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SPECIFIC REFERENCES TO CRR
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Scope of disclosure requirements Section

431(1) Requirement to publish Pillar 111 disclosures 1.2

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 1.3.2
appropriateness, including their verification and frequency

Non - material, proprietary or confidential information Section
The policy on diversity with regard to selection of

25

members of the management body

432 Own Funds 3
Remuneration policy 7

Frequency of disclosure Section
Disclosures must be published at least on an annual basis,

433 in conjunction with the date of publication of the financial 1.3.2
statements

Means of disclosure Section
Determine the appropriate medium, location and means to

434(1) publish the disclosures, preferably all disclosures in one 1.3.2
medium

Cross-references
Equivalent disclosures made under accounting, listing or to accounting and

434(2) other requirements may be deemed to constitute other disclosures
compliance with Pillar 111 are indicated in
the report

Risk management objectives and policies Section
Disclosure of risk management objectives and policies for

435(1) each category of risk including 14
435(1) (a) strategies and processes 1.4.1
the structure and organisational structure of the relevant
435(1) (b) risk management function 141
the scope and nature of risk reporting and measurement
435(1) (c) systems 14.1
Declaration approved by the management body on the
435(1) (e) adequacy of risk management arrangements 15
435(1) (f) Concise risk statement approved by the management body 1.4
Disclosure at least annually, regarding governance

435(2) arrangements. 2
Number of directorships held by members of the

435(2) (@) management body 23
Recruitment policy for the selection of members of the

435(2) (b) management body and their actual knowledge, skills and 2.4

expertise
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Policy on diversity of management body, its objectives and
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435(2) (©) targets and the extent to which these have been achieved 25
Whether a separate risk committee has been set up, and

435(2) (d) number of meetings in the year. 26

435(2) () Description of information flow on risk to the management 28

body =
Scope of application Section
436(a) Name of institution. 1.1

436 (b) Difference in the basis of consolidation for accounting and
prudential purposes, describing entities that are:

436 (b) (i) e Fully consolidated,

436 (b) (ii) e Proportionally consolidated,

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
437 (1) (a) deductions applied pursuant to Articles 32 to 35, 36, 56, 66 3.3
and 79 to own funds of the institution and the balance sheet
in the audited financial statements of the institution;

a description of the main features of the Common Equity
437 (1) (b) Tier 1 and Additional Tier 1 instruments and Tier 2 3.2
instruments issued by the institution
the full terms and conditions of all Common Equity Tier 1,

437(1) (¢) Additional Tier 1 and Tier 2 instruments 32
437 (1) (d) (ii))  each deduction made pursuant to Articles 36, 56 and 66 3.1
437 (1) (d) (iii) items not deducted in accordance with Articles 47, 48, 56, 31

66 and 79

Capital Requirements Section

Summary of institution’s approach to assessing the

438(a) adequacy of its internal capital 4.2
Capital requirement amounts for credit risk for each

438(c) Standardised approach exposure class (8% of risk-weighted 5.1
exposure).

Credit Risk Adjustments Section

442(a) E)eﬁm'tlon,s for accounting purposes of ‘past due’ and 5.1

impaired’.

Approaches for determining specific and general credit risk

442(b) adjustments. 512
Exposures after accounting offsets and without taking into

442(c) account the effects of credit risk mitigation, and the 513
average amount of the exposures over the period

442(d) Geographical distribution of exposures, broken down in 514

significant areas by material exposure classes
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The distribution of the exposures by industry or

442(e) counterparty type, broken down by exposure classes, 515
including specifying exposure to SMESs
442(f) The residual maturity breakdown of all the exposures, 516

broken down by exposure classes

Use of ECAI’s Section

Names of the nominated ECAIs used in the calculation of

444(a) Standardised approach RWAs, and reasons for any 5.2
changes.

444(b) Exposure classes for which ECALI 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 52

credit quality step.

Exposure to market risk Section

Disclosure of position risk, large exposures exceeding

445 limits, FX, settlement and commaodities risk.

5.3

Section

Operational Risk

Disclosure of the scope of approaches used to calculate
operational risk, discussion of internal and external factors
idered i 5.4
considered in the case of advanced measurements
approach.

Remuneration Disclosures Section

446

450 Remuneration Policy 7

Information concerning the decision-making process used

450(1)(@) for determining the remuneration policy 71
450(1)(b) Information on link between pay and performance 7.2
450(1)(c) ;I'err\re]urzgrs;tlig\npg}r;a;g:n design characteristics of the 71
450(1)(d) The ratios between fixed and variable remuneration 7.3
Information on the performance criteria on which the
450(1)(e) entitlement to shares, options or variable components of 7.1
remuneration is based
The main parameters and rationale for any variable
450(1)() component scheme and any other non-cash benefits 71
Aggregate quantitative information on remuneration,
450(1)(9) broken down by business area 13
450(1)(h)(i)
450(1)(h)(il)  Aggregate quantitative information on remuneration,
broken down by senior management and members of staff
450(Z)(h)(iii) . oo : .
- whose actions have a material impact on the risk profile of
450()(h)(iv)  the institution 1.3
450(1)(h)(v)
450(1)(h)(vi)
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The number of individuals being remunerated €1 million or
more per financial year, for remuneration between €1
450(2)(i) million and €5 million broken down into pay bands of
€500.000 and for remuneration of €5 million and above 7.3
broken down into pay bands of €1 million

H.C.F.S. High Capital Financial Services Ltd — Regulated by CySEC — CIF Licence N0.368/18 7



/) HIGHCAPITAL
‘) 2020 Pillar 111 Disclosures Report

1. INTRODUCTION

1.1 CIF Information

H.C.F.S. High Capital Financial Services Ltd (hereinafter, the ‘Company’) was incorporated in the
Republic of Cyprus on 26 September 2016 as a private limited liability company with registration
number HE 360438 and it is a Cyprus Investment Firm. The Company was licensed by the Cyprus
Security Exchange Commission (hereinafter, the ‘CySEC’) with number CIF 368/18 to provide
financial services, on 30 July 2018 while its licence was activated on 13 December 2018.

The Company is categorised as “Limited Licence” CIF (under Article 95(1) of the Regulation EU
N0.575/2013 (the “CRR” of “Regulation”)) with minimum/initial capital requirement of €125k.

Table 1 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 as
amended)

Investment Services and Activities Ancillary Services
3|14 |5]|6 |7

OO |IN(oO|O|D(WIN |-

Financial Instruments

SN ANENENENENANENANANS
SN ANENENENENANENANANIN
ANENENENENENENENANEN
ANANENENENENENENANENIN

e =
o

The Company is authorised to provide the following Investment Services, in accordance with Part I
of the First Appendix of the Law 87(1)/2017, 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 authorised to provide the following Ancillary Services, in accordance with Part 11
of the First Appendix of the Law 87(1)/2017, 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 credits or loans to one or more financial instruments where the firm granting credit
or loan is involved in the transaction.
e Foreign exchange services where these are connected to the provision of investment services

The Company is authorised to provide the aforementioned investment and ancillary services, as
applicable for each service, for the following Financial Instruments, in accordance with Part 111 of the
First Appendix of the Law 87(1)/2017, as amended:

H.C.F.S. High Capital Financial Services Ltd — Regulated by CySEC — CIF Licence N0.368/18 8
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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.

5. 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).

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

7. Options, futures, swaps, forwards and any other derivative contracts relating to commaodities,
that can be physically settled not otherwise mentioned in point 6 of Part 11l 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 recognised clearing
houses or are subject to regular margin calls

8. Derivative instruments for the transfer of credit risk

9. Financial contracts for differences

10. 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.

Awnh e

1.2. Scope of application

The Pillar III disclosures Report (the ‘Report’) is prepared on an individual (solo) basis 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 111 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.

H.C.F.S. High Capital Financial Services Ltd — Regulated by CySEC — CIF Licence N0.368/18 9



/) HIGHCAPITAL
4) 2020 Pillar 111 Disclosures Report

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 permitted a transition period for certain of the
enhanced capital requirements and certain other measures, such as the leverage ratio, which were not
expected to be fully implemented until 2018. CRR is immediately binding on all EU member states.
CRD IV governs access to internal governance arrangements including remuneration, Board of
Directors (the “Board’) 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 Il — Requires firms and supervisors to take a view on whether a firm should hold
additional capital against: risks considered under Pillar | that are not fully captured by the
Pillar I process (e.g. credit concentration risk), risks not taken into account by the Pillar 1
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 11 connects the regulatory capital
requirements to the Company’s Internal Capital Adequacy Assessment Process (“ICAAP”)
and to the reliability of its internal control structures. The function of Pillar 11 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.

o 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 CIFs 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.

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:
¢ 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).

H.C.F.S. High Capital Financial Services Ltd — Regulated by CySEC — CIF Licence N0.368/18 10
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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 has not
been included in the document.

Disclosures and Confidential Information

The Regulation also provides that institutions may omit one or more 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 an institution to confidentiality. In light of the above, the Company has avoided
to disclose such confidential information in this report.

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 which are http://highcapital.trade/ and_http://traderslive.eu.

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 111 disclosures have been reviewed and
approved by the Board. In addition, the Remuneration disclosures have been reviewed by the Risk
Manager.

