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izola Bank p.l.c.

Chairperson’s Statement

For the Year Ended 31 December 2016

[ am pleased to present the Bank's results for the year ended 31 December 2016.

Review of performance

During the year ended 31 December 2016, the Bank generated a profit before tax of €3,715,138
up 4% on 2015. Profit after tax was €2,266,387, a decrease of 5% over the previous year,

Net interest income decreased by 17.3% whilst net fee and commission income registered a
12.2% decrease compared to the previous year. These were offset by a 100% improvement in
other operating income which is mainly comprised of gains on investment. As a result, total
operating income improved by 1.4% over 2015.

Personnel expenses and other administrative expenses increased by 28.7% in the year under
review. This increase was mainly due to increases in the staff complement of the Bank and
additional insurance expenses incurred to cover a substantial portion of the credit risk arising from
the Bank's factoring portfolio. As a result of these increases, the Bank’s Cost-to-Income ratio rose
to close the year at 40.9% (2015: 32.8%).

Review of financial position

Total assets increased by 15.2% to €197,419,951 whereas total liabilities rose from €1 43,719,747

to €168,951,393 ~ an increase of 17.56%. Shareholders’ equity amounted to €28,468,558
compared with €27,679,964 of a year earlier.

As at 31 December 2016, the Capital Adequacy Ratio of 33% and Liquidity Ratio of 117% were
both well above the European and US banking sector norms.

Additions and reversals of impairment allowances in 2016 resulied in a write-back of €76,946
when compared to a charge of €481,736 taken a year ago. The current credit approval and
monitoring structures have helped to ensure very good credit quality of factoring debtors and
minimised losses. In fact, out of a total amount of €130,345,778 of net invoices factored in 2018,
the Bank has only incurred bad debts of €1 05,377 during the vear.

Looking ahead

The Bank is committed to seek further growth in its factoring operations in Belgium, mainty
through its online factoring services named Izola Factor faunched in mid 2016, together with
growth in foreign and domestic loans and advances to customers through niche lending.

Conclusion

On behalf of the Board, | would like to thank our customers for their loyalty and support. Finally, [

would like to express my thanks to the management team and staff members for their continuing
hard work and commitment to the Bank.

///"'V

Mrs. Magdalena De Roeck
Chairperson/Director
izola Bank p.l.c.

4 April 2017



Izola Bank p.l.c.

Directors’ Report

The directors have prepared this report for 1zola Bank p.l.c ("the Bank") in accordance with Article
177 of the Companies Act 1995 (Chapter 386, Laws of Malta) ("the Act") including the further
provisions as set out in the sixth schedule of the Act, together with the financial statements of the
Bank for the year ended 31 December 20186,

Board of directors

Mrs. Magdalena De Roeck (Chairperson)
Ms. Caroline Van Marcke

Mr. Joseph C. Caruana (i)

Mr. Francis Gouder (i)

Mr. Charles Hertogs (i)

Mr. Guido Mizzi (i)

Mr. Patrick H. Van Leynseele (i)

(i} independent directors

Company secretary

Mr. Calvin Bartolo

Principal activities

Izola Bank p.l.c. is registered in Malta as a public limited liability company under the Companies
Act, 1995 (Chapter 386, Laws of Malta). The Bank is licensed by the Malta Financial Services

Authority to carry out the business of banking in terms of the Banking Act, 1994 (Chapter 371,
Laws of Malta).

The Bank is principally engaged in providing corporate banking and factoring services to non-
resident customers including to related parties with simple and easy to use savings products for
both local and foreign individuals and businesses.

Review of business developments, financial performance and future developments

During the accounting period under review, the Bank continued growing its retail customer
depositor base and in mid 2016, launched an online factoring platform aimed at the Belgian
market. Initial customer feedback about this new product offering has been very encouraging.

The Bank reported a profit after tax of €2,266,387 for the year under review. Total assets stood at

€197,419,951 as at year end. Other results may be referred to in the SOFP and SOCI on pages 1
and 2 respectively.

The Bank also carried on developing niche lending services both in Malta and abroad and intends
to continue building on this in the years ahead.



lzola Bank p.l.c.

Directors’ Report

Principal Risks and Uncertainties

The main risks that the Bank has identified are credit risk arising from changes in credit quality
and the recoverability of loans and amounts due from counterparties, concentration risk arising
from an uneven distribution of counterparties mainly drawn from the Belgian property, building and
construction and related services sector and liquidity and interest rate risks which are inherent in
the nature of the business of banking. Other risks which are closely monitored by management

include market risk, reputational risk, operational risk as well as cyber-security and business
continuity risks,

Risk management policies have been established to identify and analyse the risks faced by the
Bank, to set aut appropriate risk limits and controls, and to manitor risks and adherence to limits.

A detailed overview of these risks, together with the respective financial metrics are outlined in
note 4 of the Financial Statements,

Directors' Responsibilities

The Companies Act, 1995 (Chapter 386, Laws of Malta) (the ‘Act’) requires the directors of lzola
Bank p.l.c. to prepare financial staternents for each financial period which give a true and fair view
of the financial position of the Bank as at the end of the financial year and of the profit or loss of

the Bank for that period in accordance with the requirements of International Financial Reporting
Standards as adopted by the EU.

The directors are responsible for keeping proper accounting records which disclose with
reasonable accuracy, at any time, the financial position of the Bank and to enable them to ensure
that the financial statements have been properly prepared in accordance with the provisions of
the Act and the Banking Act, 1984 {Chapter 371, Laws of Malta).

The directors 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.

The directors, through oversight of management, are responsible to ensure that the Bank
establishes and maintains internal control to provide reasonable assurance with regard to
reliability of financial reporting, effectiveness and efficiency of operations and compliance with
applicable laws and regulations.

Management is responsible, with oversight by the directors, to establish a control environment
and maintain policies and procedures to assist in achieving the objective of ensuring, as far as
possible, the orderly and efficient conduct of the Bank's business. This responsibility includes
establishing and maintaining controls pertaining to the Bank's objective of preparing financial
statements as required by the Act and managing risks that may give rise to materal
misstatements in those financial statements. In determining which controls to implement to
prevent and detect fraud, management considers the risks that the financial statements may be
materially misstated as a result of fraud.

Events occurring after reporting cate

No significant events have taken place since the financial reporting date that would have
otherwise required adjustment to and/or disclosure in this annuat report.



Izola Bank p.l.c.

Directors’ Report

Dividends and reserves

The directors have proposed a final dividend of €2,250,000 in respect of 2018, representing a
dividend per share of €5.63.

Information pursuant to Listing Rule 5.64

The Bank does not have any listed securities carrying voting rights.

