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DIRECTORS’ REPORT FOR THE YEAR ENDED 30 JUNE 2019

The directors have the pleasure of submitting their seventh annual report, which include the audited financial statements of
AgriHoldings PLC {“the Company”} as a standalone and the consolidated financial statements which include its subsidiary The Group
PLC (separately referred to as “the Bank”) {together “the Group”) for the year ended 30 June 2019.

Principal Activities

The Bank is licensed as a credit institution under the Banking Act, Cap.371. The Bank is engaged in lending to the UK agricultural
sector in the UK and providing corporate banking services in Malta. Agricultural lending is extended in the form of leases, hire
purchase agreements and secured loans. Lending is funded with deposits, whalesale funding, bonds and equity. The Bank's deposits
are covered by the Depositor Compensation Scheme of Malta. Corporate banking includes providing current accounts, payments,
foreign exchange and lending in Malta.The seventh financial peried of the Group for the year ended 30 June 2019 was a period of
investment in systems and due diligence processes for the new corporate business and consolidating the lending portfolio mainly

through an increase in lending in Malta. Mareover, the Group did reduce its cost of funding through a better deposit and current
account mix.

During the current year EUR216,000 of subordinated bonds were converted into shareholders’ advances by the UBQ. This has an
effect of increasing the Tier 1 of the Bank and reducing the Tier 2 Capital of the Bank. Post balance sheet date, Shareholders’ advances
in the Group were increased by GBP 450,350. Proceeds were used to augment the Bank’s own funds.

Performance review

Profitability

During the current year, net operating income decreased from 58% to 53% as a percentage of gross income mainly due to an

amortising lending portfolic which was not fully compensated with increased corporate banking income. An increase in staff
contributed to the increase in general administration costs of 7%.

Capitalization

The capital adequacy ratio for the Group remained healthy at 27.05% (2018: 24.98%). The Group has the ability to grow its balance
sheet based on its own funds and its type of risk weighted assets.

Liquidity
The liquidity coverage ratio and the net stability ratio remained well over 100% which represented both short term and longer-term

stability in the Bank’'s liquidity.

Asset Quality
During the current year, the Group has been dedicated to address non-performing loans. The Group is still in the process to reduce

both arrears and non-performing loans.

Principal risk and uncertainties
Credit risk

Credit risk is the risk that the counterparty to a transaction could default before the finat settlement of a financial contract. The Bank
adheres to its credit risk appetite as explained in the risk appetite framework and credit policy. The board of directors and the credit
risk committee sanctions all new lending and monitors the lending portfolio depending on their exposure.

Market risk

Market risk is the risk of loss on and off-balance sheet positions arising from adverse movements in market prices. The Group's
market risk is mainly coming from currency mismatch on balance sheet.

page 3



Operational risk

Operational risk is defined as the risk of loss resulting from inadequate or failed internal processes and systems or from external

events. The Group is continuously investing in human resources, processes and systems in order to maintain strong internal and
accounting controls.

Business & strategic risk

Business and strategic risk refers to the impact arising from adverse business decisions, improper implementation of those decisions

or lack of response to political, fiscal, regulatory, economic, cultural, market or industry changes. Business and Strategic risk was
assessed during an internal audit. Procedures are in place to mitigate identified risks

Financial risk management

The Group is made of the holding company and its subsidiary the Bank where the Group’s financial risk lies. The Group has a lending
portfolio consisting of financial lending contracts and loans valued at amortising cost. It is regularly tested for impairment. The Group
atso invested in Maltese government stocks to pledge in favour of the Depositors’ Compensation Scheme which securities have been

classified as carried at fair value through other comprehensive income. Other receivables are deemed to be recoverable at their
carrying value within the short term.

The Group’s debt funding comes from deposits and bonds which feature fixed interest periods and terms. They are carried at
amortised cost.

Results and dividends

For year ended June 2019, the Group registered a loss before tax of GBP614,729 (2018: GBP274,029), while the Company's loss
amounted to GBP26,768 (2018: GBP49,149). The loss before tax increased due to the increase in employee compensation and
benefits of GBP249,717 mainly due the corporate banking business and due to ramping up of the Risk and Compliance functions
within the Group. The loss was also due to a decline in interest receivable of GBP508,504 mainly due to the amortisation of the UK
portfalio which was not compensated in full with corporate banking fees.

The loss for the year after tax amounted to GBP714,729 (2018: GBP724,119).

No dividend is being recommended.

Post-balance sheet events

After the balance sheet date, one of the Company’s shareholders increased the amount of Shareholders” Advances by GBP450,350.
The amount was used to strengthen the capital position of the Bank.

Likely future business developments

The Group continued with its effort to expand its financial products’ offerings mainly in corporate banking and payment services to
Maltese registered corporates also to reduce its dependency on the UK Agricultural market. Moreover, the Group is currently seeking

regulatory approval for 2 new investor to acquire the Group, invest more capital in it, expand its corporate banking offering and enter
into private banking.

Board of Directors

The following directors served on the Board during the period from 1 July 2018 to date:

Dr Joseph Borg {(Non-Executive Chairman)

Mr Victor Rizzo Giusti (Non-Executive Director)

Mr Roderick Psaila (Chief Executive and Director) (resigned on 27 September 2018)
Mr Jonathan Bellizzi {Chief Executive and Director) (appointed on 25" February 2019)
Mr Paul Grech {Chief Financial Officer and Director)

Mr Frank J. Sekula Il {Non-Executive Director)
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Mr Stephen Muscat {Non-Executive Director)
Mr Mario Vella (Non-Executive Director)

Board of Directors (continued)

In accordance with the Bank's articles of association, all the directors are to remain in office.

The Group has no branches, has undertaken no research and development and holds no own shares.

Preparation of Financial Statements and Directors’ Responsibilities

The directors are required by the Companies Act (Cap.386) to prepare financial statements for each financial period in accordance
with generally accepted accounting principles and practice, which give a true and fair view of the state of affairs of the Group as at
the end of the financial period and of the results of their operations and cash flows for the period then ended. In preparing the
financial statements, the directors are required to:

- Select suitable accounting policies and then apply them consistently;
- Make judgments and estimates that are reasonable; and

= Prepare the financial statements on the going concern basis unless it is inappropriate to presume that the Company and its
subsidiaries will continue in business as a going concern.

The directors are responsible for ensuring that proper accounting records are kept which disclose with reasonable accuracy at any
time the financial position of the Company and Group and to enable them to ensure that the financial statements comply with the
Banking Act (Cap. 371) and the Companies Act (Cap. 386). This responsibility includes designing, implementing and maintaining such
internal control as the directors determine are necessary to enable the preparation of financial statements that are free from material
misstatements, whether due to fraud or error. They are also responsible for safeguarding the assets of the Bank, and hence for taking
reasonable steps for the prevention and detection of fraud and other irregularities.

After reviewing the Bank’s plans for the coming financial years, the directors are satisfied that at the time of approving the financial
statements, it is appropriate to continue adopting the going concern basis in preparing the financial statements.
Auditors

A resolution to reappoint Deloitte Audit Limited as auditor of the Company will be proposed at the forthcoming Annual General
Meeting.

Approvad by the Board of Directors, authorised for issue on the 22% October 2019 and signed on its behalf by:

A -
Dr Joseph Borg Mr Jonathan Beflizzi
Chairman Director and CEO
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CORPORATE GOVERNANCE STATEMENT OF COMPLIANCE

A.INTRODUCTION

In order for a Prospects Multi Trading Facility Company {*MTF”) to remain admitted on the exchange, the Prospects Rules issued by
the Malta Stock Exchange require that the company shall comply with, provide equivalent disclosure or explain the extent to which
it adheres to the relevant corporate governance standards, in this case Appendix 5.1 to the listing rules — The Code of Principles of
Good Corporate Governance {the “Code”), published by the Competent Authority.

