is consistent with other information included in the annual report.

We are not required to, and we do not, consider whether the Board’s statements on internal control included in the
Statement of Compliance covers all risks and controls, or form an opinion on the effectiveness of the Company’s
corporate governance procedures or its risk and control procedures, nor on the ability of the Company to continue
in operational existence.

In our opinion, the accompanying Statement of Compliance provides the disclosures required by Listing Rules
8.37 and 8.38 issued by the Listing Authority.

c\/k____-— F
o

Joseph C Schembri (Partner) for and on behalf of

KPMG
Registered Auditors

17 March 2009
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Remuneration Committee Report

Terms of Reference and Membership

The remit of the Remuneration Committee (the “Committee”) is set out in the Corporate Governance Statement of
Compliance. The Committee is composed of Dr Robert Tufigno (Chairman), Maurice Xuereb and Fiona Ciappara
Cascun. The Chief Executive Officer is invited to attend meetings of the Committee where appropriate.

Meetings

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

Company-wide performance appraisal programme
Employee share option scheme

CEO’s performance bonus for Financial Year 2008
Structure of management salaries for Financial Year 2009

Directors

For the financial period under review, the aggregate remuneration of the directors of the Company was as
follows:

€
Directors’ fees 10,513
Directors’ salaries as full-time employees 180,935

Reinhold Schéffter and Mario Schembri opted to waive the fees due to them as directors of the Company.
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Directors’ Responsibility for the Financial Statements

The Companies Act, 1995 (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
as at the end of the financial period and of the profit or loss of the Company 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 Company 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 Company 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 Company establishes
and maintains internal control to provide reasonable assurance with regard to 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 Company’s business. This responsibility includes establishing and maintaining controls pertaining
to the Company’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 on 17 March 2009 by:

N

Reinhold Schaffter Mario Schembri
Chairman Director
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Statement of the Directors pursuant to Listing Rule 9.36.2

We, the undersigned declare that to the best of our knowledge, the financial statements set out on pages 42 to
84 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 17 March 2009 by:

S %

Reinhold Schaffter Mario Schembri
Chairman Director
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Balance Sheet
As at 31 December 2008

Note
ASSETS
Property, plant and equipment 12
Intangible assets 13
Accrued income 16
Deferred tax asset 14
Total non-current assets
Trade and other receivables 15
Receivables from other related entities 15
Prepayments and accrued income 16
Cash at bank and in hand 17

Total current assets

Total assets

2008 2007

€ €
3,566,154 48,968
5,769,473 6,339,360
765,758 =

= 9,610
10,101,385 6,397,938
1,447,512 962,957
618,659 370,438
1,919,786 1,536,073
5,447,062 1,008,152
9,433,019 3,877,620
19,534,404 10,275,558

The notes on pages 48 to 84 are an integral part of these financial statements.
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Balance Sheet
As at 31 December 2008 (continued)

2008 2007
Note € €
EQUITY
Share capital 18 7,500,000 1,615,345
Reserves 18 2,878,552 2,052,748
Retained earnings 18 2,767,826 4,337,015
Total equity 13,146,378 8,005,108
LIABILITIES
Bank borrowings 20 2,609,554 -
Deferred tax liabilities 14 319,058 -
Accruals 22 191,437 -
Total non-current liabilities 3,120,049 -
Bank borrowings 20 357,368 -
Trade and other payables 21 745,862 1,189,906
Accruals and deferred income 22 2,164,747 1,080,544
Total current liabilities 3,267,977 2,270,450
Total liabilities 6,388,026 2,270,450
Total equity and liabilities 19,534,404 10,275,558

The notes on pages 48 to 84 are an integral part of these financial statements.

The financial statements on pages 42 to 84 were approved and authorised for issue by the Board of Directors on
17 March 2009 and signed on its behalf by:

N

= S,

Reinhold Schaffter Mario Schembri
Chairman Director
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Statement of Changes in Equity
For the Year Ended 31 December 2008

Note

Balance at
1 January 2007

Profit for the year (restated) 30
Interim dividend declared
Deferred taxation

Share option scheme exercised
Share-based payment

Transfer from retained earnings:
Unrealised gains

Cost of share option scheme

Balance at
31 December 2007 (restated)

Balance at
1 January 2008 (restated)

Profit for the year
Interim dividend declared

Transfer from retained earnings:
Unrealised gains

Capitalisation of reserves
Issue of share capital
Transaction costs

Balance at
31 December 2008

The notes on pages 48 to 84 are an integral part of these financial statements.

Share

Share Share  Revaluation Other option  Retained
capital  premium reserve reserve reserve earnings Total
€ € € € € € €
1,469,964 - 319,956 1,880,989 128,767 4,458,758 8,258,434
2,047 421 2,047,421
(2,415,000) (2,415,000
5,493 5,493
145,381 (143,927 1,454
107,306 107,306

(148,197) 148,197

(97,639) 97,639
1,615,345 319,956 1,732,792 4,337,015 8,005,108
1,615,345 - 319,956 1,732,792 - 4,337,015 8,005,108
- - - - - 2,548,536 2,548,536
- - - - - (1,200,000) (1,200,000)
. - - 85,818 - (85,818) -
4,884,655 - (319,956) (1,732,792 - (2,831,907) -
1,000,000 3,000,000 - - - - 4,000,000
- (207,266) - - - - (207,266)
7,500,000 2,792,734 - 85,818 - 2,767,826 13,146,378
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For the Year Ended 31 December 2008

CONTINUING OPERATIONS
Revenue

Cost of sales

Gross profit

Other income

Marketing and promotional expenses
Administrative expenses
Capitalised development costs
Other expenses

Results from operating activities
Finance income

Finance expenses

Net finance income/(expense)

Profit before income tax
Income tax expense
Profit for the year

Earnings per share

Note

~

10
10

11

19

FINANCIAL STATEMENTS

2008 2007
€ €
8,335,549 6,260,479
(4,697,392) (3,430,619)
3,638,157 2,829,860
80,671 -
(124,664) (89,211)
(606,872) (648,764)
122,406 143,761
(287,510) (73,178)
2,822,188 2,162,468
151,640 3,316
(73,648) (18,218)
77,992 (14,902)
2,900,180 2,147,566
(351,644) (100,145)
2,548,536 2,047,421
7c3 6¢c9

The notes on pages 48 to 84 are an integral part of these financial statements.
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Cash Flow Statement
For the Year Ended 31 December 2008

Cash flows from operating activities
Profit for the year
Adjustments for:
Depreciation
Amortisation of intangible assets
Capitalised development costs

Impairment losses on trade receivables/accrued income

Interest payable

Bank interest receivable
Amortisation of accrued income
Amortisation of accrued expenses
Income tax

Provision for exchange fluctuations
Share-based payments

Change in trade and other receivables
Change in trade and other payables
Change in parent company’s balance
Change in group undertakings’ balances
Change in other related entities’ balances

Cash generated from operating activities
Interest paid

Interest received

Income tax paid

Net cash from operating activities

Cash flows from investing activities

Acquisition of property, plant and equipment
Expenses paid by Company on behalf of parent company

Note

12
13
13

10
10
10
10
11

28

Loan repayments paid by Company on behalf of parent company 28

Expenses paid by Company on behalf of group undertakings
Receipts by parent company on behalf of Company
Advances by parent company on behalf of Company

Repayments from parent company

Net cash used in investing activities
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28
28
28