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’s policies and where
appropriate defined thresholds. The 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

H.C.F.S. High Capital Financial Services Ltd — Regulated by CySEC — CIF Licence N0.368/18 11
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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.

2020 Pillar 111 Disclosures Report

Third Line of Defence - The Internal Audit Function 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 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 J
[ Senior Management J

15t Line of Defence 27 T ine of Defence

3t Line of Defence

Management Financial Control

Controls Security
Risk Management

Internal Audit

Internal Control Quality

Measures Inspection

Compliance

1.4.1. Risk Management Framework

Managing risk effectively in a Company operating 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

H.C.F.S. High Capital Financial Services Ltd — Regulated by CySEC — CIF Licence N0.368/18 12
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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 the 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, liquidity
risk, conduct risk etc. The Company, through its operations, has significant exposure to the economic
developments 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).

Following the outbreak of COVID-19 in Cyprus, the Company is following the local government
guidelines in its response to the virus. During the year 2020, the Company concentrated its efforts on
monitoring and assessing the impact of the COVID-19 as well as ensuring business continuity. In this
respect, it 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, as per the updated Business Continuity Plan.

Risk Strategy

The risk strategy of the Company is the responsibility of the Board of Directors, 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 analyzed 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

H.C.F.S. High Capital Financial Services Ltd — Regulated by CySEC — CIF Licence N0.368/18 13
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conditions, events and outcomes. In addition, risk appetite should reflect potential impact on earnings,
capital and funding/liquidity.
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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 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 its 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

warning > | RSN

Own Funds >€140k <€140k €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 the Company’s stated 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
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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.

1.4.4. Capital Requirements

According to the Policy Statement on the risk management arrangements of CIFs providing
investment services in CFDs (PS-01-2019), CIFs with contractual agreements with entities located in
a third-country are required to maintain an additional buffer of €2m. The Company maintains
contractual agreements only with EU entities and as such is not required to hold additional capital as
per the provisions of the Policy Statement.

1.4.5. Upcoming Regulatory Changes — IFR & IFD

The European Parliament on 16 April 2019 has adopted a new, comprehensive regulatory regime for
investment firms: the Investment Firm Directive ("IFD") and Investment Firm Regulation ("IFR"),
which are intended to replace the existing applicable regulation for investment firms.

While small and "non-interconnected™ firms in particular will benefit from less regulation, the
legislation for "systemically relevant™ investment firms means no less than equal treatment with credit
institutions in the sense of a level playing field — accordingly, they will fall entirely under the previous
regulatory framework (i.e., CRR). As a result, all other investment firms will no longer be subject to
the CRD/CRR framework, which is primarily intended for banks.

The new regulatory regime applies to ALL investment firms authorised and supervised under the
MIFID II. The main regulatory changes in the prudential framework by IFR and IFD include the
following:

New Classification of Investment Firms
Initial Capital Requirement and Composition
Capital Requirements (K-Factors)
Concentration Risk Requirement

Liquidity Requirements

Disclosures Requirements

Reporting Requirements

@roaoo0ow

Other Supervisory RequirementsAccording to the new prudential regulatory framework the Initial
Capital Requirements and classification for investment firms will be amended. Specifically,
investment firms will be classified into three different categories (Class1, Class 2 and Class 3), based
on their size and business operations. Moreover, the initial capital requirements will be amended
(€750k, €150k and €75k) and will be determined based on the investment services an entity is
authorised to offer.

Further to the above, the previous regulatory capital ratio requirements will not be applicable anymore
and investment firms will be requested to comply with the following at all times:

a) CET 1 should constitute at least 56% of capital requirements;
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b) Tier 1 should constitute at least 75% of capital requirements;
c) Tier 1 and Tier 2 should constitute at least 100% of capital requirements
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CET1, Tier 1 and Tier 2 will be calculated in accordance with the eligibility criteria of the capital
instruments, as per the provisions of the CRR.

As regards the capital requirements calculation, Class 1 Investment Firms will continue calculate their
overall capital requirements in accordance with the provisions of the existing regulation. However,
Class 2 Investment Firms will be required to maintain own funds of at least the higher between a)
Initial Capital, b) K-Factors requirement and c) Fixed Overheads requirement, while Class 3
Investment Firms’ capital requirements will be calculated as the higher between only a) Initial Capital
and b) Fixed Overheads requirement.

K-factors methodology which is applicable for Class 2 Investment Firms will replace the current
credit risk, market risk and operational risk approach in order to calibrate the capital needed to meet
the risks of the investment firm. Class 3 firms are not required to calculate their capital based on the
K-factor formula while they need to calculate the K-factors for categorisation purposes.

Capital requirement from applying K-factors formula (pursuant to Article 15 of the IFR) is the sum
of Risk to Customer (RtC), Risk to Market (RtM) and Risk to Firm (RtF). The K-Factors are
calculated as shown below:

Table 3: K-Factors as per IFR&IFD

Risk to Client (RtC) Risk to Market (RtM) Risk to Firm(RtF)
Sum of: Higher of: Sum of:

o K-AUM: Assets Under e K-NPR: Net Position e K-TCD: Trading
Management Risk (calculated in Counterparty Default

e K-ASA: Client Assets accordance to CRR) or e K-CON: Concentration
Safeguarded and e K-CMG: Clearing risk based on large
Administered Member Guarantee exposures

e K-CMH: Client Money e K-DTF: Operational risks
Held from Daily Trading Flow

e K-COH: Client Orders
Handled

e K-AUM, K-ASA, K-CMH, K-COH and K-DTF relate to the volume of activity. The volumes should be multiplied
by the corresponding coefficients set out in IFR in order to determine the own fund requirement.

Further to the above, the Company has already assessed the requirements under the new prudential
regulatory framework and has concluded that it will be classified as Class 2 Investment Firm and, as
such, it will be requested to maintain own funds of at least the higher between a) the initial capital
requirement, b) the K-Factors requirement and c) Fixed Overheads requirement.

Circular C426 - Updates for the new prudential framework of Investment Firms (IFR/IFD)

CySEC continuously updates all CIFs about the EBA actions regarding the implementation of the
new prudential regulatory framework IFR/IFD. On 02 February 2021, CySEC issued Circular C426
to provide CIFs with the latest updates regarding the following matters:

e Seven (7) Final draft technical standards regarding IFR/IFD
e Reporting and disclosures requirements under IFR/IFD
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e Launch of Consultation Papers and Public hearing by the EBA
e Next actions to be taken by CIFs.

The Company shall proceed with an impact assessment on its capital adequacy and risk management
procedures, systems and controls to ensure compliance with the above regulatory amendments by 26
June 2021.

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.

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.

2. CORPORATE GOVERNANCE

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:

HCFS — Organizational Structure

Board of Directors
Compliance Officer
Managing Director/
Director responsible Audit & Risk
for AML — Management
Risk Manager (4-eyes) Committee
Internal Audit
General Manager
External Audit (4-eyes)
A 4 Y A 4 A 4
Brokerage Legal Finance Admini: i Ci IT Services Operations/
Department Department Department /Back Office Support Department Quality Control
(RTO) Department Department Department

Accounting/Book-
keeping Department

e

_{ Foreign Exchange

2
Credit & Loans Safekeeping
Services Department

Department Department
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The Board has the overall responsibility for the establishment and oversight of the Company’s Risk
Management Framework. The Board satisfies itself that financial controls and systems of risk
management are robust. The Board comprises of two executive and two non-executive directors.

The Company has in place the Internal Operations Manual which lays down the activities, processes,
duties and responsibilities of the Board, Committees, Senior Management and staff constituting the
Company.

The Company implements and maintains adequate risk management policies and procedures which
identify the risks relating to the Company’s activities, processes and systems, and where appropriate,
set the level of risk tolerated by the Company. The Company adopts effective arrangements, processes
and systems, in light of that level of risk tolerance, where applicable.

2.3. Number of Directorships held by members of the Board

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 organisation 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.

For the purposes of the above, Executive or non-executive directorships held within the same group
shall count as a single directorship. Furthermore, directorships in organisations which do not pursue
predominantly commercial objectives such as non-profit or charitable organisations shall not count

for the purposes of the above guidelines.

The table below discloses the number of directorships held by members of the management body.

Table 4: Number of Directorships of the members of the Board of Directors”

Number of Number of
Director Function Executive Non-Executive
Directorships Directorships
Mr. Eran Shif Executive Director 1 -
Mr. Amit Aburman Executive Director 1 -
Mr. Ilikos Michaelides Independent, Non- i 3

Executive Director
Mr. Andreas Psindros Independent, Non- - 2
Executive Director
“Note: The information in this table is based only on representations made by the directors of the

Company
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2.4. Policy on Recruitment

Recruitment into the Board combines an assessment of both technical capability and competency
skills referenced against the Company’s leadership framework. Members of the Board possess
sufficient knowledge, skills and experience to perform their duties. The overall composition of the
Board reflects an adequately broad range of experiences to be able to understand the CIF’s activities,
including the main risks to ensure the sound and prudent management of the Company as well as
sufficient knowledge, of the legal framework governing the operations a CIF.

2.5. Policy on Diversity

The Company is committed to promote a diverse and inclusive workplace at all levels, reflective of
the communities in which it does business. It approaches diversity in the broadest sense, recognizing
that successful businesses flourish through embracing diversity into their business strategy, and
developing talent at every level in the organisation.

