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Directors’ report

The directors present their repert and the audited financial statements for the year ended 31 December
2016.

Principal activity

The Company's principal activity is to hold immovable properties, raise financing from capital markets and
to finance the Gasan Group's operations and its capital projects.

Review of the business
Performance

Revenue during the financial year amounted to €3,453,593 (2015: €3,856,927). This was generated from
interest receivable on bills of exchange, interest charged to group companies on outstanding balances
and rental income. Interest expense amounted to €1,251,938 (2015: €1,379,523). Administrative
expenses amounted to €327,897 (2015 €356,724).

The profit for the year before taxation amounted to €1,873,758 (2015: €2,120,680). After deducting
taxation, profit for the year amounted to €1,331,805 {2015: €2,173,895).

In 2015, the lower tax charge for the year was due to a reduction in deferred tax liability as a result of a
change in tax rates applicable on the sale of immovable property as anncunced in the Budget issued by
the Minister of Finance, and enacted on 30 April 2015 (see note 9).

Financial position

As at 31st December 2016, the Company’s total asset base amounted to €56,346,165, a decrease of
€3,286,566 from the previous year. This decrease was mainly related to trade and other receivables
which decreased from €26,232,731 to €22,874,241 due to amounts advanced by the parent company
during the vyear for funding activities. The decrease in non-current borrowings from €28,527,480 to
€24,757,940 arose as a result of the repayment in full of the bank loan.

Total equity increased by €1,331,805 to €27,915,313, reflecting the retained profit for the year.
Risk assessment

The Company is exposed to risks inherent to the business environment in which it operates. These risks
can be summarised into 3 categories:

(i) Strategic risk

This risk is determined by board decisions relating to the activities and direction of the Company. These
are the holding of immowvable properties and the provision of financing requirements for the Gasan
Group’s operations. The directors believe that the strategic risk of the Company is being effectively
controlled through the selection of properties for investment and the financial strength of the Gasan Group
of Companies.
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Directors’ report - continued

Review of the business - continued

(i) Operational risk

The Company’s operational risk is inherent to the environment in which it cperates. The main operational
risks that the Company is currently exposed to are:

- The current commercial rental market prevalent in Malta, which in the opinion of the directors allows
the Company to obtain rental rates that yield 5% on the carrying values of the properties;

- The [ocation of its immoveable property, with both properties currently experiencing a regeneration in
the immediate vicinity due to projects being undertaken that are likely to have a positive knock-on
effect on the respective property values in the medium to long term;

- The extent of the lease terms currently in place, which the directors deem to be adequate and which
are summarised in note 19 to the financial statements.

Hence the directors consider that the current operaticnal risk of the Company to be relatively low.

(i) Financial risk

The Company's activities potentially expose it to a variety of financial risks, namely market risk (including
cash flow interest rate risk), credit risk and liquidity risk. A detailed analysis of the Company’s financial risk
is disclosed in note 2 to the financial statements.

Results and dividends

The statement of comprehensive income is set out on page 15. The directors do not propose the
payment of a dividend {2015: €nil).

Directors
The directors of the Company who held office during the year were:

Joseph A. Gasan

Michael Soler

Mark Gasan

Roderick E. D. Chalmers

Anthony R. Curmi

lan Sultana (appointed 31 December 2016)
Juan de Battista (resigned 31 December 2016)

The Company’s Articles of Association do not require any director to retire,

On 23 February 2017, Etienne Borg Cardona was appointed to the board of directors.

Statement of directors’ responsibilities for the financial statements

The directors are required by the Maltese Companies Act (Cap. 386) to prepare financial statements that

give a true and fair view of the state of affairs of the Company as at the end of each reporting period and
of the profit or loss for that period.
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Corporate governance - Statement of compliance -
Introduction

Pursuant to the requirements of the Listing Rules issued by the Listing Authority of the Malta Financial
Services Authority, Gasan Finance Company p.l.c. (the “Company™ hereby reports on how it has
complied with the “Code of Principles of Good Corporate Governance” (the “Code”) appended to Chapter
5 of the Listing Rules.

It is relevant to note in this context that the Company has issued bonds to the public and accordingly the
Company's rules of governance reflect the Company’s size and the type of transactions involved. The
Company does not have any direct employees, with required services being provided by others within the
Gasan Group of Companies. Consequently, some of the measures referred to in the Principles are not
applicable, whilst others are only applicable to a limited extent.

Board of directors

The Company’s Memearandum and Aricles of Association provide that the board of directors shall consist
of not less than four and not more than seven directors. All the directors are appeinted by the holders of
the ordinary shares by a simple majority and at least one of the directors so appointed should be a person
unconnected with the Gasan Group of Companies. As at the date of this Statement the members of the
board, two of whom (Anthony R. Curmi and Etienne Borg Cardona) are unconnected with the Gasan
Group of Companies, are as follows:

Joseph A. Gasan Chairman

Mark Gasan Executive director

lan Sultana Managing director
Michael Soler Non-executive director
Antheny R. Curmi Non-executive director
Roderick E.D. Chalmers Non-executive director
Etienne Borg Cardona Non-executive director

Meetings of the board are held as frequently as considered necessary. The board members are notified
of forthcoming meetings by the Company Secretary with the issue of an agenda and supporting
documents as necessary. During the financial year two board meetings were held.

The board is responsible for the Company’s strategy and decisions with respect to the issue and
redemption of its bonds and for monitoring that its operations are in conformity with its Prospectus and all
relevant laws and regulations. The board is also responsible for ensuring that the Company installs and
operates effective internal control and management information systems and that it communicates
effectively with the market.

