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DISCLOSURE

The Disclosure and Market Discipline Report for the year 2018 has been prepared by Liteforex
(Europe) Limited as per the requirements of Regulation (EU) No. 575/2013 issued by the European
Commission and the Directives D1144-2014-14, DI1144-2014-15 issued by the Cyprus Securities
and Exchange Commission.

Liteforex (Europe) Limited has prepared the following Disclosures based on the audited financial
statements for the year ended 31% of December 2018. While the information included in the
Disclosures derives from the Company's audited financial results, the Disclosures do not constitute
the Company’s Financial Statements nor do they constitute any form of contemporary or forward-
looking record or opinion of the Company.

Disclosures are merely prepared to explain how the Company manages risks, under the
requirements of the Cyprus Securities and Exchange Commission, and how much capital is
assigned to these risks for their management.

Liteforex (Europe) Limited states that any information that was not included in this Report was
either not applicable on the Company’s business and activities or such information is considered as
proprietary to the Company and sharing this information with the public and/or competitors would
undermine our competitive position.

The Disclosures were approved by the Board of Directors on 24™ of April 2019.

Contact Us

Address 124 Gladstonos Street, The
Hawk Building, 4" Floor,
3032, Limassol, Cyprus

Telephone +357 25 750555

Fax +357 25 722377

Web site www.liteforex.eu

Email support@liteforex.eu
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1. SCOPE OF APPLICATION

The present Report is prepared by Liteforex (Europe) Limited (the “Company”) a Cyprus Investment Firm
(“CIF”) authorized and regulated by the Cyprus Securities and Exchange Commission (the “CySEC”, “the
Commission”) under the license number 093/08 and operates in harmonisation with the Markets in Financial
Instruments Directive (MIFID). Following information is disclosed in accordance with Part Eight of
Regulation (EU) No. 575/2013 of the European Parliament and of the Council of 26 June 2013 on Prudential
Requirements for Credit Institutions and Investment Firms and Amending Regulation (EU) No. 648/2012.

Pillar III Regulatory Framework Overview

In accordance with Regulation (EU) No. 575/2013 (the “Capital Requirements Regulation”, “CRR”), which
was introduced in 2014, the Company is required to disclose information relating to its risk management,
capital structure, capital adequacy, its risk exposures as well as the most important characteristics of the
Company’s corporate governance including its remuneration system. The new legislative package is
considered as a key step towards creating a sounder and safer financial system. The scope of this report is to
promote market discipline and to improve transparency of market participants.

On 26" of June 2013, the European Parliament and the Council released a legislative package known as
“CRD IV” to strengthen the regulation of the financial sector. The CRD IV package replaces the previous
European Capital Requirements Directives (2006/48 and 2006/49) and CySEC’s Directives DI1144-2007-05
and DI144-2007-05, commonly known as Basel 11, in relation to capital requirements and large exposures,
with a European Directive (2013/36/EU) and a European Regulation (575/2013). The Regulation (EU)
575/2013 (“the Regulation”) is directly applicable as a Single Rule book by all Member State institutions
whereas the Directive 2013/36/EU need to be transposed by all member state regulatory authorities. The
transposed Directive of CySEC is named as Directive DI1144-2014-14 (“the Directive”). The main purpose of
the Basel Il revisions was to make the framework more risk sensitive and representative of actual risk
management practices.

CRR establishes the prudential requirements for capital, liquidity and leverage that entities need to abide by.
It is immediately binding on all EU member states. CRD IV governs access to deposit-taking activities,
internal governance arrangements including remuneration, board composition and transparency. Unlike the
CRR, CRD IV needs to be transposed into national laws, which allows national regulators to impose
additional capital buffer requirements. CRR introduced significant changes in the prudential regulatory
regime applicable to banks and CIFs including amended minimum capital adequacy ratios, changes to the
definition of capital and the calculation of risk weighted assets and the introduction of new measures relating
to leverage, liquidity and funding. CRR permits a transitional period for certain of the enhanced capital
requirements and certain other measures, such as the leverage ratio, which will be largely fully effective by
2019 and some other transitional provisions provide for phase in until 2024.

Capital Buffers

The CRD IV package is the implementation of “Basel III” in Europe. Basel III is a comprehensive set of
reform measures in the prudential regulation of financial services developed by the Basel Committee on
Banking Supervision. It aims to strengthen the regulation, supervision and risk management of the banking
and investment services sectors.
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CRD 1V is transposed into national laws, which allows national regulators to impose additional capital buffer
requirements. Based on the provisions of the macroprudential oversight of Institutions Law of 2015 which
came into force on 1 January 2016, the Central Bank of Cyprus (CBC) is the designated Authority
responsible for setting the macroprudential buffers that derive from the CRD IV.

The countercyclical capital buffer (CCB) was introduced as part of the Basel Il regime to help counter
cyclicality in the financial system. Capital should be accumulated when cyclical systemic risk is judged to be
increasing, creating buffers that increase the resilience of the banking sector during periods of stress when
losses materialize. This will help maintain the supply of credit and dampen the downswing of the financial
cycle. The CCB is also intended to dampen excessive credit growth during the upswing of the financial
cycle.

Under the Capital Requirements Directive IV and Capital Requirements Regulation, which gave legal effect
to the Basel 11l agreement in the EU, each member state has a designated authority which is responsible for
setting the CCB rate in its jurisdiction. There is also a strong European element to the framework, with the
European Systemic Risk Board having the power to issue guidance to national authorities on the
implementation of the CCB framework.

In Cyprus, the Central Bank of Cyprus (CBC) is the designated authority responsible for setting the rate and
the CCB rate applies to the total risk exposure amount of all licensed credit institutions and investment firms
that provide the investment services of dealing on own account, underwriting of financial instruments or
placing of financial instruments on a firm commitment basis, with the exception of small or medium-size
investment firms (currently 60 in number) exempted by the CBC.

On 13 December 2018 the CBC announced the determination of the CCB rate for the first quarter of 2019,
based on data up to 30 June 2018. The gap between the credit-to-GDP ratio and its long term trend based on
both the broad and narrow (bank) credit definition is negative. Based on this, and taking into account the
additional indicators assessed by the CBC, which include non-financial private sector indebtedness, banking
sector resilience, the real estate market, the real economy and external imbalances, the CBC has determined
that the CCB rate for the first quarter of 2019 will continue to be zero.

Cyprus Investment Firms (CIFs) are required to maintain an institution specific CCyB equivalent to their
total risk exposure amount multiplied by the weighted average of the countercyclical buffer rates.

According to paragraph 52(2) of the Directive, the Macroprudential Authority may exempt small and
medium sized CIFs from holding an institution specific CCyB, in addition to their CET 1 Capital. Based on
the assessment made, using the latest financial data available, the Macroprudential Authority has decided
that the Company meets the definition of a small and medium sized CIF and thus is exempted Pillar 111
Disclosures 2018 Page 7 from the requirement to maintain an institution specific CCyB.

Further to the above, the Macroprudential Authority has decided to activate the capital conservation buffer
(the “CCB”) having exercised its power. The CCB will be phased-in gradually, starting from 1 July 2016 at
0.625% and increasing by 0.625% every year thereafter, until being fully implemented (2.5%) on 1 January
2019. The Company is obliged to maintain a 1.875% CCB in addition to the CET1 capital maintained for the
year 2018.
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The Macroprudential Oversight of Institutions Law, 2015, also requires the maintenance of additional capital
buffer by the systemically important credit institutions and investment firms either at the national level, or at
the EU level, referred to as Other Systemically Important Institutions (“O-SII”).

