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Financial Summary
■  Revenues increased by 42% to $15.5 million (FY 2014: $10.9 million)

■  Gross profit increased by 50% to $9.5 million (FY 2014: $6.3 million)

■ Gross margin increased by 320 basis points to 61.2% (FY 2014: 58.0%)

■  Operating expenses reduced by over $1.8 million on an annualised basis during H2 2015, 
primarily due to the implementation of operational and technological efficiencies from the 
integration of SingleSource Services Corporation, following the acquisition of its assets in 
December 2014

■  EBITDA improved better than expected to $956,000 loss (FY 2014: $1.3 million loss), due to 
positive EBITDA in H2 2015 of $334,000 (H2 2014: $1.4 million loss)

■  As of 31 December 2015, ClearStar had net cash of $3.9 million (30 June 2015: $4.2 million)

Operational Summary
■  Increased sales across all divisions, with growth in business activity from existing clients 

through the introduction of new software functionality and the cross-selling of services as 
well as from the addition of new clients and markets

■  Processed approximately 7.2 million screening services (FY 2014: 6.5 million) on over 2.2 
million people (FY 2014: 2.0 million) that were provided to over 28,000 (FY 2014: 27,000) 
end-users

■  Successful integration of SingleSource resulted in significant growth in direct sales clients 
with Direct Services revenues increasing to $3.8 million (FY 2014: $0.5 million)

■  Channel Partners and Consumer Reporting Agencies Division continued to be the largest 
contributor to revenues 

■  Direct Services Division was the fastest growing division with revenues increasing by 660% to 
$3.8 million (FY 2014: $0.5 million)

■  Medical Information Services Division sales grew by 23% year-on-year as it gained market 
share from competitors and saw growth amongst its existing client base

■  Global Division developed a new platform to satisfy interface and architectural demands 
outside the US and commenced preparations to deliver first multi-lingual contract in France 

■  Three-year contract with leading global relocation and specialised logistics solutions provider 
will include maiden deployment of biometrics recognition software and mobile solution

ClearStar_R&A_2015_Pre-Financials.indd   3 26/04/2016   16:30
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This was our fi rst full year as a listed company and is the second 
time of presenting our annual report and accounts. I am delighted 
that we have continued to show progress, with revenues increasing 
across all of our divisions in 2015.  

In the relatively short space of time since our IPO, we have 
transformed our business from almost completely working through 
channel partners and CRAs in the US to having a rapidly-growing 
direct services division and the ability to process records globally. 
This transition was to leverage the trends and the opportunities 
in the market that we had identifi ed – and these trends are set to 
continue. 

The demands on employers to ensure security and regulatory 
compliance continue to increase as organised crime and insider 
fraud grows – particularly with the rising threat of data hacking. 
This can have a signifi cant direct fi nancial impact on an employer 
as well as leaving them exposed to brand reputational damage and 
large liability awards. However, it’s not just a case of protection 
against an individual with criminal intent: with an increasingly 
competitive employment market, a growing number of job seekers 
are including false or inaccurate information on their CVs. Employers 
require a third party to be able to acquire the relevant data from 
the appropriate source to verify the information submitted by the 
applicant and to facilitate in hiring the most qualifi ed candidate. 

A fundamental development in the employment market is the 
increasingly migratory and decentralised nature of the workforce. 
With the meteoric rise in the ‘sharing economy’ – most notably with 
brands such as Uber and Airbnb – background screening is ever-
more critical and relevant. Similarly, the increasing movement of 
people across borders renders traditional methods of applicant 
verifi cation insuffi cient. As I stated last year, a key element of our 
growth strategy is to target this market: we made tremendous 
progress in this respect during 2015 that we will expand upon in 
2016. 

Firstly, we achieved a signifi cant milestone with the development 
of our new global platform to satisfy interface and architectural 
demands outside the US. We are now the only background 
screening company in the industry to offer cross-border data 
centres compliant with relevant regulatory requirements in the US 
and the EU. This new platform has gone live with its fi rst client and 
we expect to receive increasing demand. 

The second key development was the roll-out of our new mobile 
and biometric solution, which is specifi cally designed to address 
the needs of the casual labour market where remote hiring is 
prevalent. With an address book function and the ability to screen 
documents for validation using only a mobile phone, this product 
facilitates the rapid employment of transitory labour on site. 

Both of these achievements were possible due to the strength of 
our technology. The scalable and fl exible nature enables the global 
platform to adapt to changes in local laws, and allows for remote 
administration and client confi guration capabilities. Through 
our technological strength, not only can we keep pace with the 
demands of an evolving market, but also pioneer improvements. 
We will continue to invest in our platform to maintain this critical 
competitive advantage. 

As a result, we look to the future with excitement and confi dence. 
I would like to thank our clients and partners for their continued 
support. Above all, I would like to thank all of our employees for their 
hard work and enthusiasm, which have enabled the achievements 
of 2015 and position ClearStar for a strong 2016 and beyond.

Chairman’s Statement
Barney Quinn, Chairman
April 2016
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This has been a transformational year as we achieved a 42% 
increase in revenue, with greater sales across all of our divisions, 
while introducing operational efficiencies and reducing the cost 
base thereby positioning ClearStar for growth.  

The cost control and operational efficiency initiatives, implemented 
in recognition of the evolving nature of the business, were rendered 
possible through the increased operational and technological 
efficiencies as well as synergies gained through the acquisition of 
SingleSource, such as the migration of all clients to a single platform. 
We successfully executed on, and expedited, the implementation of 
these initiatives, resulting in the reduction of operating expenses by 
approximately $1.9 million on an annualised basis in the second half 
of the year.

We also maintained our focus on R&D to sustain innovation and 
product development to introduce new functionality to improve user 
experience, increase operational efficiencies and ensure seamless 
business partner integrations. A significant milestone was achieved 
with the completion of the development of our new global platform 
to satisfy interface, compliance and architectural demands outside 
the US. We also commenced the implementation of our biometrics 
recognition software and a device agnostic solution with electronic 
address book – aimed for use on mobile devices – that are designed 
to increase the speed and efficiency of the recruitment process, 
whilst enhancing the applicant screening experience, which is 
particularly beneficial for remote hiring and when large numbers of 
temporary workers are employed on a sustained basis.

Divisional progress

Sales in our Channel Partners and Consumer Reporting Agencies 
division, which continued to be the largest contributor to overall 
revenues, grew by 8% to $6.97 million. This was primarily due to 
increased business from some of our largest clients. During the 
period, we made ongoing improvements to our offering, including 
adding new integration points to client-centric systems, such as 
applicant tracking systems; product development in areas of data 
distribution; and improvements to user interface.  

Our Direct Services division was the fastest growing in the business, 
with revenues increasing by 660% to $3.8 million. This was largely 
thanks to the transformational acquisition of SingleSource, which we 
completed in December 2014. This division now serves approximately 
2,900 active clients compared with approximately 500 prior to the 
acquisition. Aside from the acquisition, in 2015 we strengthened 

and expanded our direct sales and services team to capitalise on 
attractive opportunities within the growing US screening market. 
This has enabled us to upscale – targeting larger client accounts. 
As a result, in the second half of the year, we won our largest direct 
sales contract to date with the award of a three-year mandate, with 
an estimated value of $500,000 per year with revenue recognition to 
commence in second half of this year, by a leading global relocation 
and specialised logistics solutions provider, headquartered in the 
US. 

In our Medical Information Services Division, sales for 2015 
increased by 23% to $4.8 million through gaining market share from 
competitors as well as growth amongst our existing client base. 
Drug testing remained the largest contributor to MIS revenues, 
accounting for approximately 85%. However, growth in our other 
products, such as clinical testing and occupational testing, also 
contributed to the increase in revenues. 

In our Global Division, which is our newest business unit, we achieved 
a significant milestone with the development of a new global platform 
to satisfy interface and architectural demands outside the US. In the 
second half of the year, we commenced preparations to deliver a 
contract with a screening company located in France to license the 
new global platform for employment screening. Significantly, this 
represents the first multi-lingual implementation of the system. 

Outlook 

We entered 2016 with sustained strong revenue momentum and are 
receiving increasing demand for our services across each division, 
which we expect to continue – with revenue growth being driven by 
the development, and introduction, of new software functionality 
for existing clients. As a result of the cost control measures and 
operational efficiencies, we now have the right people focused 
on the right markets at a greatly reduced cost base thereby 
strengthening the foundations of the business. Consequently, the 
Board is confident of achieving sustained growth and of delivering 
value to shareholders.

Chief Executive’s Review
Robert J. Vale, Chief Executive Officer

April 2016
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We recorded a strong financial performance this year with total 
revenues increasing by 42% for the twelve months ended 31 
December 2015 to $15.5 million compared with $10.9 million for 
2014. All three revenue-generating business units experienced 
strong growth, led by Direct Services with year-on-year growth 
of 660% followed by Medical Information Services with 23% and 
Channel Partners and CRAs with 8%.   

Gross profit increased by 50% to $9.5 million compared with $6.3 
million for the prior year. Gross profit margin improved by 320 basis 
points to 61.2% from 58.0% for 2014. The increase was primarily 
due to the shift in the product mix with an increased contribution 
to revenues from Direct Services, which has a higher gross margin 
than services to MIS and CRAs, along with purchase economies. 
We believe gross margin will continue to improve due to the on-
going economies of scale being achieved and continued growth in 
the Direct Services division.

Research and Development expenses was $808,000 for the twelve 
months ended 31 December 2015 compared with $646,000 for the 
same period in the previous year. This increase is attributable to 
increased staff costs in software development and in our Global 
Division. Sales and marketing expenses were $1.5 million in 2015 
compared with $795,000 in 2014, primarily due to an increase in 
experienced sales professionals in the Direct Services division. 