The Board of Directors {the “Board”) is committed to the values of truth, transparency, honesty and integrity in all its actions. The
Board strongly believes that the Group benefits from having in place more transparent governance structures and from improved
relations with the market which enhance market integrity and confidence. The Board acknowledges that the Code recommends
principles for the Board and the Bank's management to pursue objectives that are in the interest of the Group and its shareholders.

Good corporate governance is the responsibility of the Board, and in this regard the Board has adopted a corporate decision-making
and supervisary structure that is tailored to its size, nature and operational needs.

B. COMPLIANCE WITH THE CODE

Principle 1: The Board

The Board's role and responsibility is to provide the necessary leadership, to set strategy and to exercise good oversight and
stewardship. The Board is composed of a Non-Executive Chairman, two Executive Directors and four Non-Executive Directors. This
mix of Executive and Non-Executive Directors on the Board enables the Non-Executive Directors to exercise their monitoring function
over the management and the executive arm of the Board at the level of the Board. Moreover, the fact that the Chief Executive
Officer (CEO) is also an Executive Director on the Board, enables the Board to be in receipt of timely and appropriate information in
relation to the business of the Group and Management's performance. As a result, the Board can contribute effectively to the
decision-making process, whilst at the same time exercising prudent and effective controls.

The Board delegates specific responsibilities to a number of Committees, notably the Audit Committee, the Credit Risk Committee,
and the Onboarding Committee.

Principle 2: Chairman and Chief Executive Officer (CEO)

The Bank's current organisational structure incorporates the position of a CEO. The position of the Chairman and that of the CEO are
occupied by different individuals. Their respective positions have been defined with specific roles rendering these positions

completely separate from one another. This separation of roles of the Chairman and the CEO avoids concentration of authority and
power in one Individual.

The Chairman is responsible to lead the Board and to set its agenda. The Chairman ensures that the Board’s discussions on any issue
put before it goes into adequate depth, that the opinions of all the Directors are taken into account and that all the Board’s decisions

are supported by adequate and timely information. The Chairman ensures that the CEQ develops a strategy which is agreed to by
the Board.

On the other hand, the CEOQ, besides being an Executive Director, leads the day to day operations of the Bank.
All the staff is on the Bank's books.

Principle 3: Composition of the Board

The Board considers that the size of the Board, whilst not being too large as to be unwieldy, is appropriate, considering the size of
the Group and its aperations. The combined and varied knowledge, experience and skills of the Board members provide a balance of
competences that are required and add value to the proper functioning of the Board.
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independence of Directors

During the period under review, the Board consisted of four Independent Non-Executive Directors (including the Chairman} and one
Non-Independent Non-Executive Director and two Executive Directors.

The appointment of all Directors is subject to regulatory approval.
Principles 4 and 5: The Responsibilities of the Board and Board Meetings

The Board meets approximately twice every three months, unless further meetings are required for the Board to discharge its duties
effectively. The Board discusses and decides upon matters relating to the Bank’s business.

The Board regularly reviews and evaluates corporate strategy, major operational and financial plans, risk policies, performance
objectives and business alternatives. The Board also monitors implementation and corporate performance

within the parameters of all relevant laws, regulations and codes of best business practice. The Board has a formal schedule of
matters reserved for its decision and also delegates specific responsibilities to Board Committees.

The Board ensures that it has the appropriate policies and procedures in place which guarantee that the Group and its employees

maintain the highest standards of corporate conduct, including compliance with applicable laws, regulations, business and ethical
standards.

After each Board meeting, minutes that faithfully record attendance, matters discussed and decisions taken, are prepared and
circulated to all Directors as soon as practicable after the meeting.

During the current financial year, the Board met 11 times during which meetings all members attended.
Board Committees

Cradit Risk Cornmittee

The Credit Risk Committee was set up by the Board to discuss and decide upon credit proposals. The Committee also considers credit
related issues which the Bank’s Executives may wish to escalate.

During the current financial year, the Credit Risk Committee met 16 times during which meetings all members attended.

The Audit Committee

The Audit Committee’s terms of reference include the monitoring of the financial reporting process, the effectiveness of the Bank’s
internal control, internal audit and risk management systems and the audit of the Bank’s annual and consolidated accounts. The
Audit Committee has established internal procedures and monitors these on a regular basis. The Audit Committee also scrutinizes
and approves related party transactions as per the Related Party Transaction Policy. The Audit Committee considers the materiality
and the nature of the related party transactions carried out by the Group to ensure that the arms’ length principle is adhered to at
all times. The Audit Committee is also responsible for managing the Board's relationships with the internal and external auditors.

In terms of Listing Rutes 5.117, 5.118 and 5.118A, the Audit Committee is composed of three Non-Executive and Independent
Directors and chaired by a warranted accountant.

During the current financial year, the Audit Committee met 5 times during which meetings 2l members attended.

The Onboarding Committee

The Onboarding Committee’s terms of reference include whether proposed clients for corporate accounts are within the risk appetite

of the Bank. If approved then the clients will be subject to detailed due diligence to decide ar not whether to open the corporate
account.

During the current financial year, the Onboarding Committee met 23 times during which meetings all members attended.
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RISK MANAGEMENT AND CONTROL

Overview of risk disclosures

The main risk of the Group lies with the subsidiary i.e.: the Bank. These disclosures have been prepared for the Bank in accordance
with the Pillar 3 quantitative and qualitative disclosure requirements as governed by Banking Rule 07: Publication of Annual Report
and Audited Financial Statements of Credit Institutions authorised under the Banking Act, 1994, issued by the Malta Financial Services
Authority. These disclosures will be published by the Group on an annual basis as part of the Annual Report. The Rule follows the
disclosure requirements of the EU Directive 2006/48/EC; more specifically the disclosure requirements of Chapter 5 of the Directive
{Articles 145 to 149 — Disclosures by credit institutions) and Annex X|I (Technical criteria on disclosure).

As per banking regulations, this report is not subject to an external audit, except to the extent that any disclosures are equivalent to
those made in the financial statements which adhere to international Financial Reporting Standards {IFRS) as adopted by the EU. The
Group is satisfled that internal verification procedures ensure that these additional regulatory disclosures are presented fairly.

In accordance with the Group’s Pillar 3 disclosure policy which sets out the disclosure process, verification and frequency, this report
is currently published once a year.

Risk management and control principles

Managing and controlling risk is core to The Group's risk and control principles. When in full operation, the Group's approach to risk
management and control is based on five principles:

= business management throughout the Group is accountable for all the risks assumed or incurred by their business operations
and is responsible for the continuous and active management of risk exposures to ensure that risk and return are balanced;

- an independent control process is an integral part of the Group’s structure — its goal is to provide an objective check on risk-

taking activities and to suppeort senior management in achieving appropriate alignment of the interests of all stakeholders
including shareholders, clients and employees;

- comprehensive, transparent and objective risk disclosure to senior management, the Board of Directors (BoD), sharehalders,
regulators, and other stakeholders is an essential component of the risk control process;

= earnings protection is based on limiting the scope for adverse variations in earnings and exposure to stress events — controls
are applied at the leve! of individual exposures and portfolios in each business and to risk in aggregate, across all businesses
and major risk types, relative to the Group's risk capacity. 1t specifically refers to the level of risk the Group is capable of
absorbing, based on its anticipated earnings power; and

- protection of the Group's reputation ultimately depends on the effective management and control of the risks incurred in the
course of business.

The principles are the foundation upon which the more detailed risk management and control frameworks are built. These
frameworks comgrise both qualitative elements, including policies and authorities, and quantitative components including lirits.
They are continually adapted and enhanced as the Group's business and the market environment evolve.

Risk management and control responsibilities

The Board of Directors has a strategic and supervisory function. It is responsible for the Group's fundamental approach to risk, for
approving the risk principles and for determining risk capacity and risk appetite. The Head of Risk is the executive respansible for
risk policy and its implementation and enforcement.
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The Audit Committee acts as the Risk Council of the BoD excluding Cradit Risk. In this capacity, it oversees the risk profile of the
Group on behalf of the BoD and oversees implementation of the risk management and control principles.