The O-SII capital buffer reflects the cost for an institution of being systemically important and reduces the
moral hazard from the support of the institution from the state and the taxpayers and compensates for the
higher risk it represents for the national financial system and the potential consequences of its failure. The
Company is not obliged to maintain an O-SII capital buffer as it is not an O-SlI institution.

The 3 Pillars

The current regulatory framework comprises three pillars:
e Pillar 1 (Minimum Capital Requirements) covers the calculation of Risk Weighted Assets for
Credit Risk, Market Risk and Operational Risk.

e Pillar Il (Supervisory Review Process “SREP”) covers the Supervisory Review and Evaluation
Process (“SREP”), which assesses the Internal Capital Adequacy Assessment Process (the
“ICAAP”) and whether additional capital is required over and above the Pillar | and provides for
the monitoring and self-assessment of an institution’s capital adequacy and internal processes.

e Pillar 111 (Market Discipline) covers external disclosures that are designed to provide transparent
information on regulatory capital adequacy, risk exposures and risk management and internal
control processes.

The 2018 Pillar 111 Disclosures Report sets out both quantitative and qualitative information required in
accordance with Part 8 of the CRR and in particular articles 431 to 455, which specify the requirements of
the Disclosures.

Materiality of Disclosures

The Regulation provides that the Company may omit one or more of the disclosures if it believes that the
information is immaterial, except for the following disclosures:

e Regarding the policy on diversity with regard to selection of members of the management body, its
objectives and any relevant targets set out in that policy, and the extent to which these objectives and
targets have been achieved (Article 435 (2) (c) of CRR)

e Own funds (Article 437 of CRR)

e Remuneration policy (Article 450 of CRR).

Materiality is based on the criterion that the omission or misstatement of information would be likely to
change or influence the decision of a reader relying on that information for the purpose of making economic

decisions.

Where the Company has considered a disclosure to be immaterial, this was not included in the document.
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Disclosures and Confidential Information
The Regulation also permits the Company to omit one or more of the required disclosures if it believes that

the information is regarded as confidential or proprietary. The Directive defines proprietary as if sharing that
information with the public would undermine its competitive position. It may include information on
products or systems which, if shared with competitors, would render an investment firm’s investments
therein less valuable.

Information is regarded as confidential if there are obligations to customers or other counterparty
relationships binding an investment firm to confidentiality. Under the light of the above, the Company
avoided to disclose such confidential information in this report.

Basis and Frequency of Disclosures

According to CySEC’s Directive DI144-2014-14 (the “Directive”), the risk management disclosures must be
included either in the financial statements of the investment firm, if these are published, or on its website.

The Company has included its risk management disclosures as per the Directive on its website as it does not
publish its financial statements. The Report is published on the website of the Company at
https://www.liteforex.com/riskdisclosure/ on an annual basis as per formal Disclosure Policy approved by
the Board of Directors of the Company.

Verification

The Pillar 111 disclosure requirements are contained in relevant Articles of the Regulation. In addition, these
disclosures must be verified by the external auditors of the CIF. The CIF is responsible to submit its external
auditors’ verification report to CySEC.

All Disclosures mentioned are in line with the Company's annual audited Report and Financial Statements,
which are prepared in accordance with the International Financial Reporting Standards ("IFRS") and are
audited by the Company’s External Auditors, ASG Premier Audit Services Limited.

The current Disclosures are based on the position of the Company as at 31" of December 2018. The 2018
Pillar 111 Disclosures Report was approved by the Board of Directors on 24" of April 2019.

Scope of Disclosures

The Company does not have any subsidiaries and thus does not need to produce any consolidated results. As
a result, the Disclosures in this document relate solely to information of the Company and are made on a solo
basis. Unless stated otherwise, all amounts are in thousands of euro (“€” or “EUR”).
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2. COMPANY INFORMATION

Liteforex (Europe) Limited was incorporated in Cyprus on the 28" of May 2008 as a private limited liability
Company under the provisions of the Cyprus Companies Law, Cap 113 with registration number HE
230122.

The Company is authorized and regulated by the Cyprus Securities and Exchange Commission (“CySEC” or
the “Commission”) under license number 093/08 for the conduct of designated investment business in the
Republic of Cyprus” with minimum regulatory capital requirements of €125,000.

The Company’s operating license from CySEC permits it to undertake regulated investment services
consisting of the services of reception and transmission of orders in relation to one or more financial
instruments, execution of orders on behalf of clients and portfolio management.

The Company is also authorized to provide the ancillary services of safekeeping and administration of
financial instruments, credit granting and foreign exchange services in relation to the investment services
provided, as well as investment research and financial analysis.

Table 1: Company’s License Information (based on the Third Appendix of the Law 144(1)/2007)
on 31.12.2018.

Investment Services/Activities Ancillary Services
1 12 |3 |4 |5 |6 [7 |8 |1 |2 |3 |4 |5 |6 7
1 v v |- v |- - - - v v v
2 v v |- v |- |- |- |- v |v v
[%2]
cE3 vivi| v I- |- |- | v Iv v
S
Sl4 (v v |- v |- |- |- |- v v v
)
s vV Iv I VI LIV IV v -
© - v -
g 6 v v |- v |- - - - v v v -
©
Sl7 v Iv |- v |- |- |- |- v |v v _
LL
g8 v v |- v |- |- |- |- v |v v
9 v v |- v |- |- |- |- v |v v
10 (v |v |- v |- - - - v v v -

Liteforex (Europe) Limited is an independent international financial markets participant and leading provider
of on-line trading services for retail and institutional investors.
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The Company is authorized to provide the following investment services, in accordance with the Law
87(1)/2017 regarding the provision of investment services, the exercise of investment activities and the
operation of regulated markets (hereinafter, the “Law”):

1. Reception and Transmission of Orders in Relation to One or More Financial Instruments
2. Execution of Orders on Behalf of Clients

3. Portfolio Management

The Company is also authorized to provide the following ancillary services:

Safekeeping and administration of financial instruments, including custodianship and related
services

Granting credits or loans to one or more financial instruments, where the firm granting the
credit or loan is involved in the transaction

Foreign exchange services where these are connected to the provision of investment services
Investment research and financial analysis or other forms

The Company is authorized to provide the investment services of reception and transmission of orders,
execution of orders on client’s behalf, portfolio management and ancillary services, for the following
Financial Instruments, in accordance with the Law:

1.

2.
3.
4

10.

Transferable Securities.

Money Market Instruments.

Units in Collective Investment Undertakings.

Options, futures, swaps, forward rate agreements and any other derivative contracts relating to securities,
currencies, interest rates or yields, or other derivatives instruments, financial indices or financial measures
which may be settled physically or in cash.

Options, futures, swaps, forward rate agreements and any other derivative contracts relating to commaodities
that must be settled in cash or may be settled in cash at the option of one of the parties (otherwise than by
reason of a default or other termination event).

Options, futures, swaps, and any other derivative contract relating to commaodities that can be physically
settled provided that they are traded on a regulated market or/and an MTF.

Options, futures, swaps, forwards and any other derivative contracts relating to commodities, that can be
physically settled not otherwise mentioned in point 6 of Part 111 and not being for commercial purposes, which
have the characteristics of other derivative financial instruments, having regard to whether, inter alia, they are
cleared and settled through recognized clearing houses or are subject to regular margin calls.