Total operating expenses, net of depreciation and amortisation, 
were $10.4 million compared with $7.6 million for 2014. The largest 
component of operating expenses was general and administrative, 
which was $8.2 million for 2015 compared with $6.2 million for the 
previous year. This $2.0 million increase was largely attributable 
to an increase of $857,000 in costs associated with the operations 
of SingleSource that was acquired in December 2014. However, 
as a result of the cost control initiatives that we introduced in the 
second half of 2015, we achieved a reduction in operating expenses 
of approximately $1.9 million on an annualised basis.   

As a result of the reduction in operating expenses, EBITDA for the 
twelve months ended 31 December 2015 was significantly improved 
at a $956,000 loss (FY 2014: $1.3 million). This was primarily due to 
our success in achieving positive EBITDA of $334,000 for the second 
half of the year compared with expectations of reaching around 
breakeven for H2 2015. 

We reported a loss before tax of approximately $2.3 million for 2015 
compared with a loss before tax of approximately $1.7 million for 
the prior year. 

The Consolidated Balance Sheet as of 31 December 2015 remained 
strong. Total assets were $11.8 million on 31 December 2015 (30 
June 2015: $12.2 million) with the largest assets being goodwill and 
other net intangible assets of $5.3 million, net cash of $3.9 million 
and accounts receivable of $1.6 million. 

Our total liabilities as of 31 December 2015 were $1.7 million (30 
June 2015: $1.6 million), and stockholders’ equity was $10.2 million 
(30 June 2015: $10.6 million), resulting in a debt-to-equity ratio of 
20%. Long-term liabilities decreased to $221,000 at 31 December 
2015 from $272,000 at 30 June 2015 and $326,000 at 31 December 
2014. 

We utilised $1.0 million in cash in operating activities, $1.5 million in 
investment activities including $1.4 million in capitalised software 
costs, and paid $90,000 on financing activities related to capital 
lease obligations.

CFO’s Review
David Pattillo, Chief Financial Officer
April 2016
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The ClearStar Solution

T Developed solution sets to meet the rising demand for background screening in five key areas

T  Browser-based solution that is compatible with any browser or Operating System – and requires no additional 
hardware investment

T Online applicant portal with a custom URL to invite applicants to enter personal information directly

T All criminal hits are validated in real-time

T Highly configurable, scalable platform
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Channel Partners/CRAs

■  ClearStar has a rich network of Channel Partners/
CRAs cultivated over more than two decades in the 
background screening industry

■  Highly visible and recurring revenue

■  Revenues are “sticky” because, in order to switch 
providers, Channel Partners would need to rebuild 
fully their reporting engine with a new supplier 
and source an alternative method of interrogating 
thousands of databases

■  Largest business segment – 52% of revenue in 2015

■  Sales grew 23.7% from 2013 to 2015

Growth strategy

■  Continued product development to stay head of 
competition 

■  Leverage long-term client relationships and 
key investments in product offering to increase 
penetration within existing network

ClearStar_R&A_2015_Pre-Financials.indd   8 26/04/2016   16:30
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■  ClearStar’s fastest growing division – sales increased 
by 660% in 2015 over 2014 

■  In 2015, just three years after launching the new 
channel, achieved $3.8 million in direct sales – c. 25% 
of total revenue

■  Acquisition of SingleSource Services Corporation in 
December 2014 transformed the division: now serves 
c. 2,900 active clients compared with c. 500 in 2014 
prior to the acquisition

■  Strengthening and expansion of direct sales and 
services team enabled ClearStar to upscale and 
target larger client accounts

■  Awarded largest contract to date in November 2015 
by a leading global logistics solutions provider: a 
three-year contract valued at an estimated $500,000 
per year, with revenue recognition to commence in 
2016

Growth strategy 

■  Increase sales and marketing efforts to strengthen 
brand recognition

■  Continue to capitalise on the acquisition of 
SingleSource by introducing additional solutions to 
clients and by entering new markets

Direct Services

ClearStar_R&A_2015_Pre-Financials.indd   9 26/04/2016   16:30
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■  Partnered with seven certifi ed laboratories, including 
Quest Diagnostics and LabCorp, two of the largest 
national drug testing laboratories, to offer a wide range 
of available testing services and locations

■  Applicants have access to more than 5,000 sample 
collection sites

■  Drug testing accounted for c. 85% of division revenue, 
but sales of other products – such as occupational 
testing and clinical testing – also increased

■  In 2015, introduced new occupational health testing 
services and became the fi rst provider to integrate its 
platform with mobile wallets such as iPhone Passbook

Growth strategy

■  Additional occupational health products and services 
can be readily added to the existing platformg

■  Opportunity to cross-sell MIS to existing background 
screening clients (and vice versa)

■  Few competitors currently offer a complete 
electronic supply chain, and the complexities 
surrounding the necessary chain of command and 
security requirements present high barriers to entry

Medical Information Services
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■  ClearStar is the only background screening company 
in the industry to offer cross-border data centres 
compliant with relevant regulatory requirements in 
the US and the EU

■  Developed a technology platform designed specifi cally 
to address the complex and divergent needs of the 
international background screening market

 –  Multi-lingual capability

 –  Compatible with existing privacy laws in any 
country with fl exibility to adapt to changes in 
laws

 –  Data resides in the native country where required 
by law

■  In H2 2015, ClearStar commenced preparations to 
deliver a contract with a screening company located 
in France to license the new global platform – 
representing the fi rst multi-lingual implementation 

Growth strategy 

■  Immaturity and complexity of the international 
market, as well as the limited number of competitors 
providing an integrated global solution, presents a 
highly favourable growth opportunity

■  ClearStar plans to capitalise on this opportunity by 
scaling its international platform and forming new 
relationships with Channel Partners and employers 
outside of the US

Global

1

2

3

4

1: Atlanta, Georgia. 2: Melbourne, Florida. 3: London, UK. 4: South America
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Principal Activities
ClearStar is a technology and service provider to the background 
check industry, supporting background screening companies, 
employers and employees with their recruitment and employment 
application decisions. ClearStar provides employment intelligence 
to its clients through a suite of IT applications for day-to-day use in 
their business. Employment intelligence aims to improve business 
insight to support better recruitment and other decisions affecting 
employees generally, by increasing the quality, reliability and 
visibility of information available to management.

Business Review
The information that fulfils the requirements of the business 
review, including details of the 2015 results, principal risks and 
uncertainties and the outlook for future years, are set out in the 
Chairman’s and Chief Executive Officer’s Statement and the 
Business and Financial Review, on pages 3 t o 11.

Admission to AIM
ClearStar was admitted to trading on the AIM market of the 
London Stock Exchange on 11 July 2014, at which time 15,500,000 
new Ordinary Shares were placed to raise gross proceeds of 
approximately US $15 million.

Further information relating to movements on share capital is set 
out in Note 8 to the consolidated financial statements on page 38.

Dividends
The Company is primarily seeking to achieve capital growth for 
its shareholders, and it is the Board’s intention during the current 
phase of the Company’s development to retain future distributable 
profits and only recommend dividends when appropriate and 
practicable. In the long term, the Directors intend to follow a 
progressive dividend policy in respect of excess equity over and 
above that required to fund the Group.

Directors
The following Directors held office as indicated below for the 
year ended 31 December 2015 and up to the date of signing the 
consolidated financial statements except where otherwise shown.

Barney Quinn – Non-executive Chairman

Robert J. Vale, Jr. – Founding Member, Director and Chief Executive 
Officer 

Kenneth W. Dawson, Jr. – Founding Member, Director and Chief 
Information and Security Officer

David A. Pattillo – Director and Chief Financial Officer

André Schnabl – Non-executive Director

Election of Directors
Although not required under the Company’s Articles of Association 
and The Companies Law of the Cayman Islands, the Company is 
seeking at its annual Stockholders meeting confirmation that the 
shareholders are satisfied with the current Board and approve for 
the current Board to continue in office until the next Board election. 
The 2016 Annual Meeting will be held at 10 a.m. EDT on 24 May 2016 
at the offices of Sutherland Asbill & Brennan LLP, 999 Peachtree 
St, NE, Suite 2300, Atlanta, GA 30309, USA. 

Directors’ Remuneration and Interests
The Directors’ Remuneration Report is set out on pages 18 to 19. It 
includes details of Directors’ remuneration, interests in the Ordinary 
Shares of the Company and share options.

Corporate Governance
The Board’s Corporate Governance Statement is set out on pages 
16 to 17.

Share Capital and Substantial Shareholdings
Details of the share capital of the Company as at 31 December 2015 
are set out in Note 8 to the consolidated financial statements. At 26 
April 2016, a total of 36,302,900 Ordinary Shares were outstanding; 
the following Shareholders own 3 per cent. or more of the Ordinary 
Shares:

Robert J. Vale, Jr. 1 31.14%
Kenneth W. Dawson, Jr. 12.46%
William T. White 2 10.15%
River & Mercantile Group 9.92%
Standard Life Investments Limited 6.97%
Hargreave Hale Limited 6.43%
Ennismore Fund Management Limited 4.89%
Artemis Investment Management LLP 4.83%
David Pattillo 3.06%

(1) The aggregate number of shares shown for Mr. Vale includes (a) 
26.47% held by and controlled by Mr. Vale; and (b) 4.67% held by or on 
behalf of Mr. Vale’s children.

(2) The aggregate number of shares shown for Mr. White includes (a) 
6.52% held by and controlled by Mr. White; and (b) 3.63% held by or on 
behalf of Mr. White’s children.

DIRECTORS’ REPORT
FOR THE YEAR ENDED 31 DECEMBER 2015

ClearStar Inc. Annual Report & Accounts 2015
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Under the Company’s Articles of Association and The Companies 
Law of the Cayman Islands, all corporate powers are exercised 
by or under the authority of, and the business and affairs of the 
corporation managed under the direction of, its Board of Directors, 
subject to any limitations set forth in the Company’s Articles of 
Association. The Company has prepared financial statements in 
accordance with Generally Accepted Accounting Principles in the 
United States (“U.S. GAAP”). The Directors

(1)  Discharge their duties as a Director, including duties as 
member of a committee, in a manner he or she believes in good 
faith to be in the best interests of the corporation, and with 
the care an ordinarily prudent person in a like position would 
exercise under similar circumstances.

