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S2 Software plc
published its half-
yearresults lastweek
and although re-
venues only in-
creased by 5.7 per

cent, group profit for the period
climbed 41.4 per cent to €286,708
mainly due to a sharp rise in ‘other
income’ of €120,395.Other income
primarily consists of foreign
exchangegainsonreceivables,some
of which were realised at the
reportingdate.
Themain areas of activity of the

RS2 Software Group include the
development, implementation,and
marketing of specialised computer
software for financial institutions
under the trademarkofBankworks.
In2009,RS2alsoentered the field

of processing of payment transac-
tions through the investment in a
company in the US, Transworks
LLC. RS2 acquired a 26 per cent
shareholding in Transworks for
€750,000 in June 2009 and despite
this minority shareholding, the
financial results of theUScompany
are consolidated on a line-by-line
basis since RS2 and its majority
shareholder ITMHolding Ltd have
overall controlof theboardofdirec-
tors of Transworks.
Although this company is still in

its early stages of development and
incurring losses, increasedmarket-
ing efforts are being deployed to
attractnewclients.Theintroduction
of the processing of transactions as
partofRS2’soverallportfolioof ser-
vices is an important newdevelop-
ment for the group.
RS2also intends tocarryout such

processing activities inMalta once
thegroup’snewheadoffice inMosta
isbuilt.Theplotof landinMostawas
acquiredinDecember2008for€3.26
million and was mainly funded
throughabank loan.
Earlier this year, at the timeof the

publication of the 2009 full-year
results, the RS2 directors had
warned shareholders that the
decline in service requests from
existing clientsmay persist for the
medium-term. They had also indi-
cated that in their view it will take
some time before the previous
momentum is regained.
However, in the recent interim

statementpublishedonMay18and
in last week’s half-year report, the
directorsseemtobemoreoptimistic
asa resultof theadditional requests
beingreceived. In the interimstate-
ment,RS2hadrevealedthat theyear
started on a positive note with the

successful conclusion of a licence
contractwith anewclientwhile the
companywas informedbyoneof its
major clients that they intended to
migrateall theiroperationsonto the
Bankworksplatform.
Althoughthiscontractcouldnotbe

quantifiedat thetime, itcouldrepre-
sent substantial new income in the
comingreportingperiods.Moreover,
RS2’s directors commented in the
recenthalf-year report that banks in
various regionsare showingpositive
interest inBankworkswithpotential
clientsbeing linedup.
After the record performance in

2008 when RS2 registered a profit
after tax of €2.55million, the group
had a very disappointing year in
2009 and the improvement in the
firsthalfof2010mustalsobeviewed
in thisperspective.Theprofitability
in2008hadalsobeenboostedbythe
sale of licences in that year. The
company has since changed strat-
egy to focusonengagingnewclients
onacomprehensivepackagebasis,
as opposed to separate licensing,
maintenance and service agree-
ments. This newpricingmodel has
the effect of smoothening revenue
recognitionover thetermof thecon-
tract, eliminating any significant
fluctuations previously created by
recognitionof licence fees in the first
year of signing the contract.
In2009,RS2concluded twocom-

prehensive package agreements
withnewclients inScandinaviaand
the Middle East, and one with a
client in Egypt. In the first half of
2010, another licence agreement
waswonby the company.

At thetimeof theIPOinMay2008,
it was evident that the company’s
policy was that of ensuring an ade-
quate dividend through an annual
distribution to shareholders. In
March 2009, at the time of the pub-
lication of the 2008 full-year results
the company recommended the
payment of a dividend of €825,000
(equivalent to €0.022 per share) for
2008.
Although profitability declined

markedly in 2009, thedividendwas
maintained earlier this year clearly
indicating support in respect of an
annualdividendpayment to share-
holders. ThedividendspaidbyRS2
were distributed from tax free prof-
its as a result of the investment tax
credits eligible to the company
under the Business PromotionAct.
As such, the dividend of €0.022 per
share representedanetdividend to
shareholdersof3.93percenton the
last tradedprice of €0.56 or 2.75 per
cent on the IPO price of €0.80 per
share.This taxbenefit isexpected to
continue in future years.
ThehistoricperformanceofRS2’s

share price since its IPO at €0.80
clearly reflects the disappointing
financial results in 2009 with the
equitydroppingtoalowof€0.47ear-
lier this year before recovering
slightly to €0.56. RS2’s share price
has been inactive since July 8 and
offers are available in themarket at
€0.48.
The sharp downturn in the com-

pany’s share price presumably
reflects the fact that RS2missed its
financial projections published at
the timeof the IPO.Thiswasmainly

because services requested by
clientswereata lower levelasbanks
curtailed their budgets in thewake
of the financial crises.An important
income component for the com-
pany in the form of service fees
charged per ‘man day’ shrank in
2009, however the company
believes this is not “lost business”
but “business postponed to the
future” as clients will eventually
needtoundertake the investment in
theircardprocesses in linewithnew
technological requirements.
Despite thecompanynotachiev-

ing the financial results it was
expecting following its IPO, it has
continued topursue its statedstrat-
egyandwassuccessful in thesetting
up of two regional offices in Jordan
and the Philippines which were at
thecoreof the futurestrategicdirec-
tion. It also entered into the area of
processingofpayment transactions
throughthe importantshareholding
in Transworks. This should prove
beneficial in the longer term.

RS2hadbeengreetedwithenthu-
siasm on the stockmarket in 2008
withover750 investorsparticipating
in the IPO. The company should
ensure these shareholders are kept
updated as often as possible on
developmentsaffecting itsbusiness
prospects. An improved informa-
tion flow should help retain share-
holder loyalty and create more
awareness on the prospects of a
recovery in its financial perfor-
mance. This, in turn, may help to
increase trading activity in RS2
shares for the benefit of all share-
holders.

The sharp
downturn in the
company’s share
price presumably
reflects the fact
that RS2missed
its financial
projections
published at the
timeof the IPO.
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