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HSBC Merchant Services LLP

Members’ report for the year ending 31 May 2011

The members present their Annual Report and the audited financial statements for the year ended 31 May 2011

Principal activity

As at the year end HSBC Merchant Services LLP (“the Partnership” or “the LLP") 1s a joint venture between Global
Payments UK Limited and Global Payments UK 2 Limited

The Partnership’s principal activity 1s merchant acquiring, which 1s the electronic transaction processing of pont-of-
sale payments on 1ssued debit and credit cards

Distribution policy

The Partnership’s distribution policy 1s that distributable profits are determined on a monthly basis Distributions are
made to members having rights to a share of profit, of which only Global Payments UK Limuted qualifies, and
distributed following the preparation of the month-end results [Distnibutable profits consist of statutory profit
adjusted for amortisation cost and transfer pricing profits already taken by members Details of distributions made n
the year are as per note 17 to the financial statements

Designated members and Capatal policy

The members of the LLP are Global Payments UK Limited and Global Payments UK 2 Limited Global Payments
UK 2 Limuted did not participate n the LLP’s profit, and holds no financial interest in the LLP Members® capital n
total 1s linked to the financial requirements of the LLP

Fmancial position and performance

The profit for the year ending 31 May 2011 was £452m (2010 £36 5m), as detailled on the statement of
comprehenstve income on page 6 The increase 1s due in part to consumer spending on credit card transactions which
are up 11% compared to prior year, and in part due to lower operating costs ansmng from cost efficiency The
Partnership aims to continue the development of the business by recruiting further new merchants, and leveraging
HSBC Bank plc corporate relationships within the existing customer base

Profit 1s not taxable within the Partnership Taxatton will be applied to the respective investor cormpantes

Net assets as at 31 May 2011 were £372 6m (2010 £390 2m), as detailed on the balance sheet on page 9 This
difference 1s due to distributions to members in excess of statutory profit m line with the conditions stipulated n the
partnership agreement

Principal risks and uncertainties

The Partners consider that the principal area of nisk 1s counterparty credit sk The Partnership has counterparty
credit nisk management processes in place which are designed to prevent specific sndividual merchant loss

The Partnership’s financial risk management objectives and pelicies are given in note 20 to the financial statements
Going concern basis

After making enquiries, and considering the forecast that the Partnership 1s expected to remam profitable and cash
generative, the directors have formed a judgement that there 1s a reasonable expectation that the Partnership has
adequate resources to continue In operational existence for the foreseeable future In forming this judgement the
members have considered the Partnerships ability to meet liabilities as they fall due and the letter of support provided
by the ulimate parent company, Global Payments, Inc As such the members continue to adopt the going concemn
basts 1n preparing the financial statements




HSBC Merchant Services LLP

Members’ report for the year ending 31 May 2011 (continued)

Creditor payment policy

The partnership agrees terms and conditions with its suppliers Payment 1s then made on the terms agreed, subject to
the approprate terms and conditions being met by the supplier Trade creditors of the Partnership at 31 May 2011 we
equivalent to 157 days (2010 81 days)

Auditor
Each of the members of the partnership at the date of approval of this annual report confirms that

e so far as the member 1s aware, there 15 no relevant audit information of which the partnership’s auditor’s are
unaware, and

» the member has taken all the steps that they ought to have taken as a member n order to make themselves aware
of any relevant audit information and to establish that the partnership’s auditor 1s aware of that information

This confirmation 15 given and should be interpreted m accordance with the provisions of 5418 of the Companies Act
2006

Deloitte LLP have expressed their willingness to continue n office as auditor A resolution to reappointment them
will be proposed at the forthcoming Annual General Meeting

Signed on behalf of the members

Chnistopher Payments UK Limited
15 September 2011




HSBC Merchant Services LLP

Members’ responsibility statement

The members are responsible for preparing the Annual Report and the financial statements in accordance with
applicable law and regutations

The Limited Liability Partnerships (Accounts & Audit) (Application of Compamies Act 2006) Regulations 2008
require the members to prepare financial statements for each financial year Under that law the members have elected
to prepare the financial statements in accordance with IFRSs as adopted by the European Union The financial
statements are also required by law to be prepared in accordance with the Companies Act 2006, as applicable to
limuted hability partnerships

International Accounting Standard 1 requires that financial statements present fairly for each financial year the firm’s
financial position, financial performance and cash flows This requires the faithful representation of the effects of
transactions, other events and conditions n accordance with the defimtions and recognition critena for assets,
habilities, income and expenses set out in the International Accounting Standards Board’s ‘Framework for the
preparation and presentation of financial statements’ In virtually all circumstances, a farr presentation will be
achieved by comphance with all applicable IFRSs However, members are also required to