The Company has established a ‘Diversity, Inclusion and Equality Policy’ in order to support and
promote a culture that embraces and fosters diversity, inclusion and equality to all in employment,
irrespective of gender, race, ethnic origin, disability, age, nationality, national origin, sexuality,
religion or belief, marital status and/or social class. The purpose of the policy is to provide diversity
and equality to all in employment, irrespective of their gender, race, ethnic origin, disability, age,
nationality, national origin, sexuality, religion or belief, marital status and social class.

2.6. Governance Committees
Risk Management Committee

The Risk Management Committee of the Company is formed with the view to ensure the efficient
monitoring of the risks inherent in the provision of the investment and ancillary services to Clients,
as well as the overall risks underlying the operations of the Company. To this effect, the Company
has adopted and maintains an applied risk management framework/policy, which identifies the risks
relating to the Company’s activities, processes and systems and sets the risk tolerance levels of the
Company.

The Risk Management Committee bears the responsibility to monitor the adequacy and effectiveness
of the said risk management framework/policy and procedures that are in place, the level of
compliance by the Company and its relevant persons with the policies and procedures adopted, as
well as the adequacy and effectiveness of measures taken to address any deficiencies with respect to
those policies and procedures that are in place, including failures by the Company’s relevant persons
to comply with those policies and procedures.

Risk Manager

Further to the formation of the overall Internal Governance Framework, it should be noted that the
Board has appointed a Risk Manager to ensure that all the different types of risks taken by the
Company are in compliance with the Law and the obligations of the Company under the Law, and
that all the necessary procedures, relating to risk management are in place and are functional on an
operational level from a day to day basis. The Risk Manager reports directly to the Senior
Management of the Company while as previously discussed, the Risk Management Committee is
responsible to control and overview the Risk Manager’s actions/ performance at work.
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2.7. Other Governance Functions
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Internal Audit Function

The Internal Auditor reports to the Senior Management and the Board of the Company and is
separated and independent from the other functions and activities of the Company. The Internal
Auditor has access to the Company’s premises, systems, information, personnel and financials. The
Board ensures that internal audit issues are considered when presented to it by the Internal Auditor
and appropriate actions are taken according to the Board’s assessment and prioritization.

Compliance Function

Pursuant to the regulatory obligations of the Company and with the view to complement the Internal
Governance framework of the Company, the Board has appointed a Compliance Officer, to head the
Compliance Function of the Company in order to establish, implement and maintain adequate policies
and procedures designed to detect any risk of failure by the Company to comply with its obligations,
to put in place adequate measures and procedures designed to minimize such risks and to enable the
competent authorities to exercise their powers effectively. The Compliance Officer is independent
and reports directly to the Senior Management of the Company, having at the same time the necessary
authority, resources, expertise and access to all relevant information.

Anti-Money Laundering Compliance Officer

The Board retains a person to the position of the Company’s Anti-Money Laundering Compliance
Officer (hereinafter the “AMLCO”) to whom the Company's employees report their knowledge or
suspicion of transactions involving money laundering and terrorist financing. The AMLCO belongs
to the higher hierarchical levels/layers of the Company so as to command the necessary authority.
The AMLCO leads the Company’s Anti-Money Laundering Compliance procedures and processes
and report to the Senior Management and the Board of the Company.

Table 5: Roles and Responsibilities
Role \ Responsibilities

e Scrutinize and decide on various risks associated with the operation of
the Company with the view to increase the awareness of, formulate
internal policies and measure the performance of the said policies

e Review the risk management procedures in place

e Review the ICAAP on a yearly basis

e Monitor and control the Risk Manager’s and Risk Management
Department’s performance and effectiveness

e Ensure that the Company has clear policy in respect of the assumption,
follow up and management of risks duly notified to all interested
parties or organizational units of the Company.

Risk Management | ¢ Break down of such risk limits further where necessary, for example,
Committee per class of investment service or Financial Instrument, or Client or
market

e Implement stop loss-control limits

e Follow up open positions within the approved limits

e Ensure the immediate tracking down and scrutiny of important abrupt
changes in the Company’s financial figures, procedures or personnel,
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as well as the regular control of the volume and causes underlying
deviations between projections and corporate end results, as submitted
to the Board

Approve Client and counterparty limits

Approve policy description concerning information systems and
monitor the information systems in place

Establish policy regarding the amount of information provided to
Clients about the nature and risks of Financial Instruments according
to the Client classification

Supervise the Disaster Recovery Plan

Risk Manager

Design the overall risk management system of the Company

Comply and implement the relevant provisions of the Law

Prepare the Risk Management policies and procedures

Provide training to relevant employees and the Senior Management,
on risk-related issues

Analyze the market and its trends

Evaluate the effect of the introduction of any potential new services or
activities on the Company’s risk management

Measures for the monitoring of capital adequacy and large exposures
Draft written reports to the Management Body including
recommendations.

Monitor Client and counterparty limits

Identify and manage the overall risks faced by the Company
Establish methods for risk monitoring and measurement

Prepare and implement the ICAAP of the Company

Apply stress testing scenarios and undertake analysis of the results,
Propose for additional, if necessary, capital allocation for Pillar 2 risks
and other risks not covered by Pillar 1

Apply the relevant provisions of the CRDIV requirements, as amended
from time to time

Review the policy on maximum limits with respect to liquidity risk
and market risk

Compliance
Function

Liaise with all relevant business and support areas within the Company
Monitor and assess the adequacy and effectiveness of the measures,
policies and procedures put in place

Monitor and assess the level of Legal & Compliance Risk that the
Company faces

Provide training to the staff of the Company in respect with the
compliance function according to the Law

Communicate the relevant statutes of the IOM to each employee and
notify them of any relevant changes therein

Develop and design the appropriate procedures of the Company, so as
to prevent and resolve potential conflicts of interest

Ensure that all employees have the ability to identify cases of potential
conflicts of interest.

Disclose to Clients the general nature and any potentially present
conflicts of interest
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Keep records regarding conflict of interest situations

Consent and approve the Company’s Replacement Policy

Establish and implement the measures as regards personal transactions
and notify each relevant person of the restrictions on personal
transactions

Ensure that the termination process of Clients account is followed
Ensure that all relevant information is included in the Company’s
outsourcing agreements

Ensure that the performance of multiple functions by the Company’s
relevant persons does not and is not likely to prevent those persons
from discharging any particular function soundly, honestly, and
professionally

Follow up Client complaints or grievances in relation to the
Administration/Back Office Department and filing these complaints.
Approve the information script and/or standard FAQ which shall state
the information that can be shared with Clients

Monitor the development and periodic review of product governance
arrangements

Internal Audit

Establish, implement and maintain an audit plan to examine and
evaluate the adequacy and effectiveness of the Company’s systems,
internal control mechanisms and arrangements

Provide timely, accurate and relevant reporting in relation to internal
audit matters to the Board of Directors and the Senior Management of
the Company, at least annually.

Provide the Company with an Independent confirmation that the
process followed by the Company is according to the Board’s
requirements,

Provide the Company with an Independent review of the risk
assessment, stress testing and capital allocation exercises performed,
and shall confirm their compliance with the policies and procedures
approved by the Board of the Company

Perform an Independent validation of all numbers included in the
ICAAP Report and shall confirm their agreement with the financial
records

AMLCO

The improvement of mechanisms used by the Company for
counteraction of legalization (laundering) of criminally earned income
To decrease the probability of appearance among the Customers of the
Company of any persons/organizations engaged in illegal activity
and/or related with such persons/organizations

To minimize the risk of involvement of the Company in any
unintended holding and realization of operations with any funds
received from any illegal activity or used for its financing

To ensure compliance with anti-money laundering laws and directives
issued by CySEC as well as the identification and proper reporting of
any money laundering activity to the relevant authorities
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Outsourcing

The Company outsources some functions and activities to reputable and skilled individuals or
companies, as per the provisions of the Law.

In outsourcing the functions and activities, the Company remains fully responsible for discharging
all of its obligations under the Law and complies in particular with the following conditions:

a) the outsourcing must not result in the delegation by senior management of its responsibility

b) the relationship and obligations of the Company towards its Clients under the Law must not
be altered

c) the conditions with which the Company must comply in order to be authorized in accordance
with the conditions for granting a CIF authorization as stated by the Law, and to remain so,
must not be undermined

d) none of the other conditions subject to which the Company's authorization was granted must
be removed or modified

e) where the compliance function is outsourced, the responsibility shall lay with the service
provider (physical person) and in no case the responsibility shall be limited through the
outsourcing agreement

It is noted that the following principle is adhered at all times, during any outsourcing: in the case that
outsourcing concludes the transfer of functions of the Company to such a degree which renders the
Company’s a letter box entity, it is considered to undermine the conditions for authorization of the
Company by CySEC.

The Compliance Officer ensures that the outsourced functions are included in the relevant
outsourcing agreements with the service providers or individuals, and the Managing Director ensures
that these are adhered to at all times.

The Board passes a resolution for selecting a service provider or individual for outsourcing and the
Internal Auditor receives all feedback on the performance of the outsourced duties, at least annually.

The Company exercises due skill, care and diligence when entering into, managing or terminating
any arrangement for the outsourcing to a service provider of critical or important operational
functions or of any investment services or activities.