2008 2007
€ €
2,548,536 2,047,421
54,076 67,745
692,293 684,124
(122,406)  (143,761)
233,768 -
402 355
(114,757) (3,316)
73,246 -
(18,316) -
351,644 100,145
(85,818) 62,725
- 107,306
3,612,668 2,922,744
(2,122,710) (568,829
972,170 682,849
(347,615) (1,171,569)
348,838 1,357,625
- (833,599)
2,463,351 2,389,233
(402) (355)
107,565 3,316
(22,976) (1,515)
2,547,538 2,390,679
(3,565,458) (67,642)
(262,762) (60,576)
(590,000)  (737,119)
(348,838) (628,188
(6,757) -
24,014 -
199,035 -
(4,550,766)  (1,493,525)




Cash Flow Statement
For the Year Ended 31 December 2008 (continued)

Cash flows from financing activities
Proceeds from issue of share capital
Transaction costs on issue of shares
Dividends paid

Proceeds from bank finance
Repayments of advances by director
Advances by related entities

Net cash from/(used in) financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents at 1 January

Effect of exchange rate fluctuations on cash held

Cash and cash equivalents at 31 December

Note

28

10

17

FINANCIAL STATEMENTS

2008 2007
€ €
4,000,000 -
(207,266) -
(330,286) -
2,961,123 -
- (25,135)

- 9,000
6,423,571 (16,135)
4,420,343 881,019
1,008,152 144,996
18,567 (17,863)
5,447,062 1,008,152

The notes on pages 48 to 84 are an integral part of these financial statements.

FR=== ANNUAL REPORT & FINANCIAL STATEMENTS 2008

47



48

FINANCIAL STATEMENTS

Notes to the Financial Statements
For the Year Ended 31 December 2008
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FINANCIAL STATEMENTS

Notes to the Financial Statements
For the Year Ended 31 December 2008 (continued)

2.1

2.2

2.3

2.4

REPORTING ENTITY

RS2 Software p.l.c. (the “Company”) is a public limited liability company domiciled and incorporated in
Malta.

BASIS OF PREPARATION
Statement of compliance

By virtue of Regulation 3 of Legal Notice 19 of 2009, Accountancy Profession (Accounting and Auditing
Standards) Regulations, 2009, published under the Accountancy Profession Act, compliance with
generally accepted accounting principles and practice has been defined as adherence to international
accounting standards as adopted by the EU. The legal notice has been deemed to come into force
on 1 October 2008, and accordingly these financial statements have been drawn up 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.

The change in the applicable framework from IFRS issued by the International Accounting Standards
Board, in use for the comparative period, did not result in any changes in the Company’s accounting
policies, and, accordingly, no adjustment was required to the corresponding figures included in the current
year’s financial statements. In addition, this change did not impact the year end financial position and the
current year’s financial performance and cash flows.

These financial statements have also been prepared and presented in accordance with the provisions
of the Companies Act, 1995 enacted in Malta, to the extent that such provisions do not conflict with the
requirements of the applicable framework.

Basis of measurement

The financial statements have been prepared on the historical cost basis except for share-based payment
transactions accounted for at fair value.

Functional and presentation currency

These financial statements are presented in Euro, which is the Company’s functional currency.

Use of estimates and judgements

The preparation of 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:
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Notes to the Financial Statements
For the Year Ended 31 December 2008 (continued)

2

2.4

3.1

3.2

3.2.1

3.2.2

BASIS OF PREPARATION (continued)
Use of estimates and judgements (continued)

* Note 13 - valuation of internally generated computer software
* Note 18.2 - measurement of share-based payments

* Note 27 - contingencies

* Note 7 - stage of completion on service fees

SIGNIFICANT ACCOUNTING POLICIES

The accounting policies set out below have been applied consistently to all periods presented in these
financial statements.

Certain comparative amounts in the income statement have been reclassified to confirm with the current
year presentation (see note 29).

Foreign currency transactions

Transactions in foreign currencies are translated to the functional currency of the Company 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, and the amortised cost in foreign currency translated at the exchange rate at the end
of the 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.

Financial instruments
Non-derivative financial instruments

Non-derivative financial instruments comprise trade and other receivables, cash and cash equivalents,
loans and borrowings, and trade and other payables.

Non-derivative financial instruments are recognised initially at fair value plus, for instruments not at fair
value through profit or loss, any directly attributable transaction costs. Subsequent to initial recognition
non-derivative financial instruments are measured at amortised cost using the effective interest rate
method, less any impairment losses.

Cash and cash equivalents comprise cash balances and call deposits.

Accounting for finance income and expense is discussed in note 3.10.

Share capital

Ordinary shares

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 18.3).
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Notes to the Financial Statements
For the Year Ended 31 December 2008 (continued)

3.3

3.3.1

3.3.2

3.3.3

3.4

3.4.1

SIGNIFICANT ACCOUNTING POLICIES (continued)
Property, plant and equipment
Recognition and measurement

ltems 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.

Subsequent costs

The cost of replacing 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 Company 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.

Depreciation

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. Land is not depreciated.

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

* motor vehicles 3 years

e equipment, furniture and fittings 3 years

Depreciation methods, useful lives and residual values are reviewed at each reporting date.

Intangible assets

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 Company 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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Notes to the Financial Statements
For the Year Ended 31 December 2008 (continued)

3

3.4

3.4.2

3.4.3

3.5

3.5.1

3.5.2

SIGNIFICANT ACCOUNTING POLICIES (continued)
Intangible assets (continued)
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.

Amortisation

Amortisation is recognised in profit or loss on a straight-line basis over the estimated useful lives of
intangible assets from the date that they are available for use. The estimated useful lives for the current
and comparative periods are as follows:

e capitalised development costs 15 years
Amortisation method and useful life are reviewed at each reporting date.
Impairment

Financial assets

A financial asset is assessed at each reporting date to determine whether there is any objective evidence
that it is impaired. A financial asset is considered to be impaired if objective evidence indicates that one
or more events have had a negative effect on the estimated future cash flows of that asset.

Animpairment 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
original effective interest rate.

Individually significant financial assets are tested for impairment on an individual basis. The remaining
financial assets are assessed collectively in groups that share similar credit risk characteristics.

All impairment losses are recognised in profit or loss. An impairment loss is reversed if the reversal can
be related objectively to an event occurring after the impairment loss was recognised. For financial assets
measured at amortised cost the reversal is recognised in profit or loss.

Non-financial assets

The carrying amounts of the Company’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.

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 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”).
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Notes to the Financial Statements
For the Year Ended 31 December 2008 (continued)

3.5

3.5.2

3.6

3.6.1

3.6.2

3.7

3.8

3.8.1

3.8.2

3.8.3

SIGNIFICANT ACCOUNTING POLICIES (continued)
Impairment (continued)
Non-financial assets (continued)

An impairment loss is recognised if the carrying amount of an asset or its cash-generating unit exceeds
its estimated recoverable amount. Impairment losses are recognised in profit or loss.

Employee benefits

Short-term benefits

The Company contributes towards the 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.
Share-based payment transactions

The grant date fair value of share options 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 share options. The amount recognised as an expense is adjusted to reflect the actual
number of share options that vest.

Provisions

A provision is recognised if, as a result of a past event, the Company 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.

Revenue

Licence fees

Licensing fees arising from the use by others of the Company’s resources are recognised when it is
probable that the economic benefits associated with the transaction will flow to the Company and the
revenue can be measured reliably.

Maintenance fees

Maintenance fees are recognised on a pro-rata basis with reference to the period to which they
relate.

Services and support fees
Revenue from services rendered is recognised in profit or loss in proportion to the stage of completion of

the transaction at the reporting date. The stage of completion is assessed by reference to surveys of work
performed.
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Notes to the Financial Statements
For the Year Ended 31 December 2008 (continued)

3

3.8

3.8.4

3.9

3.10

3.1

SIGNIFICANT ACCOUNTING POLICIES (continued)
Revenue (continued)
Comprehensive Packages

Comprehensive Package agreements comprise multiple component deliverables contracted in a single
transaction, typically including software licensing, maintenance and services.