. properly select and apply accounting policies,

. present information, including accounting policies, i a manner that provides relevant, reliable, comparable
and understandable information, and

. provide additional disclosures when comphance with the specific requirements i IFRSs are msufficient to

enable users to understand the impact of particular transactions, other events and conditions on the entity’s
financial position and financial perfermance

The members are responsible for keeping adequate accounting records that disclose with reasonable accuracy at any
time the financial position of the firm and enable them to ensure that the financial statements comply with the
Companies Act 2006, as applicable to limuted liability partnerships They are also responsible for safeguarding the
assets of the firm and hence for taking reasonable steps for the prevention and detection of fraud and other
wregularities

These responsibilities are exercised by the Board on behalf of the members



HSBC Merchant Services LLP

Independent auditor’s report
For the year ended 31 May 2011

We have audited the financial staterents of HSBC Merchant Services LLP (“the LLP”} for the year ended 31 May
2011 which comprise the Statement of Comprehensive Income, the Balance Sheet, the Cash Flow Statement, the
Statement of Changes m Equity and the related notes 1 to 21 The financial reporting framework that has been
applied in their preparation 1s applhcable law and International Financial Reporting Standards (IFRSs) as adopted by
the European Union

This report 15 made solely to the LLP’s members, as a body, n accordance with Chapter 3 of Part 16 of the
Companies Act 2006, as applicable to imited habihity partnerships  Our audit work has been undertaken so that we
might state to the LLP’s members those matters we are required to state to them n an auditor’s report and for no other
purpose To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the
LLP and the LLP’s members as a body, for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of members and auditor

As explained more fully in the Members’ Responsibility Statement, the members are responsible for the preparation
of the financial statements and for being satisfied that they give a true and fair view  Our responsibility 1s to audit and
express an opmion on the financial statements n accordance with apphcable law and International Standards on
Auditing (UK and Ireland) Those standards require us to comply with the Auditing Practices Board’s Ethical
Standards for Auditers

Scope of the audit of the finanaial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give
reasonable assurance that the financial statements are free from material misstatement, whether caused by fraud or
error This includes an assessment of whether the accounting polictes are appropriate to the LLP’s circumstances
and have been consistently apphed and adequately disclosed, the reasonableness of significant accounting estimates
made by the members, and the overall presentation of the financial statements In addition, we read all the financial
information 1n the annual report to identify material inconsistencies with the audited financial statements If we
become aware of any apparent material misstatement or inconsistencies we consider the implications for our report

Opinton on financial statements

In our opinten

. the financial statements give a true and fair view of the state of the LLP’s affairs as at 31 May 2011 and of
the LLP’s profit for the year then ended,

. the financial statements have been properly prepared in accordance with [FRSs as adopted by the European
Union,

. the financial statements have been prepared in accordance with the requirements of the Compames Act 2006,

as applicable to himited hability partnerships

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006, as applicable to muted
liability partnerships requires us to report to you if, in our opinion

. adequate accounting records have not been kept, or returns adequate for our audit have not been received
from branches not visited by us, or

. the financtal statements are not 1n agreement with the accounting records and returns, or

. we havE EY recerved all the information and explanations we require for our audit

Matthew Perkins (Seruor Statutory Auditor)
For and on behalf of Deloitte LLP
Chartered Accountants and Statutory Auditor
Birmingham, England

‘() September 2011




HSBC Merchant Services LLP

Statement of comprehensive income
For the year ended 31 May 2011

Year ended Year ended

31 May 31 May

2011 2010

Note £ 000°s £ 000’s

Continuing operations

Commuission tncome 420,159 387,437
Commission expense (276,322)  (248,181)
Revenue 5 143,837 139,256
Administrative and other operating expenses (98,662) (102,868)
Operating profit 6 45,175 36,388
Investment revenue 5,9 50 75
Comprehensive income for the year 17 45,225 36,463
Attributable to the members 45,225 36,463

The accompanying notes form an integral part of the financial statements




HSBC Merchant Services LLP

Statement of changes in members’ equity
For the year ended 31 May 2011

Year ended Year ended
31 May 2011 31 May 2010

Note £ 000's £ 000’s
Total comprehensive income for the year 45,225 36,463
Disinbutions from profit for the year (45,225) {36,463)
Returns of members” capital (17,650) (19,964)
Net movement 1n members capital in the year 17 (17,650} (19,964)
Members’ equity at | June 17 390,223 410,187
Members’ equity at 31 May 17 372,573 390,223