Derivative instruments for the transfer of credit risk.

Financial contracts for differences.

Options, futures, swaps, forward rate agreements and any other derivative contracts relating to climatic
variables, freight rates, emission allowances or inflation rates or other official economic statistics that must be
settled in cash or may be settled in cash at the option of one of the parties (otherwise than by reason of a
default or other termination event), as well as any other derivative contract relating to assets, rights,
obligations, indices and measures not otherwise mentioned in this Part, which have the characteristics of other
derivative financial instruments, having regard to whether, inter alia, they are traded on a regulated market or
an MTF, are cleared and settled through recognised clearing houses or are subject to regular margin calls.
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3. CORPORATE GOVERNANCE AND BOARD OF DIRECTORS

Board of Directors
The responsibility of the overall risk management and/or assessment lies with the Board of Directors of the
Company. The Board of Directors needs to identify, assess, monitor and control each type of risk on a
continuous basis. More specifically, when managing and/or assessing risks, the responsibilities of the Board
of Directors and Senior Management may be summarized as follows:
e To carry the overall responsibility for proper implementation of the relevant laws and regulations;
e To assess on a continuous basis the effectiveness of the policies, arrangements and procedures in
place;
e To decide on the Company’s risk bearing capability and strategy;
e To ensure they are on the same page in terms of appetite for risk in executing the Company’s
strategy and making sure the Shareholders understand the stance of the Company;
e To review the Annual Risk Management Report prepared by the Risk Manager and taking
appropriate action where necessary;
e To ensure that the Company has the ability to cover its financial needs and capital requirement at any
time.

The Board of Directors is comprised of 2 Executive Directors and 3 Non-Executive Directors. The following
table shows the constitution of the Board of Directors as at 31* of December 2018:

Table 2. Board of Directors.

Name Position
Ms. Kristina Leonova Executive Director
Mr. llia Lashchenko Executive Director
Mr. Sergey Mayzus Non-Executive Director
Mrs. Olga Christou Independent Non-Executive Director
Mr. Andreas Paralikis Independent Non-Executive Director

Recruitment and Diversity Policy

The Company has implemented the Recruitment and Diversity Policy, providing conditions for employment
of staff for crucial managerial positions and those who shall be responsible for the determination of the
Company’s entreprencurial strategy.

One of the Board’s main responsibilities is to identify, evaluate and select candidates for the Board of
Directors and ensure appropriate succession planning. The Senior Management is assigned the responsibility
to review the qualifications of potential director candidates and make recommendations to the Board.

The persons proposed for the appointment should have specific skills and sufficient knowledge to enhance

the collective knowledge of the Board and must be able to commit the necessary time and effort to fulfil their
responsibilities.
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The Policy provides that these people shall have at least three to five years prior experience in relevant
executive positions in the financial markets, and adequate academic and/or professional qualifications in
financial, management, accounting fields.

Factors considered in the review of potential candidates include, but are not limited to:
e Specialised skills and knowledge in accounting, finance, banking, law, business administration or
related subject;
e Knowledge of and experience with financial institutions (“fit-and-proper”);
e Integrity, honesty and the ability to generate public confidence;
o Knowledge of financial matters including understanding financial statements and financial rations;
e Demonstrated sound business judgement;
¢ Risk management experience.

The recruitment principles for the Board members provide that there are a maximum number of directorships
which can be held by the Boards members.

Number of Directorships
All members of the Board commit sufficient time to perform their functions in the Company. The number of
directorships which may be held by a member of the Board at the same time shall take into account
individual circumstances and the nature, scale and complexity of the Company’s activities. Unless
representing the Republic, members of the Board of a CIF that is significant in terms of its size, internal
organization and the nature, the scope and the complexity of its activities shall not hold more than one of the
following combinations of directorships at the same time:

e one executive directorship with two non-executive directorships

e four non-executive directorships.

The table below provides the number of directorships a member of the management body of the Company
holds at the same time in other entities. Directorships in organizations which do not pursue predominantly
commercial objectives, such as non-profit-making or charitable organizations, are not taken into account for
the purposes of the below.

Data is provided for the Directors in office as at 31* of December 2018 and the compliance with the policy
principle was adhered to during the year, including all Directors in office in 2018.

Table 3. Number of Directorships.

Name Financial Year 2018

Position Directorships - | Directorships -

Executive Non-Executive
Ms. Kristina Leonova  Executive Director 1 0
Mr. llia Lashchenko Executive Director 1 0
Mr. Sergey Mayzus Non-Executive Director 0 1
Mrs. Olga Christou Independent Non-Executive Director 0 1
Mr. Andreas Paralikis  Independent Non-Executive Director 0 2
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By having a diversified Board of Directors the Company has a number of benefits. Diversity is increasingly
seen as an asset to organizations and linked to better economic performance. It is an integral part of how we
do business and imperative to commercial success.

The Company recognizes the value of a diverse and skilled workforce and is committed to creating and
maintaining an inclusive and collaborative workplace culture that will provide sustainability for the
organization into the future. This is also documented as best practises in the Corporate Governance Code of
many EU countries.

The Company recognizes the benefits of having a diverse Board which includes and makes use of
differences in the skills, experience, background, race and gender between directors. A balance of these

differences will be considered when determining the optimum composition of the Board.

Information Flow on Risk to the Management Body

The Company provides the structured flow of risks to the management body, with the aim to elevate the risks
to the appropriate levels on time.

Risk information flows up to the Board through the Executive Directors or directly from the business
departments and control functions.

Details of the major reports submitted to the Board during the year 2018 are presented below:

Table 4. Main Reporting Requirements.

Report Name Responsible Person Recipient Frequency  Due Date
Annual Money Money Laundering Compliance = Board, CySEC Annual 31/03/2019
Laundering Officer
Compliance Report
Annual Compliance ~ Compliance Officer Board, CySEC Annual 30/04/2019
Report
Annual Risk Risk Manager Board, CySEC Annual 30/04/2019
Management Report
Annual Internal Internal Auditor Board, CySEC Annual 30/04/2019
Audit Report
Pillar 111 Disclosures = Risk Manager Board, CySEC Annual 30/04/2019
Financial Statements  External Auditor Board, CySEC Annual 30/04/2019
ICAAP Report Risk Manager Board Annual N/A
Capital Adequacy Risk Manager Board, CySEC Quarterly N/A
Report
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4. RISK MANAGEMENT

Definition of Risk Management

Risk Management is the process of identification, analysis and evaluation of uncertainty in investment
decision-making. As a result, it is treated accordingly; either accepted or mitigated.

Risk Management occurs anytime an investor analyses and attempts to quantify the potential for losses in an
investment and then takes the appropriate action (or inaction) given their investment objectives and risk
tolerance.

Risks should be continuously monitored and reviewed. In addition to that, outcomes and results should be
properly reported and new objectives should be set.

Characteristics of a productive Risk Management process:

e A culture of risks adjusted in the organization. It embraces a series of values, attitudes and ways of
acting towards risks, including taking decisions on change management and strategic business
planning.

e Complete approach to all risks; there are risks that directly affect the Company and risks that
indirectly affect the Company. It is very important to report all kinds of risks and to assume and
understand the relations between them. The overall calculation should be simplified without
affecting the difference of nature, degree of evolution and real possibilities of management and
control of each type of risk, adjusting the organization, processes, reports and tools to the features of
each one.

e An organizational and control model which is assigned to all risk types.