The respective rights and obligations of the Company and of the service provider are clearly allocated
and set out in a written agreement.

In particular, the Company keeps its instruction and termination rights, its rights of information, and
its right to inspections and access to books and premises. The agreement ensures that outsourcing by
the service provider only takes place with the consent, in writing, of the Company.

2.8. Information flow on risk to the management body

Risk information flows up to the Board directly from the business departments and control functions.
The Board ensures that it receives on a frequent basis, at least annually written reports regarding
Internal Audit, Compliance, Money Laundering and Terrorist Financing and Risk Management issues
and approves the Company’s ICAAP report as shown in the table below:
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Table 6: Information flow on risk to management bod
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Report Name Owner of Report Recipient Frequency
Risk Management . Senior Management,
1 Report Risk Manager Board, CySEC Annually
Pillar | -CRDIV . Senior Management,
2 CoRep Forms Risk Manager Board, CySEC Quarterly
ICAAP (Pillar 2) . Senior Management,
3 Report Risk Manager Board Annually
4 | Pillar 3 Disclosures Risk Manager Senior Management, Annually
Board
. . . Senior Management,
5 Risk Register Risk Manager Annually
Board
6 | Compliance Report | Compliance Officer Senior Management, Annually
Board, CySEC
Internal Audit . Senior Management,
7 Report Internal Auditor Board, CySEC Annually
Anti-money Anti-money Senior Management,
8 laundering laundering Board. CVSEC Annually
(AMLCO) Report Compliance Officer Y
Audited Financial . Senior Management,
9 Statements External Auditor Board, CySEC Annually
Form 144-14-11
‘Prudential . Senior Management,
10 Supervision Risk Manager Board, CySEC Annually
Information’

Furthermore, the Company believes that the risk governance processes and policies are of utmost
importance for its effective and efficient operation. The processes are reviewed and updated on an
annual basis or more frequently, when deemed necessary.

Reporting/Notification Deadlines amid the impact of COVID-19

In light of the reporting obligations for the year 2020, CySEC announced extension for the most of
the annual reporting obligations due to the outbreak of Coronavirus (COVID-19).

CySEC has issued on 17 March 2020, the Circular C365 in order to inform CIFs that the recent

developments on the outbreak of the COVID-19 may prevent CIFs from submitting relevant
reports/notifications to CySEC by the designated deadlines.
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Moreover, it has issued on 31 March 2020, the Circular C373 in order to inform CIFs regarding a
further extension of the deadlines for submitting the relevant reports to CySEC.
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Finally, CySEC issued the Circular C381 in order to inform CIFs regarding the publication deadline
of the Pillar 111 Disclosures report for the year 2019 and the submission deadline of the External
Auditors’ verification report for the year 2019.

In this respect, the table below indicating the new deadline dates set and the respective announcement
for each reporting obligation:

. . Current Extension .

Regulatory Obligations Deadlines Deadline Deadline Circular
C_apltal_ Adequacy Forms based on the Audited 31/05/2020 | 31/07/2020 C373
Financial Statements R
Annual Risk Management Report 30/04/2020 | 31/07/2020 C373
Annual Audited Financial Statements 30/04/2020 | 31/07/2020 C373
Annual Disclosure & Market Discipline

Report (Pillar 111 Report)* 30/04/2020 | 31/07/2020 C381
Annual Fees to CySEC Form 87-03-01 30/04/2020 | 31/07/2020 C372
;’Lrllffintlal Supervision Information Form 144- 30/06/2020 | 31/08/2020 C373
E_xternal Agdltor s Verification Report on 31/05/2020 | 31/08/2020 C381
Pillar 111 Disclosures -

o CIFs anticipate that the publication of their Pillar Il disclosures will be delayed, should inform the market
participants for that delay, the reasons of delay and, to the extent possible, their estimated publication date.

Further to the above, the Company will deliver all Reports by the extended deadlines.
3. Own Funds

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 primary objectives of the Company’s capital management are to ensure that the Company
complies with the capital requirements and maintains healthy capital ratios in order to support its
business. Throughout the year under review the Company manages 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.

H.C.F.S. High Capital Financial Services Ltd — Regulated by CySEC — CIF Licence N0.368/18 25


https://www.cysec.gov.cy/CMSPages/GetFile.aspx?guid=f4fc0cbb-9879-4e20-91f1-458e2f0acc03
https://www.cysec.gov.cy/CMSPages/GetFile.aspx?guid=f4fc0cbb-9879-4e20-91f1-458e2f0acc03
https://www.cysec.gov.cy/CMSPages/GetFile.aspx?guid=f4fc0cbb-9879-4e20-91f1-458e2f0acc03
https://www.cysec.gov.cy/CMSPages/GetFile.aspx?guid=667ea3b9-914a-449c-9152-7c94031b5d98
https://www.cysec.gov.cy/CMSPages/GetFile.aspx?guid=fc46c8d9-38b1-441d-b60b-62410a1238ae
https://www.cysec.gov.cy/CMSPages/GetFile.aspx?guid=f4fc0cbb-9879-4e20-91f1-458e2f0acc03
https://www.cysec.gov.cy/CMSPages/GetFile.aspx?guid=667ea3b9-914a-449c-9152-7c94031b5d98

During the 12 month reporting period ending on December 31, 2020, the Company complied fully
with all capital and liquidity requirements and operated well within the regulatory requirements. The
Total Capital Ratio of the Company as at 31 December 2020 was 36.02% which is above the
minimum regulatory capital of 8%.
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3.1. Tier 1 & Tier 2 Regulatory Capital

Institutions must disclose information relating to their own funds of the institution. Furthermore,
institutions must disclose a description of the main features of the Common Equity Tier 1 and
Additional Tier 1 instruments and Tier 2 instruments issued by the institution. The Company’s
regulatory capital comprises of CET1 and Tier 2 capital.

The composition of the capital base and capital ratios of the Company are shown in the following
table:

Table 7: Composition of the capital base and capital ratios

Own Funds as at 31 December 2020

CET1 capital before regulatory adjustments

Capital instruments and the related share premium accounts 263
Advances from Shareholders 421
Accumulated losses (452)

CET1 Capital: regulatory adjustments
Additional deductions of CET1 Capital due to Article 3 of the CRR (ICF

Contribution)” (43)
CET1 Capital 189
AT1 Capital -
Tier 1 capital (T1=CET1 + AT1) 189
Tier 2 (T2) capital 80
Total capital (TC=T1+T2) 270
Riskweightedassets a0

Credit risk 95
Market risk -
Additional Risk Exposure Amount due to Fixed Overheads 654
Total risk weighted assets 749
Capital ratios %
Common Equity Tier 1 25.31%
Tier 1 25.31%
Total Capital 36.02%

*  According to the Circular C334 (Treatment of the additional cash buffer of Investors Compensation Fund (‘ICF’) in the
own funds calculation), CIFs should deduct the additional Cash Buffer of 3 per thousand of the eligible funds and financial
instruments of their clients as at the previous year calculated according to paragraph 11(6) of the Directive DI187-07
(operation of the ICF).
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The figures below illustrate the Capital Ratios and the breakdown of the exposures for the year ended
31 December 2020:
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Capital Requirements Overall Exposure Breakdown

L) HIGHCAPITAL

36.02%

v 8.00%
T2 I ;09

I 1.50%
CET1
4.50%

Minimum Regulatory Requirement  Total Capital Ratio

Further to the above, and in light of the upcoming amendments to the prudential regulatory framework
(IFR/IFD), the Company has concluded that the Company will be categorised as a Class 2 Investment
firm and as such its total capital requirement will be the higher of:

a) Fixed Overheads Requirement
b) K-factors requirement
c) Minimum Initial Capital of €150k

In this respect, the Company has already assessed its capital adequacy position taking into
consideration the above new methodology in order to ensure that the appropriate actions will be taken
to ensure compliance with the new prudential requirements.

3.2. Main features of Common Equity Tier 1, Additional Tier 1 and Tier 2 instruments

In order to meet the requirements for disclosure of the main features of these instruments, the
Company discloses the capital instruments’ main features as outlined below:

Table 8: Main features of capital instruments
Capital Instruments Main

Feature
lssuer HCFS High Capital Financial HCFS High Capital
Services Ltd Financial Services Ltd
Regulatory Treatment | |
Eligible at Solo/(sub-) Solo Solo
consolidated/solo
Instrument type Common Equity Subordinated loan
Amount recognlz.ed in €263k €100k
regulatory capital
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Nominal amount of instrument €263k €100k
Issue Price €1.00 €100k
Accounting classification Shareholders’ Equity Liability
Shiele (EElpli Effective Date
Increase
Original date of issuance €1k Incog;;)treatlon 03/01/2020
€212k 17/07/2018
€50k 02/10/2019
Perpetual or dated Perpetual Dated
Original maturity date No maturity 03/01/2025
Issuer call subject to prior
. No No
supervisory approval
Coupons / Dividends
Fixed or floating . .
dividend/coupon Floating Fixed
Coupon rate and any related N/A 204
index

The Company’s capital resources consist of CET1 and Tier 2 Capital. No additional Tier 1 capital
available.