HSBC Merchant Services LLP
Registered number OC337146

Balance sheet
As at 31 May 2011

2011 2010
Note £000’s £000's

Non-current assets
Goodwill 10 291,220 291,220
QOther intangible assets 11 74,154 89,217
Property, plant and equipment 12 9,688 6,711

375,062 387,148

Current assets

Inventories 13 967 1,768
Trade and other receivables 14 42,002 11,823
Cash and cash equivalents 14 53,119 39,362
96,088 52,953
Total assets 471,150 440,101
Current habilities
Trade and other payables 15 (97,884) (47,486)
Provision for habilities 16 (693) (2,392)
Total habilities (98,577) (49,878)
Net assets 372,573 390,223
Members equity
Capital account — Global Payments UK Limited 17 372,573 390,223
Total members® equity 372,573 390,223

The accompanying notes form an ntegral part of these Financial Statements

The financial statements were approved by the members and authorised for 1ssue on 15 September 2011 They were
signed on their behalf by

Member



HSBC Merchant Services LLP

Cash flow statement
For the year ended 31 May 2011

Net cash from operating activities
Investing activities

Interest recetved

Purchase of property, plant and equipment
Purchase of intangible assets

Net cash used 1n investing activities

Financing activities

Distributions and repayments of capital to members, paid

and commuitted
Decrease in distributions payable

Net cash outflow from financing activities

Net increase in cash and cash equivalents

Cash and cash equtvalents at beginning of year

Cash and cash equivalents at end of year

Year ended Year ended

31 May 31 May

2011 2010

Note £ 000°s £ 000°s
18 91,724 83,241
50 75
(6,521) (4,510)

{2,684) -
(9,155) (4,435)
(62,875) (56,427
(5,937) 817)
(68,812) (57,244)

13,757 21,562

39,362 17,800

53,119 39,362




HSBC Merchant Services LLP

Notes to the financial statements (continued)
For the year ended 31 May 2011

1. General information

HSBC Merchant Services LLP 15 a Limited Liabibty Partnership registered in England and Wales under the
Companies Act 2006 The address of the registered office 1s gtven on page 1 The nature of the Partnership’s
operations and 1ts principal activities are set out in the Members’ report on page 2

These financial statements are presented in pounds sterling because that s the currency of the primary economic
environment in which the Partnership operates

2. Adoption of new and revised Standards

The Partnership has elected to adopt International Financial Reporting Standards as applied i the EU n force as at
the balance sheet date of 31 May 2011

The following standards and interpretations had been 1ssued but not endorsed by the EU at 31 May 2011 and have not
therefore been applied in the preparation of the accounts

IAS | (Amendment) Presentation of Items of Other Comprehensive Income
IAS 12 (Amendment) Deferred Tax Recovery of Underlying Assets
IAS 19 (Revised) Employee Benefits

IAS 27 (Revised) Separate Financial Statements

IFRS 7 (Amendment) Disclosures — Transfers of Financial Assets
IFRS 9 Financial Instruments

IFRS 10 Consotidated Financial Statements

IFRS 11 Jownt Arrangements

IFRS 12 Disclosure of Interests in Other Entities

IFRS 13 Fair Value Measurement

3. Significant accounting pohcies

Basis of accounting

The financial statements have also been prepared in accordance with 1FRSs adopted by the European Union and
therefore the financial statements comply with Article 4 of the EU IAS Regulation

The financial statements have been prepared on the historical cost basis  The principal accounting policies adopted
are set out below

Going concern basis

After making enquiries, and considerng the forecast that the Partnership 1s expected to remamn profitable and cash
generative, the directors have formed a judgement that there 1s a reasonable expectation that the Partnership has
adequate resources to continue In operational existence for the foreseeable future In formung this judgement the
members have considered the Partnerships ability to meet liabilities as they fall due and the letter of support provided
by the ultimate parent company, Global Payments, Inc As such the members continue to adopt the going concern
basis 1n preparing the financial statements

10



HSBC Merchant Services LLLP

Notes to the financial statements (continued)
For the year ended 31 May 2011

3. Significant accounting policies (continued)

Distribution policy

The Partnership’s distribution policy 15 that distributable profits are determined on a month basis Distributions are
made to members having rights to a share of profit, of which only Global Payments UK Limited qualifies at the
balance sheet date, and distnibuted following the preparation of the month-end results Distributable profits consist of
statutory profit adjusted for amortisation cost and transfer pricing profits already taken by members