Revenue from multiple component deliverables in Comprehensive Packages is recognised rateably
over the term of the agreements unless revenue arising from separable identifiable deliverables can
be measured reliably to reflect the substance of the transaction. Where separable deliverables can be
identified, revenue is presented under the respective revenue categories.

Lease payments

Payments made under operating leases are recognised in profit or loss on a straight-line basis over the
term of the lease.

Finance income and expenses

Finance income comprises interest income on bank balances, provisions for non-operating exchange
gain and finance income arising on measuring payables at amortised cost using the effective interest rate,
and is recognised as it accrues in profit or loss.

Finance expense comprises interest expense on borrowings, provisions for non-operating exchange
losses and finance cost arising on measuring receivables at amortised cost using the effective interest
rate, and is recognised as it accrues in profit or loss.

All borrowing costs, excluding costs directly attributable to acquisition and construction of qualifying
assets are recognised in profit or loss.

Foreign currency gains and losses are reported on a net basis.
Income tax

Income tax expense comprises current and deferred tax. Income tax expense is recognised in profit or
loss except to the extent that it relates to items recognised directly in equity, in which case it is recognised
in equity.

Current tax is the expected tax payable on the taxable income 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 using the balance sheet method, providing for 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 temporary differences arising on the initial
recognition of assets or liabilities in a transaction that is not a business combination and that affects
neither accounting nor taxable profit. Deferred tax is measured at the tax rates that are expected to be
applied to the temporary differences when they reverse, based on the laws that have been enacted or
substantively enacted by the reporting date.
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3.1

3.12

3.13

3.14

3.15

SIGNIFICANT ACCOUNTING POLICIES (continued)
Income tax (continued)

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.

A deferred tax asset is recognised to the extent that it is probable that future taxable profits will be available
against which the temporary difference 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.

Earnings per share

The Company 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.

Unrealised profits

Part Il of the Third Schedule to the Act requires that only profits realised at the balance sheet date may be
included as part of retained earnings available for distribution. Any unrealised profits at this date, taken to
the credit of the income statement, are transferred to non-distributable reserves.

Segment reporting

An operating segment is a component of the entity that engages in business activities from which it
may earn revenues and incur expenses including revenues and expenses relating to transactions with
other components of the same entity, whose operating results are regularly reviewed by the entity’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.

Segment information on revenue and non-current assets is presented in respect of the Company’s
geographical segments. In presenting information on the basis of the geographical segments, segment
revenue is based on the geographical location of customers and segment non-current assets are based on
the geographical location of assets. The geographical segments are determined based on the Company’s
management and internal reporting structure. The Company’s principal geographical area is Europe.

Early adoption of new standards

* IFRS 8 Operating Segments introduces the “management approach” to segment reporting. IFRS 8,
which becomes mandatory for the Company’s 2009 financial statements, requires a change in the
presentation and disclosure of segment information based on the internal reports regularly reviewed
by the Company’s chief operating decision maker in order to assess each segment’s performance
and to allocate resources to them.

* Revised IAS 23 Borrowing Costs, which becomes mandatory for the Company’s 2009 financial
statements, removes the option to expense borrowing costs and requires that an entity capitalises
borrowing costs directly attributable to the acquisition, construction or production of a qualifying
asset as part of the cost of that asset.
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3.16

4.1

5.1

SIGNIFICANT ACCOUNTING POLICIES (continued)
New standards not yet adopted

The following amendments to standards are not yet effective for the year ended 31 December 2008, and
have not been applied in preparing these financial statements.

* Revised IAS 1 Presentation of Financial Statements (2007) introduces the term total comprehensive
income, which represents changes in equity during a period other than those changes resulting from
transactions with owners in their capacity as owners. Total comprehensive income may be presented
in either a single statement of comprehensive income (effectively combining both the income statement
and all non-owner changes in equity in a single statement), or in an income statement and a separate
statement of comprehensive income. Revised IAS 1, which becomes mandatory for the Company’s
2009 financial statements is not expected to have a significant impact on the presentation of the
financial statements.

The International Accounting Standards Board made certain amendments to existing standards
as part of its first annual improvements project. The effective date for these amendments vary by
standard and most will be applicable to the Company’s 2009 financial statements. The Company
is currently assessing the impact and expected timing of adoption of these amendments on the
Company’s results and financial position.

DETERMINATION OF FAIR VALUES

A number of the Company’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.

Share-based payment transactions

Fair value measurement inputs of share-based payment transactions include the expected volatility of
operating profits based on weighted average historic volatility adjusted for changes expected due to
publicly available information and the weighted average expected life of the instruments based on general
option holder behaviour. Service and non-market performance conditions attached to the transactions
are not taken into account in determining fair value.

FINANCIAL RISK MANAGEMENT
Overview

The Company has exposure to the following risks from its use of financial instruments:
e credit risk

e |iquidity risk

*  market risk

This note presents information about the Company’s exposure to each of the above risks, the Company’s
objectives, policies and processes for measuring and managing risk, and the Company’s management of
capital. Further quantitative disclosures are included throughout these financial statements.
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5.1

5.2

5.2.1

5.2.2

FINANCIAL RISK MANAGEMENT (continued)
Overview (continued)

The Board of Directors has overall responsibility for the establishment and oversight of the Company’s risk
management framework.

The Company’s risk management policies are established to identify and analyse the risks faced by the
Company, 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
Company’s activities. The Company, 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 Company’s Audit Committee oversees how management monitors compliance of the Company’s
risk management policies and procedures and reviews the adequacy of the risk management framework
in relation to the risks faced by the Company.

Credit risk

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

Trade and other receivables

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

58% of the Company’s revenue is attributable to sales transactions with three major customers (2007:
53%) as per note 6. The Company’s revenue is mainly generated through sales transactions concluded
with customers situated in Europe.

The majority of the Company’s customers have been transacting with the Company for several years, and
losses have occurred infrequently. In monitoring customer credit risk, customers are classified according
to their credit characteristics, geographic location and aging profile. Trade receivables relate to the
Company’s customers to whom services are rendered.

The Company 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.

Cash at bank

The Company’s cash is placed with quality financial institutions, such that management does not expect
any institution to fail to meet repayments of amounts held in the name of the Company.
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5.3

5.4

5.4.1

5.4.2

5.5

FINANCIAL RISK MANAGEMENT (continued)
Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due.
The Company’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 Company’s reputation.

The Company 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.

Market risk

Market risk is the risk of changes in market prices, namely foreign exchange rates and interest rates. The
objective of market risk management is to manage and control market risk exposures within acceptable
parameters, while optimising the return.

Currency risk

The Company 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.

The Company 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.

Interest rate risk

The Company'’s borrowings are subject to an interest rate that varies according to revisions made to the
Bank’s Lending Base Rate. The Company does not carry out any hedging in order to hedge its interest
rate risk exposure.

The Company adopts a policy of ensuring that its exposure to changes in interest rates on interest-
bearing borrowings is limited by entering into financial arrangements subject to fixed rates of interest over
the Bank’s Lending Base Rate.

Capital management

The Company’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 Company 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 Company’s approach to capital management during the year. The Company
is not subject to externally imposed capital requirements.
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6 SEGMENT REPORTING

The Company’s business activity is not organised on the basis of differences in related products and
services or differences in geographical areas of operation. The Company reports revenues from external
customers for each category of activity (see note 7.1).