3.3. Balance Sheet Reconciliation

Institutions shall disclose a full reconciliation of Common Equity Tier 1 items, Additional Tier 1
items, Tier 2 items, filters, deductions and the balance sheet in the audited financial statements of the
institution as follows:

Table 9: Balance Sheet Reconciliation

Equity | €000
Share capital 2

Share premium 261
Accumulated losses (452)
Advances from shareholders 421
Total Equity as per the Audited Financial Statements 189

Regulatory Deductions

Additional deductions of CET1 Capital due to Article 3 of the CRR (43)
Tier 2

Subordinated Loan 80
Total Own funds as per the CoRep Forms 270
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4. COMPLIANCE WITH REGULATORY CAPITAL AND THE OVERALL PILLAR Il
RULE

4.1. Internal Capital

The purpose of capital is to provide sufficient resources to absorb unexpected losses over and above
the ones that are expected in the normal course of business. The Company aims to maintain a
minimum risk asset ratio which will ensure there is sufficient capital to support the Company during
stressed conditions.

4.2. Approach to assessing adequacy of Internal Capital

The Company has established an ICAAP Manual and ICAAP Report, as per Circular C026 and
Circular C027, which will be updated to take account of the upcoming amendments to the prudential
regulatory framework (IFR/IFD). Upon CySEC’s request the ICAAP Report shall be submitted to
CySEC.

The Company has adopted the Pillar | plus approach whereby it determines the minimum capital
required under Pillar I methodology and subsequently incorporates in that methodology the risks that
are either not covered or are partially covered by Pillar I. Initially an assessment is made on the
general financial position of the Company both from its financial statements and its Capital Adequacy
Returns.

The Pillar | variable capital requirement is the sum of the credit risk and market risk requirements
and the operational risk. In order to validate the adequacy of the above requirements under the Pillar
I calculations, the ICAAP proceeds with the following individual tests:

e The adequacy of the credit and market risk requirements is assessed with reference to all
relevant balance sheet items in order to ascertain if there are additional risks that are not
covered by Pillar |

e Other risks connected with the balance sheet, such as liquidity risk and concentration
risk, are reviewed in order to establish whether there should be an additional requirement
that might not be covered under Pillar |

e The overall capital adequacy is tested by adding together the resulting requirement of the
identified risks.

e The absolute impact of combinations of scenarios, including a severe market downturn,
is considered in relation to the financial forecasts of the business to assess the potential
impact on the capital base over a three year period (forward-looking).

e A comprehensive risk assessment is carried out for all risks, categorizing them under a
risk profile by attributing the anticipated impact and likelihood of occurrence.

o Finally, additional measures are set for the mitigation of the identified risks as well as
capital allocation.

The Company operates a fully integrated ICAAP throughout the year that rolls into the final ICAAP
assessment. The Company also performs monthly key risk assessments supported by periodic stress
testing. The ICAAP considers all of the risks faced by the Company, the likely impact of them if they
were to occur, how these risks can be mitigated and the amount of capital that it is prudent to hold
against them both currently and in the future.
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The ICAAP Report describes how the Company implemented and embedded its ICAAP within its
business. The ICAAP also describes the Company’s Risk Management framework e.g., the
Company’s risk profile and the extent of risk appetite, the risk management limits if any, as well as
the adequate capital to be held against all the risks (including risks other than the Pillar I risks) faced
by the Company.
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With regards to the ‘use test’ the following evidence is used to support that the ICAAP is embedded
within the Company:

e Senior management or board challenge, review and sign-off procedures; including any
relevant notes in minutes from board and risk committee meetings.

e The extent to which the ICAAP is part of the Company’s capital management process,
including the extent and use of capital modelling or scenario analysis and stress testing
within the Company’s capital management policy. For example, in setting pricing and
charges and the level and nature of future business.

In line with the Basel requirements, the key instruments to help the Company maintain adequate
capitalization on an ongoing and forward-looking basis are:

e A strategic planning process which aligns risk strategy and appetite with commercial
objectives;

e A continuous monitoring process against approved risk and capital targets set;

e Regular risk and capital reporting to management; and

An economic capital and stress testing framework which also

The graph below illustrates the process between ICAAP and SREP:

Qualitative factors - Internal Governance

_ (including management and controls)

Dialogue

Supervisory
outcomes
Prudential

measures

Risks not adequately covered in

Pillar 1 and Pillar 2 risks
Residual Risk
Pillar 1 risks Other risks associated with
securitization

Correlation and diversification

. 4

Capital adjustment

CreditRisk R
. rovisioning
Concentration risk
Market Risk Internal Capital
. Interest rate risk arising from non- svét::::’;:d
Operational trading activities

Risk
Restriction of

Reputation risk
G business

Strategy risk

7 1

) [ Reduction of
Other risks | Forward looking capital inherent risk
planning
Businessrisks
Strategy

The Supervisory Review and Evaluation Process (SREP) is the supervisory tool for establishing the
appropriate level of capital resources that a CIF should hold in order to meet its present and future
capital requirements over a period of up to five years. Circular C027 outlines how CySEC applies the
supervisory review and evaluation process (SREP) when reviewing the CIFs’ internal capital
adequacy assessment processes (ICAAP) under the framework of the paragraph 33 of the Directive.

Economicand regulatory environment i Stress test
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Further to the above and upon the implementation of the new prudential framework (IFR/IFD), the
Company’s ICAAP Manual and ICAAP Report will be reviewed and updated in accordance with the
new capital requirements.

5. PILLAR | CAPITAL REQUIREMENTS

The following tables show the overall Pillar I minimum capital requirement and risk weighted assets
for the Company under the Standardised Approach to Credit Risk, Market Risk and the Fixed
Overheads requirements.

5.1. Credit Risk

In the ordinary course of business, the Company is exposed to credit risk, which is monitored through
various control mechanisms. Credit risk arises when a failure by counterparties to discharge their
obligations could reduce the amount of future cash inflows from financial assets on hand at the
balance sheet date.

The Company has policies to diversify risks and to limit the amount of credit exposure to any
particular counterparty in compliance with the requirements of the Directive. The Company
continuously monitors the fair value calculations, forecast and actual cash flows, and cost budgets so
that to ensure that the carrying level of Company’s own funds and consequently the Capital Adequacy
ratio meet the regulatory requirements at all times.

Trade receivables are shown net of any provision made for impairment. The management believes
that no additional credit risk, beyond amounts provided for collection losses, is inherent in the trade
receivables. Cash balances are held with high credit quality financial institutions and the Company
has policies to limit the amount of credit exposure to any financial institution.

Impairment

IFRS 9 introduced a new model for recognition of impairment losses — the expected credit losses
(“ECL”) model. The new rules require that entities will have to record an impairment loss equal to
the 12-month ECL for financial assets that have not suffered a significant increase in credit risk since
initial recognition. Where there has been a significant increase in credit risk since initial recognition,
impairment is measured using lifetime ECL rather than 12-month ECL. Entities must calculate
probability of default (“PD”), losses given default (“LGD”) and exposures at default (“EAD”) to
estimate expected credit loss provisioning amounts. The model includes operational simplifications
for lease and trade receivables which require lifetime losses to be calculated.

Impairment of financial assets

The Company has the following types of financial assets that are subject to the expected credit loss
model: cash and cash equivalents The Company provides for credit losses against loans to related
parties, receivables, other receivables, and cash and cash equivalents. The loss allowance was not
reflected on the position as it is the Company's policy not to adjust for immaterial amounts. The first
€100.000 have been deducted from the calculation in case of EU banks under the Deposit Guarantee
Scheme.
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The Company assesses at the balance sheet date whether there is objective evidence that a financial
asset or group of financial assets is impaired. A financial asset or a group of financial assets is
impaired and impairment losses are incurred only if there is objective evidence of impairment as a
result of one or more events that occurred after the initial recognition of the asset (a “loss event”) and
that loss event (or events) has an impact on the estimated future cash flows of the financial asset or
group of financial assets that can be reliably estimated.

Trade receivables are recognized initially at fair value and are subsequently measured at amortized
cost using the effective interest method, less provision for impairment. For those trading receivables
that are 90 days or more past due, in non-accrual status, the Company classifies them as “in default”,
thus an impairment test will emerge. A financial asset is past due if a counterparty has failed to make
a payment when contractually due.

Other receivables are recognized initially at fair value and subsequently measured at amortized cost,
using the effective interest method, less provision for impairment. A provision for impairment of
other receivables is established when there is objective evidence that the Company will not be able
to collect all amounts due according to the original terms of receivables. Significant financial
difficulties of the debtor, probability that the debtor will enter bankruptcy or delinquency in payments
are considered indicators that the trade receivable is impaired. The amount of the provision is the
difference between the asset's carrying amount and the present value of estimated future cash flows,
discounted at the original effective interest rate. When a receivable is uncollectible, it is written off
against the allowance account for other receivables. Subsequent recoveries of amounts previously
written off are credited in the statement of comprehensive income. None of the derivative financial
instruments is either past due or impaired.

5.1.2. Credit Risk — Risk Weighted Assets

The minimum capital requirement for Credit risk is calculated by exposure using a factor of 8%. The
following table shows the risk-weighted exposure amounts and the corresponding minimum capital
requirements as at 31 December 2020 for the Company broken down by exposure class.