The Credit Risk Committee has the overall responsibility for the development, implementation and enforcement of the Group's
credit risk principles. This includes establishing risk control framewarks, formulating risk policies and determining methodologies for
measurement and assessment of credit risk. The Head of Credit is the executive responsible for credit risk policy and its
implementation and enforcement.

The Onboarding Committes has the overall responsibility for the onboarding of corporate accounts and the enforcement of the
Group's risk appetite with respect to corporate account opening.

The Chief Financia! Officer (CFO} is responsible for transparency in the financial performance of the Group and its business groups,
inctuding high-guality and timely reporting and disclosure in line with regulatory requirements, corporate governance standards and
global best practice. The CFO is responsible for implementation of the risk principles in the areas of capital management, liquidity,
funding and tax and together with the Chief Executive Officer is responsible for operational risk issues.

The Head of Risk Is responsible for implementing the risk principles in the area of compliance. Together with the Head of Risk, the
Head of Compliance is also responsible for the legal risk area.

all employees, but in particular those invalved in risk decisions, must make the protection of the Group's reputation as an overriding
concern. Responsibility for the Group's reputation cannot be delegated or syndicated.

The risk control process

Thera are five key elements in the independent risk control process that is being implemented now that the Group is in full operation:

- risk policies to implement the risk principles, reflecting the Group's risk capacity and risk appetite, and consistent with evolving
business requirements and international best practice. The Group's risk policles are principle-based, specifying minimum
requirements, high-level controls and standards, and broad authorities and responsibilities - they are never a substitute for
the exercise of sound business judgment but, rather, guide in determining actions and decisions;

- risk identification through continuous monitoring of portfolios, assessment of risks in new businesses and complex or unusual
transactions, and ongoing review of the risk profile in the light of market developments and external events;

- risk measurement using methodologies and models which are independently verified and approved;

- risk control by monitoring and enforcing compliance with risk principles, policies and limits, and with regulatory requirements;
and

- transparent risk reporting to stakeholders, and to management at all levels, on all refevant aspects of the approved risk control
framewark, including limits.

The Group is developing control processes around the establishment of new businesses, and the execution of complex or unusual
transactions. These processes involve the business, and potentially all the control functions — risk control, legal, compliance, treasury,
finance, tax and logistics, as necessary. The objective is to ensure that all critical elements are addressed across disciplines. A key

aspect is whether transactions can be dealt with in a way that will permit appropriate ongoing risk management, measurement,
control and reporting.

Senior management is tasked with compiling a dynamic Risk Register which defines, measures and discloses the probability and

impact of all risk areas separately and combined on the Group's asset and earning base, through quantitative and qualitative
calculations.

Risk categories

Business risks are the risks associated with a chosen business strategy - it is business management's responsibility to respond to
fundamental changes in the economic environment and the competitive landscape. Business risks are not subject to independent

risk control but will be factored into the Group's planning and budgeting process and the assessment of the Group's risk capacity and
overall risk exposure.
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The primary and operational risks inherent in business activities are subject to independent risk control.

Primary risks are:

- credit risk — the risk of loss resulting from the failure of a client or counterparty to meet its contractual obligations. It arises on
traditional banking products, such as loans and commitments, and on derivatives and similar transactions. A form of credit risk
also arises on securities and other obligations in tradable form. Their fair values are affected by changing expectations about
the probability of failure to meet obligations as well as actual failures. Where these instruments are held in connection with a
trading activity, the Bank controls the risk as market risk;

- operational sisk - the risk of loss resulting from inadequate or failed internal processes, people and systems, or from external
causes, whether deliberate, accidental or natural. Operational risks must be monitored, and are controlled and mitigated to
the extent possible and desirable; and

- liquidity and funding risk — the risk that the Group might be unable to meet its payment obligations when due, or to borrow
funds in the market on an unsecured or secured basis at an acceptable price to fund actual or proposed commitments.

Quantitative controls
In principle, for risks that are quantifiable, the Group will be measuring potential loss at two levels — expected loss and stress loss.

Expected loss is the loss that is expected to arise on average over time in connection with an activity. It is an inherent cost of such
activity, and must be factored into business plans. For lending instruments carried at amortised cost, expected loss is reflected

through tests of impairment and any probability of default of single borrowers and immediately provided through specific allowances.
General allowances will be provided based on past actual default rates.

Stress foss is the loss that could arise from extreme avents, typically beyond the confidence level of the statistical loss estimate, and
is normally a scenario-based measure.

Concentration controls complement portfolio risk measures. Controls are generally applied where the Group identifies that positions
in different lending portfolios are affected by changes in the same risk factor or group of correlated factors and there is the potential
for significant loss in the event of extreme but plausible adverse developments. The Group's concentration controls include credit
limits for individual clients, counterparties and counterparty groups.

“Earnings-at-risk" and "Capital-at-risk”

To complement the day-to-day operating controls, the Group has developed and will be implementing two concepts - "Earnings-at-
risk" and "“Capital-at-risk" ~ to assess aggregate risk exposure across risk types and businesses against its financial resources. These
measures assess the Group's ability to absorb the potential loss inherent in its business in the current economic cycle, across all
business lines, and from all major sources, including primary risks, operational risks and business risks.

Earnings-at-risk focuses on the Group's ability to absorb losses from current earnings, while capital-at-risk considers more extreme

losses and their potential to lead to a breach of minimum regulatory capital requiremants or, ultimately, to insolvency. Capital-at-
risk is an input to the capital management process.

Earnings-at-risk is planned to be an integral part of the risk control and is monitored by the senior management as part of the regular
risk reporting cycle. The concept reflects the Group's view that the first and primary resource to absorb losses is a firm's earnings
stream. Earnings-at-risk has three elements — risk capacity, risk exposure and risk appetite.

Risk capacity is the level of risk the Group considers itself capable of absorbing, based on its earnings power, without damage to its
dividend paying ability, its strategic plans and, ultimately, its reputation and ongoing business viability. It is based on a combination
of budgeted / forecast and historical revenues and costs, adjusted for performance-related compensation, and divideads and related
taxes.
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Risk exposure s an estimate of potential loss based on current and prospective risk limits and risk positions across major risk
categories — primary risks, operational risk and business risk. The measure builds on the statistical loss measures used in the day-to-
day operating controls as far as possible, extending their time horizons where necessary, with adjustments and supplements
determined by management to reflect known coverage gaps, measurement weaknesses and potential events, The results are
combined to reflect potential correlations between the various risk categories under the severe scenarios envisaged.

A comparison of risk exposure with risk capacity serves as a basis for determining the appropriateness of current or proposed risk

limits, and the Group's ability to pay a cash dividend out of its earnings. It is also one of the tools available to management to guide
decisions on adjustments to the risk profile.

Risk appetite is established by the BoD, who set an upper limit on aggregate risk exposure in the form of a "risk exposure ceiling". it
is appropriate that risk exposure should be less than risk capacity.

As with any model, Earnings-at-risk is heavily dependent on the many assumptions and estimates that are necessarily entailed in
determining the inputs and generating the output, not least because risk exposure includes a combination of statistical and more
judgmental elements. Measured risk exposure must be understood in this context. Risk capacity and risk exposure are, furthermore,
dynamic measures, affected significantly by the external environment which will impact, for example, correlations between risk

categories, the liguidity of the Group's positions, the potential to reduce or hedge them at reasonable prices, and the Group's funding
costs.

Capital-at-risk builds on the Earnings-at-risk concept but assesses the potential for losses to exceed earnings capacity and erode
capital. For Capital-at-risk, the analysis of risk exposure is essentially the same as for Earnings-at-risk but measured at two higher
confidence levels —the first in relation to the Group's minimum regulatory capital requirement, and the second in terms of solvency.

The Capital-at-risk measure of aggregate risk exposure is an important consideration in the assessment of capital adequacy.

Like Earnings-at-risk, Capital-at-risk relies on the day-to-day risk control measures and will potentially underestimate aggregate
expasure if these measures do not fully capture the risks.