¢ Common management instruments among the different departments, without negatively affecting the
regulations and requirements of supervisors and the degree of development of each department.

Lastly, it is very important that all risk assessment results should be communicated to all relevant
departments with the appropriate consultation give.

Risk Management Objectives and Policies

As the Company is authorised by the Cyprus Securities and Exchange Commission to conduct investment
business, it is required by the EU Capital Requirements Directive to make public disclosure of its risk
management objectives and policies in accordance with the requirements of Pillar 111 of the Directive and the
Internal Capital Adequacy Assessment Process ("ICAAP™) prescribed by the CySEC .

The Company is operated managerially through the medium of a two Executive Directors (4-eyes principle).
Standing apart from the Company’s operational management, it also has the Board of Directors which
comprises of two Executive Directors and three Non-Executive Directors.

In accordance with the proportionality principles, and provided limited range of services and activities
undertaken, the overall governance is assigned to the Board members and no separate Committees are in
place at present.
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The Board of Directors’ responsibility includes monitoring and reviewing the Company’ risk management,
compliance and internal audit functions and considering reports from compliance, internal audit on internal
controls and risk management.

The Board has overall responsibility for the Company’s system of internal controls, the objectives of which
are the safeguarding of the Company’s assets, the maintenance of proper accounting records and the
availability of reliable financial information for use within the business and for regulatory reporting.

This system of internal controls designed to manage rather than eliminate the risk of failure to achieve
business objectives, and can only provide reasonable and not absolute assurance against material
misstatement and loss, and to prevent and detect fraud and other irregularities.

The Board regularly reviews the effectiveness of the Company’s internal control system. There is an ongoing
process for identifying, evaluating and managing significant risks which was in place throughout the year.

Also responsible for the Company’s internal control system and for the management of its risks are the
following departments:

¢ Risk Management Department

e Anti-Money Laundering Department

e Compliance Officer

e Internal Audit Function

e External Audit Function

All five above listed functions are reporting directly to the Board in regards of the audited outcomes of the
Company’s operation, at least annually.

The risk management process encompasses the organisation, behaviours, processes, systems and other
aspects of a Company that, taken together:

v’ facilitate its effective and efficient operation by enabling it to assess current and emerging risks,
respond appropriately to risks and significant control failures and to safeguard its assets;

v help to reduce the likelihood and impact of poor judgement in decision-making; risk-taking that
exceeds the levels agreed by the Board; human error; or control processes being deliberately
circumvented;

v"help ensure the quality of internal and external reporting; and

v help ensure compliance with applicable laws and regulations, and also with internal policies with
respect to the conduct of business.

The Company’s systems of risk management and internal control include:
V' risk assessment;
v/ management or mitigation of risks, including the use of control processes;
v information and communication systems; and
v processes for monitoring and reviewing their continuing effectiveness.
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The risk management and internal control systems are embedded in the operations of the Company and are
capable of responding quickly to evolving business risks, whether they arise from factors within the
Company or from changes in the business environment.

When determining the principal risks, the Board focuses on those risks that, given the Company’s current
position, could threaten the Company’s business model, future performance, solvency or liquidity,
irrespective of how they are classified or from where they arise.

The Board treats such risks as principal risks and establishes clearly the extent to which they are to be
managed or mitigated, in a form of prescribed credit risk limits, excess expenditures and other parameters
important for monitoring of the principal risks.

Three Lines of Defence

To prevent the risks which might impact the smooth operation, management of the Company has adopted the
“Three Lines of Defence” model of governance with clearly defined roles and responsibilities. The Company
has a good risk management framework with the systems for identifying, measuring, evaluating, monitoring,
reporting and controlling or mitigating material risks that may affect the business’ ability to achieve
objectives. The “three lines of defence” has become the standard model for identifying, managing and
monitoring risks and uncertainty in organization. The model has three lines (or barriers) of defence against
the impact of risk as illustrated below.

Chart 1. Three Lines of Defence Model.

3RD LINE OF DEFENCE

' 2ND LINE OF DEFENCE

Independent
assurance
e.g. 5 .
ight
directors & Oversight | | 1ST LINE OF DEFENCE
auditors [
e.g. risk& | |
compliance Business operations
[ e.g. employees, managers \
‘ - %

The first line represents staff on the frontline, those involved in day-to-day operations and directly exposed
to the risks of Company’s business. It is the first line of defense which is crucial for all businesses, where
everyone understands the risks they personally manage and are empowered and qualified to respond
appropriately for these risks.

The second line is essentially the oversight function for the first, which sets and monitors the policies and

procedures that the first line of defense must comply with. It is the second line of defense, which is crucial
for controlling of all internal procedures and complying with regulations. There is adequate managerial and
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supervisory compliance function in place to ensure compliance and to highlight control breakdown,
inadequate processes, and unexpected events.

The third line is the supervising review of the effectiveness of the first and second lines by Board of
Directors and independent auditors.

The main role of the Risk Management is assigned to the Risk Management Department, which represents
the second line of defence. The main role of the second line of defence is to provide the tools and
methodologies for risk management to the business units, to promote risk awareness, to engage business
units in identifying, measuring and mitigating risks as appropriate, to report the losses from risks identified
to Senior Management and the Regulatory Authorities, to facilitate the collection and monitoring of Key
Risk Indicators (KRIs), to identify risks at Group level in cases where these risks are not managed by a
specific business unit and to make sure that actions mitigating risks are implemented.

Risk Appetite Framework (RAF)

Risk appetite is the amount and type of risk that the Company is able and willing to accept in pursuing its
business objectives. Risk appetite is expressed in both quantitative and qualitative terms and covers all risks,
both on-balance sheet and off-balance sheet. Such risks include, but are not limited to, credit, market,
operational, conduct, reputational and compliance risk.

An effective risk appetite statement is empowering in that it enables the decisive accumulation of risk in line
with the strategic objectives of the Company while giving the board and management confidence to avoid
risks that are not in line with the strategic objectives.

The Board of Directors has approved a Risk Appetite Statement expressed along multiple scenarios,
including both ‘normal’ business conditions and ‘stressed’ periods with zero tolerance for regulatory, legal or
compliance risks.

The risk appetite of the Company, expresses its strategy through desirable and undesirable risk exposures. It
is the aggregate level and types of risk the Company is willing to assume within its risk capacity to achieve
its strategic objectives and business plan. Thus, Risk Appetite and Strategic Plan occur and evolve in
parallel. The Risk Appetite enables the Company to demonstrate that the achievement of its strategic goals
has not been the result of fortuitous circumstances.

Furthermore, the Risk Capacity/Tolerance is the maximum amount of risk which the Company is technically
able to assume before breaching one or more of its capital base, liquidity, and borrowing capacity,

reputational and regulatory constraints.

The risk capacity represents the upper limit beyond which a breach is likely to result in failure.

Taking into consideration the Company’s size, services offered, complexity and operations, the risks that are
considered significant and/or material for the Company are credit risk, market risk, operational risk, liquidity
risk and large exposures.
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In regards to the above, setting the corporate risk appetite without taking into account the risk capacity of the
Company may have serious consequences. Risk capacity may be easy to quantify in terms of capital or
required funding but it is more challenging to consider the point at which the Company’s reputation is
beyond repair.

