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SPECIFIC REFERENCES TO CRR

Scope of disclosure requirements Section
431(1) Requirement to publish Pillar 111 disclosures 12
431(2) Disclosures regarding operational risk. 5.4
Institution shall adopt a formal policy to comply with the
431(3) disclosures and have policies for assessing their appropriateness, 1.3.2
including their verification and frequency
Non - material, proprietary or confidential information Section
The policy on diversity with regard to selection of members of 25
the management body =
432 Own Funds 3
Remuneration policy /
Frequency of disclosure Section
Disclosures must be published at least on an annual basis, in
433 conjunction with the date of publication of the financial 1.3.2
statements
Means of disclosure Section
434(1) Determine the appropriate medium, location and means to 132
publish the disclosures, preferably all disclosures in one medium ==
Cross-
references
to
Equivalent disclosures made under accounting, listing or other accounting
) ) . e and other
434(2) requirements may be deemed to constitute compliance with Pillar discl
i isclosures
are
indicated
in the
report
Risk management objectives and policies Section
Disclosure of risk management objectives and policies for each
435(1) L . 1.4
category of risk including
435(1) (a) strategies and processes 1.4.1
435(1) (b) the structure and o_rganlsatlonal structure of the relevant risk 141
management function T
435(1) (c) the scope and nature of risk reporting and measurement systems 14.1
435(1) () Dec_laratlon approved by the management body on the adequacy 15
of risk management arrangements
435(1) () Concise risk statement approved by the management body 14.2
435(2) Disclosure at least annually, regarding governance arrangements. 2
435(2) (a) Number of directorships held by members of the management 23
body
Forex TB Ltd - Regulated by the Cyprus Securities and Exchange Commission — CIF Licence No. 272/15 4
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Recruitment policy for the selection of members of the
435(2) (b) management body and their actual knowledge, skills and 2.4
expertise
435(2) (c) Policy on diversity of management body, its objectives and 25
targets and the extent to which these have been achieved =
435(2) (d) Whethe_r a separate risk committee has been set up, and number 26
of meetings in the year.
435(2) (e) Description of information flow on risk to the management body 2.8
Scope of application Section
436(a) Name of institution. 1.1
Difference in the basis of consolidation for accounting and
436 (b) . e . :
prudential purposes, describing entities that are:
436 (b) (i) e Fully consolidated,;
436 (b) (ii) e Proportionally consolidated, 12
436 (b) (iii) e Deducted from own funds;
436 (b) (iv) e Neither consolidated nor deducted.
Own Funds - Requirements regarding the own funds table Section
A full reconciliation of Common Equity Tier 1 items, Additional
Tier 1 items, Tier 2 items and filters and deductions applied
437 (1) (a) pursuant to Articles 32 to 35, 36, 56, 66 and 79 to own funds of 3.3
the institution and the balance sheet in the audited financial
statements of the institution;
a description of the main features of the Common Equity Tier 1
437 (1) (b) and Additional Tier 1 instruments and Tier 2 instruments issued 3.2
by the institution
the full terms and conditions of all Common Equity Tier 1,
437 (1) (©) Additional Tier 1 and Tier 2 instruments 3.2
437 (1) (d) (ii))  each deduction made pursuant to Articles 36, 56 and 66 3.1
437 (1) (d) (iii) |7tgms not deducted in accordance with Articles 47, 48, 56, 66 and 31
Capital Requirements Section
438(a) _Sur_nmary of institution’s approach to assessing the adequacy of 4.2
its internal capital
438(c) Capital requirement amounts for credit risk for each Standardised 51
approach exposure class (8% of risk-weighted exposure). ==
Credit Risk Adjustments Section
442(a) Definitions for accounting purposes of ‘past due’ and ‘impaired’. 5.1
442(b) Approaches for determining specific and general credit risk 511
adjustments. ===
Exposures after accounting offsets and without taking into
442(c) account the effects of credit risk mitigation, and the average 5.1.3
amount of the exposures over the period
442(d) Geographical distribution of exposures, broken down in 514