Goodwill

Goodwill represents the excess of the cost of acquisition over the Partnership’s interest 1n the fair value of the
identifiable assets and liabihities at the date of acquisiion Goodwill 1s intially recognised as an asset at cost and 1s
subsequently measured at cost less any accumulated impairment losses Goodwill which 1s recognised as an asset 1s
reviewed for impairment at least annually Any impairment 1s recogrused immedately in profit or loss and 1s not
subsequently reversed Further details on the method of review are given m note 10

Revenue recognition

Revenue 1s measured at the fair value of the consideration received or recervable and represents amounts receivable
for goods and services provided in the normal course of business, net of discounts, commussions, VAT and other
sales-related taxes

Sales of services are recognised at month end on an accruals basis, whilst sales of goods are recogrised when risks
and rewards of ownership have passed to the buyer

Interest income 15 accrued on a time basts, by reference to the principal outstanding and at the effective interest rate
applicable, which 1s the rate that exactly discounts estimated future cash receipts through the expected life of the
financial asset to that asset’s net carrying amount

Forelgn currencies

In preparing the financial statements, transactions tn currencies other than the entity’s functional currency (foreign
currencies) are recorded at the rates of exchange prevailing on the dates of the transactions At each balance sheet
date, financial assets and habilities that are denominated n foreign currencies are retranslated at the rates prevailing
on the balance sheet date Non-financial assets and liabihties items carried at fair value that are denominated in
foreign currencies are translated at the rates prevailing at the date when the fair value was determined Non-monetary
items that are measured 1n terms of historical cost in a foreign currency are not retranslated

Retirement benefit costs

Payments to defined contribution retirement benefit schemes are charged as an expense as they fall due In the event
that there are differences between amounts paid and payable they are recognised as accruals or prepayments in the
balance sheet

Property, plant and equipment

Fixtures and equipment are stated at historical cost less accumulated depreciation and any recognised impairment
loss

Depreciation 1s charged so as to write off the cost or valuation of assets over their estimated useful hives, using the
straight-line method, on the following bases

Terminal Estate 25%
Fixtures and equipment 20% - 50%

The gain or loss ansing on the disposal or retirement of an asset 1s determined as the difference between the sales
proceeds and the carrying amount of the asset and 1s recognised i other income

11




HSBC Merchant Services LLP

Notes to the financial statements (continued)
For the year ended 31 May 2011

3 Sigruficant accounting policies (continued)
Intangible assets

Intangible assets are amortised over their estumated useful economic lives, and further impaired 1f necessary The
amortisation period for software and software development costs 15 7 years, in line with the useful economic life All
other classes of intangible are amortised over their estimated useful lives, which 1s on average 5 years

Impairment of tangible and intangible assets excluding goodwill

At each balance sheet date, the LLP reviews the carrying amounts of 1ts tangible and intangible assets to determine
whether there 1s any indication that those assets have suffered an impairment loss If any such indication exists, the
recoverable amount of the asset i1s esumated n order to determine the extent of the impairment loss (if any) Where
the asset does not generate cash flows that are independent from other assets, the partnership estimates the
recoverable amount of the cash-generating unit to which the asset belongs

If the recoverable amount of an asset (or cash-generating unit) 1s estimated to be less than its carrying amount, the
carrying amount of the asset (or cash-generating umit) 1s reduced to 1ts recoverable amount An impairment loss is
recognised immediately 1n profit or loss

Where an impamrment loss subsequently reverses, the carrying amount of the asset (or cash-generating unit) 15
increased to the revised estimate of its recoverable amount, but so that the increased carrying amount does not exceed
the carrying amount that would have been determined had no impairment loss been recognised for the asset (or cash-
generating unit) in prior years A reversal of an impairment loss 1s recognised immedhately n profit or loss

Financial Instruments

The Partnership has apphed 1AS 32, Financial instruments Disclosure and presentation and 1AS 39 Financial
instruments Recognition and measurement as outlined below

Trade Receivables

Trade recetvables do not carry interest and are stated at mitial recognition at thewr fair value and subsequently at
amortised cost Appropriate allowances for estimated recoverable amounts are recognised 1n the income statement
when there 15 objective evidence that the asset 15 impaired

Trade and other payables

Trade and other payables are not interest bearing and are stated at iitial recogmtion at thewr far value and
subsequently at amortised cost

Operating profit
Operating profit 1s stated before interest and other income and finance costs
Cash and cash equivalents

Cash and cash equivalents compnise cash on hand and demand deposits and other short-term highly hquid
investments that are readily convertible to a known amount of cash and are subject to an insignificant risk of changes
n value

Operating leases

When acting as lessor the partmership includes the assets subject to operating leases in ‘Property, plant and
equipment’ and accounts for them accordingly Impairment losses are recognised to the extent that residual values
are not fully recoverable and the carrying value of the equipment 1s thereby impaired