The board has delegated authority and accountability for the Company’s day-to-day operations to its
board of directors. Both the Managing Director and Financial Controller are employees of a member
company of the Gasan Group of Companies.

Internal control

Gasan Finance Company p.l.c. is a fully owned subsidiary of Gasan Group Limited. In previous years, the
latter company had established an Audit Committee that extended its function to include Gasan Finance
Company p.l.c. Inter alia, the Committee had been requested to regularly monitor that the Company's
internal controls are appropriate and effective. The board of Gasan Group Limited, which includes non-
shareholders and non-executive members, reviews the ongoing operations and financial results of the
Company on a monthly basis.
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Statement of comprehensive income

Year ended 31 December

Notes 2016 2015

€ €

Revenue 12 3,453,593 3,856,927
Interest payable 13 (1,251,5938) (1,379,523)
Gross profit 2,201,655 2,477,404
Administrative expenses 14 (327,897}  (356,724)
Profit before tax 1,873,768 2,120,680
Tax (expense)/credit 15 (541,953) 53,215
Profit for the year — total comprehensive income 1,331,806 2,173,895
Earnings per share 17 0.95 1.55

The notes on pages 18 to 36 are an integral part of these financial statements,
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Statement of changes in equity

Share Other Retained Total
capital reserve earnings equity
€ € € €
Balance as at 1 January 2015 3,500,000 13,942,403 6,967,210 24,409,613
Comprehensive income
Profit for the year - - 2,173,895 2,173,895
Other comprehensive income
Investment property
- impact of changes to deferred
tax rates - 668,000 (668,000} -
Total comprehensive income - 668,000 1,505,895 2,173,895
Balance at 31 December 2015 3,500,000 14,610,403 8,473,105 26,583,508
Balance as at 1 January 2016 3,500,000 14,610,403 8,473,105 26,583,508
Comprehensive income
Profit for the year - - 1,331,805 1,331,805
Other comprehensive income
Investment property
- deferred tax movement for the
year - 7,192 (7,192) -
Total comprehensive income - 7,182 1,324,613 1,331,805
Balance at 31 December 2016 3,500,000 14,617,595 9,797,718 27,915,313

The notes on pages 18 to 36 are an integral part of these financial statements.
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Statement of cash flows

Year ended 31 December

Notes 2016 2015
€ €
Cash flows from operating activities
Cash generated from operations 18 6,688,665 3,156,357
Interest paid (1,263,055) (1,428,302)
Tax paid (734,854)  (959,355)
Net cash generated from operating activities 4,690,756 768,700
Cash flows from investing activities
Additions of investment property (71,924) -
Net cash used In investing activities (71,924) -
Cash flows from financing activities
Redemption of bond 10 (7,000) -
Repayment of bank loan 10 (4,611,832) (768,700)
Net cash used in financing activities (4,618,832) (768,700)
Net movement in cash and cash equivalents - -
Cash and cash equivalents at beginning of year - -
Cash and cash equivalents at end of year 6 - -

The notes on pages 18 to 36 are an integral part of these financial statements.
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Notes to the financial statements

1.

Summary of significant accounting policies

The principal accounting policies applied in the preparation of these financial statements are set out
below. These policies have been consistently applied to all the years presented, unless otherwise
stated.

1.1 Basis of preparation

These financial statements have been prepared in accordance with the requirements of
International Financial Reporting Standards (IFRSs) as adopted by the EU and with the
requirements of the Maltese Companies Act (Cap. 386). They have been prepared under the
historical cost convention, except as modified by the fair valuation of investment property.

The preparation of financial statements in conformity with IFRSs as adopted by the EU requires the
use of certain accounting estimates. It also requires directors to exercise their judgment in the
process of applying the Company’s accounting policies (see note 3 — Critical accounting estimates
and judgments).

Standards, interpretations and amendments to published standards effective in 2016

In 2016, the Company adopted new standards, amendments and interpretations to existing
standards that are mandatory for the Company’s accounting period beginning on 1 January 2016.
The adoption of these revisions to the requirements of IFRSs as adopted by the EU did not result in
substantial changes to the Company’s accounting policies.

Standards, interpretations and amendments to published standards that are not yet effective

Certain new standards, amendments and interpretations to existing standards have been published
by the date of authorisation for issue of these financial statements that are mandatory for the
Company’s accounting periods beginning after 1 January 2016. The Company has not early
adopted these revisions to the requirements of IFRSs as adopted by the EU and the Company's
directors are of the opinion that there are no requirements that will have a possible significant
impact on the Company’s financial statements in the period of initial application.

IFRS 9, ‘Financial instruments’, addresses the c¢lassification and measurement of financial assets,
and replaces the multiple classification and measurement models in |AS 39 with a single model that
has only two classification categories: amortised cost and fair value. Classification under IFRS 9 is
driven by the reporting entity's business model for managing the financial assets and the
contractual characteristics of the financial assets. IFRS 9, ‘Financial instruments’, also addresses
the classification and measurement of financial liabilities, and retains the majority of the
requirements in IAS 39 in relation to financial liabilites. The Company is considering the
implications of the standard and Its impact on the Company’s financial results and position, together
with the timing of its adoption taking cognisance of the endorsement process by the European
Commission, and will also consider the impact of the remaining phase of IFRS 9 when completed.