In presenting information on the basis of geographical segments, revenue is based on the geographical
location of customers attributable to Malta, the Company’s country of domicile, and to all other foreign
countries. Revenues attributable to individual foreign counties which are material, are reported separately.
Segment assets are based on the geographical location of the assets.

Geographical information

Non-

current
Revenues assets
€ €

31 December 2008
Malta 235,540 9,335,627
Norway 2,979,429 -
Finland 1,030,421 -
United States of America 833,843 -
Other countries 3,256,316 -

8,335,649 9,335,627

31 December 2007

Malta 434,870 6,388,328
Norway 1,592,705 -
Ireland 975,140 -
Denmark 744,260 -
Other counties 2,513,504 -

6,260,479 6,388,328

Major customers

For the year ended 31 December 2008, revenues from three major customers amount to €2,979,429,
€1,030,421 and €833,843 of the Company’s total revenues.

For the year ended 31 December 2007, revenues from three major customers amount to €1,592,705,
€975,140 and €744,260 of the Company’s total revenues.
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7 REVENUE

Revenue is stated after deduction of sales rebates and indirect taxes.

2008 2007
€ €
71 Category of activity

Licence fees 2,964,404 1,431,583

Service fees 2,235,384 3,363,012
Maintenance fees 1,251,392 1,182,391
Support fees 164,366 137,812
Comprehensive packages 1,585,826 -
Re-imbursement of expenses 133,677 145,681

8,335,649 6,260,479

7.2 Geographical markets

Europe 6,919,849 5,481,361
Middle East 581,857 745,820
United States of America 833,843 33,298

8,335,649 6,260,479

8 PROFIT BEFORE TAX

8.1 Administrative expenses include auditors’ remuneration amounting to €27,200, tax advisory services
amounting to €5,300, directors’ fees amounting to €10,513, directors’ remuneration amounting to
€180,935 and directors’ and officers’ liability insurance premium amounting to €3,400.

8.2 Other income

2008 2007

€ €

Third party grants 3,420 -
Unrealised operating exchange gains 67,251 -
Liabilities written back 10,000 -
80,671 -
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8 PROFIT BEFORE TAX (continued)
8.3 Other expenses
2008 2007
€ €
Realised operating exchange losses 51,827 28,316
Unrealised operating exchange losses - 44,862
Impairment loss on trade receivables/accrued income 233,768 -
Other operating expenses 1,915 -
287,510 73,178
9 PERSONNEL EXPENSES
9.1 Personnel expenses incurred by the Company during the year are analysed as follows:
2008 2007
€ €
Wages and salaries 1,526,060 1,152,527
Social security contributions 80,962 70,995
1,607,022 1,223,522
Share-based payments - 107,306

The weekly average number of persons employed by the Company during the year was as follows:

2008 2007

No. No.

Operating 47 38
Management and administration 8 7
55 45
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9.2

10

PERSONNEL EXPENSES (continued)

RS2 Software p.l.c. operated a senior management scheme (equity-settled share-based payments)
granted on 18 January 2006.

In order to align the interest of staff with those of shareholders, share options in ordinary shares of the
Company are offered to selected employees in a managerial position.

The total number of ordinary shares awarded and granted under this scheme amounts to 145,381 shares,
making up 9% of the total number of shares in issue of the Company at the date of grant. The options
were exercisable over a 21-month term starting from grant date at an exercisable price of €0.01 per
share and is subject to the Company increasing its operating profit by an agreed target over the vesting
period.

Fair values of the share options measured at grant date amounts to €250,380. In determining this fair
value, management assumed a 25% probability that the profitability target is reached. This probability
was based on the Company’s actual performance from 1 January 2002 to 31 December 2005 and
assumed a capitalisation rate of 12.5% of average operating profits. All share options were exercised on
26 November 2007. There was no share option scheme during 2008.

FINANCE INCOME AND EXPENSE

2008 2007

€ €

Amortisation of accrued expenses 18,316 -
Bank interest income 114,757 3,316
Unrealised non-operating exchange gain 18,567 -
Finance income 151,640 3,316
Interest expense - 67)
Interest on late payment (402) (288)
Unrealised non-operating exchange loss - (17,863)
Amortisation of accrued income (73,246) -
Finance expense (73,648) (18,218)
Net finance income/(expense) 77,992 (14,902)

Amortisation of accrued income and expenses relate to interest income and interest expense arising on
measuring receivables and payables at amortised cost using an effective interest rate of 3.93%.

All the above items of finance and expenses are recognised in profit or loss.
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11 INCOME TAX EXPENSE

111 Recognised in the income statement

Note
Current tax expense
Tax withheld in foreign jurisdictions
Withholding tax at 15% on bank interest received
Deferred tax expense
Origination and reversal of temporary differences 14.2

Total income tax expense in income statement

11.2 Reconciliation of effective tax rate

FINANCIAL STATEMENTS

2008 2007

€ €
(7,131) (1,515)
(15,845) =

(328,668) (98,630)

(351,644)  (100,145)

The income tax expense for the year and the result of the accounting profit multiplied by the tax rate
applicable in Malta, the Company’s country of incorporation, are reconciled as follows:

Profit before tax

Income tax using the domestic income tax rate
Tax paid under foreign jurisdictions
Tax credit against tax paid in foreign jurisdictions
Non-taxable income
Tax effect of:
Non-deductible expenses
Change in future tax rate
Depreciation charges not deductible by way of capital
allowances
Investment tax credit given by Business Promotion Act
incentives enacted in Malta

Income tax expense for the year

2008 2007

€ €

2,900,180 2,147,566

(435,027)  (322,135)

(7,131) (1,515)
6,881 =
3,826 =

(27,547) (43)
15,718 2,824

(465) (1,446)
92,101 222,170

(351,644)  (100,145)

The applicable rate represents the statutory local income tax rate of 15% (2007: 15%) under the Business

Promotion Act.
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12 PROPERTY, PLANT AND EQUIPMENT

121 Equipment
furniture Motor

Land and fittings vehicles Total
€ € € €

Cost
Balance at 1 January 2007 - 567,027 18,979 586,006
Additions - 47,075 16,306 63,381
Balance at 31 December 2007 - 614,102 35,285 649,387

Balance at 1 January 2008 = 614,102 35,285 649,387
Additions 3,494,659 76,603 = 3,671,262

Balance at 31 December 2008 3,494,659 690,705 35,285 4,220,649

Depreciation

Balance at 1 January 2007 - 513,695 18,979 532,674
Depreciation for the year - 62,310 5,435 67,745
Balance at 31 December 2007 - 576,005 24,414 600,419
Balance at 1 January 2008 - 576,005 24,414 600,419
Depreciation for the year - 48,641 5,435 54,076
Balance at 31 December 2008 - 624,646 29,849 654,495

Carrying amounts

At 1 January 2007 = 53,332 = 53,332
At 31 December 2007 = 38,097 10,871 48,968
At 1 January 2008 - 38,097 10,871 48,968
At 31 December 2008 3,494,659 66,059 5,436 3,566,154

12.2  During the year ended 31 December 2008, the Company acquired land with the intention of constructing
premises for its own use. The cost of land includes capitalised borrowing costs amounting to €5,799.
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13

INTANGIBLE ASSETS

FINANCIAL STATEMENTS

The Company’s internally generated computer software comprises the continuous development and
innovation of client/server Card Management Systems under the brand name BANKWORKS by the
Company'’s highly qualified experienced team of software developers. Expenditure on the development

of computer software is capitalised including the cost of direct labour and an appropriate proportion of

overheads. Capitalised expenditure on computer software is stated at cost less accumulated amortisation

and any impairment losses.