Information pursuant to Listing Rule 5.70.1

The Bank provides a range of banking services to the Van Marcke Group, of which the Bank itself
is a member. Mrs. Magdalena de Roeck, Ms. Caroline Van Marcke, Mr. Charles Hertogs and Mr.
Patrick Van Leynseele are indirectly interested in this business relationship by virtue of their
directorships of various companies within the Van Marcke Group.

Further details can be found within note 29 of the Financial Statements.

Going concern

As required by Listing Rule 5.62, upon due consideration of the Bank’s profitability, financial
position, capital adequacy and solvency, the directors confirm the Bank's ability to continue
operating as a going concern for the foreseeable future.

It is hereby declared that during the reporting period, there were no breaches of Standard Licence
Conditions or other regulatory requirements.

Auditors

KPMG have expressed their willingness to continue in office. A resolution proposing the re-

appointment of KPMG as auditors of the Bank will be submitted at the forthcoming Annual
General Meeting.

Approved by the Board of Directors on 4 April 2017 and signed on its behalf by:

e

s

s ‘

Mrs. Magdalena De Roeck Mr. Guido Mizzi /

Chairperson/Director Director

e R

Registered Address

53-58 East Street
Valletta

Malta

Tel: +356 2124 1258



Izola Bank p.l.c.

Statement by the Directors on the Financial Statements included in the
Annual Report

Pursuant to Listing Rule 5.68, we, the undersigned, declare that to the best of our knowledge, the
financial statements included in the Annual Report, and prepared in accordance with the
requirements of International Financial Reporting Standards as adopted by the EU, give a true
and fair view of the assets, liabilities, financial position and profit or loss of the Bank, and that the
Directors’ Report includes a fair review of the development and performance of the business and
position of the Bank, together with a description of the principal risks and uncertainties that it
faces.

Signed on behalf of the Board of Directors on 4 April 2017 by:

e

Mrs. Magdalena De Roeck
Chairperson/Director

Mr. Guido Mizzi
Director




Izola Bank p.l.c.

Directors’ Statement of Compliance with the Code of Principles of Good
Corporate Governance

Pursuant to Listing Rule 5.97 as issued by the Listing Authority, l1zola Bank p.l.c. (the
‘Bank’) hereby includes a Statement of Compliance reporting on the extent to which the
Bank has adopted the Code of Principles of Good Corporate Governance appended as
Appendix 5.1 to the said Listing Rules (the ‘Principles’) and the effective measures that the

Bank has taken to ensure compliance with these Principles during the period under
review.

Introduction

The adoption of the Principles is not mandatory, however the Board of Directors {the ‘Board’} of

fzola Bank p..c. believes that the adoption of these Principles is in the best interest of the Bank
and its shareholders.

The Bank applies all the provisions of the code of Principles of Good Corporate Governance (the
"Code"), save where there exist particular circumstances that warrant non-adherence thereto, as
outlined in Part Two to this Statement, During the year under review, the Bank did not apply any
corporate governance practices beyond the provisions under national law.

PART ONE - Compliance with the Code

Principle 1: The Board

The Bank is headed by an effective Board and all directors exercise prudent controls which
enable risk to be assessed and managed. All directors are responsible for determining the Bank's
strategic aims and its organisational structure. The directors regularly review management
performance and ensure that the Bank has the appropriate mix of financial and human resources
to meet its objectives. Every director is conversant with the statutory and regulatory requirements
connected to the business of the Bank and regularly attends meetings of the Board.

The Board delegates specific responsibilities to the Board Committee, the Audit Committee, the
Credit Committee and the Asset and Liability Committee. Each Committee has its own terms of
reference which are in turn approved by the Board.

Principle 2: Chairperson and Chief Executive
The Bank's current organisational structure ensures a clear division of responsibilities between

the Chairperson who is responsible for leading the Board, and the Chief Executive Officer who is

responsible for leading the senior management in executing agreed strategy and managing the
business

vi



[zola Bank p.l.c.

Directors’ Statement of Compliance with the Code of Principles of Good
Corporate Governance (continued)

Principle 3: Composition of the Board

The Board considers that it is of sufficient size for the requirements of the business and its

members possess the required diversity of knowledge and experience to properly execute their
duties as directors.

The Board is composed exclusively of non-executive directors. The Chief Executive Officer
attends all board meetings in order to provide the Board with all necessary management and
operational information. At the same time, through his attendance he is able to gain a better

understanding of the Board's strategic thinking and direction. He does not have a right to vote at
meetings.

During the period under review, the Board consisted of five independent directors and two non-
independent directors (including the Chairperson). In determining the independence of its
directors, the Board has referred to the principles relating to independenice contained in the Code.
Each independent non-executive director has made a declaration in writing to that effect.

Principle 4: Responsibilities of the Board

The Board’s role and respansibility is to execute the four basic roles of corporate governance
namely: accountability, monitoring, strategy formation and policy development.

The Board regularly reviews and evaluates corporate straiegy, major operational and financial
plans, risk policy and performance objectives, and monitors implementation and corporate

performance within the parameters of all relevant laws, regulations and codes of best business
practice. The Board delegates specific responsibilities to the following Committees:

Board Committees

Board Committee

The Board Committee is composed of two directors and the CEQ and meets on an ad hoc basis.
The Board Committee acts in an advisory capacity to the Board.

Meetings held: 1

Members Attended
Mrs. Magdalena De Roeck (Chafrperson) 1
Ms. Caroline Van Marcke 1
Mr. Andrew Mifsud 1

Audit Committee

The Audit Committee's primary purpose is to protect the interests of the Bank's shareholders and
assist the directors in conducting their role effectively so that the Bank's decision-making
capability and the accuracy of its reporting and financial results are maintained at a high level at
all times. The Audit Committee’s terms of reference reflect the pravisions of the relative Listing
Rules, except that the vetting and approving of Related Party Transactions is a matter dealt with
by the Board. In terms of Listing Rules 5.117, 5.118 and 5.118A, the Audit Committee is
composed of three non-executive directors. All three non-executive directors are considered as
independent since they are free from any business, family or other relationship with the Bank or
its management that may create a conflict of interest such as to impair their judgement.
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Izola Bank p.l.c.

Directors’ Statement of Compliance with the Code of Principles of Good
Corporate Governance (continued)

Audit Committee (Continued)

In terms of Listing Rule 5.118A, Mr Guido Mizzi is the director whom the Board considers is
independent of the Bank and competent in accounting, given his extensive experience as a
former managing partner of a local accountancy firm. Mr. Hertogs was for many years a business
cansultant with a major German multinational group, whilst Mr. Van Leynseele is a partner in a
Brussels law firm and a member of the Bar in both Brussels and New York.