(2)  In discharging their duties of Directors, Directors rely on infor-
mation, opinions, reports or statements, including financial 
state ments and other financial data, if prepared or presented by:

 (a)  One or more officers or employees of the corporation 
whom the Directors reasonably believe to be reliable and 
competent in the matters presented; or

 (b)  Legal counsel, public accountants or other persons as to 
matters the Directors reasonably believe are within the 
person’s professional or expert competence; or

 (c)  A committee of the Board of Directors of which a Director 
is not a member if the Director reasonably believes the 
committee merits confidence.

(3)  Are not entitled to rely if the Directors have knowledge concerning 
the matter in question that makes reliance otherwise permitted 
by subsection (2) above unwarranted.

Independent Auditors
The Audit Committee of the Board of Directors reviews annually 
the quality and cost effectiveness of the external audit and the 
independence and objectivity of the external auditors. Habif, 
Arogeti & Wynne, LLP (“HAW”) was engaged to perform the 
2015 audit for fees of approximately $58,000, the 2015 corporate 
income tax compliance returns for fees of approximately $30,000 
and various income tax consulting work for fees of approximately 
$19,000.

DIRECTORS’ REPONSIBILITIES STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2015

ClearStar Inc. Annual Report & Accounts 2015
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Barney Quinn
Non-executive Chairman

Robert Vale
Chief Executive Offi cer

Ken Dawson
Chief Information & Security Offi cer

Robert is Chief Executive Offi cer of ClearStar, 
which he founded in partnership with Ken 
Dawson and William White in 1995. Prior 
to forming ClearStar, he was the Manager 
of Loss Prevention Technical Support for 
United Parcel Service (UPS). This group 
was responsible for all loss prevention, 
risk mitigation and security-related system 
designs, development, implementation 
and 24/7 management of systems for UPS 
worldwide. During his tenure, he worked 
with the Aerospace Testing Alliance to assist 
in developing security guidelines for UPS’ 
airline.

A founding member of the National 
Association of Professional Background 
Screeners (NAPBS), Robert is often called 
upon to deliver keynote presentations on the 
subject of large-scale systems management, 
technology trends and personal information 
security. Robert has been a guest instructor 
at the Federal Law Enforcement Training 
Centre and has published numerous 
articles for security trade journals. He 
has been a member of ASIS International, 
the pre-eminent organisation for security 
professionals, since 1987.

Robert holds a Bachelor of Science degree 
from the State University of New York, 
Plattsburgh, and served six years in the 
United States Air Force as Security Police – 
Security Specialist.

Barney has signifi cant experience in 
the global application software and 
cloud markets. He was the CEO of 
then AIM-traded Workplace Systems 
International plc and then latterly a 
non-executive director at the company. 
For many years Barney was an executive 
board director of the publicly-quoted 
Sherwood International plc and has 
also been a non-executive director with 
two other listed software companies, 
SSP Holdings plc and Raft International 
plc. At Becrypt, the privately-held 
encryption software specialist, he was 
non-executive chairman for seven years. 
Barney is currently a non-executive 
director of Rosslyn Data Technologies 
plc and also advises a number of cloud-
based technology companies.

Ken is a founding member of ClearStar, 
who has diversifi ed experience in data 
management, architecture and security 
or realtime, analytical technology 
solutions. Ken currently serves as its 
Chief Information & Security Offi cer. 
In this role, Ken is responsible for 
evaluating, designing and implementing 
background check technology solutions 
that combine information from disparate 
information sources in varied data 
formats into cohesive, consistent and 
richly formatted reports.

Prior to forming ClearStar in 1995, 
Ken developed enterprise systems for 
United Parcel Service (UPS) and Kaiser 
Permanente. Ken began his career 
in software development and content 
delivery in 1990 while working as an 
intern for Conatec, Inc., an aerospace 
engineering fi rm.

Ken is a certifi ed information systems 
professional and studied Aerospace 
Engineering at the University of 
Maryland.
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David Pattillo
Chief Financial Offi cer

André Schnabl
Non-executive Director

David is Chief Financial Offi cer of 
ClearStar. In this role he provides 
leadership and direction in all areas 
of fi nance and accounting, including 
fi nancial planning and forecasting, 
and accessing capital to fund growth. 
Additionally, he is responsible for 
establishing and maintaining the 
accounting controls and processes to 
mitigate fi nancial risk and ensure timely 
fi nancial reporting.

David has an accomplished career in 
leading companies through high growth 
expansion, both domestically and 
internationally. Prior to ClearStar, David 
was the CFO of MyCelx Technologies 
Corporation which he led through an 
IPO on AIM in 2011. Prior to that, David 
was CFO of Harry’s Farmers Market, a 
company which he helped guide from 
start-up through an IPO on NASDAQ. 
David has public company reporting 
experience as CFO of both MyCelx 
Technologies Corporation and Harry’s 
Farmers Market.

David has valuable board experience as 
he has been an executive board member 
of both private and public companies. 
David holds a Bachelor of Science 
degree from Clemson University and an 
MBA from the University of Georgia.

André retired in 2012 as Managing 
Partner of the Atlanta offi ce of Grant 
Thornton, LLP. Prior to assuming the 
Managing Partner role, André led the 
Technology Industry Practice, which 
focused on serving the needs of software, 
medical device and telecommunications 
clients. Throughout his career, André 
has excelled at linking people, vision, 
strategies and diligent execution to drive 
sustainable revenue growth and a highly 
productive corporate culture. During 
his tenure as the leader of the Atlanta 
offi ce, André drove the formulation and 
execution of a strategy that achieved 
three-fold revenue growth.

Seeking ways to infl uence excellence 
among audit committee chairs and 
members, in 2012 André launched the 
‘‘Grant Thornton Peer 2 Peer Audit 
Committee Forum’’. In partnership with 
Kennesaw State University’s ‘‘Center 
of Corporate Governance’’, the Forum 
is designed specifi cally to give audit 
committee members an effective way 
to stay current on the many regulatory, 
risk, and business issues affecting their 
roles as audit committee members and 
the companies on whose boards they 
serve.

André has served on numerous 
corporate and not-for-profi t boards.
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The Company is incorporated and registered in the Cayman 
Islands (registration number 287331). The Directors recognize 
the importance of sound corporate governance and, whilst the 
UK Corporate Governance Code published by the Financial 
Reporting Council does not apply to AIM companies, the Directors’ 
objectives are (i) to observe the requirements of the UK Corporate 
Governance Code to the extent they consider appropriate in light 
of the Group’s size, stage of development and resources, and (ii) 
to follow, so far as practicable, the recommendations set out in 
the corporate governance code for small and mid-size quoted 
companies published by the QCA. The Board has established an 
Audit Committee, a Remuneration Committee, a Nominations 
Committee and an AIM Compliance and Corporate Governance 
Committee, with formally delegated duties and responsibilities as 
described below.

Audit Committee
The Audit Committee is responsible for monitoring the integrity 
of the Company’s consolidated financial statements, reviewing 
significant financial reporting issues, reviewing the effectiveness of 
the Company’s internal control and risk management systems and 
overseeing the relationship with the external auditors (including 
advising on their appointment, agreeing to the scope of the audit 
and reviewing the audit findings). The Audit Committee monitors 
the need for an internal audit department following Admission.

The Audit Committee is comprised of André Schnabl, who acts 
as Chairman, and Barney Quinn. The Audit Committee met three 
times during 2015. The Audit Committee also meets regularly with 
the Company’s external auditors.

Remuneration Committee
The Remuneration Committee is responsible for determining 
and agreeing with the Board regarding the framework for the 
remuneration of the Chairman, the Board Members and other 
designated senior executives and, within the terms of the agreed 
framework, determining the total individual remuneration 
packages of such persons including, where appropriate, bonuses, 
incentive payments and share options or other share awards. 
The remuneration of non-executive Directors is a matter for the 
Chairman and the executive members of the Board. No Director 
is involved in any decision as to his or her own remuneration. The 
Remuneration Committee is also responsible for issuing awards 
of relevant shares and options to purchase Ordinary Shares of the 
Company under the Company’s 2014 Share Option and Incentive 
Plan.

The Remuneration Committee is comprised of André Schnabl, 
who acts as Chairman, and Barney Quinn. The Remuneration 
Committee met three times during 2015.

Nominations Committee
The Nominations Committee is responsible for identifying and 
nominating members of the Board, recommending Directors to be 
appointed to each committee of the Board and the chair of each 
such committee. The Nominations Committee also arranges for 
evaluation of the Board.

The Nominations Committee is comprised of Barney Quinn, who 
acts as Chairman, and André Schnabl. The Nominations Committee 
met twice during 2015.

AIM Compliance and Corporate Governance Committee
The AIM Compliance and Corporate Governance Committee is 
responsible for ensuring that the Company is complying with the 
AIM Rules. It also assesses the Company’s corporate governance 
obligations every year. The AIM Compliance and Corporate 
Governance Committee is chaired by Robert J. Vale, Jr. and its other 
members are David A. Pattillo and Kenneth W. Dawson, Jr. It meets 
as often as is required.

Board of Directors
The Board consists of two Non-executive Directors with relevant 
experience to complement the three Executive Directors and 
to provide an independent view to the Executive Directors. The 
Non-executive Directors are Barney Quinn (Chairman) and André 
Schnabl. The three Executive Directors are Robert J. Vale, Jr. (Chief 
Executive Officer), Kenneth W. Dawson, Jr. (Chief Information and 
Security Officer) and David A. Pattillo (Chief Financial Officer).

The Board is responsible for formulating, reviewing and approving 
the Company’s strategy, budgets and corporate actions.