Rentals payable under operating lessees in the partnership’s capacity as lessee are charged to income on a straight-line
basis over the term of the relevant lease Any benefits received and receivable as an incentive to enter an operating
lease are also spread on a straight-line basis over the lease term




HSBC Merchant Services LLLP

Notes to the financial statements (continued)
For the year ended 31 May 2011

3 Significant accounting poltcies (continued)
Inventories

Inventories compnise terminals used by the merchants n the processing of transactions Upon being leased out to a
merchant these are transferred to the termunal estate within property, plant and equipment They are stated at the
lower of cost and net realisable value Cost 15 calculated using the first in first out method

Provision for habilities

Provisions are recognised when the Partnership has a present ebligation as a result of a past event, and 1t 1s probable
that the Partnership will be required to settle that obligation Provisions are measured at the Members’ best estimate
of the expendsture required to settle the obligation at the balance sheet date

4 Critical accounting estimates

In the application of the Partnership’s accounting policies, which are described in note 3, the Members’ are required
to make judgements, esttmates and assumptions about the carrying amounts of assets and habilities that are not
readily apparent from other sources The estimates and associated assumptions are based on historical experience and
other factors that are considered to be relevant Actual results may differ from these esimates

The estimates and underlying assumpttons are reviewed on an ongomng basis Revisions to accounting estimates are
recognised 1n the year in which the estmate 15 revised 1if the revision affects only that year or i the year of the
revision and future years 1f the revision affects both current and future years

The goodwil! on acquisition reflected the market value of the business The Partners consider the value to be upheld
taking into account expected future cash flows of the business

Likewise, the cost of ntangible assets reflected the value to the business at acqusiton This 15 spread over the
expected useful life of the underlymg assets with further impawrment made 1f necessary At each balance sheet date,
the LLP reviews the carrying amounts of its tangible and mtangible assets to determine whether there 1s any
indication that those assets have suffered an impairment loss 1f any such indication exists, the recoverable amount of
the asset 1s estimated n order to determine the extent of the impairment loss (if any) Where the assct does not
generate cash flows that are independent from other assets, the LLP estimates the recoverable amount of the cash-
generating unit to which the asset belongs

A significant risk to the business arises from chargebacks Mitigation 1s undertaken from the point 2 merchant s
onboarded through credit checking, with varying degrees of due diligence dependant upon the level of chargeback
exposure and the industry sector All merchants continue to be momtored via merchant deposit monitoring and
chargeback monitoring

13




HSBC Merchant Services LLP

Notes to the financial statements (continued)
For the year ended 31 May 2011

5 Revenue

An analysis of the Partnership’s revenue 15 as follows

Continuing operations
Gross merchant services charge
Less 1nterchange expense

Net merchant services charge
Equipment leasing income
Other commission Income

Investment income

All revenues and profit before tax are attributable to the Partnership’s principal activity

6. Operating Profit

Profit for the year has been arrived at after charging

Depreciation of property, plant and equipment
Loss on disposal of property, plant and equipment
Amortisation of intangible assets

Staff costs

Operating lease payments

7. Auditor’s remuneration

The analysis of auditor’s remuneration 15 as follows

Fees payable to the LLP’s auditor for the audit of the LLP’s
annual accounts

8. Staff costs

Year ended Year ended

31 May 31 May
2011 2010
£ 000°s £000°s
388,196 358,467
(276,322) (248,181)
111,874 110,286
18,032 17,512
13,931 11,458
143,837 139,256
50 75
Year ended Year ended
31 May 31 May
201t 2010
£ 000’'s £ 000°s
3,453 3,816
92 53
17,746 20,525
20,341 18,552
1,104 1,363
Year ended Year ended
31 May 31 May
2011 2010
£ 000°s £ 000's
165 163

The Partnership has no employees, with all services being provided by staff employed by Global Payments UK
Limited, and the costs recharged to the Partnership on a monthly basis The total recharge in relation to staff cost 1s

£20,341,000 (2010 £18,552,000)

14



HSBC Merchant Services LLP

Notes to the financial statements (continued)
For the year ended 31 May 2011

9, Investment revenue

Interest on bank deposits

10 Goodwill

Cost and net realisable value
At 1 June 2009, 31 May 2010 and 31 May 2011
Acquired

At 1 June 2009, 31 May 2010 and 31 May 2011

Year ended Year ended
31 May 31 May
2011 2010

£ 000’s £ 000's

50 15

2011
£ 000°s

291,220

291,220

Goodwill recognised relates to the acquisition of the trade and assets of the HSBC Merchant Services division from