Table 10: Exposure classes as at 31 December 2020
Risk Weighted Assets Capital Requirements

Exposure class

€000 €000
Institutions 40 3
Corporates 51 4
Other Items 4 0
Total 95 8

The Regulation requires disclosure for additional asset classes. These have not been shown in the
table above, as these are nil as at the reporting period.
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Credit Risk Weighted Exposure

i Other ltems
Retai 4%

0%

5.1.3. Credit Risk — Analysis of Average exposures and total amount of exposures after
accounting offsets

The Company shall disclose the total amount of exposures after accounting offsets and without taking
into account the effects of credit risk mitigation and the average amount of the exposures over the
period broken down by different types of exposures as follows:

Original exposure amount,

Average Exposure

Exposure class net of specific provisions
€000 €000
Institutions 202 181
Corporates 51 14
Retail - 1
Other Items 4 7
Total 257 203

The Regulation requires disclosure for additional asset classes. These have not been shown in the
table above, as these are nil as at the reporting period.

5.1.4. Credit Risk — Risk Weighted Assets by Geographical distribution

The Company shall disclose the geographical distribution of the exposures, broken down in
significant areas by material exposures classes. The geographical distribution of the Company’s
exposures is mainly in Cyprus.

5.1.5. Credit Risk — Distribution of exposures by industry
The Company shall disclose the distribution of the exposures by industry or counterparty type, broken

down by exposure classes, including specifying exposure to SMEs, and further detailed if appropriate
as follows:
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Table 12: Exposures by industr
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Banking/Financial Other
Exposure class services
€000 €000
Institutions 202 - 202
Corporates 51 - 51
Other Items - 4 4
Total 253 4 257

The Regulation requires disclosure for additional asset classes. These have not been shown in the
table above as these are nil as at the reporting period.

Exposure by Industry

Other
1% —~

5.1.6 Residual maturity broken down by exposure classes

The Company shall disclose the residual maturity breakdown of all the exposures, broken down by
exposure classes, as follows:

Table 13: Residual maturity broken down by exposure class

Residual Maturity Residual Maturity
Exposure class < 3 months > 3 months
€000 €000

Institutions 202 - 202

Corporates 51 - 51

Other Items 3 1 4
Total 255 1 257

The Regulation requires disclosure for additional asset classes. These have not been shown in the
table above, as these are nil as at the reporting period.
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5.2. Use of ECAIs
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The Company shall disclose the names of the nominated External Credit Assessment Institutions
(“ECAIs”) and the exposure values along with the association of the external rating with the credit
quality steps. The Company uses external credit ratings from Moody’s. These ratings are used for all
relevant exposure classes. The general ECAI association with each credit quality step is as follows:

Table 14: ECAI Association with each credit quality step

Credit Institutions
Qualit (U Corporate Sovereign Srecllis-C ~nenficlibe Sovereign
y Rating P g Maturity Maturity 3 g
Step method
> 3 months months or less
1 Aaa to Aa3 20% 20% 20% 20% 0%
2 Alto A3 50% 50% 50% 20% 20%
3 Baal to Baa3 100% 100% 50% 20% 50%
4 Bal to Ba3 100% 100% 100% 50% 100%
5 Bl to B3 150% 100% 100% 50% 100%
Caal and
6 150% 150% 150% 150% 150%
below

Exposures to unrated institutions are assigned a risk weight according to the credit quality step to
which exposures to the central government of the jurisdiction in which the institution is incorporated,
as specified in Article 121 of CRR. Notwithstanding the general treatment mentioned above, short
term exposures to institutions could receive a favourable risk weight of 20% if specific conditions are
met. The Other Items category includes tangible assets, debtors and prepayments risk weighted at
100%, cash items in the process of collection risk weighted at 20% and cash in hand risk weighted at
0%.

Exposures to corporate clients were risk weighted by 100% risk factor since they were all unrated
and were incorporated in countries with no credit rating or with credit assessment up to credit quality
step 5.

Table 15: Breakdown of exposures by asset class and risk weight under the Standardised
approach

Risk Weight Of which
Exposure Class 20% | 100% unrated
€000 | €000 €000
Institutions 202 - 202 51
Corporates - 51 51 -
Other Items - 4 4 4
Total 202 54 257 54
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The table below presents exposure values before and after credit risk mitigation of the Company,
corresponding to Credit Quality Steps (CQS). The values before credit risk mitigation represent the
initial exposure value net of value adjustments while the values after credit risk mitigation represent
exposures taking into account the eligible financial collateral funded and unfunded credit protection
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Table 16: Exposures before and after credit risk mitigation as at 31 December 2020

Exposure values before Exposure values after credit
Credit Quality Step credit risk mitigation risk mitigation
€000 €000
CQs 4 202 202
Unrated 54 54
Total 257 257

5.3. Market Risk

Market risk can be defined as the risk of losses in on and off-balance sheet positions arising from
adverse movements in market prices. From a regulatory perspective, market risk stems from all
foreign exchange risk positions in the whole balance sheet.

As a “Limited Licence” CIF, the Company does not deal for its own account. Market risk is, therefore,
limited to movements in foreign exchange rates.

5.3.1. Foreign Exchange Risk

The Company’s reporting currency is Euro. Foreign exchange risk is the risk that the value of
financial instruments will fluctuate due to changes in foreign exchange rates.

The Company is exposed to foreign currency risk arising from various currency exposures.
Furthermore, funds deposited by clients may not always be maintained in the originally deposited
currency but may instead be converted to other currencies on the basis of the management’s decisions.
This may expose the Company to Foreign currency risk. The Company's management monitors the
exchange rate fluctuations on a continuous basis and acts accordingly.

If the sum of the Company’s overall net foreign-exchange position and its net gold position exceeds
2% of its total own funds, the Company calculates own funds requirements for foreign exchange risk.
The own funds requirement for foreign exchange risk is the sum of its overall net foreign-exchange
positions and its net gold position in the reporting currency, multiplied by 8%.

The foreign exchange risk in the Company is effectively managed by setting and controlling foreign
exchange risk limits, such as through the establishment of maximum value of exposure to a particular
currency pair.

For the period as at 31 December 2020, the overall net foreign-exchange position and its net gold

position was less than 2% of its total own funds and, therefore, no capital requirements were attributed
for foreign exchange risk.
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Following the EBA’s Final draft Implementing Technical Standards on Closely Correlated
Currencies under Article 354 (3) of CRR, the Company may apply lower own funds requirements
against positions in relevant closely correlated currencies as those are disclosed by EBA. In this
respect, for the calculation of the foreign exchange risk for matched positions on closely correlated
currencies, a capital requirement of 4% instead of 8% is used.

The Company’s positions in closely correlated currencies were zero.

5.3.2. Interest Rate Risk

Interest rate risk is the risk that the value of financial instruments will fluctuate due to changes in
market interest rates. The Company’s income and operating cash flows are substantially independent
of changes in market interest rates. Other than cash at bank, which attracts interest at normal
commercial rates, the Company has no other significant interest bearing financial assets or liabilities.

The Company's income and operating cash flows are substantially independent of changes in market
interest rates as the Company has no significant interest-bearing assets and liabilities. The bank
balances held in current accounts have no significant interest.

The Company’s management monitors the interest rate fluctuations on a continuous basis and acts
accordingly.

5.4. Operational Risk

Operational risk is the risk of loss arising from fraud, unauthorized activities, error, omission,
inefficiency, systems failure or external events. It is inherent in every business organization and
covers a wide range of issues.

The following list presents some event-type categories, included in operational risk, with some
examples for each category:

« misappropriation of assets;

+ tax evasion:

+ intentional mismarking of positions;
*+ bribery.

Internal Frand

» theft of information;
*+ hacking damage;

+ third-party theft;

+ forgery.

External Fraund

+ discrimination:
Employment Practices and * workers compensation;
Workplace Safety + employee health;

+ safety.

+ market manipulation;
= anfitrust;

« improper trade.

Clients, Products, &
Business Practice
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+ damage to physical assets from a natural
disaster, e g earthquake

Damage to physical assets

. . . + utility disruptions;
Business Disruption & « software failures:

Systems Failure
vstems Failures « hardware o

*» data entry errors;

Execution, Delivery, & * accounting errors;

Process Management + failed mandatory reporting;

+ negligpent loss of Client assets.

The Company manages operational risk through a control-based environment in which processes are
documented and transactions are reconciled and monitored. This is supported by continuous
monitoring of operational risk incidents to ensure that past failures are not repeated.

Furthermore, the Company has in place policies and processes the implementation of which assists
with the evaluation and management of any exposures to operational risk.

The Company has implemented an operational risk management framework designed to ensure that
operational risks are assessed, mitigated and reported in a consistent manner consisting of, inter alia,
the following components:

e Maintaining a four-eye structure and implementing board oversight over the strategic
decisions made by the heads of departments;

e A Disaster Recovery Plan has been designed in order to be used in the event of a force

majeure affecting the Company’s internal systems and databases; and

Maintenance of Risk Registers in the Context of the ICAAP;

e A Business Continuity Plan has been implemented which helps protect all of the
Company’s information databases including data, records and facilities.

e The majority of actions occurring in the Company’s systems are automated and therefore
it is less likely that a human error will occur;

e Review of risks and controls as part of the Internal Audit function;

Regular review and updating of the Company’s policies;

Following the outbreak of COVID-19 in Cyprus, the Company 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 systems for critical functions are being provided. In this respect,
the Business Continuity Plan has been amended accordingly.