The Board and Senior Management understand how the risk capacity impacts on the business and have taken
the necessary steps in order to be in constant awareness, mitigating any potential threats.

Risk Culture

The Board has a critical role in strengthening risk governance, including setting the ‘tone at the top’,
reviewing strategy, and approving the Risk Appetite Statement. It is the Board that is ultimately responsible
and accountable for risk governance.

A robust risk culture is a substantial determinant of whether the CIF will be able to successfully execute its
chosen strategy within its defined risk appetite. The risk culture that the CIF wishes to build is reflected in its
policies and procedures which are closely aligned to its Risk Appetite. Risk culture is manifested in the day-
to-day decisions that indicate how risk is identified, understood, discussed, and acted upon.

The Company has focused primarily on the implementation of a firm-wide effective and pervasive risk
culture. This is achieved through the following:
e Embedding the risk culture at all levels of the Company with clear ownership and accountability of
tasks.
e Conducting firm-wide risk assessments.
e Implementing formal risk education presentations.
e Changes in policies and procedures, introducing additional risk criteria for the evaluation of credit
and investment decisions.
e Changes in key personnel, as well as changes in their job content and job descriptions.
e Training.

Furthermore, the Company takes risks in connection with its normal business and as such, the following
principles underpin the inherent risk culture:

o Risk is taken within a defined risk appetite.

e Every risk taken needs to be approved within the risk management framework.

o Risk taken needs to be adequately compensated.

o Risk should be continuously monitored and managed.

Stress Testing
Stress testing is a key risk management tool used by the Company to rehearse the business response to a
range of scenarios, based on variations of market, economic and other operating environment conditions.
Stress tests are performed for both internal and regulatory purposes and serve an important role in:
e Understanding the risk profile of the Company by carrying out exceptional but plausible scenarios,
management can identify the ways in which the Company will be affected should that event take
place and measure the effects on the Income Statement and Balance Sheet.
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e The evaluation of the Company’s capital adequacy in absorbing potential losses under stressed
conditions: This takes place in the context of the Company’s ICAAP.

e The evaluation of the Company’s strategy: Senior Management considers the stress test results
against the approved business plans and determines whether any corrective actions need to be taken.
Overall, stress testing allows Senior Management to determine whether the Company’s exposures
correspond to its risk appetite.

e The establishment or revision of limits: Stress test results, where applicable, are part of the risk
management processes for the establishment or revision of limits across products, different market
risk variables and portfolios.

The ultimate responsibility and ownership of the Company’s stress testing policy rests with the Board. If the
stress testing scenarios reveal vulnerability to a given set of risks, management should make
recommendations to the Board for remedial measures or actions. These may vary depending on the
circumstances and include one or more of the following:

o Review the overall business strategy, risk appetite, capital and liquidity planning.

o Review limits.

e Reduce underlying risk positions through risk mitigation strategies.

e Consider an increase in capital.

e Enhance contingency planning.

Pillar II - Internal Capital Adequacy Assessment Process

Further to the requirements of Pillar I, a more detailed approach on managing risks is achieved through the
preparation of the Pillar 1l requirements and more precisely the Internal Capital Adequacy Assessment
Process (ICAAP) report which follows the requirements under Regulation (EU) No. 575/2013 and relevant
guidelines issued by CySEC.

The Supervisory Review Process provides rules to ensure that adequate capital is in place to support any risk
exposures the Company may have, in addition to requiring appropriate risk management, reporting and
governance structures.

Pillar Il covers any risk not fully addressed in Pillar I, such as concentration risk, reputation risk, business
and strategic risk and any external factors affecting the Company. Pillar 1l connects the regulatory capital
requirements to the Company’s Internal Capital Adequacy Assessment Procedures (ICAAP) and to the
reliability of its internal control structures. The function of Pillar Il is to provide communication between
supervisors and investment firms on a continuous basis and to evaluate how well the investment firms are
assessing their capital needs relative to their risks. If a deficiency arises, prompt and decisive action is taken
to restore the appropriate relationship of capital to risk.

Under Basel 11, ICAAP is a requirement for the Company to establish and report to the Regulator (on
request) the process of Internal Capital Adequacy Assessment (ICAAP). The requirement originates from the
rightful assumption that the Pillar | risk assessments may not cover fully the risks assessed under Pillar |
calculations, and the Pillar | does not cover unique to the Company (or its particular sector) internal and
external risks it may be exposed to.
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Therefore, the capital requirements calculated under Pillar I, do not reflect real amount of capital to be held
to cover all relevant risks.

Company’s ICAAP Approach

The ICAAP report is a key tool for both the Company and the regulator as it approaches the risk assessment
from a holistic perspective enabling the Company to assess and match risks as much as possible, reducing its
residual risk and enabling more precise future growth planning.

Our approach for meeting the Pillar 1l requirements, are based on the Pillar I Minimum Capital Requirement
Plus Approach, as it takes the Pillar I capital requirements calculation as a starting point and then considers
whether this results in an adequate amount of capital to cover the Company’s actual risk profile.

The Company chooses to apply this method and uses, as a starting point, the minimum capital calculated
according to the provisions of the Regulation, under Pillar I for credit risk, operational risk and market risk.

The capital calculated as a minimum requirement, under Pillar I, is then assessed internally as to its adequacy
vis-a-vis the following:

- Risks covered in Pillar I (additional counterparty credit risk);

- Risks not fully covered in Pillar | (additional concentration and market risks);

- Pillar 1l risks (reputational, political and client concentration risks).

The Company assesses the above elements of the overall risk, following the chosen approach, and uses the
stress scenarios approved at the strategic management levels, mainly for external factors, including through
the cycle, to ensure that the Company’s plans and current level of the capital are sufficient to:

- meet the Company’s liabilities as they fall due;

- survive a recession and meet the Pillar | capital requirement through a severe recession.

Moreover, the ICAAP enables the Board and the Senior Management to assess on an ongoing basis the
risks inherent in the Company’s activities, and to this extent, it forms an integral part of the Company’s
risk management process and decision making culture.

The Company aims to operate at all times over and above the required statutory capital and currently
maintains a prudent level of capital for both short and long term requirements.

Pillar III - Market Discipline

Market Discipline requires the disclosure of information regarding the risk management policies of the
Company, as well as the results of the calculations of minimum capital requirements, together with concise
information with respect to the composition of own funds. Preparation and publication of the Present Report
is made in accordance with this requirement.
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5. RISK CATEGORIES AND DEFINITIONS

Operational Risk

Definition

Operational Risk is the risk of loss resulting from inadequate or failed internal procedures, human
behavior, fraud, unauthorized activities, errors, omissions, inefficiency, systems failure or external
events or associated with the Company’s processes, personnel, technology and infrastructure, and from
external factors. Operational Risk includes Legal Risk but excludes Strategic and Reputational Risk.

The following list presents some event types, included in Operational Risk, with some examples for
each category:
e Internal Fraud — misappropriation of assets, tax evasion, intentional mismarking of positions,
bribery and theft of the CRM from departing employees.
e External Fraud — theft of information, hacking damage, third — party theft and forgery.
e Compliance — brand impairment, complaint handling, third country regulator retaliation, E-
commerce global taxation matters.
e Clients, Products and Business Practice — market manipulation, asymmetrical slippage, antitrust,
improper trade, product defects, fiduciary breaches.