Relations with Shareholders
Copies of the Annual Report and Consolidated Financial Statements 
are issued to all shareholders and copies are available on the 
Company’s website (www.clearstar.net/investors). The Company 
also uses its website to provide information to shareholders and 
other interested parties, subject to applicable restrictions of the 
United States securities laws. The Chief Financial Officer and 
Secretary also deal with shareholder correspondence as and when 
it arises. At the Company’s Annual Meeting, the Chairman along with 
the Chief Executive Officer and other Directors are available before 
and after the meeting for further discussions with shareholders.

ClearStar Inc. Annual Report & Accounts 2015

CORPORATE GOVERNANCE REPORT
FOR THE YEAR ENDED 31 DECEMBER 2015
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Internal Control
The Board is ultimately responsible for the Company’s system 
of internal control and reviewing its effectiveness on an ongoing 
basis. The system is designed to manage rather than eliminate the 
risk of failure to achieve the Company’s strategic objectives and 
cannot provide absolute assurance against material misstatement 
or loss. The key risk management processes and internal control 
procedures include the following:

•  The involvement of the Executive Directors in day-to-day 
business operations.

• Clearly defined responsibilities and limits of authority.

•  A system of financial reporting, forecasting and budgeting. 
Budgets are prepared annually for the business based upon a 
multi-year strategic plan narrowed to a current year tactical 
plan to take advantage of current opportunities and address 
near term risks. Reviews occur through the management 
structure culminating in a Company budget which is considered 
and approved by the Board. Company management accounts 
are prepared monthly and submitted to the Board for review. 
Variances from budget and prior year are monitored and the 
reasons for significant variances are reviewed.

•  An ongoing process for identifying, evaluating and seeking to 
manage significant risks across the Company.

Corporate Secretary
The Company’s corporate secretary is ClearStar’s Executive Vice 
President and General Counsel, Nicolas S. Dufour.

ClearStar_R&A_2015_Pre-Financials.indd   17 26/04/2016   16:30



18

As an AIM-listed company, ClearStar is not required to comply with 
Schedule 8 of The Large and Medium- sized Companies and Groups 
(Accounts and Reports) Regulations 2008. The following disclosures 
are therefore made on a voluntary basis. The information is 
unaudited.

Remuneration Policy
The Company’s remuneration policy is based on the following broad 
principles:

•  to provide competitive remuneration packages to attract and 
retain quality individuals;

•  to align the interests of management with the interests of 
shareholders; and

•  to set the pay of the Executive and Non-executive Directors 
with due account taken of (i) pay and conditions throughout the 
Company and (ii) corporate governance best practice.

Remuneration consists of the following elements:

Base Pay
Executive Directors’ base pay is designed to reflect the role and 
responsibility of the individual within the Company. Salary levels 
are reviewed annually.

Annual Bonus
All Executive Directors and members of senior management 
participate in the Company’s annual bonus scheme, which is based 
on the achievement of individual and Company performance targets 
at the discretion of the Compensation Committee. Annual bonuses 
are designed to incentivise performance and reward achievement 
in line with the agreed corporate strategy. 

Long-term Incentives
The Compensation Committee considers that equity based long-
term incentive schemes are the most effective way to align the 
interests of participants and shareholders.

Service Contracts
Barney Quinn
Mr. Quinn entered into an agreement with the Company on 30 May 
2014 to serve as its Chairman. The service contract provides for, 
among other things: 

(i) annual board fees of $55,000 and participation in the Executive 
Bonus Plan to be directed by the Compensation Committee; 

(ii) grant of up to $35,000 of stock options based on the IPO price 
to purchase Ordinary Shares of the Company, vesting ratably over a 
one-year period; and 

(iii) a three-year term (automatically renewing for successive 
one-year periods). The agreement provides for customary non-
solicitation, non-compete and nondisclosure restrictions.

Robert J. Vale, Jr.
Mr. Vale entered into an employment agreement with the Company 
on 7 July 2014 to serve as its Chief Executive Officer and to serve 
on the Board at the request of the Company. The employment 
agreement provides for, among other things: 

(i) annual salary of $480,000 and participation in the Executive 
Bonus Plan to be directed by the Compensation Committee; 

(ii) a two-year term (automatically renewing for successive one-year 
periods). The agreement may only be terminated by Mr. Vale upon 
six-month prior written notice or by the Company upon providing 
for one-year base salary, payable in 24 semi-monthly instalments 
in arrears, as severance if he is terminated without cause or 
resigns for good reason. The agreement provides for customary 
non-solicitation, non-compete and non-disclosure restrictions.

Kenneth W. Dawson, Jr.
Mr. Dawson entered into an employment agreement with the 
Company on 7 July 2014 to serve as its Chief Information and 
Security Officer and to serve on the Board of Directors. The 
employment agreement provides for, among other things: 

(i) annual salary of $239,000 and participation in the Executive 
Bonus Plan to be directed by the Compensation Committee; 

(ii) a two-year term (automatically renewing for successive one-year 
periods). The agreement may only be terminated by Mr. Dawson upon 
six-month prior written notice or by the Company upon providing 
for one-year base salary, payable in 24 semi-monthly instalments 
in arrears, as severance if he is terminated without cause or resigns 
for good reason. The agreement provides for customary non-
solicitation, non-compete and non-disclosure restrictions.

David A. Pattillo
Mr. Pattillo entered into an employment agreement with the 
Company on 7 July 2014 to serve as its Chief Financial Officer and 
to serve on the Board of Directors. The employment agreement 
provides for, among other things: 

(i) annual salary of $260,000 and participation in the Executive 
Bonus Plan to be directed by the Compensation Committee; and 

(ii) a two-year term (automatically renewing for successive one-year 
periods). The agreement may only be terminated by Mr. Pattillo upon 
six-month prior written notice or by the Company upon providing for 
one-year base salary, payable in 24 semi-monthly instalments in 
arrears, as severance if he is terminated without cause or resigns for 
good reason. The agreement provides for customary non-solicitation, 
non-compete and non-disclosure restrictions.

DIRECTORS’ REMUNERATION REPORT
FOR THE YEAR ENDED 31 DECEMBER 2015

ClearStar Inc. Annual Report & Accounts 2015

ClearStar_R&A_2015_Pre-Financials.indd   18 26/04/2016   16:30



19

André Schnabl 
Mr. Schnabl entered into an agreement with the Company on 30 
May 2014 to serve on the Board of Directors. The service contract  
provides for, among other things: 

(i) annual board fees of $45,000 and participation in the Executive 
Bonus Plan to be directed by the Compensation Committee; 

(ii) grant of up to $35,000 of stock options based on the IPO price 
to purchase Ordinary Shares of the Company, vesting ratably over a 
one-year period; and 

(iii) a three-year term (automatically renewing for successive 
one-year periods). The agreement provides for customary non-
solicitation, non-compete and nondisclosure restrictions.

All Directors are elected by the shareholders at an annual or special 
meeting, to serve until the next election and until their successors 
are elected and qualified, or until their earlier death, resignation 
or removal.

The Director’s remuneration for 2015 was as follows (Benefits 
in kind include medical and life insurance and 401(k) matching 
contributions):

 Salary and Benefits Performance 2015
 Director’s fees in kind related bonus Total
 US$ US$ US$ US$ 
 

Non-executive Chairman
Barney Quinn $55,000 – – $55,000

Executive   
Robert J. Vale, Jr. $480,000 $28,577 – $508,577
Kenneth W. Dawson, Jr. $238,960 $27,123 $8,961 $275,044
David A. Pattillo $259,708 $25,600 $9,708 $295,016

Non-executive    
André Schnabl $45,000 – – $45,000

The interests of the Directors at 31 December 2015 in the shares of the Company, not including interests of investment funds in respect 
of which the Director may have a managerial interest, and with respect to which such Director disclaims beneficial ownership, were:

  Number of Ordinary Shares Percentage of issued share capital
 

Barney Quinn 1 150,000 0.41%
Robert J. Vale, Jr. 2 11,306,000 31.14%
Kenneth W. Dawson, Jr. 4,525,000 12.46%
David A. Pattillo  1,110,400 3.06%
André Schnabl 45,000 0.12%

(1) The interests of Mr. Quinn include 25,000 shares held by his wife, Jennifer Quinn
(2)  The aggregate number of shares shown for Mr. Vale includes (a) 9,610,000 shares held by and controlled by Mr. Vale; and  

(b) 1,696,000 shares held by or on behalf of Mr. Vale’s children. 

Share Options
Options for Ordinary Shares awarded to Directors under the 2014 Share Option and Incentive Plan in place on 31 December 2015 were:

  Earliest exercise date Exercise price Number of
Option holder Type of award and date of vesting ($US) shares

Barney Quinn Non-executive Chairman Stock Option 11 July 2014 $0.97  36,082
David A. Pattillo Employee Stock Option 11 July 2015 $0.97 105,000
André Schnabl Non-executive Director Stock Option 11 July 2014 $0.97  36,802
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ClearStar Inc. Annual Report & Accounts 2015

To the Stockholders of 
ClearStar, Inc. and subsidiaries 

We have audited the accompanying consolidated financial statements of ClearStar, Inc. and subsidiaries, which comprise the consolidated 
balance sheets as of December 31, 2015 and 2014, and the related consolidated statements of operations, changes in stockholders’ equity, 
and cash flows for the years then ended, and the related notes to the consolidated financial statements. 

Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with 
accounting principles generally accepted in the United States of America; this includes the design, implementation, and maintenance of 
internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether 
due to fraud or error.

Auditors’ Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audits.  We conducted our audits in 
accordance with auditing standards generally accepted in the United States of America.  Those standards require that we plan and perform 
the audit to obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial statements.  
The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the consolidated 
financial statements, whether due to fraud or error.  In making those risk assessments, the auditor considers internal control relevant to the 
entity’s preparation and fair presentation of the consolidated 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.  Accordingly, we express 
no such opinion.  An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of significant 
accounting estimates made by management, as well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of 
ClearStar, Inc. and subsidiaries as of December 31, 2015 and 2014 and the results of their operations and their cash flows for the years 
then ended in accordance with accounting principles generally accepted in the United States of America. 