significant areas by material exposure classes

Forex TB Ltd - Regulated by the Cyprus Securities and Exchange Commission — CIF Licence No. 272/15
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The distribution of the exposures by industry or counterparty
442(e) type, broken down by exposure classes, including specifying 5.15
exposure to SMEs
442(f) The residual maturity breakdown of all the exposures, broken 516
down by exposure classes ==
Use of ECAI’s Section
444(a) Names of the nominated ECAIs used in the calculation of 59
Standardised approach RWAs, and reasons for any changes. ==
444(b) Exposure classes for which ECAI is used 5.2
444(d) Mapping of external rating to credit quality steps. 5.2
444(e) Exposure values pre- and post-credit risk mitigation, by credit 59
quality step. ==
Exposure to market risk Section
445 Disclosure of position risk, large exposures exceeding limits, FX, 53
settlement and commodities risk. =
Operational Risk Section
Disclosure of the scope of approaches used to calculate
446 operational risk, discussion of internal and external factors 54
considered in the case of advanced measurements approach.
Remuneration Disclosures Section
450 Remuneration Policy 7
450(1)(a) Information concerning the decision-making process used for 71
determining the remuneration policy —
450(1)(b) Information on link between pay and performance 7.2
450(1)(c) The most important design characteristics of the remuneration 71
system —=
450(1)(d) The ratios between fixed and variable remuneration 7.3
Information on the performance criteria on which the entitlement
450(1)(e) to shares, options or variable components of remuneration is 7.1
based
The main parameters and rationale for any variable component
450(1)(1) scheme and any other non-cash benefits =
450(1)(q) Aggregate quantitative information on remuneration, broken 73
g down by business area —
450(2)(h)(i)
450(1)(h)(ii)
450(1)(h)(iii) Aggregate quantitative information on remuneration, broken 73
- down by senior management and members of staff whose actions —
450(1)(h)(iv) have a material impact on the risk profile of the institution
450(1)(h)(v)
450(1)(h)(vi)
The number of individuals being remunerated EUR 1 million or
450(1)(1) more per financial year, for remuneration between EUR 1 million 73

and EUR 5 million broken down into pay bands of EUR 500.000
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and for remuneration of EUR 5 million and above broken down
into pay bands of EUR 1 million
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1. INTRODUCTION
1.1. CIF Information

Forex TB Ltd (hereinafter the “Company”) was incorporated in the Republic of Cyprus on 28
August 2012 as a private limited liability company with registration number HE 310943 and it is
a Cyprus Investment Firm (hereinafter “CIF”). The Company was licensed by the Cyprus
Securities and Exchange Commission (hereinafter the “CySEC”) with number CIF 272/15 to
provide financial services, on 07 April 2015.

Moreover, based on Article 95(1) of the Regulation (EU) 575/2013 (the “Regulation” or “CRR”),
the Company is categorised as “Limited Licence” CIF with minimum/initial capital requirement
of €125,000.

The table below illustrates the current licence information of the Company:

Table 1: Company Licence Information (based on the First Appendix of the Law 87(1)/2017
(the “Law”), as amended)

Investment Services and Activities Ancillary Services
112 (3|4|5|6|7]|8]1|[2]|3|4|5]|6]|7
1 - - - - - - - - - - -
é’ 6 - - - - - - - - - - - Y ) -
< 701 -1 -1-1-1-1-71=-/1- - | - - -
s lolv] iv]-1-1-1T-T-1-1v1v i
YTl - -1 -1 -1T-T-T-1-1-T7T- _ _
1w - - - -|-1-1-1- - | - -

The Company is authorised to provide the following Investment Services, in accordance with
Part I of the First Appendix of the Law, as amended:

e Reception and transmission of orders in relation to one or more financial instruments.

e Execution of orders on behalf of clients.

The Company is also authorised to provide the following Ancillary Services, in accordance with
Part II of the First Appendix of the Law, as amended:
e Safekeeping and administration of financial instruments for the account of clients,
including custodianship and related services such as cash/collateral management.
e Granting credit and loans to one or more financial instruments, where the firm granting the
credit or loan is involved in the transaction.
e Foreign exchange services where these are connected to the provision of investment
services.

Forex TB Ltd - Regulated by the Cyprus Securities and Exchange Commission — CIF Licence No. 272/15 8
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The Company is authorised to provide the aforementioned investment and ancillary services for
the Financial Instruments of “Financial contracts for differences”, in accordance with Part III of
the First Appendix of the Law.

1.2. Scope of application

The Company reviewed its Group structure as at 30 June 2019 as per CySEC’s Dear CEO letter
and the relevant provisions as stipulated in CySEC’s Directive DI 144-2014-14 & DI 144-2014-
14 (A) (the “Directive”) and CRR and reached to the conclusion that the Company does not fall
under consolidated supervision by CySEC. In this respect, the Company is publishing the
disclosures on an individual (solo) basis in accordance to the CRR.