HSBC Bank plc on 1 July 2008

The Partnership tests goodwill annually for impairment, or more frequently f there are mdications that goodwll

might be impaired No impairment was identified m the reporting year (2010 £nil)

The recoverable amounts of the cash generating umts are determined from value mn use calculations The key
assumptions for the value in use calculations are those regarding the discount rates (2001 11 5%, 2410 12 5%),
growth rates (2011 3 2-5 2% per year, 2010 3-6% per year) and year over which cash flows are constdered (2011 5

years, 2010 5 years)

The LLP prepares cash flow forecasts derived from the most recent financial budgets approved by management for
the next five years and extrapolates cash flows for the following five years based on an estimated growth rates

15



HSBC Merchant Services LLP

Notes to the financial statements (continued)
For the year ended 31 May 2011

11 Other intangible assets

Prior Year
Trade Customer Customer Distribution
name relationsheps contacts channels  Software Total
£000°s £ 000’s £ 000’s £000’s £ 000°s £000’s
Cost
At 31 May 2009 2,171 115,056 485 12,746 - 130,458
Acquired - - - - - -
At 31 May 2010 2,171 115,056 485 12,746 - 130,458
Amortisation
At 31 May 2009 398 17,832 127 2,359 - 20,716
Charge for the year 434 16,267 139 3,685 - 20,525
At 31 May 2010 832 34,099 266 6,044 - 41,241
Carrying amount
At 31 May 2009 1,773 97,224 358 10,387 - 109,742
At 31 May 2010 1,339 80,957 219 6,702 - 89,217
Current Year
Trade Customer Customer  Distribution
name relationships contacts channels Software Total
£ 000’s £000’s £ 000°s £ 000’s £ 000’s £000's
Cost
At 31 May 2010 2,171 115,056 485 12,746 - 130,458
Acquired during the year - - - - 2,684 2,684
At 31 May 2011 2,171 115,056 485 12,746 2,684 133,142
Amortisation
At 31 May 2010 832 34,099 266 6,044 - 41,241
Charge for the year 434 13,875 139 3,202 97 17,746
At 31 May 2011 1,266 47,974 405 9,246 97 58,987
Carrying amount
At 31 May 2010 1,339 80,957 219 6,702 - 89,217
At 31 May 2011 905 67,082 80 3,500 2,587 74,154

Other intangible assets acquired 1n the period relate to software and software development costs associated to

Iransaction processing systems

16




HSBC Merchant Services LLP

Notes to the financial statements (continued)
For the year ended 31 May 2011

12 Property, plant and equipment

Other
Prior Year fixtures
Terminal and
estate equipment Total
£ 000’s £ 000°s £ 000°s
Cost
At 31 May 2009 10,6235 7 10,632
Additions 4,153 357 4,510
Dusposals (1,933) - (1,933)
At 31 May 2010 12,845 364 13,209
Accumulated depreciation and
i pairment
At 31 May 2009 4,561 1 4,562
Charge for the year 3,815 1 3,816
Disposals {1,380) - {1,880)
At 31 May 2010 6,496 2 6,498
Carrying amount
At 31 May 2009 6,349 6 6,070
At 31 May 2010 6,349 362 6,711
Current Year Other
fixtures
Terminal and
estate equipment Total
£ 000’s £000°s £ 000’s
Cost
At 31 May 2010 12,845 364 13,209
Additions 5,238 1,283 6,521
Disposals (250) - (250)
At 31 May 2011 17,833 1,647 19,4380
Accumulated depreciation and
impairment
At 31 May 2010 6,496 2 6,498
Charge for the year 3,365 88 3,453
Disposals (159) - (159)
At 31 May 2011 9,702 90 9,792
Carrying amount
At 31 May 2010 6,349 362 6,711
At 31 May 2011 8,131 1,557 9,688

17



HSBC Merchant Services LLP

Notes to the financial statements (continued)
For the year ended 31 May 2011

12.  Property, plant and equipment {(continued)

At 31 May 2011, the Partnershup had entered into contractual commitments for the acquisition of equipment
amounting to £2 4m (2010 £0 2 m)

13. Inventories

2011 2010

£ 000°s £ 000°s

Terminals 91l 1,712
Other sundry 1tems 56 56
967 1,768

No inventories are impaired at the year end (2010 £mnul)

14,  Other financial assets
Trade and other receivables

2011 2010
£000°s £000's

Amounts receivable for the sale of goods and services 41,492 11,610
Trade receivables 41,492 11,610
Other receivables 341 150
Prepayments 169 63