Emphasis of Matter 
As discussed in Note 1m to the consolidated financial statements, following the merger described in Note 1b and effective 1 July 2014, 
the Company’s wholly owned subsidiary, ClearStar US, ceased to be an S Corporation and is liable for corporate income taxes. As further 
discussed in Note 1b, ClearStar US has a change in ownership that did not result in a new basis of accounting. Our opinion is not modified 
with respect to these matters.

Atlanta, Georgia 
April 20, 2016

Independently Owned and Operated Member of Morison KSi
Five Concourse Parkway ■ Suite 1000 ■ Atlanta, Georgia 30328

404.892.9651 ■ www.hawcpa.com

 

Independent Auditors’ Report 

for the years ended 31 December 2015 and 2014
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 Year Ended Year Ended
 31 December 2015 31 December 2014 
 $ $
  

Net revenue 15,516 10,921 
Cost of revenue 6,023 4,590 
  

Gross profit 9,493 6,331
  

  
Operating expenses
Selling and marketing 1,474 795 
Research and development 808 646 
Depreciation and amortisation 1,287 473 
General and administrative 8,167 6,157
  

  
Total operating expenses 11,736 8,071
  

Loss from operations (2,243) (1,740)
  

  
Other expense  
Interest expense (22) (7)
  

Total other expense (22) (7)
  

  
Net loss before taxes (2,265) (1,747)
  
Provision for income taxes 53 4
  

  
Net loss (2,318) (1,751)
  

ClearStar Inc. Annual Report & Accounts 2015

Consolidated Statements of Operations 
(US$, in thousands)

for the years ended 31 December 2015 and 2014

The accompanying notes are an integral part of the consolidated financial statements.
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 As of As of
 31 December 2015 31 December 2014
 $ $
  

ASSETS
Current assets 
Cash 3,893 6,477
Accounts receivable – trade, net 1,609 1,096
Research and development tax credits 82 27
Prepaid expenses 291 212
  

Total current assets 5,875 7,812
  

  
Property and equipment, at cost  
Computer equipment 749 681
Furniture and fixtures 279 260
Leasehold improvements 72 63
Less accumulated depreciation (412) (154)
  

Total property and equipment, net 688 850
  

  
Other assets
Goodwill and other intangibles, net 5,268 4,901
Deposits 11 13
  

Total other assets 5,279 4,914
  

Total assets 11,842 13,576
  

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities
Accounts payable 1,203  574
Accrued liabilities 82 164 
Deferred revenue 54 102
State income taxes 7 4
Current portion of obligations under capital lease 92 82 
  

Total current liabilities 1,438 926
  

ClearStar Inc. Annual Report & Accounts 2015

Consolidated Balance Sheets 
(US$, in thousands) 

as of 31 December 2015 and 2014

The accompanying notes are an integral part of the consolidated financial statements.
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 As of As of
 31 December 2015 31 December 2014
 $ $
  

LIABILITIES AND STOCKHOLDERS’ EQUITY (contd.)
Long-term liabilities
Accrued liabilities 50 55
Deferred income taxes 45 –
Obligations under capital lease, net of current portion 171 271
  

Total long-term liabilities 266 326
  

Commitments and contingencies
Stockholders’ equity  
Common stock, $0.0001 par value; 100,000,000 shares 

authorised; 36,302,900 shares issued and outstanding 4 4
Additional paid-in capital 13,478 13,346
Accumulated deficit (3,344) (1,026)
  

Stockholders’ equity 10,138 12,324
  

Total liabilities and stockholders’ equity 11,842 13,576
  

ClearStar Inc. Annual Report & Accounts 2015

Consolidated Balance Sheets (continued) 
(US$, in thousands)

as of 31 December 2015 and 2014

The accompanying notes are an integral part of the consolidated financial statements.
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    Retained
   Additonal Earnings
 Common Stock Paid-in (Accumulated 
 Shares Amount Capital Deficit) Total
 No. $ $ $ $
 

Balances at 1 January 2014 1,000.00 332 15 725 1,071
Stock issued for cash prior to IPO 36.27 315 – – 315
Reclassification of contributed capital (1,036.27) (647) 647 – –
Stock issued for contributed capital 20,725,400 2 – – 2
Stock issued at IPO, net of IPO costs of $2,586 15,577,500 2 12,624 – 12,626
Non-cash stock compensation – – 61 – 61
Net loss – – – (1,751) (1,751)
 

Balances at 31 December 2014 36,302,900 4 13,346 (1,026) 12,324
Non-cash stock compensation – – 132 – 132
Net loss – – – (2,318) (2,318)
 

Balances at 31 December 2015 36,302,900 4 13,478 (3,344) 10,138
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ClearStar Inc. Annual Report & Accounts 2015

Consolidated Statements of Changes in Stockholders’ Equity 
(US$, in thousands, except no. of shares) 

for the years ended 31 December 2015 and 2014

The accompanying notes are an integral part of the consolidated financial statements.
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 Year Ended Year Ended
 31 December 2015 31 December 2014
 $ $
CASH FLOWS FROM OPERATING ACTIVITIES  

Net loss (2,318) (1,751)

Adjustments to reconcile net loss to net
cash used for operating activities:  

Change in allowance for doubtful accounts 5 12
Depreciation and amortisation 1,287 473
Deferred income taxes 45 –
Non-cash stock compensation 132 61

Change in operating assets and liabilities:  
Accounts receivable (518) (445)
Research and development tax credits (55) 95
Prepaid expenses (79) (152)
Net payments made on amounts due to shareholders – (26)
Deposits 2 (10)
Accounts payable 629 557
Accrued liabilities (87) (125)
Deferred revenue (48) 70
State income taxes 3 4

  

Total adjustments 1,316 514
  

Net cash used for operating activities (1,002) (1,237)
  

CASH FLOWS FROM INVESTING ACTIVITIES  
Acquisition of goodwill and intangibles – (4,000)
Acquisition of property and equipment (96) (488)
Capitalised software development costs (1,396) (803)

  

Net cash used for investing activities (1,492) (5,292)
  

CASH FLOWS FROM FINANCING ACTIVITIES  
Principal payments on long-term debt – (183)
Principal payments on capital lease obligations (90) (38)
Proceeds from issuance of stock – 12,942

  

Net cash provided by (used for) financing activities (90) 12,721
  

Net cash increase (decrease) for year (2,584) 6,192
Cash at beginning of year 6,477 285
  

Cash at end of year 3,893  6,477
  

Consolidated Statements of Cash Flows 
(US$, in thousands)

for the years ended 31 December 2015 and 2014

The accompanying notes are an integral part of the consolidated financial statements.
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 Year Ended Year Ended
 31 December 2015 31 December 2014
 $ $
  

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
Cash paid:
Interest 22 17
Income taxes  4  –
  

 26 17
  

SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING AND FINANCING ACTIVITIES
During 2014, the Company financed the purchase of computer equipment of approximately $390,000 with capital lease obligations.

During 2014, the Company retired obsolete and fully-depreciated assets of approximately $262,000.

The Company received a tenant improvement allowance of approximately $29,000 as a lease incentive for new office space for its new headquarters 
in 2014.

In conjunction with the Company’s IPO in July 2014, the Company issued 77,500 shares of Ordinary Shares as consideration for stock offering fees.

With regards to the 1 July 2014 Contribution Agreement, 1,036.27 shares of ClearStar US common stock was converted into 20,725,400 Ordinary 
Shares of ClearStar.

The Company purchased certain assets of SingleSource Services Corporation (“SingleSource”) for $4,000,000:

 Amount
 

Prepaid expenses    15
Goodwill 2,283
Customer relationships 1,673
Trade name    29
 

Total cash consideration paid 4,000
 

28

ClearStar Inc. Annual Report & Accounts 2015

Consolidated Statements of Cash Flows (continued) 
(US$, in thousands) 

for the years ended 31 December 2015 and 2014

The accompanying notes are an integral part of the consolidated financial statements.
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1. Summary of Significant Accounting Policies

 a) Nature of Operations
ClearStar, Inc. (“ClearStar”), an exempt company incorporated in the Cayman Islands on 23 April 2014, is a holding company that 
owns a 100% interest in ClearStar, Inc. (‘‘ClearStar US’’), an entity formed on 23 March 1995, and incorporated in the state of 
Delaware, and ClearStar Limited (“ClearStar UK”), a dormant entity formed in the United Kingdom on 17 January 2014. As detailed 
in Note 8, the interest in ClearStar US was transferred to ClearStar on 1 July 2014. The interest in ClearStar UK was transferred 
to ClearStar on 22 July 2014. The Company is a technology and service provider to the background check industry, supporting 
background screening companies, employers and employees with their recruitment and employment application decisions. The 
Company provides employment intelligence to its clients through a suite of IT applications for day-to-day use in their business. 
Employment intelligence aims to improve business insight to support better recruitment and other decisions affecting employees 
generally, by increasing the quality, reliability and visibility of information available to management.

Effective 14 July 2015, ClearStar introduced a Depository Interest programme to enable its ordinary shares to be traded in CREST by 
qualifying shareholders. As a result, there are two lines of capital stock – restricted under the existing ticker CLST and unrestricted 
under the new ticker CLSU.

 b) Principles of Consolidation
The consolidated financial statements include the accounts of ClearStar and its 100% owned subsidiaries, ClearStar US and 
ClearStar UK (collectively the “Company”). As discussed in further detail in Note 8, on 1 July 2014, prior to the IPO, the previous 
shareholders of ClearStar US contributed all of their ownership interests in ClearStar US to ClearStar in exchange for Ordinary 
Shares in the Company.  As a result of the exchange, all ClearStar US common shares became owned by ClearStar, which in turn 
became owned by the previous shareholders of ClearStar US.  The acquisition of the ClearStar US common shares was accounted 
for as a combination of entities under common control and did not result in a change in control of ClearStar US and, accordingly, 
was recorded at historical cost.  Other than ClearStar US, the Company has no other operations.  Therefore, the Company has 
reported its financial condition and results of operations with an effective date of 1 January 2014.