Qualitative controls

Although measurement of risk is clearly important, quantification does not always teil the whole story, and not all risks are
quantifiable. Due diligence, sound judgment, common sense and an appreciation of a wide range of potential outcomes — including
3 willingness to challenge assumptions — are key components of a strong risk culture for both risk management and risk control.
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RISK CONCENTRATIONS

A concentration of risk exists where positions in the lending financial instruments are affected by changes in the same risk factor or
group of correlated factors, and the exposure ¢could, in the event of extreme but plausible adverse developments, result in significant
losses. The identification of risk concentrations necessarily entails judgment about potential future developments, which cannot be
predicted with certainty. in determining whether a concentration of risk exists, risk controllers consider a number of elements, both
individually and in combination including the risk reward profile of the positions. If a risk concentration is identified, it is assessed to
determine whether it should be reduced or the risk should be mitigated, and the available means to do so. Identified concentrations
are subject to increased monitoring and also to Pillar If capital allocation.

tn view of Brexit and its implication on the Bank as an institution operating in the UK jurisdiction, the board of directors is closely

following developments and has taken the first steps to diversify the bank's product offering which would not depend on the UK
market.
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CREDIT RISK

Credit risk is the risk of financial loss resuiting from failure by a client or counterparty to meet its contractual obligations to the Bank.
This can be caused by factors directly related to the counterparty, such as businass or management problems, or from failures in the
settlement process, for example on a lending transaction, where the Bank honours its obligation but the counterparty fails to deliver
the counter-value (settlement risk). Alternatively, it can be triggered by economic or political difficulties in the country in which the
counterparty is based or where it has substantial assets (country risk].

Sources of credit risk

Credit risk is inherent in fending products of the Bank namely asset financing through hire purchase and finance lease agreements
and loans. The risk control processes applied to these products are fundamentally the same, and they are valued at amortised cost.
Moreover, cash balances with other banks also carry a certain level of credit risk.

Credit risk control organization and governance

Effective credit risk control is critical to the Bank’s safety and soundness. The credit risk control framework is based on the risk
management and control principles, supported by credit policies. It has both qualitative and quantitative elements. The Bank has
established processes to ensure that risks are identified, assessed, pre-approved where necessary, and continuously monitored and
reported. Measures and limits are applied to the credit risk of individual counterparties and counterparty groups, and the quality and
diversification of portfolios and sub-portfolios are assassed, a key objective being to control risk concentrations.

The Credit Risk Committee assesses the creditworthiness of individual counterparties and the adequacy and effectiveness of any
security or credit hedges, and evaluates credit risk in portfolios, sub-portfolios and other aggregations, including country risk.

The Board of Directors had delegated to the Chief Executive Officer, and in his stead the Chairman of the Credit Risk Committee the
approval of asset financing of whaeled assets up to GBP60,000. This authority will encompass all aspects of the approval of credit risk
on moveable property collateralised deals, including settlement risk.

Credit risk control

Limits and controls

The Bank has established limits to constrain exposure to individual counterparties and counterparty groups and at portfolio and sub-
portfolio levels, wherever risk concentrations are identified, including exposure to specific industries and countries, where
appropriate.

At the level of the individual counterparty and counterparty group, the authorised officers will establish limits for all types of
exposure. Credit engagements may not be entered into without the appropriate approvals and limits.

Limits will be applied in a variety of forms to portfolios or sectors, where necessary, to restrict risk concentrations or areas of higher
risk, or to control the rate of portfolio growth. The impact of variations in default rates and asset values is assessed using stress
scenarios, considering risk concentrations. Stress loss limits will be applied to portfolios where considered necessary, including limits
on exposures. For all exposures, the credit quality and cash flow generation capacity of the counterparty over the full term of the
obligation are at the heart of the credit assessment.

Risk mitigation

The Bank exerts risk mitigation techniques for its credit portfolios. Far hire purchase financing and financial leasing, the Bank holds
{egal title to the underlying assets for which the financing has been granted. Loan to Value ratios are normally kept between 80% to
100%. For land collateralised lending deals, loan to value ratios are even less.

page 13



Reporting

An essential element of the credit risk control process is transparent and objective risk reporting. The Head of Credit will be
responsible for risk reporting covering both exposure to individual counterparties from ail products and activities, and portfolio risks.

The Head of Credit will also supply regular and ad hoc risk information to the Credit Risk Committee, the Board of Directors and
Regulators where applicable.

Credit risk measurement

Credit risk measurement is an essential component of the credit risk control framework. The measurement of credit exposure from
a loan which is fully drawn is straightforward. The assessment of portfolio risk also entails estimations of the likelihood of defaults
occurring, of the associated loss ratios if they do, and of default correlations between counterparties.

The Bank has developed tools to support the quantification of credit risk of individual counterparties, applying the three generally
accepted parameters: probability of default, foss given default and exposure at defauit.

In line with the Bank's internal governance standards and the requirements of the new regulatory capital framework {Basel iil}, the
development and maintenance of models will conform to global standards, and the models and their components will be subject to
independent verification before implementation. Models must comply with established measurement standards to ensure

consistency and allow meaningful aggregation of credit risk across all businesses, and will be reviewed and updated on an ongoing
basis.

Credit risk parameters

Three parameters will be used to measure and control individual counterparty credit risk:

- the "probability of default”, which is an estimate of the likelihood of the client or counterparty defaulting on its contractual
obligations. This probability is assessed using rating tools tailored to the various categories of counterparties. Besides their
use for credit risk measurement, ratings will be an important element in setting credit risk authorities;

- tha likely recovery ratio on the defaulted claims, which is a function of the type of counterparty and any credit mitigation
or support {such as security or guarantee), from which the "loss given default” is determined; and

- the current exposure to the counterparty and its possible future development, from which potential “exposure at default”
is derived. In measuring individual counterparty exposure against credit limits, the Bank considers the "maximum likely
exposure" measured to a high confidence level over the full life of all outstanding obligations, whereas in aggregating
exposures to different counterparties for portfolio risk measurement, the expected exposure to each counterparty at a
given time horizon (usually one year) generated by the same model is used.

These parameters will be the basis for most internal measures of credit risk.

Expected toss

Credit losses must be expectad as an inherent cost of doing business. But the occurrence of credit losses is erratic in both timing and
amount, and those that arise usually relate to transactions entered into in previous accounting periods. In order to reflect the fact
that future credit losses are implicit in today's portfolio, the Group uses the concept of "expected loss”.

Expected cradit loss is a statistically based concept which is used to estimate the annual costs that are expected to arise, on average,
from positions in the current portfolio that become impaired. The expected loss for a given credit facility is 2 function of the three
components described above - probability of default, loss given default and exposure at default. The expected loss figures for
individual counterparties are aggregated to derive the expected credit loss for the whole portfolio.

Expected loss Is the foundation of credit risk quantification in all portfolios. It is an input to the valuation or pricing of some products,
and the determinant of credit risk costs charged to the business in the management accounts, differs from the credit loss expense
reported under International Financial Reporting Standards {IFRS}). As from the current financial year, the Bank has fully adopted
adopting the Expected Credit Loss Model for accounting in accordance with IFRS 9. Expected loss is also the starting point for the
measurement of portfolio statistical loss and stress loss.
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Composition of credit risk

The measures of credit risk differ, depending on the purpose for which exposures are aggregated — financial accounting under IFRS,
determination of regulatory capital, and the Bank’s own internal management view, i.e. the way credit portfolio risk is managed.

Total gross credit exposure as at 30 June 2019 for the Bank increased to GBP 33,553,073 (2018: GBP31,508,209) inclusive of hire
purchase and finance leases financing and loans {Note 33 to Financial Statements).

Settlement risk

settlement risk arises in transactions involving exchange of value when the Bank must henour its obligation to deliver without first
being able to determine that the counter-value has been received.

Impairment and default - distressed claims

The Bank has classifications for distressed claims.