Risk Identification, Measurement, Control and Reporting

The Company’s business areas manage this risk through applicable controls and loss mitigation techniques,
including use of limits, participation in Investor Compensation Fund and adequate human resources
management procedures.

These activities include a balance of policies, procedures and internal controls to ensure compliance with
laws and regulations. Further assurance is provided by the Company’s internal audit and compliance
functions.

In order to control the exposure to operational risks, the management has established two key objectives:
e To minimise the impact of losses suffered, both in the normal course of business (small losses) and
from extreme events (large losses).
e To improve the effective management of the Company and strengthen its brand and external
reputation.

The Company recognises that the control of Operational Risk is directly related to effective and efficient
management practices and high standards of corporate governance. To that effect, the management of
operational risk is geared towards:
e Maintaining a strong internal control governance framework.
e Managing operational risk exposures through a consistent set of processes that drive risk
identification, assessment, and control and monitoring.

The Company implements the below Operational Risk mitigation strategies in order to minimize its
Operational Risk exposure:
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e The development of operational risk awareness and culture.

e The provision of adequate information to the Company’s management, in all levels, in order to
facilitate decision making for risk control activities.

¢ The implementation of a strong system of internal controls to ensure that operational losses do not
cause material damage to the Company and have a minimal impact on profitability and objectives.

e The improvement of productivity, efficiency and cost effectiveness, with an objective to improve
customer service and protect shareholder value.

e Established a “four-eyes” structure and board oversight. This structure ensures the separation of
power regarding vital functions of the Company namely through the existence of the Senior
Management and the Board of Directors. The Board further reviews any decisions made by the
Management while monitoring their activities;

¢ Detection methods are in place in order to detect fraudulent activities;

e Comprehensive business contingency and disaster recovery plan.

The Senior Management employ specialized tools and methodologies to identify, assess, mitigate and
monitor Operational Risk. These specialized tools and methodologies assist Operational Risk management to
address any control gaps. To this effect, the following are implemented:

e Incident collection;

¢ Key risk indicator;

¢ Business continuity management;

¢ Training and awareness.

Operational Risk Analysis

Due to the limited authorisation of the Company, the Company falls under Article 95(1) of CRR and
therefore the calculation of the capital requirements for operational risk is based on the fixed overheads of
the preceding financial year. Under this method, the Company calculates its total Risk Weighted Assets as
follows:

Total Risk Exposure Amount = max [total risk exposure amount (excluding Operational Risk); Fixed
Overheads of the preceding year x 12.5 x 25%]

Under the CRR, the Fixed Overheads are calculated using the most recent audited annual financial
statements of the preceding year. For the year ended 31 December 2018 the amount required to be held by

the Company to meet the Fixed Overheads Requirement was Euro 159,651.

Table 5. Operational Risk/Fixed Overhead Capital Requirements.

Operational Risk/Fixed Overhead Capital Requirements EUR “000
31/12/2018
KEY COMPONENTS:

Total Expenses 1,011

Total Deductions 399

Fixed Overheads 612

Risk Weighted Exposure 1,913

CAPITAL REQUIREMENTS 153
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Credit Risk

Definition

Credit Risk is the risk of loss that the Company would incur if the Company fails to perform its
contractual credit obligations. The Company follows the Standardized Approach under Pillar 1 for
calculating its Credit Risk Capital Requirements as specified in CRR. It categorizes the assets in respect
to their exposure class and uses the Credit Step methodology to determine its respective Risk Weights

(RW).

Risk Identification, Measurement, Control and Reporting
Credit Risk arises when failures by counterparties to discharge their obligations could reduce the
amount of future cash inflows from financial assets in hand, at the balance sheet date. The Company’s
Credit Risk arises:

e By the Company’s deposits in financial institutions;

e By assets mainly held under the Investor’s Compensation Fund, debtors or prepayments;

e By assets mainly held in liquidity providers’ accounts.

The Company follows mitigation strategies in order to minimize the possibility of occurrence of this
risk, such as:

e All Client funds are held in segregated accounts, separated from Company’s funds.

e The Company maintains regular credit review of counterparties, identifying the key risks faced
and reports them to the Board, which then determines the Company’s risk appetite and ensures
that an appropriate amount of capital is maintained.

e In order to maintain its Credit Risk to the minimum, the Company is using EU equivalent credit
institutions for safekeeping of funds and always ensures that the banks it cooperates with, have
high ratings based on top credit rating agencies (Moody’s, S&P or Fitch), it frequently monitors
their compliance with the EU regulatory framework and diversifies the funds over several credit
institutions thus mitigating the risk exposure efficiently.

e Automatic margin call and stop-out levels on its derivative contract positions. The Company
does not conduct derivative business on its own account. Client trades are transacted by the
Company as a broker working on STP/ECN model with large liquidity providers (back to back
transactions). In all cases where such transactions place the client or the Company at risk we
hold suitable collateral. This normally takes the form of a lien over the customer's assets giving
a claim on these assets for both existing and future liabilities, in a form of margin requirements
to the accounts, which are automatically monitored.

Further to the above, the Company has policies to diversify Credit Risk and to limit the amount of credit
exposure to any particular counterparty in compliance with the requirements of the Regulation (EU) No.
575/2013. To guard against this the Company sets exposure levels for various counterparties and monitors
these. Exposure values to either retail or market counterparties are determined using mark to market
methods.

The Company has to hold funds to protect itself against Credit Risk, and this has been assessed based on the
Pillar I requirements of the EU Directive. Current Credit Risk Capital requirement is Euro 111,089.
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For the purpose of calculating the capital requirements of the Company under the Credit Risk requirement,
for the exposure classes listed below, Moody’s, Standard&Poor’s and Fitch’s external credit ratings have
been applied:

e Exposures to public sector entities.
e Exposures to institutions.
e Exposures to corporates.

Table 6. Credit Step Mapping Table.

Credit Quality Step External Credit Assessment Institutions

(CQS) FITCH MOODYS S&P
AAA to AA- Aaato Aa3 AAA to AA-

A+ to A- Alto A3 A+ to A-

BBB+ to BBB- Baal to Baa3 BBB+ to BBB-
BB+ to BB- Bal to Ba3 BB+ to BB-

B+ to B- Bl to B3 B+ to B-

CCC+ and below Caal and below CCC+ and below

The Company uses Moody’s, Standard&Poor’s and Fitch’s Ratings as its External Credit Assessment
Institutions (“ECAIs”). The credit ratings of all three ECAIs are used for all exposures of Liteforex (Europe)
Limited, subject to their availability. If two credit assessments are available from nominated ECAIs and the
two correspond to different risk weights for a rated item, the higher risk weight is assigned. If more than two
credit assessments are available from nominated ECAIs for a rated item, the two assessments generating the
two lowest risk weights are referred to. If the two lowest risk weights are different, the higher risk weight is
assigned. If the two lowest risk weights are the same, that risk weight is assigned.

The classification of exposures as at 31% of December 2018 in the table below follows the information above.

Table 7. Analysis of Exposures by Credit Quality Step.

Credit Quality Institutions Corporates Other Assets TOTAL
Step EUR 000 EUR “000 EUR 000 EUR 000
2112 499 : 2611
: 503 : 503
173 : 2 181
TOTAL 2,285 1,008 2 3,295
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Credit Risk Analysis

The table and chart below indicates the Company’s Credit Risk exposure under Pillar I, as at the end of
2018:

Table 8. Credit Risk Capital Requirements per Exposure Class.