The Pillar III disclosures Report (the ‘Report’) is prepared in accordance with the Pillar 3
disclosure requirements as laid out in Part Eight of the CRR and have as a starting point the
financial information used in the Company’s Financial Statements which are prepared in
accordance with the International Financial Reporting Standards (“IFRS”). As the two documents
serve different purposes, the reported figures illustrate differences, which lie on the differences of
the fundamental concepts between the CRR and the IFRS. The regulatory exposure classes are
based on different criteria from accounting asset types and are therefore not comparable on a line
by line basis. Moreover, through financial statements, a company aims to provide the value of all
on-balance sheet items at a given point in time, whereas regulatory exposures entail an element of
risk which is taken into consideration during the calculation and determination of the said
exposures.

1.3. Pillar 111 Regulatory framework
1.3.1. Overview

This Pillar III report (the ‘Report’) has been prepared in accordance with Section 4 (Paragraph.
32) of the CySEC Directive DI1144-2014-14 of 2014 for the prudential supervision of investment
firms which implements the CRR and the CRDIV, as well as the relevant provisions of new Law
87(1)/2017 (hereinafter, the “Law”), as amended.

The CRR establishes the prudential requirements for capital, liquidity and leverage that entities
need to abide by. Furthermore, CRR introduces significant changes in the prudential regulatory
regime applicable to institutions including amended minimum capital ratios, changes to the
definition of capital and the calculation or risk weighted assets and the introduction of new
measures relating to leverage, liquidity and funding. Additionally, CRR is immediately binding on
all EU member states. CRD IV governs access to internal governance arrangements including
remuneration, Board of Directors (the “Board” or “BoD”) composition and transparency.

The Regulatory framework consists of a three “Pillar” approach:

e Pillar I - Establishes minimum capital requirements, defines eligible capital instruments,
and prescribes rules for calculating RWA for credit risk, market risk and operational risk.
e Pillar 1l — Requires firms and supervisors to take a view on whether a firm should hold
additional capital against: risks considered under Pillar I that are not fully captured by the
Pillar I process (e.g. credit concentration risk), risks not taken into account by the Pillar |
process (e.g. interest rate risk in the banking book, business and strategic risk) and factors
external to the firm (e.g. business cycle effects). Pillar Il connects the regulatory capital

Forex TB Ltd - Regulated by the Cyprus Securities and Exchange Commission — CIF Licence No. 272/15 9
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requirements to the Company’s Internal Capital Adequacy Assessment Process (“ICAAP”)
and to the reliability of its internal control structures. The function of Pillar 1 is to provide
communication between supervisors and institutions on a continuous basis and to evaluate
how well the institutions 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.

« Pillar 111 - 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 as to the composition of original
own funds.

1.3.2. Disclosure Policy: Basis and Frequency of Disclosure / Location and verification

The Company has a formal policy, approved by the Board, which details its approach in complying
fully with the Pillar 3 disclosure requirements as laid out in Part Eight of the CRR.

According to the Directive, the risk management disclosures should be included in either the
financial statements of the CIF if these are published, or on their websites. The Pillar 111 disclosure
requirements are contained in Articles 431 to 455 of the Regulation. In addition, these disclosures
must be verified by the external auditors of the CIF. The CIF will be responsible to submit its
external auditors’ verification report to CySEC. The Company has included its risk management
disclosures as per the Directive on its website as it does not publish its financial statements. The
verification of the disclosures is verified by the external auditors and submits the relevant report
to CySEC as per the provisions of Circular C114 — Pillar I11 Disclosures in accordance with Part
Eight of CRR.

As per the Article 432(1) of the CRR, institutions may omit one or more disclosures, if such
disclosures are not regarded as material, 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.

Disclosures and Confidential Information

The Regulation also provides that institutions may omit one or more of the required disclosures, if
such disclosures are regarded as confidential or proprietary. The CRR 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
institution’s investments therein less valuable.

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

Forex TB Ltd - Regulated by the Cyprus Securities and Exchange Commission — CIF Licence No. 272/15 10
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Frequency

The Company’s policy is to publish the disclosures required on an annual basis. The frequency of
disclosure will be reviewed should there be a material change in approach used for the calculation
of capital, business structure or regulatory requirements.

Medium and location of publication

Institutions may determine the appropriate medium, location and means of verification to comply
effectively with the disclosure requirements. In this respect, the Company’s Pillar 111 disclosures
are published on the Company’s websites:

o www.forextb.com
e Www.patronfx.com
e wWww.patronfx.pl

Verification

The Company’s Pillar 111 disclosures are subject to internal review and validation prior to being
submitted to the Board for approval. The Company’s Pillar I11 disclosures have been reviewed
and approved by the Board. In addition, the Remuneration disclosures have been reviewed by the
Risk Management Committee.