All three directors have experience serving on various other boards and are considered as
competent to be a member of the Audit Committee of the Bank.

Meetings held: 4

Members Attended
Mr. Guido Mizzi (Chairman) 4
Mr. Charles Hertogs 4
Mr. Patrick H. Van Leynseele 4

Other Board members have a right to attend the meetings. The Financial Controller is responsible
for the maintenance of internal controls and attends all meelings. The ICT Manager, who is
responsible for the maintenance of internal controls in relation to ICT, attends meetings when

ICT-related topics are discussed. Both the internal and external auditors are also invited to attend
meetings on and ad-hoc basis.

The CEO acts as Secretary to the Committee. The Secretary circulates information and makes
available the minutes of meetings of the Committee to all members of the Board.

Credit Committee

The Credit Committee is composed of two independent non-executive directors and the CEQ and
operates within a Board-approved credit sanctioning limit, Proposals falling outside the

Committee’s limits are referred together with the Committee’s recommendations to the Board for
consideration and determination.

Meetings held: 4

Members Attended
Mr. Joseph C. Caruana (Chairman) 4
Mr. Francis Gouder 4
Mr. Andrew Mifsud 4

The Financial Controller attends meetings of the Credit Committee and the Credit Officer acts as
Secretary to the Committee.

Management Committee

Asset and Liability Management Committee (ALCO)

The ALCO meets quarterly to monitor the Bank’s financial performance, and review and manage
financial risks in accordance with Bank policies, namely: interest rate, liquidity and funding risk,

solvency, market sector and country risk and counterparty and foreign exchange risk. The ALCO
reports to the Board on a quarterly basis.
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Izola Bank p.l.c.

- Directors’ Statement of Compliance with the Code of Principles of Good
Corporate Governance (continued)

The ALCO is composed of one independent non-executive director, the CEO, the Financial
Controller and Finance Officer.
Meetings held: 4

Members Attended
Mr. Andrew Mifsud (Chairman)

Mr. Francis Gouder
Mr. Calvin Bariolo
Mr. Karl Cachia

B

Principle 5: Board Meetings

During the financial year 2016 the Board met four times. Notice of the dates of forthcoming
meetings together with all board papers were circulated well in advance to the directors so that
they had ample opportunity to consider the information and prepare for the next scheduled board
meeting. After each board meeting and before the next meeting, minutes that faithfully record
attendance and decisions were prepared and circulated to all directors.

Attendance of the Board members during the said year was as follows:

Members Attended

Mrs. Magdalena De Roeck {Chairperson)
Ms. Caroline Van Marcke

Mr. Joseph C. Caruana

Mr. Charles Hertogs

Mr. Francis Gouder

Mr. Guido Mizzi

Mr. Patrick H. Van Leynseele

NI N N NN

Principle 6: Information and Professional Development

All new directors are briefed in detail by the CEO and Company Secretary on the Bank's
organisation and activities and their responsibilities as directors.

When they judge it necessary, all directors can access independent professional advice at the
Bank’s expense in order to discharge their responsibilities as directors. Al directors also have
access to the services of the Company Secretary for advice on all governance matters.

Throughout the year, directors have the opportunity to attend relevant conferences and seminars
in order to keep abreast with the latest developments in banking.

The Bank is committed to provide for the development and training of management and
employees. The Board is updated at least annually with the latest staff development programme,
In accordance with Code Provision 6.5, the CEO is responsible for the recruitment and
appointment of senior management.



Izola Bank p.l.c.

Directors’ Statement of Compliance with the Code of Principles of Good
Corporate Governance (continued)

Principle 8

As is permitted in terms of provision 8.A.2 of the Code, the Board carries out the tasks normally
delegated to a Remuneration Committee since the remuneration of directors is not performance-
related.

Principle 9 and 10: Relations with Shareholders and with the Market and Institutional
Shareholders

The Bank provides the market with regular, timely, accurate and detailed information in
accordance with the requirements of the Listing Rules by way of company announcements.

The Bank communicates with its shareholders through the Bank's Annual General Meeting as
well as by way of the Annual Report and Financial Statements.

The Bank has an Internal Code of Dealing Palicy to give guidance to the Bank's directors and
employees on procedures to be followed when dealing in the Bank's securities and on the
treatment of Inside Information in line with the provisions of the Prevention of Financial Markets
Act and any related subsidiary legislation and regulations.

Principle 11: Conflicts of Interest

The Board recognises that the directors' primary responsibility is always to act in the interest of
the Bank and its shareholders as a whole, irrespective of who appointed them to the Board.

Each director has declared to the Bank, where applicable, his or her indirect beneficial interest in
the share capital of the Bank.

Principle 12; Corporate Social Responsibility

The Board seeks to adhere to accepted principles of carporate social responsibility in
implementing day-to-day management practices of the Bank. The Bark seeks to act as a good

corporate citizen in the local community and work closely with customers, employees, suppliers
and public authorities.



[zola Bank p.l.c.

Directors’ Statement of Compliance with the Code of Principles of Good
Corporate Governance (continued)

PART TWO — Non-Compliance with the Code

Principle 2 — Code Provision 2.3

The Chairperson of the Bank cannot be considered independent in accordance with the principles
relating to independence contained in the Code.

Principle 3 — Compasition of the Board

The Board is composed entirely of non-executive directors. By invitation of the Board, the Chief
Executive Officer attends all board meetings in order to provide the Board with all necessary
management and operational information.

Principle 4 — Code Provision 4.2.7

The Code Provision recommends that the Board should develop a succession policy for the future
composition of the Board and particularly the executive component therecf, for which the

Chairman should hold key responsibility. The Baard does not have a succession policy in place
for the future composition of the Board of Directors.

Principle 4 - Code Provision 4.3

The Board does not organise formal information sessions for its directors but information on the
day-to-day running of the Bank is provided by the CEO who attends Board meetings. Through his

attendance, the CEO keeps the Board informed of their statutory and fiduciary duties and the
Bank's operations and prospects.

Principle 6 ~ Information and Professional Development

Code Provision 6.4.4 recommends the CEQ to establish a succession plan for senior
management. The Board does not have a succession policy in place for senior management.

Principle 7 — Evaluation of the Board’s Performance

The Board does not consider it necessary to appoint a Committee to carry out an annual
evaluation of its own performance and that of its Committees. This position will be reviewed in line
with growth in future business and level of operational complexity.

Xi



Izola Bank p.l.c.