ClearStar Logistics, Inc., an entity that was owned by the shareholders of ClearStar US, was formed in 2007 as an S Corporation 
and incorporated in the state of Delaware, to enter into certain supplier and customer contracts relating to background checks. 
Beginning in 2010, the revenues and costs relating to all the contracts of ClearStar Logistics, Inc. were recorded in the books of 
ClearStar US, as all the corresponding operations relating to the contracts were conducted by ClearStar US. On 27 June 2014, 
ClearStar Logistics, Inc. and ClearStar US merged, with ClearStar US being the surviving entity.  All of the outstanding shares of 
capital stock of ClearStar Logistics, Inc., were cancelled, and ClearStar US became successor to and acquired all of ClearStar 
Logistics, Inc.’s right, title and interest in and to its assets and assumed all of its liabilities and obligations. The merger was a non-
taxable event for each of ClearStar Logistics, Inc. and ClearStar US.  As such, the consolidated financial statements of the Company 
include all of the trading activities, assets and liabilities of ClearStar US and ClearStar Logistics, Inc.

All significant intercompany transactions and balances have been eliminated in consolidation.

 c) Basis of Accounting
The historical financial information has been prepared on the accrual basis of accounting in accordance with accounting principles 
generally accepted in the United States of America (‘‘US GAAP’’).

 d) Use of Estimates
The preparation of consolidated financial statements in conformity with US GAAP requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the 
date of the financial statements, and the reported amounts of revenue and expenses during the reporting period. Estimates are 
used for, but not limited to, the allowance for doubtful accounts, depreciable lives of property and equipment, certain accrued 
liabilities, amortisation of other intangible assets, stock-based compensation and income taxes. Actual results could differ from 
these estimates.
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 e) Concentration of Credit Risk Arising From Cash Deposits in Excess of Insured Limits
The Company maintains cash balances at certain financial institutions that at times may exceed federally insured limits. From time 
to time, the Company’s cash balances exceed such limits. The Company has not experienced any losses in such accounts. The 
Company believes it is not exposed to any significant risks on cash.

 f) Accounts Receivable
The Company extends credit to customers in a broad range of industries located throughout the United States and abroad based 
on the size of the customer, its payment history, and other factors. The Company generally does not require collateral to support 
customer receivables. The Company provides an allowance for doubtful accounts based upon a review of the outstanding accounts 
receivable, historical collection information and existing economic conditions. The Company determines if receivables are past 
due based on days outstanding, and amounts are written off when determined to be uncollectable by management. The maximum 
accounting loss from the credit risk associated with accounts receivable is the amount of the receivable recorded, which is the face 
amount of the receivable, net of the allowance for doubtful accounts.

 g) Property and Equipment
Property and equipment are stated at cost. Expenditures for maintenance and repairs are expensed currently, while renewals and 
betterments that materially extend the life of an asset are capitalised. The cost of assets sold, retired, or otherwise disposed of, and 
the related allowance for depreciation are eliminated from the accounts, and any resulting gain or loss is recognised.

Depreciation of property and equipment is provided using the straight-line method over the estimated useful lives of the assets, 
which are as follows:

Computer equipment 3 – 4 years
Furniture and fixtures 5 – 7 years
Leasehold improvements Lesser of estimated useful life or life of the lease

Depreciation expense for the years ended 31 December 2015 and 2014 was approximately $258,000 and $119,000, respectively.

 h) Goodwill
Goodwill recorded in the consolidated financial statements represents the excess of the purchase price of SingleSource over the 
fair value of acquired net assets on the date of acquisition in December 2014 (see Note 2).  Goodwill is not amortised since it has 
an indefinite life.  Accordingly, the carrying value of goodwill is reviewed for impairment by the Company annually, or more often if 
events or circumstances indicate that there may be impairment. The Company has not recorded any goodwill impairment charges. 

In our evaluation of goodwill impairment, we perform a qualitative assessment to determine if it is more likely than not that 
the fair value of a reporting unit is less than its carrying amount. If the qualitative assessment is not conclusive, we proceed to 
a two-step process to test goodwill for impairment including comparing the fair value of the reporting unit to its carrying value 
(including attributable goodwill). Fair value for our reporting unit is determined using an income or market approach, incorporating 
market participant considerations and management’s assumptions on revenue growth rates, operating margins, discount rates 
and expected capital expenditures. Fair value determinations may include both internal and third-party valuations. Unless 
circumstances otherwise dictate, we perform our annual impairment testing in the fourth quarter. If the carrying amount of the 
goodwill exceeds the implied fair value of that goodwill, the Company will recognise an impairment loss as an expense.

 i) Intangible Assets
Intangible assets, other than capitalised software development costs, arose from the purchase of certain assets of SingleSource 
and are reported net of amortisation. These costs are amortised using the straight-line method over their estimated useful life. The 
estimated useful life for customer relationships and trade name are 7 and 1 year(s), respectively.

The Company has capitalised external direct costs of services consumed in developing and obtaining internal-use computer 
software and the payroll and payroll-related costs for employees who are directly associated with and who devote time to developing 
the internal-use computer software.

Management’s judgment is required in determining the point at which various projects enter the application development stage at 
which costs may be capitalised, in assessing the ongoing value of the capitalised costs, and in determining the estimated useful lives 
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over which the costs are amortised. Costs in relation to the preliminary stages of projects are expensed in the period in which they are 
incurred. The Company expects to continue to invest in internally developed software and to capitalise costs in accordance with US GAAP.

 j) Impairment of Long-Lived Assets
Long-lived assets, such as property and equipment, and purchased intangible assets subject to amortisation, are reviewed for 
impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. 
If circumstances require a long-lived asset or asset group be tested for possible impairment, the Company first compares 
undiscounted cash flows expected to be generated by that asset or asset group to its carrying amount. If the carrying amount 
of the long-lived asset or asset group is not recoverable on an undiscounted cash flow basis, an impairment is recognised to the 
extent that the carrying amount exceeds its fair value. Fair value is determined through various valuation techniques including 
discounted cash flow models, quoted market values and third party independent appraisals, as considered necessary. Management 
determined that there were no impairments during 2015 and 2014.

 k) Revenue Recognition
The Company requires that four basic criteria be met before revenue can be recognised for all transactions: (i) persuasive evidence of 
an arrangement exists; (ii) the price is fixed or determinable; (iii) collectability is reasonably assured; and (iv) delivery has occurred. 
Fixed monthly fees are derived primarily from customers’ use of services that are provided for an agreed number of transactions. 
Arrangements for these services generally have terms of one year or less and the fixed monthly fees are recognised as services are 
provided. One-time setup fees are recognised based on the Company’s configuring and activating customers on internal and third 
party systems. The Company recognises one-time setup fees revenue ratably over 12 months or the period beyond which the initial 
contract term is expected to extend and the customer continues to benefit, whichever is longer. Annual certification fees are billed 
annually and are recognised ratably over the contract period. The Company recognises revenue from the per-transaction search 
and/or search result review services and drug testing services at the time of delivery as the Company has no significant ongoing 
obligation after delivery.

Deferred revenue consists of payments received in advance of revenue recognition and contractual billings in excess of recognised 
revenue.

 l) Advertising
The Company expenses advertising costs as incurred. Advertising expenses for the years ended 31 December 2015 and 2014 were 
approximately $473,000 and $216,000, respectively.

 m) Income Taxes
ClearStar is incorporated as an exempted company in the Cayman Islands which currently does not levy income taxes on individuals 
or companies. ClearStar and its operating subsidiary, ClearStar US, are both taxed as corporations for US federal income tax 
purposes.

ClearStar US, with the consent of its stockholders, previously had elected under the Internal Revenue Code and similar state 
statutes to be an S Corporation. In lieu of federal corporate income taxes, the stockholders of an S Corporation were taxed on 
their proportionate share of ClearStar US’s taxable income. Therefore, no provision for income taxes was made in the consolidated 
financial statements prior to 1 July 2014.

Following the merger described in Note 1b of the footnotes and effective 1 July 2014, ClearStar US ceased to be an S Corporation 
and is liable for corporate income taxes. Income taxes are provided for the tax effects of transactions reported in the consolidated 
financial statements and consist of taxes currently due plus deferred income taxes. Deferred income taxes are recognised for 
differences between the basis of assets and liabilities for financial statement and income tax purposes. Deferred income tax assets 
and liabilities represent the future tax return consequences of those differences, which will either be taxable or deductible when 
the assets or liabilities are recovered or settled. Deferred income taxes are also recognised for operating losses that are available 
to offset future taxable income. The tax provision differs from the expense that would result from applying federal statutory rates 
to income before income taxes primarily because of the marginal tax rates used to compute deferred income taxes, the effect of 
state taxes and permanent differences between determining income for financial statement purposes and deferred taxable income.
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The Company is subject to tax audits in numerous jurisdictions, including the United States, individual states and localities, and 
abroad. Tax audits by their nature are often complex and can require several years to complete. In the normal course of business, 
the Company is subject to challenges from the Internal Revenue Service (“IRS”) and other tax authorities regarding amounts of 
taxes due. These challenges may alter the timing or amount of taxable income or deductions, or the allocation of income among 
tax jurisdictions. The Company accounts for the uncertain tax provisions using a minimum probability threshold that a tax position 
must meet before a financial statement benefit is recognised. The minimum threshold is defined as a tax position that is more 
likely than not to be sustained upon examination by the applicable taxing authority, including resolution of any related appeals or 
litigation processes, based on the technical merits of the position. The tax benefit to be recognised is measured as the largest 
amount of benefit that is greater than fifty per cent. likely of being realised upon ultimate settlement. The Company recognises 
interest and penalties related to unrecognised tax benefits as part of income tax expense. The cumulative effect of considering 
uncertain tax positions resulted in no uncertain tax liability in the consolidated balance sheets. At 31 December 2015 and 2014, the 
Company does not have any unrecognised tax benefits.