Cost

Balance at 1 January 2007
Additions

Balance at 31 December 2007
Balance at 1 January 2008
Additions

Balance at 31 December 2008

Depreciation

Balance at 1 January 2007
Amortisation for the year

Balance at 31 December 2007
Balance at 1 January 2008
Amortisation for the year

Balance at 31 December 2008

Carrying amounts
At 1 January 2007

At 31 December 2007

At 1 January 2008

At 31 December 2008

10,118,239
143,761

10,262,000
10,262,000
122,406

10,384,406

3,238,516
684,124

3,922,640
3,922,640
692,293

4,614,933

6,879,723

6,339,360

6,339,360

5,769,473
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14

14.1

14.2

DEFERRED TAX ASSETS AND LIABILITIES

Deferred tax assets and liabilities are attributable to the following:

Assets Liabilities Balance
2008 2007 2008 2007 2008 2007
€ € € € € €
Plant and equipment 28,671 14,967 - - 28,671 14,967
Intangible assets - - (1,799,937) (1,807,570) (1,799,937) (1,807,570)
Impairment loss on
receivables 37,692 19,127 - - 37,692 19,127
Provision for exchange
fluctuations 7,494 16,544 - - 7,494 16,544
BPA investment tax
credit 1,407,022 1,766,542 - - 1,407,022 1,766,542
Share-based payments - 8,814 - - - 8,814
Share-option reserve - - - (8,814) - (8,814)
Tax assets/(liabilities) 1,480,879 1,825,994 (1,799,937) (1,816,384) (319,058) 9,610
Set off of tax (1,480,879) (1,816,384) 1,480,879 1,816,384 - -
Net tax assets/(liabilities) - 9,610  (319,058) - (319,058) 9,610

Movement in temporary differences during the year

Recognised Recognised
Balance in profit Recognised Balance in profit Balance
1 Jan 2007 or loss in equity 31 Dec 2007 orloss 31 Dec 2008

€ € € € € €

Plant and equipment 9,227 5,740 = 14,967 13,704 28,671
Intangible assets (1,804,977) (2,593) - (1,807,570) 7,633 (1,799,937)
Impairment loss on
receivables 12,751 6,376 - 19,127 18,565 37,692
Provision for exchange
fluctuations 4,757 11,787 - 16,544 (9,050) 7,494
BPA investment
tax credit 1,880,989 (114,447) - 1,766,542 (359,520) 1,407,022
Share-based payments 14,307 (5,493) - 8,814 - 8,814
Share option reserve (14,307) - 5,493 (8,814) - (8,814)

102,747 (98,630) 5,493 9,610 (328,668) (319,058)
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15 TRADE AND OTHER RECEIVABLES

15.1 2008 2007
€ €

Trade receivables 1,304,590 942,110

Other receivables 142,922 20,847

1,447,512 962,957

Amounts owed by other related entities 618,659 370,438

15.2  Trade receivables are shown net of impairment losses amounting to €249,677 (2007: €127,510).

156.3 The amounts due by related entities are unsecured, interest free and repayable on demand. Transactions
with related parties are set out in note 28 to these financial statements.

15.4 The Company’s exposure to credit and currency risks and impairment losses related to trade and other
receivables are disclosed in note 23.

16 PREPAYMENTS AND ACCRUED INCOME

2008 2007
€ €
Non-current
Accrued income — third parties 765,758 -
Current
Prepaid expenses 101,033 62,637
Accrued income — third parties 1,518,753 1,279,673
Accrued income — other related entities 300,000 193,763

1,919,786 1,636,073

16.1 Non-current accrued income — third parties is carried at amortised cost. The corresponding current
portion amounting to €360,995 is included with accrued income — third parties.

16.2  Accrued income is shown net of impairment losses amounting to €110,000 (2007: € Nil).
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17

18

18.1

CASH AND CASH EQUIVALENTS

2008 2007
€ €
Cash at bank and in hand 5,447,062 1,008,152

CAPITAL AND RESERVES

Share capital
Ordinary shares

2008 2007

No. No.

On issue at 1 January — fully paid-up 1,615,345 1,469,964
Exercise of share option - 145,381
Share split 6,461,380 -
Capitalisation of reserves 24,423,275 -
New issue of shares 5,000,000 -
On issue at 31 December - fully paid-up 37,500,000 1,615,345

At 31 December 2007, the authorised share capital comprised two million (2,000,000) ordinary shares.
All shares had a nominal value of €1.

On 17 April 2008, the Company resolved to increase its authorised share capital to eight million Euros
(€8,000,000) and to perform a share split. The Company’s share capital was re-denominated whereby
each ordinary share of a nominal value of one Euro (€1) was converted into five (5) ordinary shares of a
nominal value of twenty Euro cents (€0.20) each, resulting in an authorised share capital of forty million
(40,000,000) ordinary shares of a nominal value of twenty Euro cents (€0.20) each.

The Company resolved to increase its issued share capital on 25 April 2008 by way of capitalisation
of the total balance of reserves of two million, fifty two thousand, seven hundred and forty eight Euros
(€2,052,748) and an amount of two million, eight hundred and thirty one thousand, nine hundred and
seven Euros (€2,831,907) from retained earnings into twenty four million, four hundred and twenty three
thousand, two hundred and seventy five (24,423,275) ordinary shares of €0.20 each thereby increasing
the issued and fully paid up share capital to thirty two million, five hundred thousand (32,500,000) ordinary
shares of €0.20 each, resulting in a paid up capital of €6,500,000. Such shares were allotted to the
members of the Company in proportion to their existing holding.
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18

18.1

18.2

18.3

CAPITAL AND RESERVES (continued)
Share capital (continued)

On 2 May 2008, the Company resolved to issue five million (5,000,000) Ordinary Shares of a nominal
value of €0.20 each. The new issue was made at a share price of €0.80 in favour of the general public in
Malta pursuant to the Combined Offering subject to the terms and conditions contained in the Prospectus
dated 16 May 2008. Subsequently on 26 June 2008, five million (5,000,000) Ordinary Shares were allotted
to the respective applicants, thereby increasing the issued and fully paid up share capital to thirty seven
million, five hundred thousand (37,500,000) ordinary shares of €0.20 each, resulting in a paid up capital
of €7,500,000.

The holders of ordinary shares are entitled to receive dividends as declared from time to time and are
entitled to one vote per share at meetings of the Company. All shares rank equally with regards to the
Company’s residual assets.

Share options

On 18 January 20086, the Company implemented a senior management share option scheme. The
following options were outstanding:

Outstanding Granted Outstanding Vesting
1 Jan 2007 shares 31 Dec 2007 Exercise price period end
No. No. No. €
83,075 - - 1c 30.09.07
Outstanding Granted Outstanding
1 Jan 2008 shares 31 Dec 08 Exercise price Expiry date
No. No. No. €

The share option of 145,381 shares was exercised during the vesting period and the shares were allotted
on 26 November 2007. There were none outstanding at 31 December 2008.

Share Premium
Share Premium amounting to €2,792,734 (2007: € Nil) represents premium on issue of five million
(5,000,000) ordinary shares of a nominal value of €0.20 each at a share price of €0.80 each. Share

premium is shown net of transaction costs of €207,266 directly attributable to the issue of the ordinary
shares.
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18 CAPITAL AND RESERVES (continued)

18.4  Other reserves
At 31 December 2007, the Revaluation Reserve represented the surplus arising on the revaluation of the
Company'’s capitalised software costs. The Other Reserve comprises transfers of amounts equivalent to

unrealised gains in accordance with the requirements of the Companies Act, 1995.