Directors’ Statement of Compliance with the Code of Principles of Good
Corporate Governance (continued)

Principle 8.B.1 - Nomination Committee
The Board has not established a Nomination Committee for the appointment of new directors to

the Board. All potential new directors are informally assessed by the Board based on an
evaluation of the skills, knowledge and experience already present and those needed.

Approved by the Board of Directors on 4 April 2017 and signed on its behalf by:

ya

Mrs. Magdalena De Roeck Mr. Guido Mizzi
Chairperson/Director Director
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Izola Bank p.l.c.

Remuneration Report

For the Year Ended 31 December 2016

As is permitted in terms of provision 8.A.2 of the Code, the Board carries out the tasks normally

delegated to a Remuneration Committee since the remuneration of directors is not performance-
related.

Remuneration Policy

The aim of the Bank’s Remuneration Policy is to increase transparency in remuneration matters,
to support the business goals of the Bank by efficient remuneration structures, and to create

common basic values and guidelines for the Bank when offering remuneration and benefits to the
senior management team of the Bank.

Remuneration Statement

Executive Management

Reference to senior management shall mean the CEO, the Financial Controlier, the Operations
Manager and the ICT Manager. The Board is of the opinion that the remuneration packages for
senior management are in line with local market expectations, and are at an appropriate level 1o
attract and retain executives with the appropriate skills, qualities and experience to ensure the
effective management of the Bank.

The terms and conditions of employment of senior management are set out in the respective
indefinite contracts of employment. Senior management are not entitled to share options or profit
sharing. There are no supplementary pension or early retirement schemes in place. Senijor
management are eligible for an annual salary increase and performance bonus.

Neon-cash benefits to which senior management are entitled are the use of a company car and
personal accident and health insurance.

A loan amounting to €250,000 was advanced to key management personnel as disclosed in note
29.3 {o the financial statements.

There have been no significant changes in the Bank’s remuneration policy for senior management
during the year under review and the Bank does not intend to effect any changes during 2017.

Total emoluments of senior management for the year ended 31 December 2016 are as follows:

Fixed Remuneration Variable Remuneration | Share Options Others

€224,442 €78,000 None Non-cash benefits
referred to
immediately above.

xiii



Izola Bank p.l.c.

Remuneration Report

Directors

As at 31 December 2016, the Board was composed of 7 non-executive directors.

The maximum annual aggregate emoluments that may be paid to the directors is approved by the
shareholders in a General Meeting. This amount was fixed at an aggregate sum of €60,000 at the
Annual General Meeting held on 23 March 20186.

None of the directors had service contracts with the Bank as at the end of the financial year.

Furthermore, none of the directors, in their capacity as a director of the Bank, is entitled to profit
sharing, share options, pension benefits or any other remuneration.

Total emoluments of directors for the year ended 31 December 2018 are as follows:

Fixed Remuneration

Variable Remuneration

Share Options

Others

€42,000

None

None

None
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Izola Bank p.l.c.

Statement of Financial Position

As at 31 December 2016

ASSETS

Cash and items in transit

Balances with Central Bank of Malta
Investments

Loans and advances to banks

Factored receivables

Other loans and advances to customers
Property and equipment

Intangible assets

Other assets

Total assets

LIABILITIES

Balance owed to Central Bank of Malta
Amounts owed to customers

Debt securities issued

Deferred tax liabilities

Current tax payable

Accruals and deferred income

Total liabilities

EQUITY

Calted up share capital

Property revaluation reserve

Fair value reserve

Depositor compensation scheme reserve
Reserve for general banking risk

Capital contribution

Retained earnings

Total equity attributable to equity holders

of the Bank

Total liabilities and equity

Memorandum items
Commitments

Note

27
27
13
14
15
16
17
18
19

20
21
22

23

24
24
24
24
24
24
24

25

2016 2015

€ €

2,084 1,656,731
10,351,518 989,261
66,925,325 52,537,656
31,788,316 32,471,446
20,237,200 19,639,543
61,350,109 58,439,875
3,226,026 3,150,034
1,560,192 1,100,934
1,979,181 1,414,231
197,419,951 171,399,711
21,300,000 21,700,000
132,337,023 107,261,236
11,854,721 11,837,631
1,579,636 1,515,335
549,126 286,575
1,330,887 1,118,970
168,951,393 143,719,747
10,000,000 10,000,000
961,468 1,048,190
2,663,593 3,020,434
238,387 238,387
217 217
11,436,521 10,482,904
3,168,372 2,888,832
28,468,558 27,679,964
197,419,951 171,399,711
42,580,312 33,128,620

The notes on pages 6 to 64 are an integral part of these financial statements.

The financial statements on pages 1 to 64 were approved by the Board of Directors on 4 April

2017 and signed on its behalf by:

Mrs. Magdalena De Roeck

Director
p

rGuido Mizzi
Director




Izola Bank p.l.c.

Statement of Profit or Loss and Other Comprehensive Income

For the Year Ended 31 December 2016

Interest receivable and similar income
- on loans and advances

- on debt securities

Interest expense and similar charges

Net interest income

Fee and commission income
Fee and commission expense

Net fee and commission income

Net trading gains
Other operating income

Operating income

Depreciation and amortisation
Impairment aliowances
Personnel expenses

Other expenses
Profit before income tax
Income tax expense

Profit for the year

Other comprehensive income, net of income tax

Items that will not be reclassified to profit or loss

Note

17 &18

10.2
10.4

10

11

Transfer of depreciation on revaluation surplus net of deferred tax

- retained earnings
- revaluation reserve
Deferred tax adjustment on revaluation surplus

ltems that are or may be reclassified subsequently to profit or loss

Realised gains on disposals of available-for-sale
debt securities, net of deferred tax

Change in fair value of available-for-sale financial
assets, net of deferred tax

Other comprehensive income for the year, net of income tax

Total comprehensive income for the year

Earnings per share

The notes on pages 6 to 64 are an integral part of these financial statements.

2

12

2016 2015
€ €
2,655,329 2,205,354
1,637,418 2,459,712
(2.314,406)  (2,273514)
1,978,341 2,391,552
2,499,484 2,814,670
(61,108) (38,791)
2,438,376 2,775,879
25,859 36,056
1,692,092 844,589
6,134,668 6,048,076
(353,378) (243,880)
76,946 (481,736)
(930,754) (723,322)
(1,212,344} (1,016,096)
3,715,138 3,583,042
(1,448,751) (1,197,022
2,266,387 2,386,020
12,153 12,153
{12,153} (13,503)
(74,569) 106,214
(74,569) 104,864
(967,588) (410,270)
610,747 1,279,901
(356,841) 869,631
(431,416) 974,495
1,834,977 3,360,515
5.67 5.97
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Izola Bank p.l.c.