EUR €000 EUR <000
Exposure Class Risk Weighted Amount Minimum Capital
Requirement
Institutions 2,285 36,556
Corporates 1,008 74,377
Public Sector Entities 0 0.000

Other Items 2 156

TOTAL 3,295 111,089

Geographical breakdown of exposures by major asset classes is presented below:

Table 9. Geographical Analysis of Credit Risk Capital Requirements - Institutions.

Country Final Exposure Amount,  Risk Weight (%) Capital Requirement
Euro
Cyprus 172,376 20% 2,758
Germany 466,659 20% 7,467
United Kingdom 1,645,685 20% 26,331
TOTAL 2,284,719 36,556

Table 10. Geographical Analysis of Credit Risk Capital Requirements - Corporates.

Country Final Exposure Risk Weight (%)  Capital Requirement
Amount,
Euro
Cyprus 6,400 100% 512

Poland 503,011 100% 40,241

United Kingdom 168,778 100% 13,502

Vanuatu 330,132 100% 20,122

TOTAL 1,008,321 74,377

Market Risk

Definition
Market Risk is the risk of losses when the value of investments may decline over a given time period as
a result of economic changes or events that impact a large portion of the market.

In the context of Pillar I, Market Risk can be divided in the following categories:
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Position Risk: It refers to the probability of loss associated with a particular trading (long or short)
position due to price changes.

Interest Rate Risk: The risk that the fair value of future cash flows of a financial instrument will
fluctuate because of changes in market interest rates.

Commodities Risk: It refers to the uncertainties of future market values and of the size of the future
income, caused by the fluctuation in the prices of commodities. These commodities may be oil, metals,
gas, electricity etc.

Foreign Exchange Risk: It is a financial risk that exists when a financial transaction is denominated in a
currency other than the base currency of the Company. The foreign exchange risk in the Company is
effectively managed by the establishment and control of foreign exchange limits, such as through the
establishment of maximum value of exposure to a particular currency pair as well as through the
utilization of sensitivity analysis.

Risk Identification, Measurement, Control and Reporting
The Company’s Market Risk mainly arises from:
e Foreign exchange fluctuations which affect the Company’s deposits in foreign currencies as well
as from positions held during forex trading;
o Interest rate fluctuations which are affecting swaps which the Company pay’s to the liquidity
providers.

In line with the above, the Company has policies to minimize its market risk exposures which are in
accordance with the CRR. In particular it follows mitigation strategies in order to minimize the possibility of
occurrence of this risk, such as:

¢ Active hedging strategy;

e Stop Loss - Limits on trading;

e Margin Calls.

Market Risk Analysis
Furthermore, the Company follows CRR’s Standardised Approach when it comes to calculating its capital

requirements. Current Market Risk Capital requirement is Euro 52,036.

Table 11. Foreign Exchange Risk Capital Requirements.

EUR “000
CURRENCY: 31/12/2018
EUR 0
CAD 28
CzK 5,248
PLN 577,966
CHF 1,536
uUsD 65,670
Total Risk Weighted Assets 650,448
CAPITAL REQUIREMENTS 52,036
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As per the table above, the Company shows that it has foreign exchange risk mainly in United States Dollars.
Furthermore, since its reporting currency is EUR, no exposure can arise from this denomination.

Board Risk Management Declaration

The Board has the overall responsibility for assessing the effectiveness of the Company’s risk management
measures and the systems of financial and internal control. These are designed to control rather than abolish
the risks of not achieving business objectives; hence they offer adequate but not absolute assurance against
fraud, material misstatement and loss.

The Board considers that it has in place satisfactory systems and controls with regards to the Company’s
profile and strategy, with an appropriate range of assurance mechanisms and resourced, to avoid or minimize
loss.
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6. CAPITAL BASE

Tier 1 Capital

Own Funds (also referred to as capital resources) is the type and level of regulatory capital that must be held
to enable the Company to absorb losses. The Company is required to hold own funds in sufficient quantity
and quality in accordance with CRD IV which sets out the characteristics and conditions for own funds.

The Company throughout the year under review managed its capital structure and made adjustments to it in
light of the changes in the economic and business conditions and the risk characteristics of its activities.
During the 12-month accounting period to 31 December 2018 the Company complied fully with all capital
requirements and operated well within the regulatory requirements

The Own Capital definition and calculations are based on the Directive and are represented entirely by the
Tier 1 capital. The overwhelming majority of the Company's Tier 1 capital comprises ordinary shares, which
may have been issued at a premium, and sharcholders’ non-refundable contribution.

In line with CRR, the Company’s own funds for prudential purposes do not differ from the financial
accounting breakdown of equity therefore there is no need to provide further reconciliation on the amounts

presented in the composition below:

Table 12. Own Funds.

OWN FUNDS EUR ‘000 Capital Adequacy Ratio
31/12/2018
COMMON EQUITY TIER 1 CAPITAL 1,108
ADDITIONAL TIER 1 CAPITAL 0
TIER 1 CAPITAL 1,108
TIER 2 CAPITAL 0
TOTAL OWN FUNDS 1,108 54.34%
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7. CAPITAL REQUIREMENTS

The primary objective of the Company with respect to its capital management is to ensure that the Company
complies with the capital requirements regulation imposed by the European Union and regulated by CySEC.
Under this framework, the Company needs to monitor its capital base, as mentioned in previous chapter, and
maintain a strong capital adequacy ratio in order to be able to promote itself as a healthy Company, fully
compliant with the legislation, to support its business and maximize shareholders’ value. In this respect, the
Capital requirements should not be seen as a restriction of business but rather as proactive risk management
imposed to help both the Company and its client base.

The fundamental pillar of the capital adequacy framework, Pillar I, is based on the fact that the Company
must have own funds which are at all times more than or equal to the sum of its capital requirements.

In line with CRR, Pillar I sets out the minimum regulatory capital requirements of firms to cover credit,
market and operational risk. The minimum total capital adequacy ratio an investment firm is required to
maintain is set at 8%. Moreover, with the introduction of Basel 111/CRR, the minimum capital adequacy ratio
has been further defined and fragmented providing more rigorous monitoring of core equity ratio which is set
at 4.5% in contrast with the total ratio at 8% and within a period of 2-3 years the transitional introduction of
capital buffers (as per the chart below) will provide more capital requirements and also enhanced security.

Chart 3. Capital Adequacy Ratio Structural Change.

Capital Adequacy Ratio structural change
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12.00%
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The Company aims to maintain, at all times, a higher capital adequacy ratio compared to the required
minimum (8%). In order to manage its capital risk, the Company continually monitors its capital adequacy
ratio so as to ensure that this remains, at all times, at a level above the legally required level of 8%.
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The Company shall maintain a low risk level. The long-term risk profile will be managed so that the effect of
an extremely negative, but possible scenario does not significantly reduce the Common Equity Tier 1 capital
ratio. If the monitoring process indicates an excessively large impact on the Company’s capitalisation,
measures will be taken to mitigate the risks.

The objectives of the Company, when managing its capital are:
o safeguarding the Company’s ability to continue as a going concern, and
e maintaining an optimal capital structure in order to reduce the cost of capital.