A loan carried at amortised cost is considered to be "past due” when a significant payment has been missed. it is classified as "non-
performing" where payment of interest, principal or fees is overdue by more than 90 days and there is no firm evidence that the

clairn will be settled by later payments or the liquidation of collateral; or when Insolvency proceedings have commenced against the
borrower: or when obligations have been restructured on concessionary terms,

Any claim, regardless of accounting treatment, is classified as "impaired" if the Bank considers it probable that it will suffer a loss on
that claim as a result of the obligor's inability to meet its obligations according to the contractual terms, and after realization of any
available collateral. "Obligations™ in this context include interest payments, principal repayments or other payments due.

Impairment under amortised cost valuation is recognised through the creation of an allowance or provision, which is charged to the
statements of comprehensive income as credit loss expense. Portfolios of claims carried at amortised cost with similar credit risk
characteristics are also assessed for collective impairment. A portfolio is considered impaired on a collective basis if there is objective
evidence to suggest that it contains impaired obligations but the individual impaired items cannot yet be identified.

The Bank will be reviewing individual positions for impairment only after they have been in arrears for a certain time. Thus, to cover
the time lag between the occurrence of an impairment event and its identification, collective loan loss allowances are established,

based on the expected loss measured for the portfolio over the average period between trigger events and their identification for
individual impairments.

Past due but not impaired loans

Past due but not impalred loans have suffered missed payments but are not considered impaired because the Bank expects ultimately
to collect 2ll amounts due under the contractual terms of the loans or with equivalent value.

Impaired loans, allowances and provisions

There were impaired lending agreements and both general and specific allowances for impairments were provided for as at 30 June
2019.

In general, The Bank’s practice is to treat loans and financial leases as non-performing exposuras when upcoming cash flow problems
of the clients are deduced or if such exposures have exceeded the 90 days past due on their repayments.

The Bank will execute foreciosures by taking possession and disposing of the underlying assets to which it holds as security. Coliaterals
in the form of financial assets are liquidated in the most expeditious manner and at prices considered fair. This may require that it
purchases assets for lts own account, where permitted by law, pending orderly liquidation.
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Credit loss expense

The Bank's financial statements are prepared in accordance with IFRSs, under which, credit loss expense charged to the statements
of comprehensive income in any period is the sum of net allowances based on the expected loss concept described under "Credit
risk measurement “and direct write-offs minus recoveries arising in that period.

Rating system design and estimation of credit risk parameters

Probability of default

The Bank assesses the likelihood of default of individual counterparties using rating tools tailored to the various counterparty

segments. The performance of rating tools, including their predictive power with regard to default events, is regularly validated and
model parameters are adjusted as necassary.

Loss given default

Loss given default or loss severity represents the Bank’s expectation of the extent of loss on a claim should default occur. 1t is
expressed as percentage foss per unit of exposure and typically varies by type of counterparty, type and seniority of claim, and
availability of collateral or other credit mitigation. Loss given default estimates cover loss of principal, interest and other amounts
due {including work-out costs), and also takes into account the costs of carrying the impaired position during the work-out process.

Exposure at default

Exposure at default represents the amounts the Bank expects to be owed at the time of default. For outstanding loans, the exposure
at default will be the drawn amount or face value. For loan commitments and for contingent liabilities, it includes any amount already
drawn plus the further amount which is expected to be drawn at the time of default, should it occur. This calculation is based on a

“credit conversion factor", a fixed percentage per product type derived from historical experience of drawings under commitments
by counterparties within the year prior to their default.
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OPERATIONAL RISK

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and systems, or from external causes,
whether deliberate, accidental or natural. It will be inherent in all The Bank’s activities, not only in the business the Bank conducts
but due to the fact it is a business — because the Bank is an employer, it may own and occupy property and hold assets, including
information, belonging to both the Bank, as welt as its clients. The approach to operational risk is not designed to eliminate risk per
se but, rather, to contain it within acceptable levels, as determined by senior management, and to ensure that the Bank has sufficient
information to make informed decisions about additional controls, adjustments to contrals, or other risk responses. The CEO and the
CFO share the responsibility for the independence, objectivity and effectiveness of the operational risk framewark.

Operational risk framework

Every function, whether a front-end business or a control or logistics unit, must manage the operational risks that arise from its own
activities. Because these risks are all pervasive, with a failure in one area potentially impacting many others, the Bank's framework
will be based on mutual oversight across all functions. Each area of operations will tharefore have established cross-functional
cooperation with the Risk Management unit as an integral part of its governance structure, 1o actively manage operational risk.

The foundation of the operational risk framework is the definition by all functions of their roles and responsibilities so that,
collectively, they can ensure that there is adequate segregation of duties, complete coverage of risks and clear accountability. From
this analysis, they will develop control objectives and standards to protect the Bank’s tangible and intangible assets and interests,
based on the types of operational risk events that might arise, ranging from daily reconciliation problems to potentially severa events
such as fraud. The Bank recognizes that it cannot eliminate all risks, because errors and accidents will always happen, and that even
where it is possible it is not always cost effective to do so. The Bank's internal contrel framework will differentiate potential events
depending on their likely frequency and impact. its mitigation and avoidance efforts will be focused on areas where the Bank believes
It is most exposed to savere events — including both those that are reasonably foreseeable and those that, while not predictable, are
thought to be reasonably possible. For lower impact risks the Bank will concentrate on management and monitering.

The functions will monitor compliance with their controls and assess their operating effectiveness in several ways, including self-
certification by staff, and evaluation of responses by management. The implications of internal and external audit findings and other
relevant sources of information will also be assessed.

As major operational risk events occur, the Bank will assess their causes and the implications for its control framework, whether or
not they lead to direct financial lass. This will include events affecting third parties that are relevant to the Bank’s and the Bank's
business if sufficient information is made public. It is important to use all available information to test the control framework because,

even if an internal event does not lead to a direct or indirect financial loss, it may indicate that The Bank’s standards are not being
complied with.

The totality of this information will be reviewed by functional managers to assess their operational risk exposure and the actions

needed to address specific issues. These issues will be formally captured on the risk register, which will form the basis of reporting
to the board of directors.

Operational risk measurement

The Bank will be developing a model for quantification of operational risk from the existent Basic Indicator Approach to the Standard
Approach and after a suitable track record to the Advanced Measurement Approach, which meets the regulatory capital standard
under Basel Ill Advanced Measurement Approach (AMAY). It will have two main components.

The historical component will be based on The Bank’s own internal losses and is used primarily to determine the expected lass portion
of the capital requirernent.

The scenario component of the AMA model will be used primarily to determine the unexpected loss portion of the capital
requirement. It will be based on a set of generic scenarios that represent categories of operational risks to which the Bank will be
exposed. The scenarios themselves wili be generated from an analysis of internal and external event information, the current business
environment, and The Bank's own internal control environment through comparison to the risk inventory. For each scenario, The
Bank will estimate a base case mainly derived from its own experience, a stressed case mainly derived from integrating experiences
of select peers and a worst case based on events experienced by an expanded set of peers in the financial industry. The scenarios will
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be reviewed at least annually by experts in the relevant subject matter and their risk control counterparts to ensure their validity and
may be updated based on material new information or events that occur.

The Bank does not set limits on operational risk but will report the measured risk through the standard reporting processes.

The operational risk framework is primarily qualitative rather than quantitative — financial losses and capital considerations are only
one, and not the most important, element. The Bank uses the operational risk framework as the basis for specialist internal control

assessments in areas such as legal, compliance, tax and human resources and to meet internal control-related regulatory
requirements, such as Basel Ill.



LIQUIDITY AND FUNDING RISK MANAGEMENT

Liquidity risk is the risk of being unable to raise funds to meet payment obligations when they fall due. Funding riskis the risk of being
unable, on an ongoing basis, to borrow funds in the market at an acceptable price to fund actual or proposed commitments and

thereby support the Bank's current business and desired strategy. Liquidity and funding are not the same, but they are closely related
and both are critical to a credit institution.