Statement of Cash Flows

For the Year Ended 31 December 2016

Note

Cash flows from operating activities
Interest and commission receipts
Interest and commission payments
Payments to employees and suppliers

Cash from operations before changes in
operating assets/liabilities
Decreasef(increase} in operating assets:
- loans and advances to customers

- factored receivables

- other receivables

Increase/decrease in operating liabilities:
- amounts owed to customers
- amounts owed to Central Bank of Malta

Net cash generated from operating
activities before income tax 26
Income tax paid

Net cash from operating activities

Cash flows from investing activities

Payments to acquire property, equipment and intangible assets
Proceeds from disposals of investments

Payments to acquire invesiments

interest received from investments

Dividend received

Net cash used in investing activities

Cash flow from financing activities

Dividends paid to shareholders

Capital contributed by shareholders

Issue of debt securities, net of transaction costs
Redemption of debt securities

Interest paid on debt securities

Net cash used in / (from) financing activities

Net increase / (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year 27

2016 2015
€ 3
5,239,822 4,555,427
(1,701,842)  (2,126,415)
(2,648,578) (1,758,545)
889,402 670,467
1,960,572 1,153,738
(447,041) 1,252,010
(4,944,477) (205,578)
25,075,787 16,407,941
{400,000} 1,700,000
22,134,243 20,978,578
(993.419)  (1,851,782)
21,140,824 19,126,796
(852138)  (1,134,576)
7,353,517 10,464,323
(20,884,368)  (16,403,055)
1,625,085 3,159,361
227,943 194,820
(12,529961)  (3,719,127)
(2,000,000)  (2,250,000)
953,617 1,629,006

. 3,498,144
. (669,000)
(540,000) (481,500}
(1,586,383) 1,726,650
7,024,480 17,134,319
35,117,438 17,983,119
42,141,918 35,117,438

The notes on pages 6 to 64 are an integral part of these financial statements.
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lzola Bank p.l.c.

Notes to the Financial Statements

For the Year Ended 31 December 2016

2.1

2.2

2.3

24

Reporting entity

lzola Bank p.lc. (the “Bank’) is a public limited liability company domiciled and
incorporated in Malta.

Basis of preparation

Statement of compliance

These financial statements have been drawn up in accordance with International
Financial Reporting Standards as adopted by the EU { "IFRS" ). All references in these

financial statements to IAS, IFRS or SIC/IFRIC interpretation refer to those adopted by
the EU.

These financial statements have also been prepared and presented in accordance with
the provisicns of the Companies Act, 1995 (Chapter 386, Laws of Malta) and the Banking
Act, 1994 (Chapter 371, Laws of Malta).

Basis of measurement

Assets and liabilities are measured at historical cost except for available-for-sale financial

assets that are measured at fair value and premises and improvements that are
measured at revalued amount.

Functional and presentation currency

These financial statements are presented in Euro (€), which is the Bank's functional
currency.

Use of estimates and judgements

The preparation of financial statements in conformity with IFRSs requires management to
make judgements, estimates and assumplions that affect the application of accounting
policies and the reported amounts of assets, liabilities, income and expenses. Actual
results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to

accounting estimates are recognised in the period in which the estimates are revised and
in any future periods affected.

In the opinion of the directors, the accounfing estimates and judgements made in the
course of preparing these financial statements are not difficult, subjective or complex to a
degree which would warrant their descriptions as significant and critical in terms of the
requirements of IAS1: Presentation of Financial Statements



Izola Bank p.l.c.

Notes to the Financial Statements

For the Year Ended 31 December 2016
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3.1.1

3.1.1.1

Significant accounting policies

The accounting policies set out below have been applied consistently to all periods
presented in these financial statements.

Financial assets and financial liabilities
Non-derivative financial assets and financial liabilities

Non-derivative financial assets and financial liabilities comprise investments in equity and
debt securities, cash and cash equivalents, loans and receivables, deposits and debt
securities issued. These are recognised initially on the date on which they originated.

Non-derivative financial assets and financial liabilities are recognised initially at fair value
plus, for an item not at fair value through profit or loss, any transaction costs directly
attributable to its acquisition or issue. Subsequent to initial recognition, non-derivative
financial assets and financial liabilities are measured as described below.

Financial assets

The Bank classifies its financial assets into one of the following categories:

Held-to-maturity investments

Held-to-maturity investments are non-derivative assets with fixed or determinable
payments with a fixed maturity. Such investments are classified as held-to-maturity when
the bank has the positive intent and ability to hold to maturity, and which are not
designated as at fair value through profit or loss or as available-for-sale,

Held-to-maturity investments are carried at amortised cost using the effective interest
method, less any impairment losses (see note 3.1.8). A sale or reclassification of a more
than insignificant amount of held-to-maturity investments would result in the
reclassification of all held-to-maturity investments as available-for-sale, and would
prevent the Bank from classifying investment securities as held to madturity for the current
and the following two financial years. However, sales and reclassifications in any of the
following circumstances would not trigger a reclassification:

» sales or reclassifications that are so close to maturity that changes in the market rate
of interest would not have a significant effect on the financial asset's fair value;

* sales or reclassifications after the Bank has collected substantially all of the asset's
original principal; and

* sales or reclassifications attributable to non-recurring isolated events beyond the
Bank’s control that could not have been reasonably anticipated.



lzola Bank p.l.c.

Notes to the Financial Statements

For the Year Ended 31 December 2016
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3.1

3.1.1

Significant accounting policies (continued)
Financial assets and financial liabilities {continued)

Non-derivative financial assets and financial liabilities {continued)

3.1.1.2 Available-for-sale financial assets

Available-for-sale investments are non-derivative investments that are designated as
available for sale or are not classified within another category of financial assets.
Available-for-sale investments comprise equity securities and debt securities. Unquoted
equity securities whose fair value cannot reliably be measured are carried at cost. All
other available-for-sale investments are measured at fair value after initial recognition.

Interest income is recognised in profit or loss using the effective interest method.
Dividend income is recognised in profit or loss when the Bank becomes entitled to the
dividend. Foreign exchange gains or losses on available-for-sale debt security

investments are recognised in profit or loss. Impairment losses are recognised in profit or
loss (see note 3.1.6).

Other fair value changes, other than impairment losses, are recognised in other
comprehensive income and presented as part of the fair value reserve in equity until the
investment is sold, whereupon the cumulative gains and losses previously recognised in
other comprehensive income are reclassified to profit or loss.