The Company is not subject to income tax examinations for the years ending prior to 31 December 2012.

 n) Stock-Based Compensation
The Company values stock options at the time of grant using a Black-Scholes model approach and records that fair market 
value as compensation expense, less an estimate for forfeitures, over the requisite service period, using the straight-line method. 
Stock-based compensation expense for the years ended 31 December 2015 and 2014 was approximately $132,000 and $61,000, 
respectively. 

 o) Fair Value of Financial Instruments
Due to the short-term nature of cash, accounts receivable, prepaid expenses, accounts payable, and accrued liabilities, their fair 
value approximates carrying value. The carrying value of the long-term debt and due to and from shareholders approximate fair 
value as they are based on the instruments’ interest rate, terms, maturity date and collateral, if any, in comparison to the Company’s 
incremental borrowing rate for similar financial instruments.

In specific circumstances, certain assets and liabilities are reported or disclosed at fair value.  Fair value is the exit price that would 
be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement 
date in the Company’s principal market for such transactions. If there is not an established principal market, fair value is derived 
from the most advantageous market.

Valuation inputs are classified in the following hierarchy:

 (i) Level 1 inputs are unadjusted quoted prices in active markets for identical assets or liabilities.
 (ii) Level 2 inputs are directly or indirectly observable valuation inputs for the asset or liability, excluding Level 1 inputs.
 (iii) Level 3 inputs are unobservable inputs for the asset or liability.

Highest priority is given to Level 1 inputs and the lowest priority to Level 3 inputs.  Acceptable valuation techniques include the 
market approach, income approach, and cost approach.  In some cases, more than one valuation technique is used.

 p) Recent Accounting Pronouncements
In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update No. 2014-09 (“ASU 2014-09”) 
“Revenue from Contracts with Customers.” ASU 2014-09 supersedes the revenue recognition requirements in “Revenue Recognition 
(Topic 605)”, and requires entities to recognize revenue when it transfers promised goods or services to customers in an amount that 
reflects the consideration to which the entity expects to be entitled to in exchange for those goods or services. As currently issued 
and amended, ASU 2014-09 is effective for annual reporting periods beginning after December 15, 2017, including interim periods 
within that reporting period, though early adoption is permitted for annual reporting periods beginning after December 15, 2016. 
We are currently in the process of evaluating the impact of the adoption of ASU 2014-09 on our consolidated financial statements, 
implementing accounting system changes related to the adoption, and considering additional disclosure requirements.

In February 2015, the FASB issued Accounting Standards Update No. 2015-02 (“ASU 2015-02”) “Consolidation (Topic 810): 
Amendments to the Consolidation Analysis.” ASU 2015-02 changes the analysis that a reporting entity must perform to determine 
whether it should consolidate certain types of legal entities. We will adopt this standard in the first quarter of 2016 on a retrospective 
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basis. We do not expect the adoption of this standard to have a material impact on our consolidated statements of operations or 
consolidated balance sheets.

In November 2015, the FASB issued Accounting Standards Update No. 2015-17 (“ASU 2015-17”) “Income Taxes (Topic 740): Balance 
Sheet Classification of Deferred Taxes.” ASU 2015-17 simplifies the presentation of deferred income taxes by eliminating the 
separate classification of deferred income tax liabilities and assets into current and noncurrent amounts in the consolidated 
balance sheet. The amendments in the update require that all deferred tax liabilities and assets be classified as noncurrent in the 
consolidated balance sheets. The amendments in this update are effective for annual periods beginning after December 15, 2016, 
and interim periods therein and may be applied either prospectively or retrospectively to all periods presented. Early adoption is 
permitted. We have early adopted this standard in the fourth quarter of 2015 on a retrospective basis. Prior periods have been 
retrospectively adjusted.

As a result of the adoption of ASU 2015-17, the Company made no adjustments to the 2014 consolidated balance sheets.

 q) Reclassifications
Certain reclassifications have been made to the 2014 consolidated financial statement presentation to correspond to the current 
year’s format. These reclassifications have no effect on previously reported net income.

2. Acquisition
Effective 16 December 2014 (“Closing Date”), the Company purchased certain assets of SingleSource in a transaction accounted 
for as a business acquisition for a total cash consideration of $4 million: $3.2 million at closing plus $800,000 paid in escrow to be 
distributed after the one year anniversary of the Closing Date and contingent upon achieving calendar year 2015 target revenues of 
at least 90% of calendar year 2014 revenues as agreed between the Company and the sellers. SingleSource provides background 
screening services directly to its customer base, which consists primarily of faith-based organisations and retail franchisees; 
the acquisition is in line with the Company’s strategy of growing its Direct Sales. The following table summarises the purchase 
consideration paid for and the amounts of estimated fair value of the assets acquired at the Closing Date:

 Amount
 $000
 

Prepaid expenses    15
Goodwill 2,283
Customer relationships 1,673
Trade name    29
 

 4,000
 

In conjunction with the purchase agreement, a one-year consulting agreement with the seller was obtained in which $100,000 was 
to be paid in equal monthly instalments.  The seller also was to earn a commission of 12% on the first year of revenue for new 
business during the term of the consulting agreement.

Effective 21 August 2015, the Company executed a separation agreement with the seller to terminate the consulting arrangement 
in exchange for an early release of the aforementioned funds in escrow and a lump sum payment of approximately $150,000, 
representing the remaining consulting fees, estimated commissions and expense reimbursements due to the seller.
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3. Accounts Receivable
Accounts receivable consisted of the following:

 As of As of
 31 December 2015 31 December 2014
 $000 $000
  

Trade accounts receivable 1,626 1,108
Allowance for doubtful accounts (17) (12)

  

 1,609 1,096
  

4. Goodwill and Other Intangible Assets
Goodwill and other intangible assets were comprised of the following at 31 December 2014:

 Gross Cost Accumulated Amortisation
  

   Life Beginning Additions Ending Beginning Additions Ending Net
   (years) $000 $000 $000 $000 $000 $000 $000
 

 Goodwill Indefinite – 2,283 2,283 – – – 2,283
 Software Development 3 721   802 1,523 253 354 607   916 
 Customer Relationships 7 – 1,673 1,673 – – – 1,673 
 Trade name 1 –    29    29 – – –    29
 

    721 4,787 5,508 253 354 607 4,901
 

Goodwill and other intangible assets were comprised of the following at 31 December 2015:

 Gross Cost Accumulated Amortisation
  

   Life Beginning Additions Ending Beginning Additions Ending Net
   (years) $000 $000 $000 $000 $000 $000 $000
 

 Goodwill Indefinite 2,283 – 2,283 – – – 2,283
 Software Development 3 1,523 1,396 2,919 607   761 1,368 1,551 
 Customer Relationships 7 1,673 – 1,673 –   239   239 1,434 
 Trade name 1    29 –    29 –    29    29 –
 

    5,508 1,396 6,904 607 1,029 1,636 5,268
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Approximate aggregate future amortisation expense is as follows:

Year Ending 31 December:
 Amount
 $000
 

2016 1,006
2017 822
2018 440
2019 239
2020 239
2021 and beyond 239

 

 2,985
 

5. Long-term Debt and Lines of Credit
On 30 July 2013, ClearStar US refinanced its lines of credit with a financial institution through a term loan; the lines of credit were 
previously limited to advances up to $400,000. The amount refinanced under the term loan was $198,405 and carried a fixed interest 
rate equal to 5.42 per cent. per annum with a maturity date of 30 July 2018. The term loan was collateralised by substantially all the 
assets of ClearStar US and was personally guaranteed by two Shareholders. In July 2014, the term loan was paid in full.

6. Commitments and Contingencies

 a) Operating Leases
The Company leases office space and equipment. The lease agreements expire on various dates through February 2022.

Minimum lease payments under operating leases are recognised on a straight-line basis over the term of the lease including any 
periods of free rent.  Rental expense for the years ended 31 December 2015 and 2014 was approximately $290,000 and $336,000, 
respectively.

At 31 December 2015, future minimum lease payments under non-cancellable operating leases were as follows:

Year Ending 31 December:

 Amount
 $000
 

2016 250
2017 201
2018 197
2019 115
2020 118
2021 and beyond 142

 

 1,023
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 b) Capital Leases
The Company leased computer equipment under two agreements classified as capital leases that expire through November 2018. 
The lease obligations bear an interest rate of up to 8.7 per cent. per annum and are payable in monthly instalments totalling $9,334.

Assets and liabilities under capital leases are recorded at the lower of the present value of the minimum lease payments or the fair 
value of the assets. The assets are depreciated over the shorter of the estimated useful lives or the lease term if ownership does 
not transfer to the Company at the end of the lease. Depreciation of assets under capital leases is included in depreciation expense.

Computer equipment held under capital leases consisted of the following:

 As of As of
 31 December 2015 31 December 2014
 $000 $000
  

Cost of equipment and installation 390 390
Less: accumulated depreciation (141) (42)

  

 249 348
  

 At 31 December 2015, future minimum lease payments under capital lease agreements consist of the following:

Year Ending 31 December:

 Amount
 $000

 

2016 107
2017 112
2018 70

 

 289
Less: interest (26)

 

 263
Less: current portion (92)

 

 171
 

 c) Board of Director Fees
Effective 30 May 2014, the Company contracts with two non-executive directors (“NEDs”) for 3-year terms subjective to renewal 
for successive one-year periods. The Company pays approximately $100,000 per annum to the NEDs.  For the years ended 31 
December 2015 and 2014, director fees were approximately $100,000 and $56,000, respectively. Options granted to the NEDs were 
approximately 72,000 shares, vesting over a one-year term (Note 9).

 d) Long-Term Vendor Commitment
In November 2014, the Company executed a three-year vendor contract for data centre and related services, requiring an annual 
fee of approximately $198,000, payable in equal monthly instalments in advance through January 2018.