Liquidity must be continuously managed to ensure that the Bank can survive a crisis, whether it is a general market event, a localised
difficulty affecting a smaller number of institutions, or a problem unique to an individual firm. An institution that is unable to meet
its liabilities when they fall due may collapse, even though it is not insolvent, because it is unable to borrow on an unsecured basis,
or does not have sufficient good quality assets to borrow against or liquid assets to sell to raise immediate cash.

Liquidity approach

The Bank's approach to liquidity management is to ensure that it will always have sufficient liquidity to meet liabilities when due,
under both normal and stressed conditions, without incurring unacceptable losses or risking sustained damage to its business.

Central to the integrated framework is an assessment of all material, known and expected cash flows and the leval of high-grade

collateral that could be used to raise additional funding. It entails both careful monitoring and control of the daily liquidity position,
and regular liquidity stress testing.

The liquidity position will be assessed and managed under a variety of potential scenarios encompassing both normal and stressed
market conditions. The Bank will consider the possibility that its access to markets could be impacted by a stress event affecting some
part of its business or, in the extrerne case, if it was to suffer a period of general market uncertainty.

Liquidity management

The Bank will manage its liquidity position in order to be able to ride out a crisis without damaging the ongoing viability of its business.
This is complemented by the Bank's funding risk management which aims to achieve the optimal liability structure to finance its

businesses cost-efficiently and reliably. The long-term stability and security of the Bank's funding in turn will help protect its liquidity
position in the event of the Bank-specific crisis.

Liquidity modelling and contingency planning

The daily liquidity position — the net cumulative funding requirement for a specific day — will be projected under cautious assumptions
for each business day from the current day out to one month to produce a cumulative "cash ladder®. The short-term cash ladder is

the tool used by Treasury to manage net daily funding requirements efficiently, and monitor liquidity exposure against limits set by
the BoD.

The Bank will also be regularly assessing the impact of a liquidity crisis scenario, combining a firm-specific crisis with market disruption
and focusing on a time horizon starting with overnight and extending up to one year. This Bank-specific scenario envisages large
draw-downs on otherwise stable client deposits, an inability to renew or replace maturing unsecured funding and limited capacity to
generate liquidity from trading assets. Liquidity crisis scenario analysis will support the liquidity management pracess so that

immediate corrective measures, such as the build-up of a liquidity buffer to absorb potential sudden liquidity gaps, can be put in
place.

The starting point for stress testing analyses will be a breakdown of the contractual maturity of the Bank's assets and liabilities. Since

a liquidity crisis could have a myriad of causes, the Bank will focus on a scenario that encompasses all potential stress effects across
all markets, currencies and products.

The assessment will include the fikelihood of maturing assets and liabilities being rolled over in the Bank-specific crisis, and gauge the
extent to which the potential crisis-induced shortfall could be covered by available funding. It will also factor in potential liquidity
outflows from contingent liabilities, in particular those resulting from the drawdown of committed credit lines.

Liquidity needs may also result fram commitments and contingencies, including credit lines extended to secure the liquidity needs of
clients. The Bank will be regularly monitoring undrawn committed credit facilities and other latent liquidity risks.

Liquidity limits and controls
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While its estimated capacity to generate liquidity when required wifl naturally vary, the Bank will generally apply a constant limit
structure, which imposes a ceiling on the projected net funding requirement along the cash ladder. Limits are based on the amount
of cash the Bank believes it could raise in a firm-specific crisis.

The Bank will also be developing detailed contingency plans for liquidity crisis management, the cornerstone of which is the Bank's
access to secured funding either from the market or from the relevant central banks, coupled with the ability to turn sufficient liquid
assets into cash within a short time frame.

The liquidity contingency plan will be an integral part of the global crisis management concept, which covers all types of crisis events.
it would be implemented under a core crists team with representatives from Treasury, and from other related areas including the

functions responsible for payments and settlements, market and credit risk control, collateral and margin management, and
information technology and infrastructure.

Liquidity ratios
tn addition to the limits and controls described above, the Bank will also measure two ratios to monitor liquidity risk.

The Liquidity coverage ratio which addresses short term liquidity {one month) on 2 monthly basis. Banks will need to have sufficient
liquidity to cover all projected outflows on a stress-tested basis, and without relying on any parent bank funding.

The Net Stable Funding Ratio which aims at ensuring a sound funding structure over one year in an extended stress scenario. Assets

have to be matched, to a predetermined extent depending on their liquidity profile at a one-year horizon, with sources of funding
that can be considered stable over the same one-year horizon.

Funding

Through broad diversification of its funding sources {by market, praduct and currency), the Bank plans to create and maintain a well-
balanced portfolio of liabilities, which will generate a stable flow of financing and provide protection in the event of market

disruptions. This, together with its centralised funding management, will enable the Bank to pursue a strategy of efficlent funding of
business activities.

Funding approach

Medium- and long-term funding activities will be planned by assessing the averall funding profile of the balance sheet, taking due
account of the effective maturity of the asset base and the amount of maturing debt that will have to be replaced. The ability to
continue to fund ongoing business activities through periods of difficult market conditions is also factored in.

To ensure that a well-balanced and diversified liability structure is preserved, the asset liability role will routinely monitor the Bank's
funding status and report its findings on a monthly basis to the BoD.
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CAPITAL MANAGEMENT

In managing its capital, The Bank will consider a variety of requirements and expectations. Sufficient capital must be in place to
support current and projected business activities, according to both The Bank’s own internal assessment and the requirements of its
regulators, in particular its regulator, the Maltese Financial Services Authority (MFSA}.

Capital is also managed in order to achieve sound capital ratios that ensure that the Bank remains a well-capitalised firm in the
banking sector. This will be crucial in rataining clients’ confidence in The Bank's financial strength and also in supporting The Bank's
funding position and favourable borrowing costs in the international financial markets.

The Bank aims to maintain sound capital ratios at all times, and it therefore considers not anly the current situation but also projected
developments in both its capital base and capital requirements. The main tools by which The Bank manages the supply side of its
capita! ratios will be active management of capital instruments and dividend payments.

Capital adequacy management

Ensuring compliance with minimum regulatory capital requirements and targeted capital ratios is central to capital adequacy
management. In this ongoing process, The Bank manages Tier 1 and Total capital target ratios. In the target setting process The Bank
takes into account the regulatory minimum capital requirements and regulators’ expectations that the bank holds additional capital
above the minimum and the internal assessment of aggregate risk exposure in terms of Capital-at-risk.

Capital requirements

At 30 June 2019, The Bank was subject to regulatory guidelines based on the Basel lll framework established by the Basel Committee
on Banking Supervision ("BIS guidelines / ratios"”). The capital it is required to hold is determined by its risk-weighted assets - its
balance sheet, off-balance sheet and market risk positions, measured and risk-weighted according to criteria defined by the MF5A.
Under BIS guidelines, a financial institution's eligible capital must be at least 8% of its total risk-weighted assets.

The Bank measures on- and off-balance sheet claims according to regulatory formulas. Claims are weighted according to type of
counterparty and collateral. The least risky claims, such as claims on QECD governments and claims collateralised by cash, are
weighted at 0%, meaning that no regulatory capital support is required, while the claims deemed most risky, including unsecured
claims on both corporate and private clients, are weighted at 100%, meaning that 8% capital support is required.

Securities not held for trading are treated as claims, based on the net position in the securities of each issuer, including both actual
holdings and exposures from derivative instruments. The Bank's investments in entities which are consolidated under International
Financial Reporting Standards (IFRS) and which are not active in the field of banking and finance (including consolidated industrial
holdings) are treated for regulatory capital purposes as positions in securities not held for trading.

The Bank will inittally be controlling and reporting as per Basel lli Standardised approach of allocating capital with the intention to
develop its processes and information systems to arrive at the Internal Rating / Advanced approach in a reasonable time span
necessary.

Other assets, most notably property and equipment, and intangibles are not subject to credit or market risk, but they represent a
risk to The Bank in respect of their potential for write down and impairment and therefore require capital underpinning in accordance
with regulatory formulas.