Foreign exchange gains or losses on available-for-sale debt security investments are
recognised in profit or loss. Impairment [osses are recognised in profit or loss,

A non-derivative financial asset may be reclassified from the available-for-sale category to
the loans and receivables category if it otherwise would have met the definition of loans
and receivables and if the Bank has the intention and ability to hold that financial asset for
the foreseeable future or until maturity.

3.1.1.3 Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market and that the Bank does not intend to
sell immediately or in the near term. These include loans and advances to banks and to
customers that are recognised on the day the cash is advanced to these borrowers, and
factoring receivables. These loans and receivables are initially measured at fair value
plus transaction costs that are directly attributable to the acquisition of the financial
assets. Subsequent to initial recognition, loans and receivables are measured at

amortised cost using the effective interest method, less impairment losses (see note
3.1.8).

Financial liabilities

The Bank classifies financial liabilities as measured at amortised cost {see note 3.6).
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3.1.2

3.1.3

3.14

Significant accounting policies (continued)
Financial assets and financial liabilities (continued)

Derecognition

The Bank derecognises a financial asset when the contractual rights to the cash flows
from the financial asset expire, or when it transfers the rights to receive the contractual
cash flows in a transaction in which substantially all the risks and rewards of ownership of
the financial asset are transferred or in which the Bank neither transfers nor retains
substantially all the risks and rewards of ownership and it does not retain control of the
financial asset. Any interest in transferred financial assets that qualify for derecognition
that is created or retained by the Bank is recognised as a separate asset or liability in the
statement of financial position. On derecognition of a financial asset, the difference
between the carrying amount of the asset (or the carrying amount allocated to the portion
of the asset transferred), and the sum of (i) the consideration received (including any new
asset obtained less any new liability assumed) and (i) any cumulative gain or loss that
had been recognised in other comprehensive income, Is recognised in profit or loss.

Assets, designated by the Bank as available-for-sale, that are sold, are derecognised and

corresponding receivables from the buyer for the payment are recognised as at the date
the Bank commits to sell the assats.

Held-te-maturity instruments and loans and receivables are derecognised on the day
these are transferred by the Bank.

The Bank derecognises a financial liability when its contractual obligations are discharged
or cancelled or expire.

Offsetting

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

Amortised cost measurement

The amortised cost of a financial asset or liability is the amount at which the financial
asset or liability is measured at initial recognition, minus principal repayments, plus or
minus the cumulative amortisation using the effective interest method of any difference

between the initial amount recognised and the maturity amount, minus any reduction for
impairment.

10
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3.1.5

Significant accounting policies (continued)
Financial assets and financial liabilities (continued)

Fair value measurement

‘Fair value' is the price that would be received to sell an asset or paid to transfer a liabitity
in an orderly transaction between market participants at the measurement date in the
principal or, in its absence, the most advantageous market to which the Bank has access
at that date. The fair value of a liability reflects its non-performance risk.

When available, the Bank measures the fair value of an instrument using the quoted
prices in an active market for that instrument. A market is regarded as active if
transactions for the asset or liability take place with sufficient frequency and volume to
provide pricing information on an ongoing basis.

It there is no quoted price in an active market, then the Bank uses valuation techniques
that maximise the use of relevant observable fnputs and minimise the use of
unobservable inputs. The chosen valuation technique incorporates all of the factors that
market participants would take into account in pricing a transaction.

The best evidence of the fair value of a financial instrument at the initial recognition is
normally the transaction price —i.e. the fair value of the consideration given or received.
If the Bank determines the fair value at initial recognition differs from the transaction price
and the fair value is evidenced neither by a quoted price in an active market for an
identical asset or liability nor based on a valuation technique that uses only data from
observable markets, then the financial instrument is initially measured at fair value,

adjusted to defer the difference between the fair value at initial recognition and the
transaction price.

Subsequently, that difference is recognised in profit or loss on an appropriate basis over
the life of the instrument but not later than when the valuation is wholly supported by
observable market data or the transaction is closed out,

If an asset or liability measured at fair value has a bid price and an ask price, then the

Bank measures assets and long positions at a bid price and liabilities and short positions
at an ask price.

The fair value of a demand deposit is not less than the amount payable on demand,
discounted from the first date on which the amount could be required to be paid.

The Bank recognises transfer between levels of the fair value hierarchy as of the end of
the reporting period during which the change has occurred.

11



Izola Bank p.l.c.

Notes to the Financial Statements

For the Year Ended 31 December 2016

3.1

3.1.6

Significant accounting policies (continued)
Financial assets and financial liabilities (continued)
Identification and measurement of impairment

At each reporting date, the Bank assesses whether there is objective evidence that
financial assets not carried at fair value through profit or loss are impaired. A financial
asset or a group of financial assets is impaired when objective evidence demonstrates
that a loss event has occurred after the initial recognition of the asset(s), and that the loss

event has an impact on the future cash flows of the asset(s} that can be estimated
reliably.

Objective evidence that financial assets (including equity instruments) are impaired can
include significant financial difficulty of the borrower or issuer, default or delinquency by a
borrower, restructuring of a loan or advance by the Bank on terms that the Bank would
not otherwise consider, indications that a borrower or issuer will enter bankruptcy, the
disappearance of an active market for a security, or other observable data relating to a
group of assets such as adverse changes in the payment status of borrowers or issuers
in the group, or economic conditions that correlate with defaults in the group. In addition,
for an investment in an equity security, a significant or prolonged decline in its fair value
below its cost is objective evidence of impairment.

The Bank considers evidence of impairment for loans and receivables, held-to-maturity
investment securities and available-for-sale debt securities at both a specific asset and
collective level. All individually significant loans and receivables, held-to-maturity
investment securities and available-for-sale debt securities are assessed for specific
impairment. All individually significant loans and receivables, held-to-maturity investment
securities and available-for-sale debt securities found not to be specifically impaired are
then collectively assessed for any impairment that has been incurred but not yet
identified. Loans and receivables, held-to-maturity investment securities and available-
for-sale debt securities that are not individually significant are collectively assessed for
impairment by grouping together loans and receivables, held-to-maturity investment
securities and available-for-sale debt securities with similar risk characteristics.

In assessing collective impairment, the Bank uses historical trends of the probability of
default, the timing of recoveries and the amount of loss incurred, adjusted for
management's judgement as to whether current economic and credit conditions are such
that the actual losses are likely to be greater or less than suggested by historical trends.
Default rates, loss rates and the expected timing of future recoveries are regularly
reviewed by the Bank’'s Credit Committee to ensure that they remain appropriate.

Impairment losses on assets carried at amortised cost are measured as the difference

between the carrying amount of the financial asset and the present value of estimated
future cash flows discounted at the asset's original effective interest rate.