1.2 Segment reporting

Operating segments are reported in a manner consistent with the Internal reporting provided to the
chief operating decision-maker. The chief operating decision-maker, who is responsible for
allocating resources and assessing performance of the operating segments has been identified as
the board of directors that makes strategic decisions. The board of directors considers the
Company to be made up of one segment, that is raising financial resources from capital markets to
finance the operations and capital projects of the Company and the Gasan Group. All the
Company's revenue and expenses are generated in Malta and revenue is mainly earned from other
companies forming part of the Gasan Group.
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Summary of significant accounting policies- continued
1.3 Foreign currency translation
Functional and presentation currency

ltems included in these financial statements are measured using the currency of the primary
economic environment in which the entity operates (‘the functional currency’). The euro is the
Company's functional and presentation currency.

14  Investment property .

Investment property, comprising commercial premises including offices, shops and showrooms, is
held for long term rental yields or for capital appreciation or both and which is not occupied by the
Company is classified as investment property. Investment property comprises land and building
and is measured initially at its cost, including related transaction costs. After initial recognition,
investment property is carried at fair value. Fair value Is based on active market prices, adjusted, if
necessary, for any difference in the nature, location or condition of the specific asset. If this
information is not available, the Company uses alternative valuation methods such as recent prices
on less active markets or discounted cash flow projections. These valuations are reviewed annually
by the directors. Investment property being redeveloped for continuing use as investment property
or for which the market has become less active continues to be measured at fair value. The fair
value of investment property reflects, among other things, rental income from current leases and
assumptions about rental income from future leases in the light of current market conditions.

Subsequent expenditure is charged to the asset's carrying amount only when it is probable that
future economic benefits associated with the item will flow to the Company and the cost of the item
can be measured reliably. All other repairs and maintenance costs are charged to the statement of
comprehensive income during the financial period in which they are incurred.

Changes in fair values are recorded in the profit or loss for the year and then transferred to “Other
reserve” through the statement of changes in equity.

1.5 Impairment of non-financial assets

Assets that have an indefinite useful life, are not subject to amortisation and are tested annually for
impairment. Assets that are subject to amortisation are reviewed for impairment whenever events
or changes in circumstances indicate that the carrying amount may not be recoverable. An
impairment loss is recognised for the amount by which the asset’'s carrying amount exceeds its
recoverable amount. The recoverable amount is the higher of an asset's fair value less costs to sell
and value in use. For the purposes of assessing impairment, assets are grouped at the lowest
levels for which there are separately identifiable cash flows (cash-generating units). Non-financial
assets, other than goodwill, that suffered an impairment are reviewed for possible reversal of the
impairment at the end of each reporting period.

1.6 Financial assets

1.6.1 Classification

The Company classifies its financial assets (other than investments in associates and in
subsidiaries) in the following categories: available-for-sale, fair value through profit or loss and loans

and receivables. The classification depends on the purpose for which the financial assets were
acquired. Management determines the classification of its financial assets at initial recognition.
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Summary of significant accounting policies - continued
1.6 Financial assets - continued

1.6.1 Classification - continued

(a) Available-for-sale financial assefs

Available-for-sale financial assets are non-derivatives that are either designated in this category or
not classified in any of the other categories. Investments intended to be held for an indefinite period
of time, which may be sold in response to needs for liguidity or changes in interest rates, exchange
rates or equity prices are classified as available-for-sale assets. They are included in non-current
assets unless the asset matures or management intends to dispose of it within twelve months from
the end of the reporting period.

{b) Financial assets at fair value through profit or loss

Management determines the appropriate classification of its investments at initial recognition and
re-evaluates such designation at every reporting date.

Financial assets at fair value through profit or loss are financial assets held for trading. A financiai
asset is designated in this category if acquired principally for the purpose of selling in the short term
or if so designated by management.

Assets in this category are classified as current assets if they are either held for trading or are
expected to be realised within 12 months of the reporting date.

All purchases and sales of investments are recognised on the trade date, which is the date that the
Company commits to purchase and sell the asset. Investments are initially recognised at fair value
plus transaction costs for all financial assets not carried at fair value through profit or loss.
Investments are derecognised when the rights to recelve cash flows from the investments have
expired or have been transferred and the Company has transferred substantially all risks and
rewards of ownership. Financial assets at fair value through profit or loss are subsequently carried
at fair value. Realised and unrealised gains and losses arising from changes in fair value of the
financial assets at fair value through profit or loss’ category are included in the profit or loss in the
period in which they arise. The fair values of quoted investments are based on current bid prices.

The Company assesses at each reporting date whether there is objective evidence that a financial
assets or a group of financial assets is impaired (note 1.6.3).

On disposal, the difference between the net disposal proceeds and the carrying amount is included
in the net profit or loss for the period.

Gains or losses arising from changes in the fair value of the ‘financial assets at fair value through
profit or loss’ category are presented in the profit or loss within ‘investment income’ in the period in
which they arise. Dividend income from financial assets at fair value through profit or loss is
recognised in the profit or loss as part of investment income when the Company’s right to receive
payments is established.

{c) Loans and receivables

Loans and receivables are non-derivative financia! assets with fixed or determinable payments that
are not quoted in an active market. They arise when the Company provides money, goods or
services directly to a debtor with no intention of trading the asset. The Company’s loans and
recelvables include trade and other receivables and cash and cash equivalents in the statement of
financial position {notes 1.8 and 1.9).
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Summary of significant accounting pelicies - continued
1.6 Financial assets - continued
1.5.2 Recognition and measurement

The Company recognises a financial asset in its statement of financial position when it becomes a
party to the contractual provision cf the instrument. Regular way purchases and sales of financial
assets are recognised on settiement date, which is the date on which an asset is delivered to or by
the Company. Any change in fair value for the asset to be received is recognised between the
trade date and settlement date in respect of assets which are carried at fair value in accordance
with the measurement rules applicable to the respective financial assets.