1.4. Risk Management objectives and policies

To ensure effective risk management, the Company has adopted the Three Lines of Defence
model, with clearly defined roles and responsibilities.

First Line of Defence: Managers are responsible for establishing an effective control framework
within their area of operation and identifying and controlling all risks so that they are operating
within the organisational risk appetite and are fully compliant with Company policies and where
appropriate defined thresholds. First Line of Defence acts as an early warning mechanism for
identifying (or remedying) risks or failures.

Second Line of Defence: The Risk Management Function is responsible for proposing to the Board
appropriate objectives and measures to define the Company’s risk appetite and for devising the
suite of policies necessary to control the business including the overarching framework and for
independently monitoring the risk profile, providing additional assurance where required. The
Risk Management Function will leverage their expertise by providing frameworks, tools and
techniques to assist management in meeting their responsibilities, as well as acting as a central
coordinator to identify enterprise wide risks and make recommendations to address them. Integral
to the mission of Second Line of Defence is identifying risk areas, detecting situations/activities,
in need of monitoring and developing policies to formalise risk assessment, mitigation and
monitoring.

Third Line of Defence: Comprises by the Internal Audit Function which is responsible for
providing assurance to the Board on the adequacy of design and operational effectiveness of the
systems of internal controls. Internal Audit undertakes on-site inspections/visits to ensure that the
responsibilities of each Function are discharged properly (i.e. soundly, honestly and

Forex TB Ltd - Regulated by the Cyprus Securities and Exchange Commission — CIF Licence No. 272/15 11
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professionally) as well as reviews the Company’s relevant policies and procedures. Internal Audit
works closely with both the First and Second Lines of Defence to ensure that its findings and
recommendations are taken into consideration and followed, as applicable.

[ Governing Body/ Board/ Audit Committee ]
[ Senior Management ]

15t Line of Defence 2nd [ ine of Defence 31 Line of Defence

Financial Control

Management _
Controls Security

Risk Management Internal Audit
Internal Control Quality
Measures Inspection
Compliance

1.4.1. Risk Management Framework

Managing risk effectively in a continuously changing risk environment, requires a strong risk
management culture. As a result, the Company has established an effective risk oversight structure
and the necessary internal organisational controls to ensure that the Company undertakes the
following:

e The adequate risk identification and management

e The establishment of the necessary policies and procedures
e The setting and monitoring of the relevant limits and

e Compliance with the applicable legislation

The Board meets on a regular basis, and receives updates on risk and regulatory capital matters
from management. The Board reviews regularly (at least annually) written reports concerning
compliance, risk management and internal audit policies, procedures and work as well as the
Company’s risk management policies and procedures as implemented by Management.

As part of its business activities, the Company faces a variety of risks, the most significant of
which are described further below. The Company holds regulatory capital against three all-
encompassing main types of risk: credit risk, market risk and operational risk.

1.4.2. Risk Statement

The Company’s activities expose it to a variety of risks, and in particular to credit risk, market
risk, operational risk, compliance risk, regulatory risk, reputational risk, group risk, strategic risk,

Forex TB Ltd - Regulated by the Cyprus Securities and Exchange Commission — CIF Licence No. 272/15 12
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liquidity risk, conduct risk etc. The Company, through its operations, has significant exposure to
the economies and financial markets.

Even though the global economy has recorded growth in the latest year after overcoming the latest
economic recession, the overall future economic outlook of the economy remains unstable due to
the recent developments on the outbreak of Coronavirus (COVID-19).

In particular and following the outbreak of COVID-19 in Cyprus, the Firm has taken the required
measures to ensure that its employees have access to its technology infrastructures necessary for
the completion of their tasks and that additional system for critical functions are being provided.
In this respect, the Business Continuity Plan has been amended accordingly. Furthermore, the
Company is closely monitoring the impact of COVID-19 on its financial position in order to be
able to take proactive measures.

Risk Strategy

The risk strategy of the Company is the responsibility of the BoD, which formulates it and is
responsible for monitoring its implementation. This is achieved through the development of risk
management processes and procedures as well as through an assessment of the risks undertaken
and the effectiveness of the risk management framework, given the Company’s business model.
One important characteristic of the Company’s risk strategy is the alignment with the strategic and
operational targets that are set by the Board. The risks that arise from the implementation of the
Company’s strategic and business plans are regularly analysed in order to ensure the adequacy of
the relevant policies, procedures and systems.