12
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3.1.6

Significant accounting policies (continued)
Financial assets and financial liabilities {continued)
Identification and measurement of impairment {continued)

If the terms of a financial asset are renegotiated or modified or an existing financial asset
is replaced with a new one due to financial difficulties of the borrower, then an
assessment is made of whether the financial asset should be derecognised. If the cash
fliows of the renegotiated asset are substantially different, then the contractual rights to
cashflows from the original financial asset are deemed to have expired. In this case, the
original financial asset is derecognised and the new financial asset is recognised at fair
value. The impairment loss before an expected restructuring is measured as foliows.

+ If the expected restructuring will not result in derecaognition of the existing asset, then
the estimated cash flows arising from the modified financial asset are included in the
measurement of the existing asset based on their expected timing and amounts
discounted at the original effective rate of the existing financial asset.

» If the expected restructuring will result in derecognition of the existing asset, then the
expected fair value of the new asset is treated as the final cash flow from the existing
financial asset at the time of its derecognition. This amount is discounted from the
expected date of derecognition to the reporting date using the original effective
interest rate of the existing financial asset.

Impairment losses are recognised in profit or loss and reflected in an allowance account
against loans and receivables or held-to-maturity investment securities. Interest on
impaired assets continues to be recognised through the unwinding of the discount. When
a subsequent event causes the amount of impairment loss to decrease, the decrease in
impairment loss is reversed through profit and loss.

Impairment losses on available-for-sale investment securities are recognised by
transferring the cumulative loss that has been recognised in the fair value reserve in
equity to profit or loss as a reclassification adjustment. The cumulative loss that is
reclassified to profit or loss is the difference between the acquisition cost, net of any
principal repayment and amortisation, and the current fair value, less any impairment loss
previously recognised in profit or loss. Changes in impairment provisions attributable to
the effective interest method are reflecled as a component of interest income.

If, in a subsequent period, the fair value of an impaired available-for-sale debt security
increases and the increase can be objectively related to an event occurring after the
impairment loss was recognised, then the impairment loss is reversed, with the amount of
the reversal recognised in profit or loss. However, any subsequent recovery in the fair

value of an impaired available-for-sale equity security is recognised in other
comprehensive income.

The Bank writes off certain loans and receivables and investment securities when they
are determined to be uncollectible.

13
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Notes to the Financial Statements

For the Year Ended 31 December 2016

3.3

3.3.1

3.3.2

3.3.3

Significant accounting policies (continued)

Cash and cash eqguivalents

Cash and cash equivalents comprise notes and coins in hand, unrestricted balances held
with the Central Bank of Malta and deposits with contractual maturities of less than three
months from the acquisition date which are subject to an insignificant risk of changes in
their fair value. Subsequent to initial recognition, cash and cash equivalents are carried
at amortised cost in the statement of financial position.

Property and equipment

Recognition and measurement

ltems of property and equipment are measured at cost or revalued amount fess
accumulated depreciation and any accumulated impairment [osses.

Freehold property is shown at open market value based on periodic valuations by the
directors in consideration of a fair value determined by an external independent valuer
less subsequent depreciation. A revaluation is carried out if the fair value of the property
would otherwise differ materially from the carrying amount as at the reporting date. Any
accumulated depreciation at the date of revaluation is eliminated against the gross

carrying amount of the asset and the net amount is restated to the revalued amount of the
asset.

Revaluation surplus or deficit

Increases in the carrying amount arising on revaluation of property are credited to the
revaluation reserve in the statement of changes in equity. Decreases that offset previous
increases of the same individual asset are charged against revaluation reserve directly in
equity; all other decreases are expensed in the statement of profit or loss and other
comprehensive income. Any subsequent increases are credited to the statement of profit
or loss and other comprehensive income up to the amount previously debited, and then to
the revaluation reserve. Upon disposal of premises, the relevant portion of the

revaluation reserve realised is released and transferred from revaluation reserve to
retained earnings.

Where parts of an item of property and equipment have different useful lives, they are
accounted for as separate items of property and equipment,

Subsequent costs

The cost of replacing a component of an item of property and equipment is recognised in
the carrying amount of the item if it is probable that the future economic benefits
emanating from such component will flow to the Bank and its cost can be meastred
reliably. The carrying amount of the replaced part is derecognised. The costs of the day-
to-day servicing of property and equipment are recognised in profit or loss as incurred.

14
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3.3

3.34

3.4

35

Significant accounting policies (continued)
Property and equipment (continued)

Depreciation

Depreciation is recognised in profit or loss on a straight-line basis over the estimated

useful lives of each part of an item of property and equipment from the date they are
available for use.

Land is not depreciated. Upon revaluation of property, accumulated depreciation is
eliminated against the gross carrying amount of the asset.

The estimated useful lives for the current and comparative years are as follows;

Premises and improvements 20 — 100 years
Computer hardware 5 years

Other equipment 5—~15years
Motor vehicles 5 years.

Depreciation methods, useful lives and residual values are reviewed at each reporting
date and adjusted if appropriate.

Intangible assets - software

Software acquired by the Bank is stated at cost less accumulated amortization and any
accumulated impairment losses.

Subsequent expenditure on software assets is capitalized only when it increases the
future economic benefits embodied in the specific asset to which it relates. All other
expenditure is expensed as incurred.

Amortisation is recognized in profit or loss on a straight-line basis over the estimated
useful life of the software, from the date that it is available for use since this most closely
reflects the expected pattern of consumption of the future economic benefits embodied in

the asset. The estimated useful life of software for the current and comparative periods is
three to fifteen years.

Amortisation methods, useful lives and residual values are reviewed at each financial
year end and adjusted if appropriate.

Impairment of non-financial assets

The carrying amounts of the Bank’s non-financial assets, other than deferred tax assets,
are reviewed at each reporting date to determine whether there is any indication of

impairment, If any such indication exists, then the asset's recoverable amount is
estimated.

15
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3.5

3.6

3.7

Significant accounting policies (continued)
Impairment of non-financial assets (continued)

The recoverable amount of an asset is the greater of its value in use and its fair value
less costs to sell. In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset.

For the purpose of impairment testing, assets that cannot be tested individually are
grouped together into the smallest group of assets that generates cash inflows from
continuing use that are largely independent of the cash inflows of other assets.

An impairment loss is recognised if the carrying amount of an asset or cash-generating

unit (CGU) exceeds its estimated recoverable amount. Impairment losses are recognised
in profit or loss.

tmpairment losses recognised in prior periods are assessed at each reporting date for any
indications that the loss has decreased or no longer exists. An impairment loss is
reversed if there has been a change in the estimates used to determine the recoverable
amount. An impairment loss is reversed only to the extent that the asset's carrying
amount does not exceed the carrying amount that would have been determined, net of
depreciation or amortisation, if no impairment loss had been recognised.