5.4.1. Fixed Overheads Requirements

Following the CRDIV implementation, Operational Risk is replaced by Fixed Overheads
requirements for “Limited Licence” CIFs pursuant to Article 97 of the CRR.

The purpose of this new requirement is to enable CIFs to protect their investors in case of winding

down or restructuring their activities and to hold sufficient financial resources to withstand
operational expenses over an appropriate period of time. In this respect, CIFs are required to hold
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eligible capital of at least one-quarter of the fixed overheads of the previous year based on the most
recent audited annual financial statements, or projected fixed overheads in the case where a CIF has
not completed business for one year.
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CIFs have to calculate their total risk exposure based on fixed overheads of the previous year’s audited
expenditures. The Total Risk Exposure Amount for “Limited Licence” CIFs is the greater of the Total
risk exposure amount (excluding Operational Risk) and the Fixed Overhead of the preceding year (x
12.5 x 25%). The Company’s Fixed Overheads Risk Exposure amount is provided by the table below:

Table 17: Fixed Overheads Risk Exposure amount analysis
Fixed Fixed Overheads Additional Total Risk

Fixed Overheads

Overheads Risk Exposure Exposure Exposure

Requirements Amount Amount Amount
€000 €000 €000 €000 €000
240 60 749 654 749

In this respect, the Fixed Overheads risk exposure amount is €749k, which is more than the sum of
the Credit Risk and Market Risk Exposure amount which is €95Kk.

6. OTHER RISKS
6.1. Concentration Risk

Concentration Risk includes large individual exposures and significant exposures to companies
whose likelihood of default is driven by common underlying factors such as the economy,
geographical location, instrument type, etc.

Concentration risk was partly addressed through diversification of counterparties, namely banking
institutions.

The Company’s experience in the collection of trade receivables has never caused debts which are
past due and have to be impaired. The Company has a policy in place to monitor debts overdue by
preparing debtors ageing reports

Large Exposures

A large exposure is defined as the total exposure of a firm to a client or group of connected clients,
in the banking book and its value is equal to or exceeds 10% of its eligible capital. Furthermore, and
where the amount of €150 million is higher than 25% of the institution’s eligible capital, the value of
the exposure, after taking into account the effect of credit risk mitigation in accordance with Articles
399 to 403, shall not exceed a reasonable limit in terms of the institution’s eligible capital. That limit
shall be determined by the institution in accordance with the policies and procedures referred to in
Article 81 of Directive 2013/36/EU, to address and control concentration risk. This limit shall not
exceed 100 % of the institution's eligible capital.

The Company is not subject to the Large Exposures regime, in accordance with Article 388 of the
CRR, due to the fact that it is a Limited Licence CIF (under Article 95(1) of the CRR). Nevertheless,
according to Paragraph 61 of the Directives, a CIF is not allowed to have exposures to all directors

H.C.F.S. High Capital Financial Services Ltd — Regulated by CySEC — CIF Licence No.368/18 39



/) HIGHCAPITAL
‘) 2020 Pillar 111 Disclosures Report

more than 1% and to all shareholders that are not an institution, more than 2% of its eligible capital.
Exposures to shareholders and directors are monitored and kept within the limits.

The Company’s exposures are within the limits and as such no further actions are required.
6.2. Reputation Risk

Reputation risk is the current or prospective risk to earnings and capital arising from an adverse
perception of the image of the Company on the part of customers, counterparties, shareholders,
investors or regulators. Reputation risk could be triggered by poor performance, the loss of one or
more of the Company’s key directors, the loss of large customers, poor customer service, fraud or
theft, customer claims, legal action and regulatory fines.

The Company has transparent policies and procedures in place when dealing with possible customer
complaints in order to provide the best possible assistance and service under such circumstances. The
possibility of having to deal with customer claims is very low as the Company provides high quality
services to customers.

6.3. Strategic Risk

Strategic Risk could occur as a result of adverse business decisions, improper implementation of
decisions or lack of responsiveness to changes in the business environment. The Company’s exposure
to strategic risk is moderate as policies and procedures to minimize this type of risk are implemented
in the overall strategy of the Company.

6.4. Business Risk

Business Risk includes the current or prospective risk to earnings and capital arising from changes in
the business environment including the effects of deterioration in economic conditions. Research on
economic and market forecasts are conducted with a view to minimize the Company’s exposure to
business risk. These are analyzed and taken into consideration when implementing the Company’s
strategy.

6.5. Capital Risk Management

Capital Risk is the risk that the Company will not comply with capital adequacy requirements. The
Company's objectives when managing capital are to safeguard the Company's ability to continue as a
going concern in order to provide returns for shareholders and benefits for other stakeholders. The
Company has a regulatory obligation to monitor and implement policies and procedures for capital
risk management. Specifically, the Company is required to test its capital against regulatory
requirements and has to maintain a minimum level of capital. This ultimately ensures the going
concern of the Company. Such procedures are explained in the Procedures Manual of the Company.

The Company is further required to report on its capital adequacy quarterly and has to maintain at all
times a minimum total capital adequacy ratio which is set at 8%. The capital adequacy ratio expresses
the capital base of the Company as a proportion of the total risk weighted assets. Management
monitors such reporting and has policies and procedures in place to help meet the specific regulatory
requirements. This is achieved through the preparation on a monthly basis of management accounts
to monitor the financial and capital position of the Company.
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6.6. Regulatory Risk

Regulatory risk is the risk the Company faces by not complying with relevant Laws and Directives
issued by its supervisory body. If materialized, regulatory risk could trigger the effects of reputation
and strategic risk. The Company has documented procedures and policies based on the requirements
of relevant Laws and Directives issued by the Commission; these can be found in the Procedures
Manual. Compliance with these procedures and policies are further assessed and reviewed by the
Company’s Internal Auditors and suggestions for improvement are implemented by management.
The Internal Auditors evaluate and test the effectiveness of the Company’s control framework at least
annually. Therefore the risk of non-compliance is very low.

6.7. Legal and Compliance Risk

Legal and Compliance Risk could arise as a result of breaches or non-compliance with legislation,
regulations, agreements or ethical standards and have an effect on earnings and capital. Following the
replacement of the Law 144(1)/2007 by Law 87(1)/2017 for the purpose of harmonization with MIFID
I1, several regulatory changes were applied that may cause the Company’s exposure to compliance
risk. The Company among others, is also exposed to legal and compliance risk arising from inability
or inadequate arrangements to comply with the requirements related to the:

e Product Governance (Circular C236, Directive DI87-01)

e New rules governing derivatives on virtual currencies (Circular C268)

e Commission Delegated Regulation of 8 June 2016 of the European Parliament and of
the Council with regard to regulatory technical standards for the annual publication by
investment firms of information on the identity of execution venues and on the quality
of execution

e Policy Statement on the Risk Management Arrangements of Cyprus Investment Firms

e Policy Statement on the replacement of the legal framework governing the operation of
the investors compensation fund

e Policy Statement on the Investment-Based Crowdfunding Rules

e Providing Investment Services in CFDs

o European Securities and Markets Authority Decision (EU) 2019/155 of 23 January 2019
renewing the product intervention measures relating to the marketing, distribution or
sale of contracts for differences to retail clients

o 4™ AML Directive (Directive (EU) 2015/849)

o 5" AML Directive (Directive (EU) 2015/849)

e EMIR Refit

The probability of such risks occurring is relatively low due to the detailed internal procedures and
policies implemented by the Company and regular reviews by the Internal Auditors. The structure of
the Company is such to promote clear coordination of duties and the management consists of
individuals of suitable professional experience, ethos and integrity, who have accepted responsibility
for setting and achieving the Company’s strategic targets and goals. In addition, the Board meets at
least annually to discuss such issues and any suggestions to enhance compliance are implemented by
management.

Finally, and with respect the Implications of NBP, the Company has contractual agreements with

solely with European Economic Area regulated entities and as such is not required to maintain a
minimum additional capital buffer.
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6.8. IT Risk

IT risk could occur as a result of inadequate information technology and processing, or arise from an
inadequate IT strategy and policy or inadequate use of the Company’s information technology.
Specifically, policies have been implemented regarding back-up procedures, software maintenance,
hardware maintenance, use of the internet and anti-virus procedures. Materialization of this risk has
been minimized to the lowest possible level.

6.9. Risk Reporting

The Company maintains a system in place to record any risk event incurred on a special form duly
completed by personnel of each department and is submitted to the Compliance officer and Risk
Manager, when such events occur.

6.10. Liquidity Risk

Liquidity risk is defined as the risk when the maturity of assets and liabilities does not match. An
unmatched position potentially enhances profitability, but can also increase the risk of losses. The
Company has policies and procedures in place with a view of minimizing such losses.

Investment Firms will be requested upon the implementation of the new prudential framework to hold
an amount of liquid assets (defined as per the Article 43 of the IFR) equal to at least one third of the
fixed overhead requirement.

The Company has already assessed whether it has adequate liquid assets and took the appropriate
measures to ensure compliance with the new Liquidity Requirement, which will be implemented by
26 June 2021.