Risk-weighted assets (BIS)

On 30 June 2019, total risk-weighted assets for The Bank were GBP21,052,223 (2018: GBP25,363,545}).
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Eligible capital

The capital available to support risk-weighted assets — eligible capital — consists of Tier 1 and Tier 2 capital. To determine eligible Tier
1 and total capital, adjustments have to be made to shareholders’ equity as defined under IFRS, most notably by deducting intangible
assets and investments in unconsolidated entities engaged in banking and finance activities.

Eligible capital is the same under BIS guidelines and MFSA regulations.

Tier 1 capital / The Bank shares

The majority of Tier 1 capital comprises share capital injected at inception of The Bank as reduced by the accumulated loss for the
year attributable to the Bank's shareholders. As of 30 June, 2019, total IFRS equity attributable to The Bank's shareholders amounted
to GBP4,155,013 (2018: GBP4,570,071), which serves as the basis for determining the regulatory eligible Tier 1 capital.

Hybrid Tier 1 capital

Hybrid Tier 1 instruments are perpetual instruments that can only be redeemed if they are called by the issuer. The payment of
interest is subject to compliance with minimum capital ratios and any payment missed is non-cumulative. As at 30 June 2019, there
were no hybrid Tier 1 instruments issued by the Bank.

On 30 June 2019, BIS Tier 1 capital of the Bank was GBP4,336,975 (2018: GBP4,811,445) reflecting primarily the capital of the Bank
at inception and accumulated losses therson.

Tier 2 capital

Tier 2 capital consists mainly of subordinated long-term debt that ranks senior to both The Bank shares and hybrid Tier 1 instruments

but is subordinated with respect to all senior obligations of The Bank. As at 30 June 2019, there were GBP1,445,658 {2018:
GBP1,675,287) Tier 2 instruments issued by The Bank.

Capital ratios
The BIS ratios compare the amount of eligible capital {in total and Tier 1) with the total of risk-weighted assets.

Future capital ratios will depend on, among other factors, developments in financial markets and their impact on profit and loss,
valuations and capital requirements for market risk; the development of the credit quality of The Bank's obligors and counterparties;
future issuances of capital instruments; capital requirements for operational risk; and future changes in the regulatory frameworks.
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REMUNERATION POLICY

During the current period, The Bank has been developing its Remuneration Policy which is based on the following principles:

- Clarity and transparency for all stakeholders;
- Adherence to The Bank's long-term objectives with reference to the relevant level of risk involved in attaining these goals;
- Malntaining a reasonable proportion between the fixed and variable part of the remuneration package;

- The review of the annual staff remuneration considers The Bank's results, performance, as well as local markets trends in
the financial sector and individual performance in view of the risk level involved in the long term; and

- Market data is considered and target remuneration brackats per job position are set in view of level of expertise, years in
the position, attraction of talent and high performers.

The remunearation paid during the current period to the executive directors of AgriBank, whose actions have a material impact on
the risk profile of the Bank was GBP211,583 (2018: GBP184,535). Directors’ fees paid to non-executive directors during the period
for the Bank were GBP97,055 (2018: GBP78,793).
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INTERNAL AUDIT

During the financial year ended 30 June 2019, the Bank continued its internal audit programme which is outsourced to an
independent professional services firm. The internal audit supports the Bank's Audit Committee by independently assessing the
effectiveness of the Bank's system of internal controls and compliance with statutory, legal and regulatary requirements. The Audit
Committee approves the internal auditors’ audit programmes, analyses and reviews the audit findings and follows up on
implementation of changes and improvemeants in controls and procedures as a result of the internal auditors’ findings. Accordingly,

all key issues raised by internal audit will be communicated through the Audit Committee to the management responsible from the
risk and control area.

Internal audit has unrestricted access to all accounts, books and records and will be provided with all information and data needed

to fulfil its duties. Coordination and close cooperation with the external auditors will be important to enhance the efficiency of the
internal auditor’s work.

Four internal audit reports have been approved up till the end of year date.
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SHARES AND CAPITAL INSTRUMENTS

Shares

AgriBank shares and Tier 1 capital

The majority of Tier 1 capital comprises ardinary share capital attributed to AgriBank shareholders. As at 30 June 2019, total equity
as reported in the financial statements attributable to AgriBank amounted to GBP4,155,013 (2018: GBP4,570,071). This serves as the
basis for determining the regulatory eligtble Tier 1 capital, and was represented by a total of GBP6,609,259 (2018: GBP6,500,000}
issued The Group shares and shareholders’ advances and an accumulated loss of GBP2,788,655 (2018: GBP2,014,543) and non-
distributable reservas of GBP254,407 (2018: GBP84,613) for The Group. Each outstanding share has a par value of GBP 1 and entitles
the holder to one vote at the sharehaolders' meeting and to receive a proportionate share of the dividend that is distributed. There
are no preferential rights for individual shareholders 2nd no other classes of shares are issued by the Bank directly.

1t was during the year ended 30 June 2013 that all the 6,500,000 Ordinary Shares were issued at GBP1 each.

Capital Instruments

Hybrid Tier 1 capital

Hybrid Tier 1 instruments are perpetual instruments which can only be redeemed if they are called by the issuer. If such a call is not
exercised at the respective call date, the terms might include a change from fixed to floating coupon payments and, in the case of
innovative instruments only, a limited step-up of the interest rate. Non-innovative instruments do not have a step-up of the interest
rate and are therefore viewed as having a higher equity characteristic for regulatory capital purposes. The instruments are issued
either through trusts or subsidiaries of The Group and rank senior to The Group shares in dissolution. Payments under the instruments
are subject to the adherence to minimal capital ratios by The Group. Any payment missed is non-cumulative.

As at 30 June 2019, The Group had not issued any hybrid instruments.

Tier 2 capital

During the year ended 20 June 2019, The Group had GBP1,505,968 {2018: GBP1,675,287) of Subordinated debt in issue at par value
of GBP 1 which instrument qualifies as Tier 2. During the current year 189,259 bonds were redeemed at nil value. The amount of
subordinated debt which qualifies as Tier 2 is equivalent to GBP 1,445,658 (2018: GBP1,675,287).

Distributions to shareholders

From its inception up till year end, The Group never paid any dividend to shareholders registered as of the date of the AGM (the
record date) due to accumulated losses registered.

The level of the dividend is dependent on The Group's targeted capital ratios and the cash flow generation of The Group.
The decision on dividend payments falls under the AGM's authority and is subject to shareholder approval.

Total distributions in 2019

For the period ended 30 June 2019, the Board of Directors proposes that no dividend shall be paid to the shareholders i.e. the parent
company of the Bank.

Cash dividend payments are deducted from the Bank's net profits and retained earnings, which are some of the major components

of the Bank's core (Tier 1) capital. In contrast, by issuing new shares in lieu of a dividend cash payment, the level of The Group's (Tier
1) capital base is maintained.
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SHARE REGISTER INFORMATION

Directors’ diract or indirect interest in the share capital of the company as at 30 June 2019 and 2018:

None

As at 30 June 2019, the Company’s issued share capital was held by 3 shareholders. The share capital of the Company consists of one

class of ordinary "A" shares with equal voting rights and one class of ordinary “B” shares with no voting rights and no entitlement to
dividends.

Shareholders holding 5% or more of the equity capital consist of:

30 June 2019 30 June 2018
Number of shares % of shares Number of % of shares
Shareholder held shares held
Trams of Malta Limited 40,000 49.99 40,000 49,99
Westmoreland Investments LTD 32,800 40.99 40,000 49.99
Sun Fin Limited 7,200 9.00 - -

There were no further changes in shareholders’ holding of 5% or more of the equity share capital until 22™ October 2019, the date
these financial statements were approved.