Financial assets are initially recognised at fair value plus transaction costs, Available-for-sale
financial assets are subsequently carried at fair value. Loans and receivables are subseguently
carried at amortised cost using the effective interest methed, less any provision for impairment.
Amortised cost is the initial measurement amount adjusted for the amortisation of any difference
between the initial 2nd maturity amounts using the effective interest method.

Financial assets are derecognised when the rights to receive cash flows from the financial assets
have been expired or have been transferred and the Company has transferred substantially all risks
and rewards

Changes in the fair value ¢f monetary securities denominated in a foreign currency and classified
as available-for-sale are analysed between translation differences resulting from changes in
amortised cost of the security and other changes in the carrying amount of the security. The
translation differences on monetary securities are recognised in profit or loss; translation
differences on non-monetary securities are recognised in other comprehensive income. The other
changes in the fair value of monetary and non-monetary securities classified as available-for-sale
are recognised in other comprehensive income directly in equity.

When securities classified as available-for-sale are sold or impaired, the accumulated fair value
adjustments recognised in equity are included in profit or loss within ‘investment and other related
income’,

(a) Assels carried at amortised cost

Fer financial assets carried at amortised cost, the amount of the loss is measured as the difference
between the asset’s carrying amount and the present value of estimated future cash flows
(excluding future credit losses that have not been incurred) discounted at the financial asset's
original effective interest rate. The asset's carrying amount is reduced and the amount of the loss
is recognised in profit or loss. If, in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an event occurring after the impairment
was recognised (such as an improvement in the debtor's credit rating), the reversal of the
previously recognised impairment loss is recognised in profit or loss.

{b) Assets classifiedf as available-for-sale

For debt securities, the Company uses the criteria referred to in (a) above. In the case of equity
securities classified as available-for-sale, a significant or prolonged decline in the fair value of the
security below its cost is considered an indicator that the securities are impaired. If objective
evidence of impairment exists for available-for-sale financial assets, the cumulative loss - measured
as the difference between the acquisition cost and the current fair value, less any impairment loss
on that financial asset previously recognised in profit or loss - is reclassified from equity to profit or
loss as a reclassification adjustment. Impairment losses recognised in profit or loss on equity
instruments are not reversed through profit or loss.
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Summary of significant accounting policies - continued
1.6  Financial assets — continued
1.6.3 Impairment

The Company assesses at the end of each reporting period whether there is objective evidence
that a financial asset or a 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. The Company first
assesses whether objective evidence of impairment exists. The criteria that the Company uses to
determine that there is objective evidence of an impairment loss include:

« significant financial difficulty of the issuer or obligor;
» abreach of contract, such as a default or delinquency in interest or principal payments;
» it becomes probahle that the borrower will enter bankruptcy or other financial reorganisation.

1.7 Bills of exchange
Bills of exchange are acquired at an amount based on the discounted face value.
1.8 Trade and other receivables

Trade receivables comprise amounts due from customers for services rendered in the ordinary
course of business. If collection is expected in one year or less (or in the normal operating cycle of
the business if longer), they are classified as current assets. If not, they are presented as non-
current assets.

Trade and other receivables are recognised initially at fair value and subsequently measured at
amortised cost using the effective interest method, less provision for impairment. A provision for
impairment of trade and 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 the
receivables. Significant financial difficulties of the debtor, probability that the debtor will enter
bankruptcy or financial reorganisation, and default or delinquency in payments are considered
indicators that the 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. The carrying amount of the asset is reduced through the use of an
allowance account, and the amount of the loss is recognised in the profit and loss for the year
within ‘administrative expenses’. When a receivable is uncollectible, it is written off against the
allowance account for trade and other receivables. Subsequent recoveries of amounts previously
written off are credited against ‘administrative expenses’ in the statement of comprehensive
income.

1.9 Cash and cash equivalents
Cash and cash equivalents are carried in the statement of financial position at face value. In the

statement of cash flows, cash and cash equivalents includes cash in hand and deposits held at call
with banks.
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Summary of significant accounting policies - continued
1.10 Share capital

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new
shares are shown in equity as a deduction, net of tax, from the proceeds.

1.11 Trade and other payables

Trade payables are obligations to pay for goods or services that have been acquired in the ordinary
course of business from suppliers. Accounts payable are classified as current liabilities if payment
is due within one year or less (or in the normal operating cycle of the business if longer). If not,
they are presented as non-current liabilities.

Trade and other payables are recognised initially at fair value and subsequently measured at
amortised cost using the effective interest method.

1.12 Borrowings

Borrowings are recognised initiaily at fair value of proceeds received, net of transaction costs
incurred. These costs include underwriting, legal and professional fees, stockbrokers’ commission
and advertising costs. Borrowings are subsequently carried at amortised cost; any difference
between proceeds (net of transaction costs) and the redemption value is recognised in the
statement of comprehensive income over the period of the borrowings using the effective interest
method.

Borrowings are classified as current liabilities unless the Company has an unconditional right to
defer settlement of the liability for at least twelve months after the end of the reporting period.

1.13 Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the statement of financial
position when there is a legally enforceable right to set off the recognised amounts and there is an
intention to settle on a net basis, or realise the asset and settle the liahility simultaneously.