The risk strategy of the Company aims to provide to both Senior Management and employees a
general risk framework for the management of the different types of risk in line with the overall
risk management and risk bearing capacity of the Company. The Company recognizes the
importance of risk management to its business success and therefore the overall objective is to
establish effective risk management policies that are able to mitigate the Company’s exposure to
the various risks.

Risk Appetite

Risk appetite is the level and type of risk a firm is able and willing to assume in its exposures and
business activities, given its business objectives and obligations to stakeholders. Risk appetite is
generally expressed through both quantitative and qualitative means and should consider extreme
conditions, events and outcomes. In addition, risk appetite should reflect potential impact on
earnings, capital and funding/liquidity.

The company has a low risk appetite in respect to investing and to managing business and
operational activities

According to Financial Stability Board (FSB) an appropriate risk appetite framework (RAF)
should enable risk capacity, risk appetite, risk limits, and risk profile to be considered for business
lines and legal entities as relevant, and within the group context. The Risk appetite framework is
defined as the overall approach, including policies, processes, controls, and systems through which
risk appetite is established, communicated, and monitored. It includes a risk appetite statement,
risk limits, and an outline of the roles and responsibilities of those overseeing the implementation
and monitoring of the RAF. The RAF should consider material risks to the financial institution, as

Forex TB Ltd - Regulated by the Cyprus Securities and Exchange Commission — CIF Licence No. 272/15 13
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well as to the institution’s reputation vis-a-vis policyholders, depositors, investors and customers.
The RAF aligns with the institution's strategy.

The company is assessing its risk appetite in respect to investing and to managing business and
operational activities while the Company’s Risk Appetite Statement is prepared by the Risk
Manager and approved by the Board of Directors.

Table 2: Risk Appetite areas

incicator DGR Warning* N

Own Funds >€150k <€150k €125k

Common Equity Tier 1 Ratio® >8.00% <8.00% 4.50%

Total Capital Ratio* >11.50% <11.50% 8.00%

Exposure with Shareholders 0% > 0% 2.00%

Exposure with Directors 0% > 0% 1.00%
Notes

1. The level of the indicator is within the acceptable limits as per the Company’s risk appetite.

2. The Company should take proactive actions in order to ensure that the level of the indicator will
remain above the acceptable limits.

3. The level of the indicator falls below the acceptable limits and as such the Company should
proceed with the required actions in order to restore the level of the said indicator to the normal
predefined levels.

4. ICAAP add-on + 1.50% as per the paragraph 18 of the Law 20(1)/2016 have been taken into
consideration for Normal and Warning thresholds

The Risk Appetite framework has been designed to create links to the strategic long term plan,
capital planning and the Company’s risk management framework.

The Board approves the Company’s corporate strategy, business plans, budget, long term plan and
ICAAP. The Company employs mitigation techniques defined within the Company’s policies to ensure
risks are managed within Risk Appetite.

1.4.3. Risk Culture

Risk culture is a critical element in the Company’s risk management framework and procedures.
Management considers risk awareness and risk culture within the Company as an important part
of the effective risk management process. Ethical behaviour is a key component of the strong risk
culture and its importance is also continuously emphasised by the management.

The Company is committed to embedding a strong risk culture throughout the business where
everyone understands the risks they personally manage and are empowered and qualified to take
accountability for them. The Company embraces a culture where each of the business areas is
encouraged to take risk—based decisions, while knowing when to escalate or seek advice.

1.5. Declaration of the Management Body
The Management Body is required to proceed with an annual declaration on the adequacy of the

Company’s risk management framework and ensure that the risk management arrangements and
systems of financial and internal control in place are in line with the Company’s risk profile.
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The Company’s risk management framework is designed to identify, assess, mitigate and monitor
all sources of risk that could have a material impact on the Company’s operations. The Board
considers that it has in place adequate systems and controls with regard to the Company’s size,
risk profile and strategy and an appropriate array of assurance mechanisms, properly resourced

and skilled, to avoid or minimise loss.
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2. CORPORATE GOVERNANCE AND RISK MANAGEMENT

The Company’s systems of risk management and internal control include risk assessment,
management or mitigation of risks, including the use of control processes, information and
communication systems and processes for monitoring and reviewing their continuing
effectiveness.

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.

2.1. Organisational Structure

The company’s latest organizational structure is as follow:
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