The Revaluation and Other Reserve amounting to €319,956 and €1,732,792 respectively, at 31 December
2007 were capitalised as ordinary share capital by way of Company’s resolution dated 25 April 2008.

The Share Option Reserve, stated net of deferred taxation, comprises the fair value of the staff costs
which have been measured in 2006 in respect of the senior management share option scheme granted
on 18 January 2006.

All the above reserves are non-distributable.

18.5 Dividends

An interim dividend was declared and paid by the Company:

For the year ended 31 December 2008 2007

€ €
Dividend, net of income tax 1,200,000 2,415,000
Dividend per ordinary share 0.743 1.495

On 28 April 2008, the Company distributed by way of dividends the amount of €1,200,000 from the
Company’s retained earnings. These dividends were distributed prior to the Combined Offering and the
number of shares entitled to receive dividend on that date amounted to 1,615,345 ordinary shares.

After 31 December 2008 the following dividend was proposed by the directors for 2008. This dividend
has not been provided for and there are no income tax consequences.

2008
€

€ 0.022 per ordinary share 825,000
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18

18.6

19

19.1

19.2

CAPITAL AND RESERVES (continued)

Availability of reserves for non-distribution

Distributable
Non-Distributable

EARNINGS PER SHARE

The calculation of basic earnings per share at the respective reporting dates is calculated on the profit
attributable to ordinary shareholders of the Company and the weighted average number of ordinary

shares outstanding during the period.

Post-tax profit attributable to ordinary shareholders

FINANCIAL STATEMENTS

2008 2007

€ €
2,767,826 4,337,015
2,878,652 2,052,748
5,646,378 6,389,763

2008 2007

€ €

Profit attributable to ordinary shareholders 2,548,536 2,047,421

Weighted average number of ordinary shares
2008 2007

Weighted Weighted

Issued average Issued average
No. No. No. No.

At beginning of the year 1,615,345 1,615,345 1,469,964 1,469,964
Exercise of share option - - 145,381 14,339
Share split 6,461,380 6,461,380 - 5,937,212
Capitalisation of reserves 24,423,275 24,423,275 - 22,441,980
Issue of share capital 5,000,000 2,575,342 - -
At end of year 37,500,000 35,075,342 1,615,345 29,863,495
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20 BANK BORROWINGS

20.1 2008 2007

Non-current liabilities
Non-current portion of secured bank loan

- repayable between 2 to 5 years 1,178,417 -
- repayable after 5 years 1,431,137 -
2,609,554 -

Current liabilities
Current portion of secured bank loan 357,368 -

Bank borrowings represent a local banking facility of €3,700,000 obtained by the Company during the
year. The facility is repayable over a period of ten years from first draw down and is subject to interest
at the rate of 1.75% over the Bank’s Lending Base Rate, which at year-end stood at 2.95%. The facility
is secured by a first general hypothec over the Company’s assets, first special hypothec and special
privilege over the land, and a pledge on a comprehensive insurance policy covering the hypothecated

property.

20.2 The Company’s exposure to interest rate risk for financial assets and liabilities are disclosed in note 23.

21 TRADE AND OTHER PAYABLES

211 2008 2007
€ €

Current liabilities
Trade payables 329,741 605,635
Amount due to directors - 220,640
Amount due to key management personnel 1,556 -
Dividends payable to parent entity 97,915 1,223
Amount due to other related entities 46,505 17,744
Other taxes and social securities 258,551 255,902
Other trade payables 11,594 88,762

745,862 1,189,906

21.2  The amounts due to directors and key management personnel are unsecured, interest-free and repayable
on demand.
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Notes to the Financial Statements
For the Year Ended 31 December 2008 (continued)

21 TRADE AND OTHER PAYABLES (continued)

21.3 Transactions with related parties are set out in note 28 to these financial statements.

21.4  The Company’s exposure to currency and liquidity risk related to trade and other payables is disclosed in
note 23.

22 ACCRUALS AND DEFERRED INCOME

Deferred income classified as current liabilities consists of customer advances for contracted work and
maintenance fees recognised on a pro-rata basis with reference to the period to which they relate.

2008 2007
€ €
Non-current
Accrued expenses 191,437 -
Current
Accrued expenses — third parties 1,093,968 392,963
Accrued expenses — other related entities 248,550 -
Deferred income — third parties 822,229 671,955
Deferred income — other related entities - 15,626

2,164,747 1,080,544

Non-current accrued expenses are carried at amortised cost. The corresponding current portion
amounting to €90,247 is included with current accrued expenses.
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Notes to the Financial Statements
For the Year Ended 31 December 2008 (continued)
23 FINANCIAL INSTRUMENTS

23.1 Credit risk

23.1.1 Exposure to credit risk

The carrying amount of financial assets represents the maximum credit exposure. The maximum exposure
to credit risk at the reporting dates was as follows:

Carrying Amount
2008 2007
€ €

Non-current assets
Accrued income 765,758 -

Current assets

Trade and other receivables 1,447,512 962,957
Prepayments and accrued income 1,919,786 1,536,073
Receivables from related undertakings 618,659 370,438

3,985,957 2,869,468

Cash at bank and in hand 5,447,062 1,008,152

The maximum exposure to credit risk for trade and other receivables, prepayments and accrued income
and receivables from related undertakings at the respective reporting dates by geographic region was as
follows:

Carrying Amount

2008 2007
€ €
Non-current assets
Europe 765,758 -
Current assets
Europe 2,833,107 1,741,012
Middle East 832,795 1,125,071
United States of America 320,055 3,385

3,985,957 2,869,468
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For the Year Ended 31 December 2008 (continued)
23 FINANCIAL INSTRUMENTS (continued)
23.1 Credit risk (continued)

23.1.1 Exposure to credit risk (continued)

The amounts due by the Company’s significant customers, included in trade receivables and accrued
income above are analysed as follows:

2008 2007

€ €

Customers situated in Europe 1,250,885 922,887
Customers situated in USA 306,372 -

1,657,257 992,887

23.1.2 Impairment losses

The aging of trade receivables at the respective reporting dates was as follows:

2008 2007

€ &

Not past due 473,800 223,297
31 days to 60 days 123,606 121,126
61 days to 90 days 61,518 137,501
Over 90 days 645,666 460,186

1,304,590 942,110

The movement in the allowance for impairment in respect of trade receivables during the year was as

follows:
2008 2007
€ €
Balance at 1 January 127,510 127,510
Impairment loss recognised 123,768 -
Reversal arising from exchange fluctuations (1,601) -
Balance at 31 December 249,677 127,510

The trade receivables are stated net of a specific impairment allowance. Based on historic default rates,
the Company believes that no further allowance is necessary.
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23

23.2

23.3

FINANCIAL INSTRUMENTS (continued)

Liquidity risk

The following are the contractual maturities of financial liabilities, including estimated interest payments.

31 December 2008

Carrying Contractual 12 months 1-2 2-5 More than
amount cash flows or less years years 5 years
Secured bank loans 2,966,922 3,499,338 489,180 489,180 978,360 1,542,618
Accrued expenses 1,633,955 1,552,263 1,252,263 100,000 200,000 -
Trade & other payables 745,862 745,862 745,862 - - -
5,246,739 5,797,463 2,487,305 589,180 1,178,360 1,542,618

31 December 2007
Accrued expenses 392,963 392,963 392,963 - - -
Trade & other payables 1,189,906 1,189,906 1,189,906 - - -
1,582,869 1,682,869 1,582,869 - - -

Currency risk

The Company’s exposure to foreign currency risk was as follows based on notional amounts:

Trade receivables
Bank savings accounts
Trade payables

Gross balance sheet exposure
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Notes to the Financial Statements
For the Year Ended 31 December 2008 (continued)
23 FINANCIAL INSTRUMENTS (continued)
23.3  Currency risk (continued)
The following significant exchange rates applied during the year:

Reporting date

Average rate spot rate
2008 2007 2008 2007
USD 1 0.6799 0.7298 0.7185 0.6782

Sensitivity analysis

A 10 per cent strengthening of the Euro against the following currency at 31 December 2008 would have
decreased equity and profit or loss by the amounts shown below. This analysis assumes that all other
variables, in particular interest rates, remain constant. The analysis is performed on the same basis for

2007.