1.14 Provisions

Provisions are recognised when the Gompany has a present legal or constructive obligation as a
result of past events, it is probable that an outflow of resources embodying economic benefits will
be required to settle the obligation, and a reliable estimate of the amount of the obligation can be
made.

1.15 Current and deferred tax
The tax expense for the period comprises current and deferred tax. Tax is recognised in the profit

or loss for the year, except to the extent that it relates to items recognised directly in equity. In this
case, the tax is aiso recognised directly in equity.
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Summary of significant accounting policies - continued
1.15 Current and deferred tax - continued

Deferred tax is recognised, using the liahility method, on temporary differences arising between the
tax bases of assets and liabilities and their carrying amounts in the financial statements. However,
the deferred tax is not accounted for if it arises from initial recognition of an asset or liability in a
transaction other than a business combination that at the time of the transaction affects neither
accounting nor taxable profit or loss. Deferred tax is determined using tax rates (and laws) that
have been enacted or substantively enacted by the end of the reporting period and are expected to
apply when the related deferred tax asset is realised or the deferred tax liability is settled.

Deferred tax assets are recognised only to the extent that it is probable that future taxable profit will
be available against which the temporary differences can be utilised.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to offset
current tax assets against current tax liabilities and when the deferred income taxes assets and
liabllities relate to income taxes levied by the same taxation authority on either the taxable entity or
different taxable entities where there is an intention to settle the balances on a net basis.

1.16 Borrowing costs

Interest costs on borrowing to finance the construction of investment property are capitalised during
the pericd of time that is required to complete and prepare the asset for its intended use. All other
borrowing costs are expensed.

1.17 Revenue recognition

Revenue is recognised as it accrues, unless collectability is in doubt, and is shown net of sales
taxes.

1.18 Dividend distribution

Dividend distribution to the Company's shareholders is recognised as a liability in the Company’s
financial statements in the period in which they are declared.

Financial risk management

2.1 Financial risk factors

The Company’s activities potentially expose it to a variety of financial risks: market risk (including
cash flow interest rate risk), credit risk and liquidity risk. The Company's overall risk managernent
focuses on the unpredictability of financial markets and seeks to minimise potential adverse effects
on the Company's financial performance. The Company did not make use of derivative financial
instruments to hedge risk exposures during the current and preceding financial years.

The board of directors provides principles for overall risk management, as well as policies covering
tisks referred to above and specific areas such as investment of excess liquidity.

(a) Market risk

The Company is exposed to risks associated with the effects of fluctuations in the prevailing levels
of the market interest rates on its financing position and cash flows.
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Financial risk management - continued
2.1 Financial risk factors - continued
(a) Market risk - continued

As at the reporting date, the Company has fixed rate interest-bearing assets comprising bills of
exchange and amounts owed by the intermediate parent company and fellow subsidiaries. It also
has borrowings issued at fixed rates consisting of bonds issued to the public which are carried at
amortised cost (refer to note 10). Accordingly, its revenue and operating cash flows are
substantially independent of changes in market interest rates. These instruments expose the
Company to fair value interest rate risk. However, as these instruments are measured at amortised
cost any changes in fair value as a result of changes in market interest rates will have ng impact on
profit or loss and other comprehensive income.

The Company's interest rate risk arises from current bank borrowings. Bank loans (refer to note
10), expose the Company to cash flow Interest rate risk. The board monitors the level of floating
rate borrowings as a measure of cash flow risk taken on.

Based on the above, the board considers the potential impact on profit or loss of a defined interest
rate shift that [s reasonably possible at the reporting date to be immaterial.

{b) Credit risk

Credit risk arises from credit exposures to customers and amounts receivable from group
companies (note 5).

The maximum exposure to credit risk at the reporting date in respect of the financial assets
mentioned above is disclosed in note 5. The Company does not hold any ccllateral as security in
this respect.

Credit risk with respect to trade receivables is limited since the bills of exchange are subject to a full
right of recourse. Other significant debts are owed by the intermediate parent company or fellow
subsidiary. These debts are regularly monitored at group level and all amounts are deemed
recoverable.

With respect to amounts receivable arising from rental income, the Company assesses on an ongoing
basis the credit quality of the third party tenants, taking into account financial position, past experience
and other factors. The Company manages credit limits and exposures actively in a practicable
manner such that there are ne material past due amounts receivable from third party tenants as at the
reporting date. The Company has no significant concentration of credit risk arising from third parties.

As of 31 December 20186, no trade receivables were impaired.
{c) Liquidity risk

The Company is exposed to liquidity risk in relation to meeting future obligations associated with its
financial liabilities, which comprise principally interest-bearing borrowings and trade and other
payables {refer to notes 10 and 11). Prudent liquidity risk management includes maintaining
sufficient cash to ensure the availability of an adequate amount of funding to meet the Company’s
obligations and ensuring that alternative funding is available when the bank lcan and bonds are due
for repayment.
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Financial risk management - continued

21 Financial risk factors - continued

{c)  Liquidity risk - continued

The following table analyses the Company’s financial liabilities into relevant maturity groupings

based on the remaining period at the reporting date to the contractual maturity date. The amounts
disclosed in the table are the contractual undiscounted cash flows. Balances due within 12 months

equal their carrying balances, as the impact of discounting is not significant.