Company Secretary

Dr. Desiree Cassar

Registered Address

Level 1, SkyParks Business Centre
Malta international Airport
Luga LOA 4000, Malta

Tel +357 2092 6000
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STATEMENTS OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME FOR THE YEAR ENDED 30 JUNE
2019

Note
The Group The Company
Year from Year from Year from Year from
1Jul 2018 1 1ul 2017 1Jul 2018 1Jul 2017
to to to to
30 Jun 2019 30Jun 2018 30 Jun 2019 30 Jun 2018
GBP GBRP GBP GBP
Revenue
Interest income 2 1,293,461 1,817,657 76,804 41,169
Interest expense 3 (592,614} {599,226} (94,619) (55,827)
Net interest income 700,847 1,218,431 (17,815} {14,658)
Fee and commission income 333,963 238,987 153,027 128,328
Fee and commission expense {171,084) {257,394) (7,593) (38,828)
Net fee and commission expense 4 162,879 18,407 145,434 89,430
Net operating income before net impairment losses 863,726 1,200,024 127,619 74,772
Net impairment losses 7 (47,789) (152,599) - -
Net operating income 815,937 1,047,425 127,619 74,772
Employee compensation and benefits 5 853,938 604,221 -
General administrative expenses 6 471,543 630,880 114,193 86,987
Amortisation of intangible assets 13 55,203 42,203 40,195 36,924
Depreciation of property, plant and equipment 14 49,982 44,150 - -
Total expense 1,430,666 1,321,454 154,388 123,921
Loss before tax 8 {614,729) {274,029} (26,769) (49,149)
Reversa! of deferred tax asset 9 (100,000} (450,090) - -
Loss for the year {714,729) (724,119) {26,769) (49,145}
Other comprehensive income
Items that may be reclassified subsequently to
profit or loss
Net gain on debt investments measures at FVTOCI 29 111,081 - - -
Other comprehensive income for the year, net of
tax 111,081

Other comprehensive loss for the year (603,648} {724,119) {26,769) {49,145)
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STATEMENTS OF FINANCIAL POSITION AS AT 30 JUNE 2019

Motes
The Group The Company
2019 2018 2019 2018
GBP GBP GBP GBP
Assets
Balance with Central Bank of Malta, 10
and cash and cash equivalents 15,557,537 10,533,469 7424 7,587
Investments measured at amortised
costs (2018: Held to maturity
investments) 11 179,445 178,537 - -
Fair value through other
comprehensive income investments 12 1,009,700 - - -
Finance lease receivable 13 9,869,949 11,815,721 . r
Loans to customers 14 5,156,662 7,149,700 . =
Investment in subsidiary 18 = - 6,500,000 6,500,000
Investment in subordinated debt - - 1,505,968 1,675,287
intangible assets 15 359,536 353,894 296,526 336,721
Property, plant and equipment 16 148,931 173,321 . g
Deferred tax 17 . 100,000 - -
Assets held for realisation 36 115,033 - - -
Other assets 19 400,676 359,461 42,281 95,466
Prepayments and accrued income 20 213,175 376,808 135,653 56,985
Total assets 33,010,644 31,040,911 8,487,852 8,672,046
Liabilities
Amounts owed to banks 21 - 529,038 - -
Amounts owed to customers 22 25,810,478 22,592,634 = :
Debt securities in issue 23 2,035,396 2,583,460 1,595,396 1,763,460
Other liabilities 24 141,575 38,586 510,821 579,054
Accruals 25 868,182 726,722 126,608 47,736
Total liabilities 28,855,631 26,470,840 2,232,825 2,390,250
Equity
Share capital 26 80,001 80,001 80,001 80,001
Shareholders’ advances 27 6,609,259 6,420,000 6,420,000 6,420,000
General banking risk reserve 28 143,326 84,613 - -
Fair Value Reserve 29 111,081 - - -
Accumulated losses
{2,788,654) (2,014,543) (244,974) {218,205)
Total equity 4,155,013 4,570,071 6,255,027 6,281,796
Total liabilities and equity 33,010,644 31,040,911 8,487,852 8,672,045
Memorandum items
Total commitments 30 20,625 60,827 - -

The official middle rate of exchange issued by the European Central Bank between GBP and EUR as at 30 June 2019 was EUR:GBP
0.8943 (2018: EUR:GBP 0.8817}. The notes on pages 31 to 72 are an integral part of these financial statements.

The financial statements on pages 27 to 72 were approved by the Board of Directors on 22 October 2019 and signed on its behalf

Dr Joseph Borg — Mr Jonathan Bellizzi.__
Chairman Director and CEQ
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STATEMENTS OF CHANGES IN EQUITY FOR THE YEAR ENDED 30 JUNE 2019

Share General Fair value
Capital and Accumulated banking risk resarve
The Group Advances losses reserve Total
GBP GBP GBP GBP GBP
At 1july 2017
Prior year movement due to tax element of
dividend income 6,500,001 (1,220,318} 14,507 - 5,294,190
Transfer to general banking risk reserve - {70,106) 70,106 - -
Loss for the year / total comprehensive loss for
the year - {724,119) - - {724,119)
6,500,001 (2,014,543 84,613 - 4,570,071
Adjustment on initial application of IFRS 9 {669) - - (669)
At 1 July 2018 6,500,001 (2,015,212} 84,613 - 4,570,071
Increase in shareholders’ advances 189,259 - . - 189,259
Transfer to general banking risk reserve - (58,713} 58,713 - -
Loss for the year
- {714,729) - - (714,729)
Other comprehensive income for the year g 111,08t - - 111,081
- {603,648) - - (603,648)
Transfer from fair value reserve - (111,081} - 111,081 -
At 30 June 2019 6,689,260 {2,788,654) 143,326 111,081 4,155,013
General
Accumulated banking risk Fair value
The Company Share capital losses reserve raserve Total
GBP GBP GBP GBP GBP
At 1 ]July 2017 6,500,001 {169,057} - - 6,330,946
total
Loss for the year / total : (49,149) . . (49,149)
comprehensive loss for the year
At 1luly 2018 6,500,001 (218,206} - - 6,281,795
tal
Loss for the \'fearl tota - (26,768) . . (26.768)
comprehensive loss for the year
At 30 June 2019 6,500,001 (244,974} s = 6,255,027
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STATEMENTS OF CASH FLOWS FOR THE YEAR ENDED 30 JUNE 2019

Note
The Group The Company
Year from 1 Year from 1 Year from
Jul 2018 Jul 2017 1 Jul 2018 Year from
To to to 1Jul2017 to
30 Jun 2019 30 Jun 2018 30 Jun 2019 301un2018
GBP GBapP GBP GBP
Cash flows from / [used in) operating
activities
Interest and commission received 1,896,285 2,042,680 25,794 37,874
Interest and commiission paid {1,252,208) (2,041,972 {94,022) {76,494)
Cash payments to employeas and
suppliers {875,836} {233,751) {5,227} 27,969
Cash flows (used in})/from operating
activities before changes in operating
assets and liabilities (231,759) (233,043} {73,455} (10,651}
Mavement in finance lease and
loans receivable 3,896,766 (664,702) -
Movement in amounts owed to banks and
to customers 2,544,549 5,947,785 -
Net cash from [ (used in) operating
activities 6,209,556 5,050,044 {73,455) {10,651}
Cash flows used in investing activities
Purchase of property plant and equipment {25,591) {119,711} 5 .
Purchase of intangible assets {60,846) {87,292) . (72,177}
Investment in subordinated bonds - (1,723,793) - {1,723,793)
Movement in investment assets and
assets held for sale (1,120,701} (28,972) 2,181 41,877
Acquisition of securities e - -
Net cash used in investing activities (1,207,138) {1,959,768) 2,181 (1,754,093)
Cash flows from / {used in} from
financing activities
Amount {paid to) / received from
subsidiary company - - 71,111 909
Proceeds from issue of bonds 3 1,763,460 5 1,763,460
Proceeds from issue of subordinated
liabilities - 1,476,430 - -
Amounts pledged to Depositors’
Compensation Scheme - {30,451} - -
Net cash from financing activities A 3,209,439 71,111 1,764,369
Movement in cash and cash equivalents 5,002,418 6,299,715 (162) {375)
Cash and cash equivalents at the
beginning of the year 9,012,331 2,712,616 7,587 7,962
Cash and cash equivalents at the end of
the year 10 14,014,749 9,012,331 7,424 7,587
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