The Board, as well as the Risk Manager, monitor the reporting requirements and have policies and
procedures in place to help meet the specific regulatory requirements. This is achieved through the
preparation of accounts to monitor the financial and capital position of the Company. The Company manages
its capital structure and makes adjustments to it in light of the changes in the economic and business
conditions and the risk characteristics of its activities.

In 2018, the Company fulfilled its obligations by successfully submitting, on a quarterly basis, the Capital
Adequacy Reports.

As shown below, the total capital requirements of Liteforex (Europe) Limited as at 31% of December 2018
which are calculated based on the maximum of the operational risk exposure using the Fixed Overhead
method and the total of credit and market risk exposures, amounted to Euro 153,052, producing the
following capital ratios:

Table 13. Capital Ratios.

CET1 Capital Ratio 54.34%
T1 Capital Ratio 54.34%
Total Capital Ratio 54.34%

Capital deemed necessary to be maintained by the Company at the end of 2018 was:

Table 14. Minimum Capital Requirements.

Risk Weighted Exposures Risk Weighted Exposure

Amount
EUR “000

Risk Weighted Exposure Amount for Credit, Counterparty Credit and 1,389

Dilution Risk and Free Deliveries

Total Risk Exposure Amount for Settlement/Delivery 0

Total Risk Exposure Amount for Position, Foreign Exchange and 650

Commodities Risks

Total Risk Exposure Amount for Operational Risk (OpR) 0

Additional Risk Exposure Amount due to Fixed Overheads 0

Total Risk Exposure Amount for Credit Valuation Adjustment 0

Total Risk Exposure Amount Related to Large Exposures in the Trading 0

Book

Other Risk Exposure Amounts 0

TOTAL RISK EXPOSURE AMOUNT 2,039
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8. REMUNERATION POLICY AND PRACTICES

The Company’s Board of Directors is responsible for the adoption, periodic review and implementation of
the Company’s Remuneration Policy. The Company has established a remuneration policy, in accordance
with the requirements of Law in relation to conflicts of interests and conduct of business rules, and also
pursuant to the provisions of the CySEC Directive D1144-2014-14, as amended, for prudential Supervision
of Investment Firms, as well as CySEC Circular 031 previously Guidelines GDIF-07, on remuneration
policies and practices, the Circular C138 for Remuneration policies and practices , Circular C145 on
Clarifications for Circular C138 and ESMA’s Q&A — Relating to the provision of CFDs and other
speculative products to retail investors under MiFID (ESMA/2016/904) published on the 1st of June 2016 (as
updated on the 31st of March 2017 as ESMA 35-36-794) where these comply with specific principles in a
way and to the extent that is appropriate to the Company’s size, internal organization and the nature, scope
and complexity of its activities.

The remuneration policy aims to provide for sufficient incentives so as for the personnel of the Company,
including key persons, to achieve the business targets, to deliver an appropriate link between reward and
performance whilst at the same time consisting of a comprehensive, consistent and effective risk
management tool that prevents excessive risk taking and/or miss-selling practices in light of financial
incentives, which could lead to compliance risks for the Company in the long-run.

The Board of the Company has overall responsibility for the implementation, monitoring and review of this
Policy, while the Board is responsible for the maintenance of the Policy up to date and thus will review and
update the Policy where necessary at least on an annual basis. In addition, the Management of the Company
is also responsible to ensure that all persons remunerated by the Company have knowledge of and
understand the remuneration policy of the Company.

The Company’s Remuneration Policy fulfils the Company’s obligation under Part Eight of Regulation (EU)
No. 575/2013 of the European Parliament. Responsible body for the implementation of the Company’s
Remuneration Policy shall be the Board of Directors. The responsibility of the Board is to prepare the
decisions regarding the Remuneration Policy, including those which have implications for the risk and risk
management of the Company and to table the said decisions or proposals for final deliberation.

Further to the application of enhanced corporate governance arrangements in relation with the Board, the
Company’s remuneration system has also been enhanced in respect to is disclosure in order to promote
further transparency.

Remuneration refers to payments or compensations received for services or employment. Based on the
above, the Remuneration Policy includes the base salary and any bonuses or other economic benefits that an
employee or executive receives during employment and shall be appropriate to the CIF’s size, internal
organization and the nature, the scope and the complexity of its activities to the provisions of the Directive
DI1144-2014-14.

The Board of Directors is advised by the following persons in respect to the Company’s Remuneration
Policy:
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The Compliance Officer shall be advising the Board on remuneration matters, in order to ensure that any
developments in the regulatory field are duly monitored and that the Remuneration Policy, as amended from
time to time, duly reflects and complies with the provisions of the applicable legal framework.

Part Eight of Regulation (EU) No. 575/2013 of the European Parliament states that the Remuneration Policy
must be consistent with and promote sound and effective risk management and that it shall not encourage
risk-taking that exceeds the level of tolerated risk of the Company. In order to ensure that the above risk
management considerations are duly reflected in the workings, decisions and proposals for final deliberation
by the Board of Directors, the Risk Manager shall advice the Board on such matters.

The Remuneration Policy is subject to central and independent internal review for compliance with policies
and procedures for remuneration adopted by the management body in its supervisory function. The said
review should be performed at least on an annual basis by the Internal Audit and the Compliance functions.

The Company has reviewed and updated its Remuneration Policy for risk-taking functions, taking into
account their size, internal organization and the nature, scope and complexity of its activities and without
prejudice to the provisions of the Processing of Personal Data (Protection of Individuals) Law. Based on the
above principles, as covered personnel (senior management and members of staff whose actions have a
material impact on the risk profile of the investment firm) have been determined the members of the Board
of Directors only.

The Company’s Remuneration Policy is determined by the Board of Directors. The remuneration of the
Company’s control functions and senior officers, covered by the Policy, is based on fixed basis with no
variable component.

Present Disclosures are required to provide aggregate quantitative information on remuneration, broken
down by senior management and members of staff whose actions have a material impact on the risk profile
of the investment firm, indicating the following:
e The amounts of remuneration for the financial year split into fixed and variable remuneration, and the number
of beneficiaries.
e The amounts and forms of variable remuneration, split into cash, shares, share linked instruments and other
types; - NONE.
e The amounts of outstanding deferred remuneration, split into vested and unvested portions; - NONE.
e The amounts of deferred remuneration awarded during the financial year, paid out and reduced through
performance adjustments; - NONE.
e New sign-on and severance payments made during the financial year, and the number of beneficiaries of such
payments; - NONE.
e The amounts of severance payments awarded during the financial year, number of beneficiaries and highest
such award to a single person. - NONE.

In 2018, the remuneration structure of Liteforex (Europe) Limited included only fixed monthly salaries and

not any variable cash or non-cash compensation. The Company does not operate a pension scheme/provident
fund for its employees.
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Table 15 below presents the 2018 annual net remuneration of Senior Management, Executive Directors and
other staff whose actions have a material impact on the risk profile of the Company. Senior Management
consists of three persons, the Company’s Executive Directors and Non-Independent Non-Executive Director.

Table 15. Remuneration of the Management.

Fixed Emoluments in their executive capacity:

Fixed Variable
Remuneration Remunera
€ tion €
€
Executive Directors 2 66,775 0 66,775
Non-Executive Directors 3 33,225 0 33,225
TOTAL REMUNERATION: 5 100,000 0 100,000

The remuneration relating to independent control functions (Internal Audit, Compliance Department &
AML Department) is based on fixed fee contracts. For the year 2018, the overall fee for those functions was
Euro 53,669.55.
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