Between
Carrying Contractual On Due within 2and5 Qver 5
amount cashflows demand one year years years
€ € € € € €
31 December 2016
Trade and other
payables 534,762 534,762 534,762 - - -
Bond 24,757,940 28,666,971 - 1,224,657 27,442,314 -
Total 25,292,702 29,201,733 534,762 1,224,667 27,442,314 .
Between
Carrying Contractual On Due within 2and5 Qver 5
amount cashflows demand one year years years
€ € € € € €
31 December 2015
Trade and other
payables 421,993 421,893 421,993 - - -
Bond 24,684,348 29,900,000 - 1,225,000 28,675,000 -
Bank loan 4,611,832 5,085,488 - 905,850 3,390,499 788,139
Total 29,718,173 35,407,481 421,993 2,130,850 32,065,499 789,139
2.2 Fair values of financial instruments

At 31 December 2016 and 2015 the carrying amounts of trade receivables, trade payables and
accrued expenses approximated their fair values due to the short term maturities of these assets and
liabilities, The carrying value of non-current receivables also approximates the fair value in view of
limited movements in market interest rates between the date of the issue of these instruments and
the reporting date. The fair value of non-current borrowings is disclosed in note 10.

23 Capital risk management

The Company considers its capital to comprise equity as stated in the Statement of Financial Position.
The Company's objectives when managing capital are:

* to safeguard the Company's ability to continue as a geing concern in order to provide retumns for
shareholders and henefits for other stakeholders;

¢ to maintain an optimal capital structure to reduce the cost of capital; and

¢ to comply with requirements of the Prospectus issued in relation to the bonds.
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Financial risk management - continued

2.3 Capltal risk management - continued

The Company is committed to hold assets, to the amount of at least 105% of the aggregate
principal amount of the bonds still cutstanding and bank borrowings. The Company was compliant
with this requirement throughout the year.

Critical accounting estimates and judgments

Estimates and judgments are continually evaluated and based on historical experience and other
factors including expectations of future events that are believed to be reascnable under the
circumstances. In the opinion of the directors, the accounting estimates and judgments made in the
course of preparing these financial statements are not difficult, subjective or complex to a degree
which would warrant their description as critical in terms of the requirements of IAS 1.

Investment property

Land and buildings

2016 2015
£ €
Year ended 31 December
At beginning of year 33,400,000 33,400,000
Additions 71,924 -
At end of year 33,471,924 33,400,000
At 31 December
Cost 15,802,734 15,730,810
Fair value gains 17,669,190 17,669,190
Net book amount 33,471,924 33,400,000

The Company's investment property consists of the Gasan Centre and the Piazzetta properties.
Fair value of investrnent property

An independent valuation of the Company’s land and buildings was performed by valuers to
determine the fair value of the land and buildings as at 31 December 2016 and 2015. The
revaluation surplus net of applicable deferred income taxes was credited to profit for the year and
was subsequently transferred to ‘other reserves' in shareholders’ equity (note 8). The following
table analyses the non-financial assets carried at fair value, by valuation method. The different
levels have been defined as follows:

» Quoted prices (Unadjusted) in active markets for identical assets or liabilities (level 1).

» Inputs other than quoted prices included within level 1 that are observable for the asset or
liability, either directly (that is, as prices) or indirectly (that is, derived from prices) {level 2).

¢ Inputs for the asset or fiability that are not based on observable market data (that is,
uncbservable inputs) (level 3).
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Investment property - continued
Fair value of investment property - continued

All the Company's immovable property, comprising mainly office buildings, have been determined
to fall within level 3 of the fair valuation hierarchy.

The Company’s policy is to recognise transfers into and out of fair value hierarchy levels as of the
beginning of the reporting period. There were no transfers between levels 1 and 2 during the year.

For all properties, their current use equates to the highest and best use.
Fair value measurements using significant unobservable inputs (Level 3)

Commercial rents

2016 2015
€ £

Year ended 31 December
At beginning of year 33,400,000 33,400,000
Additions 71,924 -
At end of year 33,471,924 33,400,000

Valuation processes

The valuations of the properties are performed annually by the directors on the basis of valuation
reports prepared by independent and qualified valuers. These reports are based on both:

¢ information provided by the Company such as current rents, terms and conditions of lease
agreements, service charges, capital expenditure, etc. This information is derived from the
Company’s financial and property management systems and is subject to the Company's
overall contro! environment; and

* assumptions and valuation models used by the valuers — the assumptions are typically market
related, such as yields and discount rates. These are based on their professional judgerment
and market observation.

The infermation provided to the valuers — and the assumptions and the valuation models used by
the valuers — are reviewed by the executive directors. This includes a review of fair value
movements over the period.

When the executive directors consider that the valuation report is appropriate, the valuation report
is recommended to the board. The board considers the valuation report as part of its overall
responsibilities.

As at 31 December 2016, the fair values of the land and buildings have been determined by the
directors on the basis of valuation reports prepared by independent and qualified valuers.
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Investment property - continued

Fair value of investment property - continued

Valuation techniques

For level 3 office buildings and airspace with a total carrying amount of €33,471,924 (2015:
€33,400,000), the valuation was determined using rental income streams based on significant
unobservable inputs, These inputs include:

Future rental cash inflows  based on the actual location, type and quality of the properties and
supported by the terms of any existing lease, other contracts or
external evidence such as current market rents for similar properties;

Capitalisation rates based on actual location, size and quality of the properties and taking
intc account market data at the valuation date.

Information about fair value measurements using significant unobservable inputs (level 3)

Range of significant unobservable

inputs
Fair value

at 31 Valuation Rental Capitalisation
December technique value Growth rate rates
Description € € % Yo
Office buildings €33,471,924 Future rental €61 to €126 1% to 4% 3% to 5.8%

cash flows per square

metre

For each valuation for which rental value, growth rate and the capitalisation rate have been
determined to be the significant uncbservable inputs, the higher the rental value and growth rate,
the higher the fair value. Conversely, the lower the rates, the higher the fair value.