ClearStar Inc. Annual Report & Accounts 2015

 

Notes to the Consolidated Financial Statements (continued) 

for the years ended 31 December 2015 and 2014

ClearStar_R&A_2015_Financials-3.indd   36 27/04/2016   08:20



37

ClearStar Inc. Annual Report & Accounts 2015

 

Notes to the Consolidated Financial Statements (continued) 

for the years ended 31 December 2015 and 2014

7. Income Taxes
Effective 1 July 2014, ClearStar US ceased as an S Corporation and became liable for corporate income taxes.

a) Tax effects of temporary differences are as follows:

 As of As of
 31 December 2015 31 December 2014
 $000 $000
  

Non-current deferred tax assets (liabilities):  
Allowance for doubtful accounts 6 4
Prepaid expenses (29) (26)
Amortisation of software development (556) (323)
Amortisation of other intangible assets 79 24
Amortisation of goodwill (45) –
Accrued liabilities 18 19
Deferred revenue 10 6
Basis differences in property and equipment (28) (57)
Net operating losses 1,623 673
Stock-based compensation 69 21
Tax credits 101 26
Other adjustments (16) (2)

  

Total non-current 1,232 365
  

Less: valuation allowance (1,277) (365)
  

Net deferred tax assets (liabilities) (45) –
  

Deferred tax assets and liabilities are recognised for the expected tax consequences of temporary differences between the book 
and tax bases of the Company’s assets and liabilities.  Valuation allowances are recorded to reduce deferred tax assets when it is 
more likely than not that a tax benefit will not be realised.  Management does not expect deferred tax assets to be fully realised in 
future years. Therefore, a valuation allowance has been recorded.

b) The components of the provision for income taxes are as follows:

 As of As of
 31 December 2015 31 December 2014
 $000 $000
  

Current tax expense:  
Federal – –
State 8 4

  

 8 4
  

Deferred tax expense:  
Federal 43 –
State 2 –

  

 45 –
  

Total provision for income taxes 53 4
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The effective income tax rate differs from the federal statutory income tax rate due to state income taxes, certain non-deductible 
expenses and an increase of approximately $912,000 in the valuation allowance for the period.

At 31 December 2015, the Company had approximately $1,581,000 in net operating loss carryforwards (“NOL”) available to use 
against taxable income. The NOL’s expire through 2035.

At 31 December 2015, the Company had approximately $101,000 in federal research and development (“R&D”) credits available to 
use against taxable income. The R&D credits will begin to expire starting in 2034.

8. Stockholders’ Equity
On 26 June 2014, the directors amended and restated ClearStar US’s articles to increase the authorised common shares from 1,000 
to 10,000 shares.

Pursuant to the contribution agreement dated 1 July 2014 by and among the previous shareholders of ClearStar US (the 
‘‘Contributors’’) and ClearStar, an exempt company incorporated in the Cayman Islands, each Contributor contributed all of their 
right, title and interest in and to the capital stock of ClearStar US to ClearStar as a capital contribution. In exchange, ClearStar 
issued 20,725,400 shares of Ordinary Shares of $0.0001 par value to the Contributors in the same proportion as the capital stock 
contributed into ClearStar. Following such contribution, the Contributors no longer owned capital stock of ClearStar US and owned 
all of the outstanding Ordinary Shares of ClearStar. ClearStar owns all of the outstanding capital stock of ClearStar US. ClearStar 
maintains authorised shares of 100,000,000 $0.0001 par value Ordinary Shares.

On 11 July 2014, ClearStar issued an additional 15,577,500 shares of Ordinary Shares for $0.97 per share (“the Issuance”) as a result 
of an initial public offering (the “IPO”) on AIM which raised approximately $15,000,000 in gross proceeds. The Company incurred 
costs in the Issuance of approximately $2,586,000.  The Company received net proceeds of approximately $12,638,000.

9. Stock-Based Compensation
IIn June 2014, the Company’s Board of Directors (“Board”) adopted the 2014 Share Option and Incentive Plan (the “Plan”) that 
authorised the Board to grant options and restricted stock to employees and directors to acquire up to 3,000,000 shares of the 
Company’s Ordinary Shares.  The option price generally may not be less than the underlying stock’s fair market value on the date 
of the grant.  The options generally vest ratably up to a three-year period beginning the date of grant and expire as determined by 
the Board, but not more than 10 years from the date of grant. The amounts granted each calendar year is limited depending on 
certain terms of the Plan. As of 31 December 2015, approximately 1,464,000 shares remain available for grant under the Plan. The 
Plan terminates in June 2024.

The following table summarises activity of the Company’s stock options during the period from 10 June 2014 to 31 December 2015:

  Weighted-Average  
 Shares Exercise Price

  

Outstanding at 10 June 2014 – –
Granted 1,407,165 $0.97
Forfeited or cancelled (117,000) $0.97

 

Outstanding at 31 December 2014 1,290,165 $0.97
Granted 525,000 $0.94
Forfeited or cancelled (279,000) $0.96

 

Outstanding at 31 December 2015 1,536,165 $0.96
 

Exercisable at 31 December 2014 36,082 $0.97
 

Exercisable at 31 December 2015 415,165 $0.97
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As of 31 December 2015, there was approximately $227,000 of total unrecognised compensation costs related to unvested stock 
options, which is expected to be recognised over a weighted-average period of 1.79 years. To the extent the actual forfeiture rate 
is different from what we have estimated, stock-based compensation expense related to these awards will be different from our 
expectations.

The following assumptions were used for the Black-Scholes option pricing model:

  1 July 2015 2 Jan 2015 11 July 2014

   

Weighted-average fair value on day of grant $0.26 $0.25 $0.27
Risk-free interest rate 1.00% 1.00% 1.00%
Expected dividend yield 0.00% 0.00% 0.00%
Expected volatility 32.90% 33.18% 33.42%
Weighted-average expected life of option 4.00 years 4.00 years 3.94 years

10. Earnings Per Share
Basic earnings per share is computed by dividing net income by the weighted average number of shares of common stock 
outstanding during the period. Diluted earnings per share is computed by dividing net income by the weighted average number 
of shares of common stock and common stock equivalents outstanding during the period. Dilutive common stock equivalents 
represent shares issuable upon assumed exercise of stock options.

 Year Ended Year Ended
 31 December 2015 31 December 2014
  

Basic income per share ($0.06) ($0.10)
Diluted income per share ($0.06) ($0.10)

Weighted-average common shares outstanding:  
Basic and diluted 36,302,900 17,176,092

11. Employee Retirement Plan
The Company sponsors an employee retirement plan known as the ClearStar, Inc. 401(k) Profit Sharing Plan Trust (the ‘‘401k 
Plan’’). Under the 401k Plan, employees may contribute up to the maximum contributions as set periodically by the Internal 
Revenue Service. Additionally, the Company may make a discretionary contribution to the 401k Plan. The employee contributions 
vest over six years. Participant contributions are always 100 per cent. vested.

For the years ended 31 December 2015 and 2014, matching contributions were approximately $143,000 and $64,000, respectively.

12. Concentrations
a) Significant Vendor
A significant vendor is defined as one from which the Company receives at least 10 per cent. of its total purchases. For the years 
ended 31 December 2015 and 2014, the Company had purchases from two and three suppliers totalling approximately $3,168,000 
and $3,341,000 which comprised approximately 53 and 73 per cent. of the Company’s purchases, respectively. The accounts payable 
balance included approximately $510,000 and $215,000 to these vendors at 31 December 2015 and 2014, respectively. 

b) Significant Customer
A significant customer is defined as one from whom at least 10 per cent. of annual revenue is derived. For the year ended 31 
December 2014, the Company had sales to one customer totalling approximately $1,491,000, which comprised approximately 14 
per cent.  At 31 December 2014, the accounts receivable balance included approximately $87,000 from this customer. There were 
no significant customers for the year ended 31 December 2015.
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13. Related Party Transactions
The Company contracted with two companies, owned by certain shareholders of the Company, to provide consulting services. 
During the years ended 31 December 2015 and 2014, the Company incurred approximately $26,000 and $43,000, respectively, in 
consulting fees to these related parties.

The Company leased two of its office spaces from Flying Diamond, LLC, a company owned by two shareholders (see Note 6). 
Rental expense paid to the related party for the years ended 31 December 2015 and 2014 was approximately $87,000 and $210,000, 
respectively. Approximately $72,000 of the 2014 rental expense represents an early lease termination fee.

On 6 June 2014, the Company executed a promissory note for $315,000 payable from a stockholder in conjunction with a stock 
subscription agreement to purchase 36.27 shares of common stock. The principal and accrued interest were due the earlier of 31 
December 2014 or at the time the Company is listed on the AIM Market of the London Stock Exchange.  The note bore interest of 
0.25 per cent. per annum and was secured by the stockholder’s capital stock of ClearStar US. The note and related accrued interest 
was paid in full on 27 June 2014.

14. Subsequent Events
In January 2016, the Company granted 405,000 options to purchase Ordinary Shares to certain employees. The Company has not 
determined the impact on its consolidated financial statements.

The Company evaluated subsequent events through 20 April 2016, when these consolidated financial statements were available 
to be issued. With the exception of the aforementioned subsequent event, management is not aware of any significant events that 
occurred subsequent to the consolidated balance sheet date but prior to the filing of this report that would have a material impact 
on the consolidated financial statements.
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Notes to the Consolidated Financial Statements (continued) 

for the years ended 31 December 2015 and 2014
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