6.11. Conduct Risk

Conduct risk is defined as the risk of an action, by an individual, financial institution or the industry
as a whole, which leads to customer detriment or, undermines market integrity. This can bring
sanctions and negative publicity. Moreover, the EBA has defined conduct risk as the current or
prospective risk of losses to an institution arising from inappropriate supply of financial services
including cases of wilful or negligent misconduct. Consequently, conduct risk arises from failures of
designated liquidity providers located in third countries associated with the Company.

Additionally, the Company is exposed to negative balances with its Liquidity Providers, in case of
fast-pacing volatile market, where the LP cannot close a position at the Company’s stop out limit.
Therefore, the Company may be exposed to conduct risk arising from inadequate agreements with
the Liquidity Providers and/or with the third parties that hold client’s funds.

As part of risk management policy and tools, the Company has procedures in place to diversify its
liquidity providers and monitor their financial position on an on-going basis. The financial soundness
of the liquidity providers is closely monitored and the Company is ready to switch to alternative LPs,
if necessary.

Furthermore, the receivable/payable amounts with the LPs are monitored on a daily basis. In

particular, the Company examines its existing procedures and arrangements with respect to the
products offered and services provided.
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7. REMUNERATION POLICY

The Company has established a ‘Remuneration Policy’, the purpose of which is to set out the
remuneration practices of the Company taking into consideration the salaries and benefits of the staff,
in accordance with the provisions of Directive as well as the Circular 031 (Circular 031 has been
issued in place of Guidelines GD-1F-07 for the correct filing purposes) on remuneration policies and
practices, 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.
Furthermore, the Company’s remuneration strategy is designed to reward and motivate the people
who are committed to maintaining a long term career with the Company and performing their role in
the interests of the Company.

The design of the Policy is approved by the people who effectively direct the business of the
Company, after taking advice from the compliance function, and implemented by appropriate
functions to promote effective corporate governance. The people who effectively direct the business
are responsible for the implementation of remuneration policies and practices and for preventing and
dealing with any relevant risks, that remuneration policies and practices can create. The Board
discusses Remuneration Policy matters at least annually or more frequently if the circumstances so
require.

Furthermore, the Policy also benefits from the full support of senior management or, where
appropriate, the supervisory function, so that necessary steps can be taken to ensure that relevant
persons effectively comply with the conflicts of interest and conduct of business policies and
procedures.

Moreover, the Policy adopts and maintains measures enabling them to effectively identify where the
relevant person fails to act in the best interest of the client and to take remedial action.

Finally, the Company’s remuneration policy reflects the Company’s objectives for good corporate
governance as well as sustained and long-term value creation for shareholders. In addition, it ensures
that:

a) the Company is able to attract, develop and retain high-performing and motivated employees
in a competitive, international market;
b) employees are offered a competitive remuneration package;

c) employees feel encouraged to create sustainable results and that a link exists between
shareholder and employee interests;

d) the Company’s focus areas are supported.

7.1. Remuneration System

The Company's remuneration system and policy is concerned with practices of the Company for those
categories of staff whose professional activities have a material impact on its risk profile, i.e., the
Senior Management and members of the Board; the said practices are established to ensure that the
rewards for the “executive management” are linked to the Company’s performance, to provide an
incentive to achieve the key business aims and deliver an appropriate link between reward and
performance whilst ensuring base salary levels are not set at artificially low levels. The Company
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uses remuneration as a significant method of attracting and retaining key employees whose talent can
contribute to the Company’s short and long term success.

The Company’s remuneration system takes into account the highly competitive sector in which the
Company operates, and the considerable amount of resources the Company invests in each member
of the staff. The remuneration includes all forms of benefits provided by the Company to its staff and
can be Financial or non-Financial remuneration.

It is noted that the Company has taken into account its size, internal organization and the nature, the
scope and the complexity of its activities, and that, in light of the foregoing, it does not deem
necessary the establishment of a specific remuneration committee. Decisions on these matters are
taken on a Board level while the Remuneration Policy is periodically reviewed.

The remuneration varies for different positions/roles depending on each position’s actual functional
requirements, and it is set at levels which reflect the educational level, experience, accountability,
and responsibility needed for a staff member to perform each position/role. The remuneration is also
set in comparison with standard market practices employed by the other market participants/
competitors. Furthermore, the employee’s personal goals and performance evaluation in relation to
the objectives set up at the beginning of the period and the employee’s professional conduct with
clients are taken into account in order to determine the remuneration.

The total remuneration of staff currently consists of various remuneration components which are
combined to ensure an appropriate and balanced remuneration package that reflects the business unit,
the employee’s rank in the Company and professional activity as well as market practice.

The five remuneration components are:

fixed remuneration (including fixed supplements)

performance-based remuneration (variable salary, as described hereinafter)
deferred compensation

workers’ compensation and sick leave schemes

statutory pension contributions and schemes

This kind of remuneration is not guaranteed and the Board has determined a maximum percentage of
variable remuneration relative to the fixed remuneration in order to ensure a compliant ratio between
these two kinds of remuneration. Although, the maximum limit on variable remuneration set at 100%
of fixed salary, the limit could be set at 200% upon shareholders’ approval according to the Article
94 of Directive 2013/36/EU.

Furthermore there no remuneration is payable under deferral arrangements (with vested or unvested
portions). Finally the Company did not pay any non-cash remuneration for the year under review,
since the Company does not have non-cash instrument, such as shares or other equivalent non-cash
instrument, in place.

The Company recognizes that its remuneration system has some features that might increase the

misspelling risk. Therefore, the Company applies effective mitigation controls for each part of the
remuneration system.
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7.2. Link between the pay and performance

The Company recognises the responsibility that the Staff has in driving its future success and
delivering value for the Company and that remuneration is a key component in motivating and
compensating its employees. Furthermore, the overall remuneration policy incorporates an annual
variable incentive compensation reflecting individual performance and overall performance.

The individual performance is assessed during the annual appraisal process, which establishes
objectives for all staff covering both financial and non-financial factors, specific behavioral
competencies including compliance and risk management behaviors with regards to the Company’s
procedures.

Further to the above, the Company implements a performance appraisal method, which is based on a
set of Key Performance Indicators, developed for each business unit and its target is to promote the
healthy competition amongst personnel, analysis of weak and strong sides of each employee
performance-based and give feedback to the staff member in order to motive them to be improved.

The Key Performance Indicators cover the following:

profit before tax compared with budget
assessment of risk-adjusted return

cost development

change in customer satisfaction

compliance with internal business procedures

At the most of the times, the performance appraisal takes place in a multiyear framework in order to
ensure that the appraisal process assess employee’s long-term performance. However, sometimes the
performance appraisal is performed on medium and short-term basis, and the performance indicators
of this type of performance appraisal include quantitative as well as qualitative criteria.

The appraisal is being performed as follows:

1. Obijectives are set in the beginning of each year (depending on the department appraisal
process) defining what the Company’s functions, departments and individuals are
expected to achieve during the year and semi-annually.

2. Performance checks and feedbacks: managers provide support and feedback to the
concerned staff annually and semi-annually, during formal or informal performance
reviews; the aim is to assist the staff to develop their skills and competencies.

3. Annual performance review takes place annually. The annual performance review also
determines the level of the annual (one-off) variable Remuneration to be awarded to the
employees. The variable elements of the Remuneration depend on the annual
performance evaluation of each employee, the fulfillment of their annual performance
related targets and the annual financial performance of the Company.

7.3. Remuneration of Senior Management Personnel and Directors

The remuneration policy of the Company is intended to ensure that the Company will attract and
retain the most qualified Senior Management Personnel and Directors. As stated in Section 7.2 the
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The quantitative remuneration criteria mostly rely on numeric and financial data, such as the
Company’s performance and the individual performance evaluation and ratings of each member of
the staff whose professional activities affect the risk profile of the Company. In addition to the
quantitative criteria, the Company has put in place qualitative criteria which include compliance with
regulatory requirements and internal procedures, fair treatment of clients and client satisfaction.

Moreover, the remuneration of the Company’s non-executive directors is fixed and it is set at a level
that is market aligned and reflects the qualification and competencies required based on the
Company’s size and complexity, the responsibilities and the time that the non-executive directors are
expected to consume in order to serve the Company. The remuneration of the senior management
personnel of the Company, including Board are shown in the following table:

Table 18: Remuneration analysis split by Senior Management and key management personnel

Key Management personnel Non - Executive Directors
€ e

Fixed reward 83,312 12,000
Variable reward - -
Total 83,312 12,000
Number of

S 3 2
beneficiaries

Furthermore, companies are required to disclose the number of natural persons that are remunerated
€1mln or more per financial year, in pay brackets of € mln, including their job responsibilities, the
business area involved and the main elements of salary, bonus, long-term award and pension
contribution.

Nevertheless, currently there are no natural persons at the Company that are remunerated € 1mln or
more per financial year and as such the above disclosure is not applicable to the Company. No sign-
on payments have been awarded during 2020, while no severance payments were paid during the
year. Furthermore, aggregate remuneration analyzed by business area for the Company is presented
below:

sis by business area
Aggregate Remuneration

Table 19: Aggregate remuneration anal

Business Area

€
Control Functions 46,500
Brokerage Department 36,812
Total 83,312

*  Control functions include the Executive Directors and Compliance Officer
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