If the investment property was stated on the historical cost basis the amounts would be as follows:

2016 2015

€ €

Cost 15,802,734 15,730,810
Accumulated depreciation (2,887,889) (2,798,848)

Net book amount 12,914,845 12,931,982

29



GASAN FINANCE COMPANY p.l.c.
Annual Report and Financial Statements - 31 December 2016

5,

Trade and other receivables

2016 2015

€ €

Amounts owed from immediate parent company 756,953 677,710
Amounts owed from intermediate parent company 89,683 220,247
Amounts owed from fellow subsidiary 2,478 2,332

Loan to immediate parent company

20,588,128 19,059,589

Loan to intermediate parent company 1,349,865 6,205,597
Trade receivables 56,903 37,794
Indirect taxation 30,231 29,462

22,874,241 26,232,731

During 2015, the Company received payment for third party bills of exchange, which had been
previously acquired from the immediate parent company with full right of recourse and ‘without
protest’. During 2015, interest at 8% per annum was earned on bills of exchange acquired.

The loan to intermediate parent company and immediate parent company is unsecured, bears
interest at 7% (2015: 7%) per annum and is repayable on demand.

Amounts owed from immediate parent company, intermediate parent company and fellow
subsidiary are unsecured, interest free and repayable on demand.

Cash and cash equivalents

Although the Company enters into cash transactions in the normal course of its operations as
disclosed in the statement of cash flows, no cash or cash equivalents were held as at 31 December

2016 and 2015.

Share capital

2016 2015
€ €

Authorised, issued and fully paid
1,400,000 ordinary shares of €2.50 each 3,500,000 3,500,000
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Other reserve

2016 2015
€ €
Investment property fair value reserve
Year ended 31 December
At beginning of year 14,610,403 13,942,403
Deferred tax liability due to change in the tax rate applied to the
fair value of investment property (note 9) - 668,000
Charge to profit or loss 7,192 -
At end of year 14,617,695 14,610,403

The balance as at 31 December represents the difference between the fair value of the investment
property, net of deferred tax and the historical cost. Such amount has been transferred from
retained earnings to other reserve and in the opinion of the directors is non-distributable.

Deferred tax liabilities

2016 2015
€ €

Year ended 31 December
At beginning of year 3,110,050 3,806,257
Charge to profit for the year (note 15) (21,015) (696,207)
At end of year 3,089,035 3,110,050

Deferred taxes are calculated on temporary differences under the liability method using a principal
tax rate of 35% (2015; 35%), except for temporary differences on immovable property that are
calculated under the liability method using a principal tax rate of 10% of the carrying amounts
(2015: 10%). The detferred tax liabilities are mainly considered to be of a non-current nature.

Deferred tax liability on investment property is net of €340,429 (2015: €340,429) in respect of
property purchased from the parent company during 2003. In terms of an agreement with the
parent, if the property is disposed by the Company, the capital gains tax liability attributable to the
amount at which the property was sold to the Company is to be borne by the parent company.

The balance at 31 December represents:

2016 2015

€ €

Temporary differences on investment property 3,006,763 2,999,571
Temporary differences on bond issue costs 82,272 110,479

3,089,035 3,110,050
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10.

Deferred tax liabilities - continued

Following changes to the taxation rules on capital gains arising on transfer of immovable property
as announced by the Minister for Finance during the Budget Speech for the financial year 2015,
and in respect of which a Bill entitled ‘An Act to implement Budget measures for the financial year
2015 and other administrative measures' came into effect on 30 April 2015, the final tax on
transfers of immovable property acquired after 1 January 2004 was reduced to 8% of the transfer
value while the rate in respect of transfers of property acquired before 1 January 2004 was reduced
to 10%. In 2015, the net impact of the application of the changed tax regime on the deferred tax
liability attributable to fair valuation of the Company's property was a decrease amounting to
€668,000, which was recognised in other comprehensive income.

Borrowings

2016 2015

€ €

Non-current
Bonds (note a) 24,757,940 24,684,348
Bank loan {note b) - 3,843,132
Total non-current borrowings 24,757,940 28,527,480
Current
Bank loan (note b) - 768,700
Total current borrowings - 768,700

(a) The bonds are disclosed at the value of the proceeds less the net book amount of the issue
costs, as follows:

2016 2015
€ €

Proceeds
24,993,000 (2015: 25,000,000) 4.9% bonds 2019/2021 24,993,000 25,000,000
Issue costs 483,552 483,582
Accumulated amortisation (248,492) (167,900)
235,060 315,652
Amortised cost and closing carrying amount of the bonds 24,757,940 24,684,348

During the year, the Company re-purchased and subsequently cancelled €7,000 of the outstanding
bonds (2015: nil).

The quoted market price as at 31 December 2016 for the 4.9% bonds 2019/2021 was €104.75
(2015: €107.99).

(b) During 2018, the bank loan was repaid in full. The bank loan was secured by guarantees from
the controlling parent company and was subject to a floating interest rate equivalent to 3%.
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11.

12.

13.

14.

Trade and other payables

Current

Capital and other payables
Interest payable

Accruals and deferred income

Amounts due to fellow subsidiaries

2016 2015

€ €
215,046 126,306
86,206 97,323
200,577 198,364
32,934 -
534,763 421,993

Amounts due to fellow subsidiaries and to the intermediate parent company are unsecured, interest

free and repayable on demand.