Profit
Equity or loss
€ €

31 December 2008
UsD 44,683 44,683

31 December 2007
UsD 26,767 26,767

A 10 per cent weakening of the Euro against the USD would have had the equal but opposite effect on the
above currencies to the amounts shown above, on the basis that all other variables remain constant.
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23 FINANCIAL INSTRUMENTS (continued)
23.4 Interest rate risk
23.4.1 Profile

At the reporting date the interest rate profile of the Company’s interest-bearing financial instruments

was:
2008 2007

€ €

Financial assets 5,447,062 1,008,152
Financial liabilities (2,966,922) -

2,480,140 1,008,152

23.4.2 Interest rate risk

The Company is exposed to interest rate risk on its borrowings arising from movements in the Bank’s
Lending Base Rate.

All borrowing costs are related to the acquisition and construction of qualifying assets and are capitalised
as incurred, therefore a change in interest rates at the reporting date would not affect profit or loss and
equity.

23.5 Fair values

23.5.1 Fair values versus carrying amounts

The reported carrying amounts at the respective balance sheet dates of the Company’s current financial
instruments are a reasonable approximation of their fair values in view of their short-term maturities.
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23

23.5

23.5.1

23.5.2

FINANCIAL INSTRUMENTS (continued)

Fair values (continued)

FINANCIAL STATEMENTS

Fair values versus carrying amounts (continued)

The fair values of financial assets and liabilities, together with the carrying amounts in the balance sheet,

are as follows:

Accrued income

Trade and other receivables
Cash and cash equivalents
Secured bank loan

Trade and other payables
Accruals

31 December 2008 31 December 2007
Carrying Fair Carrying Fair
amount value amount value
€ € € €
2,584,511 2,611,447 1,473,436 1,473,436

1,447,512 1,447,512 962,957 962,957
5,447,062 5,447,062 1,008,152 1,008,152
(2,966,922) (2,966,922) - -

(745,862)  (745,862) (1,189,906) (1,189,906)
(1,533,955) (1,540,693)  (392,963)  (392,963)
4,232,346 4,252,544 1,861,676 1,861,676

The basis for determining fair value is disclosed in note 4.

Interest rates used for determining fair value

The interest rates used to discount estimated cash flows, when applicable, are based on the European
Central Bank yield curve for accrued income and accruals, and the bank’s lending rate for secured bank
loan at the reporting date, and were as follows:

Non-current accrued income
Non-current accruals
Secured bank loan

2008 2007
% %
2.44 -
2.44 -
4.70 -
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24

25

26

OPERATING LEASES

The Company leases its premises at 120 The Strand, Gzira, Malta under two separate lease agreements
for each floor. Both leases, previously non-cancellable, expired on 25 June 2007. After this date the lease
agreements were renewed for a further five years with the option of termination under sufficient notice
period. Lease payments are increased every year to reflect market rentals.

The following amount was recognised as an administrative expense in the income statement in respect
of operating leases:

2008 2007
€ €
Operating leases 114,130 106,764
CAPITAL COMMITMENTS

2008 2007
€ €

Authorised but not yet contracted for:
Foreign investment in subsidiary in formation 79,500 -

OTHER COMMITMENTS

The Company has established a new Share Option Scheme (the “Scheme”) in order to allow senior
management and employees to share in the success of the Company and to motivate and retain key staff
members. It is the intention of the Directors to grant share options to eligible employees on 1 January
2010.

The number of shares in respect of which subscription options may be granted under the Scheme in
a three-year period will be limited to 2% of the issued share capital of the Company, and options may
be exercisable at any time up to eight (8) years from the date on which the Options were issued. The
exercise price for the applicable year shall be the trade weighted average market price per share, on the
Malta Stock Exchange for the last forty (40) dealing days of the year immediately preceding the start of
the relevant one-year period.
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27

28

28.1

28.2

28.3

CONTINGENCIES

A contingent liability may arise on certain claims against the Company on warranties arising in the ordinary
course of the Company’s business. Based on historical facts, the likeliness of any future warranty claims
is deemed to be remote.

RELATED PARTIES

Parent and ultimate controlling party

The Company is owned up to 58.9% by ITM (Information Technology Management) Holding Limited, a
local registered company (C 23322), the registered office of which, is 120/6, The Strand, Gzira, Malta.

ITM (Information Technology Management) Holding Limited prepares the consolidated financial statements
of the Company.

Identity of related parties

The Company has a related party relationship with its parent company, other subsidiaries of the parent
company (“group undertakings”), the Company’s key management personnel (including directors), an
associate of the parent company and entities in which one of the directors or their immediate relatives
have an ownership interest (“other related parties”).

The Company uses the legal services of GTG Advocates in relation to advice given to the Company.
Amounts were billed based on normal market rates for such services and were due and payable under
normal payment terms.

Related party transactions

2008 2007
€ €

Key management personnel
Remuneration for services provided to the company 427,454 232,007
Directors’ fees 10,513 -
Interim dividend payable to 108,000 217,350
Dividend paid 320,286 3,610
Payments on account 1,160 721
Repayment of advances by - 25,135
Payment of expenses on behalf of the Company by - 10,298
Provision for exchange differences on balance held on behalf of - 426
Set-off of balance outstanding with - 1,454
Assignment of director balance - 701,578

FR=== ANNUAL REPORT & FINANCIAL STATEMENTS 2008

81



82

FINANCIAL STATEMENTS

Notes to the Financial Statements
For the Year Ended 31 December 2008 (continued)

28

28.3

RELATED PARTIES (continued)

Related party transactions (continued)

Directors of the Company control directly and indirectly 66.7 per cent of the voting shares of the Company.

There were no loans to directors during the current and comparative year.

During the year ended 31 December 2007, key management personnel exercised the right to purchase
shares in Company under a Senior Management Share Option Scheme. On 26 November 2007, 145,381
Ordinary Shares, representing 9% of the voting shares of the Company at the date of exercise of the
option, were allotted to key management personnel.

Parent company

Payment of expenses on behalf of
Repayment for expenses paid on behalf of
Advances on behalf of company by
Loan repayments on behalf of
Assignment of receivables to
Payment of receivables from
Assignment of payables to

Receipts on behalf of the company by
Set-off of balances outstanding with
Interim dividend payable to

Interim dividend paid to

Group undertakings

Payment of expenses on behalf of

Receipts on behalf of the Company by
Payments to director on behalf of Company by
Set-off of balances outstanding with
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2008 2007

€ €
262,762 60,576
199,035 =
24,014 =
590,000 737,119
300,000 284,398
300,000 =
- 701,678

6,757 42,010
348,838 1,547,959
1,093,223 2,197,650
10,000 =
348,838 382,036
- 212,069

- 246,153
348,838 1,569,696
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28 RELATED PARTIES (continued)

28.3 Related party transactions (continued)

2008 2007
€ €

Other related entities
Services provided to 870,166 980,140
Services provided by 836,982 695,418
Payments for services provided to 409,082 468,363
Payments for services provided by 889,179 783,056
Assignment to parent company of receivables from 300,000 267,598
Receipts on behalf of the Company by - 200,864
Set-off of balances outstanding with - 21,737
Services not yet invoiced provided to 300,000 193,763
Services not yet invoiced provided by 248,550 -
Services invoiced deferred to be provided to - 15,626
Advances by - 9,000

All transactions entered into with related parties have been accounted for at fair and reasonable prices.
28.4 Related party balances
Information on amounts due to/by related parties is set out in notes 15, 16, 21 and 22 to these financial
statements.
29 CHANGE IN CLASSIFICATION
During the current year, the Company modified the income statement classification of certain travel
and accommodation expenses, and marketing and promotional expenses. Comparative amounts were
reclassified for consistency, which resulted in €24,597 being reclassified from “cost of sales” to “marketing
and promotional expenses”, and €64,614 being reclassified from “administrative expenses” to “marketing

and promotional expenses”.