42,002 11,823

Trade receivables

Total trade recervables held by the LLP at 31 May 2011 amounted to £41 5m (2010 £11 6m), none of which were
past due or impaired (2010 none) The members consider that the carrying amount of trade receivables approximates
to therr fair value

Trade receivables of the LLP at 31 May 2011 were equivalent to 36 days (2010 30 days) of sales/commussions
Cash and cash equivalents
2011 2010
£000’s £ 000’s

Cash and cash equivalents 53,119 39,362

Cash and cash equivalents comprise cash and short-term bank deposits with an original matunty of three months or
less The carrying amount of these assets 1s approximately equal to therr fair value £357m (2010 £16 8m) 1s
merchant’s cash held as security




HSBC Merchant Services LLP

Notes to the financial statements (continued)
For the year ended 31 May 2011

15.  Other financial habihties
Trade and other payables

2011 2010

£ 000°s £ 000’s

Trade credstors and accruals 24,572 13,319
Customer deposits 35,723 20,134
Net settlement processing payables 30,759 -
Due to Global Payments UK Limnted — trade payables 204 1,470
Due to Global Payments UK Lunited — distribution payables 6,626 12,563
97,884 47,486

Trade creditors and accruals principatly comprise amounts outstanding for trade purchases and ongong costs The
Partnership has financial risk management policies in place to ensure that all payables are paid withm the pre-agreed
credit terms The membets consider that the carrying amount of trade payables approximates to their fair value

Trade creditors of the partnership at 31 May 2011 were equivalent to 157 days (2010 — 81 days}) of purchases

All financial iabilittes in the above table are payable within three months of the balance sheet date

Net settlement processing payables

2010
£ 000’s

2011
£ 000’s
Interchange reimbursement (35,526)
Laabihity to Card scheme member 65,864
Exception items {1,409)
Fair value of guarantees of customer chargebacks (292)
Merchant reserves 2,122
30,759

All settlement balances now pass through the LLP balance sheet This follows a net settlement process whereby, the
card scheme member’s funding obligation to the merchant precedes the incoming amount from the card networks
The amount of the card scheme member’s net receivable position s satisfied by the card scheine member’s own funds
which represents a hability for the LLP The exception items relate to customer chargebacks and transaction reject
amounts receivable from merchants This process was completed by HSBC on behalf of the LLP in the prior year
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16. Provision for habihities
2011 2010
£ 000’s £ 000’s
Balance at the beginning of the year 2,392 425
Provision utilised during the year (3,410) (125)
Provision released during the year (1,231) (300)
Transactions provided against during the year 2,942 2,392
Balance at the end of the year 693 2,392

This provision relates to the risk that the Partnership may be liable for the chargebacks of transactions on merchants
who are potentially unable to meet the chargeback demand themselves All provisions are expected to be settled

within s1x months of the year end

17. Member’s interests

Global
Payments HSBC
UK Limited Bank plc Total

£ 000’s £ 000°s £000°’s
Capital account as at 31 May 2009 209,153 201,034 410,187
Acquired by Global Payments UK Limited on 12 June 2010 200,771 (200,771) -
Statutory profit for the year 35,978 4385 36,463
Distnbutions, paid and commutted, of statutery profit for the year {35,978) (485) (36,463)
Distributions, paid and commutted, of equity during the year (19,701) (263) (19,964}
Capital balance as at 31 May 2010 390,223 - 390,223
Statutory profit for the year 45,225 - 45,225
Distributions, paid and commuitted, of statutory profit for the year (45,225) - (45,225)
Distributions, paid and commuitted, of equity during the year (17,650) - (17,650)
Caputal balance as at 31 May 2011 372,573 - 372,573

Global Payments UK 2 Limited 1s a non equity holding member of HSBC Merchant Services LLP  As such 1t has no

capital account and receives no distributions from the partnership
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18. Notes to the cash flow statement

Operating profit

Adjustments for

Depreciation of property, plant and equipment
Loss on disposal of plant, property and equipment
Amortisation of intangible assets
(Decrease)/increase i provisions

Operating cash flows before movements m working caputal
Decrease/(increase) i inventories
{Increase)/decrease (n trade receivables

Increase 1n trade payables

Net cash from operating activities

Year ended Year ended
31 May 31 May
2011 2010
£ 000's £000°s
45,175 36,388
3,453 3,816
92 53
17,746 20,525
(1,699 1,967
64,767 62,749
801 (439)
(30,179) 2,574
56,335 18,357
91,724 83,241

Cash and cash equivalents comprise cash and short-term bank deposits with an origmal maturity of three months or

less
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19.  Operating lease arrangements
The Partnership as lessee