Revenue

Rental income from investment property

Bills interest income
Interast income
Other income

Details of revenue derived from related parties is disclosed in note 20,

Interest expense

Interest expense on bonds
Interest expense on bank loan

Expenses by nature

Amonrtisation of bonds issue costs
Administration and other charges
Investment property expenses
Professional fees

Total administrative expenses

2016 2015

€ €
1,676,499 1,714,603
- 147,918
1,774,488 1,897,239
2,606 97,167
3,453,693 3,856,827
2016 2015

€ €
1,224,908 1,225,000
27,030 154,523
1,251,938 1,379,523
2016 2015

€ €

80,592 80,592
216,184 218,557
17,905 43,929
13,216 13,646
327,897 356,724
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14,

15.

16.

Expenses by nature - continued

Auditor’s fees

Fees charged by the auditor for services rendered during the financial periods ended 31 December
2016 and 2015 relate to the following:

2016 2015
€ €
Annual statutory audit 5,700 5,500
Tax advisory and compliance services 1,190 850
6,890 6,350
Tax {expense)/credit
2016 2015
€ €
Current tax expense 562,968 642,992
Deferred tax credit (note 9) {21,015) {696,207)

541,953 {53,215)

The tax on the Company's profit before tax differs from the theoretical amount that would arise
using the basic tax rate as follows:

2016 2015
€ €
Profit before tax 1,873,758 2,120,680
Tax at 35% 655,815 742,238
Tax effect of:
Expenses not deductible for tax purposes 11,797 21,235
Maintenance allowance claimed on rented property (103,740) (119,949)
Temporary differences re effect of change in taxation of
investment property 7,192 {(668,000)
Income subject to tax at reduced rates {42,060) (28,739)
Under provision in prior years 12,949 -
Tax expense/(credit) 541,953 (58,215)
Director’s emoluments
2016 2015
€ €
Fees 2,400 2,400
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17.

18.

19.

Earnings per share

Earnings per share is based on the profit for the year attributable to equity holders of the Company
divided by the weighted average number of ordinary shares in issue during the year.

2016 2015
Profit attributahle to equity holders of the Gompany (£€) 1,331,805 2,173,895
Woeighted average number of ordinary shares in issue 1,400,000 1,400,000
Earnings per share (€) 0.95 1.55
Cash generated from operations
2016 2015
€ €
Profit before tax 1,873,758 2,120,680
Adjustments for:
Amortisation of bond issue costs 80,592 80,592
Interest expense 1,251,938 1,379,523
Changes in working capital:
Advances (from)/to group companies 3,411,302 (1,800,171)
Trade and other receivables (19,878) 1,353,481
Trade and other payables 90,953 22,242
Cash generated from operations 6,688,660 3,156,357
Capital commitments
Operating lease commitments — where the Company is the lessor
The future minimum rent receivable is as follows:
2016 2015
€ €
No later than 1 year 1,649,826 1,640,630
Later than 1 year and no later than 5 years 6,767,124 6,774,883
Later than 5 years - 2,144,853

8,416,950 10,560,366

The above includes rent charged to Gasan Properties Limited. In accordance with an agreement
which took effect in 2013 and which runs for a period of eight years, the Company is charging
Gasan Properties Limited an annual rent with regular increments until 2021. The lessee is obliged
to acquire the property during the period of the lease, if requested by the lessor, at the market
value based on architect's valuation.
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20.

21.

Related party transactions

The companies forming part of the Gasan Group are considered by the directors to be related
parties as these companies are ultimately owned by J.A.G. Limited.,

Transactions in respect of bills of exchange are carried out with Gasan Enterprises Limited.

The following transactions were also carried out with related parties:

2016 2015
€ €

Revenue - parent companies
Hire purchase bills interest income - 147,918
Interest income on loans 1,774,488 1,897,239
Expenses -~ parent company
Administration fee 150,000 150,000
Revenue — fellow subsidiary
Rent income 1,482,000 1,460,000
Expenses — fellow subsidiaries
Administration and management fees 28,000 28,000
Insurance and other expenses 10,908 11,452
Property related expenses 3,913 31,479

Year end balances owed by/to related parties are disclosed in notes 5 and 11 to these financial
statements.

Key management personnel compensation, consisting of directors’ emoluments has been disclosed
in note 16.

Statutory information
Gasan Finance Company p.l.c. is a limited liability company and is incorporated in Malta.

The immediate parent company of Gasan Finance Company p.l.c. is Gasan Enterprises Limited, a
company registered in Malta, with its registered address at Gasan Centre, Mriehel By-Pass,
Mriehel. Gasan Enterprises Limited is exempt from the preparation of consolidated financial
statements by virtue of section 174 of the Maltese Companies Act (Cap. 386).

Gasan Group Limited is the intermediate parent company and undertaking that draws up the
consolidated financial statements of the smallest body of undertakings of which Gasan Finance
Company p.l.c. forms part as a subsidiary company. The registered address of Gasan Group
Limited is Gasan Centre, Mriehel By-Pass, Mriehel.

The ultimate parent company of Gasan Finance Company p.l.c. is J.A.G. Limited, a company
registered in Malta, with its registered address at Gasan Centre, Mriehel By-Pass, Mriehel. The
ultimate controlling party of Gasan Finance Company p.l.c. and of J.A.G. Limited is Mr. J. A. Gasan.
The financial statements of Gasan Finance Company p.l.c. are included in the consolidated
financial statements prepared by J.A.G. Limited.
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