The effect on amounts for the year ended 31 December 2007 is set out in note 30.
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30
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PRIOR PERIOD ERROR

During the financial year ended 31 December 2007, commissions payable were understated.

In accordance with IAS 8, Accounting Policies, Changes in Accounting Estimates and Errors, the
Company has restated retrospectively the effected financial statements by restating the expenditure,

assets, liabilities and equity of the Company for the year ended 31 December 2007.

The following are the restatements to the financial statement line items affected by the prior period error:

Effect on amounts for the year ended 31 December 2007

Income Statement
Cost of sales
Gross profit

Marketing and promotional expenses

Administrative expenses

Results from operating activities

Profit before tax
Income tax expense
Profit for the year
Earnings per share

Balance sheet

Deferred tax assets

Total non-current assets
Total assets

Retained earnings

Total equity

Deferred tax liabilities
Total non-current liabilities
Accruals and deferred income
Total current liabilities
Total liabilities

Total equity and liabilities

As previously Change in As
reported Restatements classification restated

€ € € €
3,280,216 225,000 (24,597) 3,430,619
3,080,263 (225,000) 24,597 2,829,860

- - 89,211 89,211

718,378 - (64,614) 648,764
2,387,468 (225,000) - 2,162,468
2,372,566 (225,000) - 2,147,566
133,895 (83,750) - 100,145
2,238,671 (191,250) - 2,047,421
1.51 0.13) - 1.38

- 9,610 - 9,610
6,388,328 9,610 - 6,397,938
10,265,948 9,610 - 10,275,558
4,528,265 (191,250) - 4,337,015
8,196,358 (191,250) - 8,005,108
24,140 (24,140) - =
24,140 (24,140) - =
855,544 225,000 - 1,080,544
2,045,450 225,000 - 2,270,450
2,069,590 200,860 - 2,270,450
10,265,948 9,610 - 10,275,558
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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”) as set out on pages 42 to 84,
which comprise the balance sheet as at 31 December 2008 and the statement of changes in equity, income
statement and cash flow statement for the year then ended, and a summary of significant accounting policies and
other explanatory notes.

Directors’ Responsibility for the Financial Statements

As described on page 40, the directors are responsible for the preparation and fair presentation of these
financial statements in accordance with International Financial Reporting Standards as adopted by the EU. This
responsibility includes: designing, implementing and maintaining internal control relevant to the preparation and
fair presentation of financial statements that are free fromm material misstatement, whether due to fraud or error;
selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in
the circumstances.

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 Companies Act, 1995 enacted in Malta (the “Act”) and may not be appropriate for any other purpose.

We conducted our audit in accordance with International Standards on Auditing. Those standards require that we
comply with relevant ethical requirements and plan and perform the audit to obtain reasonable assurance 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 and fair presentation of the financial statements 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 principles 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
opinion.
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Independent Auditors’ Report

To the Members of RS2 Software p.l.c. (continued)

Opinion

In our opinion, the financial statements give a true and fair view of the financial position of the Company as at 31
December 2008, and of its financial performance and its cash flows for the year then ended in accordance with
International Financial Reporting Standards as adopted by the EU.

Report on Other Legal and Regulatory Requirements

We also report to you our opinion as to whether the financial statements are properly prepared in accordance with
the Act. In addition, we report to you if, in our opinion:

¢ the information given in the Directors’ Report is not consistent with the financial statements; or

¢ the Company has not kept proper accounting records; or

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

¢ we have not received all the information and explanations we require for our audit, or if the information specified
by Article 31(0) of the Third Schedule to the Act regarding any directors’ emoluments and insurance premiums
paid for the Company’s officers covering any liability incurred by them in defending any proceedings in which
judgement is given in their favour or in which they are acquitted is not disclosed, in which case we are required

to include a statement in our report giving the required particulars.

We read the Directors’ Report and consider the implications for our report if we become aware of any material
misstatements of fact within it.

Opinion

In our opinion, the financial statements have been properly prepared in accordance with the Companies Act, 1995
enacted in Malta.

c\,—/{_——- ’
o

Joseph C Schembri (Partner) for and on behalf of

KPMG
Registered Auditors

17 March 2009
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Share Register Information

RS2 Software p.l.c. (RS2) has an authorised share capital of €8,000,000. The issued and fully paid up capital of

OTHER INFORMATION

€7,500,000 is divided into 37,500,000 ordinary shares with a nominal value of €0.20 each.

Pursuant to Listing Rule 9.44e.5

Directors’ interest in the Company as at 31 December 2008 and as at 28 February 2009 were as follows:

Ordinary shares held as
at 31 December 2008 and
as at 28 February 2009

Reinhold Schéffter

Executive director and chairman

20

Mario Schembri

Executive director and CEO

2,924,999

Maurice Xuereb

Non-executive director

3,000

No director has any other beneficial or non-beneficial interest in the company’s share capital. There were no

changes to the directors’ interests between 31 December 2008 and 28 February 2009.

Pursuant to Listing Rule 9.44e.6 and 9.44e.14

The following is a list of shareholders holding five percent (5%) or more of the issued share capital of the

Company:

Ordinary shares of €0.20 each at:

31 December 2008

28 February 2009

Number of shares Holding (%) Number of shares Holding (%)
ITM Holding Limited 22,074,981 58.9 22,074,981 58.9
Mario Schembri 2,924,999 7.8 2,924,999 7.8
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Share Register Information (continued)

Number of shareholding and holding details

As at 31 December 2008, the Company’s issued share capital was held by 770 shareholders. As at 28 February
2009, the issued share capital was held by 769 shareholders.

The issued share capital consists of one class of ordinary shares and all shares carry equal rights. Highlights of the
rights attaching to the shares are set out in page 31 of the Directors’ Report.

Shareholder Range Number of holders Number of holders Movement
at 31 December 2008 at 29 February 2009 Increase/(decrease)

1 —1,000 shares 10 10 0
1,001 — 5,000 shares 494 492 )
5,000 shares and over 266 267 1

Company Secretary and Registered Address

Dr Ivan Gatt LL.D.
120/6, The Strand,
Gzira, GZR 1027,
Malta

Tel: +356 2134 5857
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SOFTWARE P.L.C.

Directors

Company Secretary

Registered Office
Country of Incorporation

Company Registration Number

Auditors

Legal advisers

Reinhold Schaffter — Chairman

Mario Schembri — Chief Executive Officer
Dr Robert Tufigno LL.D.

Maurice Xuereb

Dr Ilvan Gatt LL.D.

120/6, The Strand
Gzira GZR1027
Malta

Malta
C 25829

KPMG

Portico Building
Marina Street
Pieta PTAQ044
Malta

GTG Advocates

66, Old Bakery Street
Valletta VL.T1454
Malta

OTHER INFORMATION
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