2011 2010
£ 000°s £ 000’s

Minimum lease payments under operating leases
recognised as an expense in the year 1,104 1,363

At the balance sheet date, the LLP had outstanding commitments for future minimum lease payments under non-
cancellable operating leases, which fall due as follows

2011 2010

£ 000’s £000’s

Within one year 1,611 1,049
In the second to fifth years inclusive 2,445 3,287
4,056 4,336

Operating lease payments represent rentals payable for the leasing of office space Leases are negotated for an
average term of five years

The Partnership as lessor

At the balance sheet date, the Partnership had contracted with merchants for the following future minimum lease
payments

2011 2010
£ 000°s £000’s

Within one year 1,503 1,459

These leasing arrangements relate to the hire of pont of sale termimnals used in the processing of pont-of-sale
payments on 1ssued debit and credit cards
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20, Risk management

The Partnership’s risk management activities involve analysis, evaluation, acceptance and management of some
degree of risk or combination of risks

The most signmficant risks arsing are credit risk, liquidity risk and market nsk Market nisk comprises primarly
foreign exchange risk

The Partnership has fraud management policies in place throughout the organisation
The management of these risks 1n relation to the merchant acquiring business 1s discussed below
Cred:tt risk management

Credit sk ts the risk of financial loss 1f a customer or counterparty fails to meet an obligation under a contract With
specific regard to merchant acquiring, 1t arises primanly from the risk of chargebacks The Partnership has standards,
policies and procedures dedicated to momitoring and managing nisk

The Partnership’s credit risk 1s managed using the following methodology

Task Purpose

Identify Investigate and understand the merchant’s business, products and terms
of trade

Monitor Monitor material changes 1n exposure for the extant book

Assess Calculate the card acquiring chargeback nisk based upon the identified
risks

Address Batance nsk and reward, structure the facility and reach a credit decision

The risk calculation 15 driven by the assessment of the proportion of the merchant’s annual card turnover that relates
to specific factors such as prepayments, continuing services and Cardholder Not Present transactions

The maximum exposure to credit risk on financial assets at 31 May 2011 was £2,508m (2010 £2,189m) following
the nisk transfer from HSBC Bank plc to the LLP

Where appropriate the Partnership’s credit and risk department works 1in conjunction with and alongside the HSBC
Bank plc’s credit and risk function to assess, address and manage merchant-related risk and moniter exposure as part
of the Partnership’s wider customer portfolio nisk management

Market risk management

The Partnership’s balance sheet at 31 May 2011 primarily comprises assets and liabilities denomunated n Sterling and
1s not exposed significantly to currency risk

The carrying amounts of the Partnership’s foreign currency denominated monetary assets and monetary hiabilities at
the reporting date are as follows

Assets Assets
2011 2010
£000’s £ 000’s

Euro 864 47

The Partaership 1s not exposed to any sigmificant levels of interest rate risk
Liquidity risk management

Ultimate responsibihity for liquidity risk management rests with the members, who have built an appropriate quidity
risk management framework for the management of short, medium and long-term funding and liquidity management
requirements The Partnership manages liquidity nisk by mamtaiming adequate reserves, banking facilities and reserve
borrowing faciliies by continuously monitoring forecast and actual cash flows and matching the maturity profiles of
financial assets and habilities
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21.  Related party transactions
Transactions between the Partnership and its associates are disclosed below

The ultimate parent 15 Global Payments, Inc , a company incorporated in the United States of America The
unmediate parent undertaking 1s Global Payments UK Limited, a company incorporated in England and Wales

The parent undertakings of the largest and smallest groups in which the Partnership 1s consohdated are Global
Payments, Inc and Global Payments UK Limited respectively Copies of these consalidated financial statements may
be obtained from Globa! Payments, Inc, 10 Glenlake Parkway, North Tower, Atlanta, Georgia 30328 and Global
Payments UK Lumited, 51 De Montfort Street, Leicester, LEI 7BB

Trading transactions
During the year, the Partnership entered into the following trading transactions with related parties

Sale of goods and Purchase of goods Amounts owed by Amounts owed to

services and services related parties related parties

2011 2010 2011 2010 2011 2010 2011 2010

£ £ £ £ £ £ £ £

Global Payments UK Limited - - 20,781 17,688 - - 6,830 14,033
HSBC Bank plc - - - 1,606 - - - -

Global Payments UK Limited and Global Payments UK 2 Limited are related parties of the Partnership as at 31 May
2011 HSBC Bank plc was a related party until 12 June 2010

The amounts outstanding are unsecured and will be settled in cash No guarantees have been given or received No
provisions have been made for doubtful debts in respect of the amounts owed by related parties

24