Deposits and debt securities issued

Deposits and debt securities issued are the Bank’s sources of debt funding. These are
initially measured at fair value less incremental direct transaction costs, and subsequently
measured at their amortised cost using the effective interest method. The Bank did not
designate any liabilities at fair value through profit or loss.

Interest

Interest income and expense are recognised in profit or loss using the effective interest
method. The effective interest rate is the rate that exactly discounts the estimated future
cash payments and receipts through the expected life of the financial asset or liability {or,

where appropriate, a shorter period) to the carrying amount of the financial asset or
liability.

The calculation of the effective interest rate includes all transaction costs, and fees and
points paid or received that are an integral part of the effective interest rate. Transaction

costs include incremental costs that are directly attributable to the acquisition, issue or
disposal of a financial asset or liability.

Interest income and expense presented in the statement of profit or loss and other
comprehensive income include interest on financial assets and fiabiliies measured at
amortised cost calculated on an effective interest basis and interest on available-for-sale
investment securities calculated on an effective interest basis.
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3.8

3.9

3.10

31

Significant accounting policies (continued)

Fees and commission

Fees and commission income and expense that are integral to the effective interest rate

on a financial asset or liability are included in the measurement of the effective interest
rate.

Other fees and commission income, including account servicing fees, investment
management fees, sales commission, placement fees and syndication fees, are
recognised as the related services are performed. When a loan commitment is not
expected to result in the draw-down of a loan, the related loan commitment fees are
recognised on a straight-line basis over the commitment period,

Other fees and commission expense relate mainly to transaction and service fees, which
are expensed as the services are received.

Foreign currency transactions

Transactions in foreign currencies are translated in the functional currency of the Bank at
the foreign exchange rate prevailing on the date of the transaction. Monetary assets and
liabilities denominated in foreign currencies at the reporting date are translated into the
functional currency at the foreign exchange rate ruling at that date. The foreign currency
gain or loss on monetary items is the difference between amortised cost in the functional
currency at the beginning of the year, adjusted for effective interest and payments during

the year, and the amortised cost in foreign currency translated at the spot exchange rate
at the end of the year.

Non-monetary assets and liabilities that are measured in terms of historical cost in a
foreign currency are transtated using the exchange rate at the date of the transaction.
Non-monetary assets and liabilities denominated in foreign currencies that are stated at
fair value are translated into the functional currency at foreign exchange rates ruling at
the dates the fair values were determined.

Foreign currency differences arising on retranslation are recognised in profit or loss,
except for differences arising on the retranstation of available-for-sale equity instruments,
which are recognised in other comprehensive income.

Operating lease payments

Payments made under operating leases are recognised in profit or loss on a straight-fine
basis over the term of the lease.

Employee henefits

The Bank contributes towards the State pension defined contribution plan in accordance
with local legislation and to which it has no commitment beyond the payment of fixed
contributions. Obligations for contributions to the defined contribution plan are recognised
as an expense in profit or loss as they fall due.

17



Izola Bank p.l.c.

Notes to the Financial Statements

For the Year Ended 31 December 2016

3.12

3.13

3.14

Significant accounting policies (continued)

Income tax

Income tax expense comprises current and deferred tax. Current tax and deferred tax
are recognised in profit or loss except to the extent that it relates to items recognised
directly in equity, or in other comprehensive income.

Current tax is the expected tax payable on the taxable income for the year, using tax
rates enacted or substantively enacted at the reporting date, and any adjustment to tax
payable in respect of previous years.

Deferred tax is recognised in respect of temporary differences between the carrying

amounts of assets and liabilities for financial reporting purposes and the amounts used for
taxation purposes,

The measurement of deferred tax reflects the tax consequences that would follow the
manner in which the Bank expects, at the end of the reporting period, to recover or settle
the carrying amount of its assets and liabilities.

Deferred tax is measured at the tax rates that are expected to be applied to the temporary
differences when they reverse, based on the laws that have been enacted or substantively
enacted by the reporting date. Deferred tax assets and liabilities are offset if there is a
legally enforceable right to offset current tax liabilities against current tax assets, and they
relate to taxes levied by the same tax authority on the same taxable enfity.

A deferred tax asset is recogrised for temporary differences to the extent that it is
probable that future taxable profits will be available against which they can be utilised.
Deferred tax assets are reviewed at each reporting date and are reduced to the extent
that it is no longer probable that the related tax benefit will be realised.

Share capital

Ordinary shares are classified as equity. Incremental costs directly atfributable to the
issue of ordinary shares are recognised as a deduction from the equity net of any tax
effects. The Bank presents basic earnings per share (EPS) data for its ordinary shares.
Basic EPS is calculated by dividing the profit or loss attributable to ordinary shareholders .

of the Bank by the weighted average number of ordinary shares outstanding during the
period.

Segment reporting

An operafing segment is a component of the Bank that engages in business activifies
from which it may earn revenues and incur expenses, including revenue and expenses
that relate to transactions with any of the Bank’s other components, whose operating
results are reviewed regularly by the Bank's Board of Directors {being the chief operating
decision maker), to make decisions about resources allocated to each segment and
assess its performance, and for which discrete financial information is available,
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3.1541

3.15.2

Significant accounting policies (continued)
New standards and interpretations endorsed by the EU but not yet adopted

A number of new standards, amendments to standards and interpretations are not yet
effective for annual periods beginning after 1 January 2016 and earlier application is

permitted; however the Bank has not early applied the following new or amended started
in preparing these financial statements.

IFRS 9 Financial Instruments: IFRS 9, published in July 2015, replaces the existing
guidance in IAS 39 Financial Instruments: Recognition and Measurement. It includes
revised guidance on the classification and measurement of financial instruments, a new
expected credit loss model for calculating impairment on financial assefs, and new
general hedge accounting requirements. It also carries forward the guidance on
recognition and derecognition of financial instruments from 1AS 39,

IFRS 15 Revenue from Contracts with customers: IFRS 15 establishes a comprehensive
framework for determining whether, how much and when revenue is recognised. |t
replaces existing revenue recognition guidance, including IAS 18 Revenue, 1AS 11
Construction Contracts and IFRIC 13 Cusfomer Loyally Programmes.

IFRS 9 and IFRS 15 are effective for annual reporting periods beginning on or after 1
January 2018, with early adoption permitted. Both standards have been adopted by the
EU. The Bank is assessing the potential impact on its financial statements resulting from
the application of IFRS 9 and IFRS 15. To date, management have not identified any
substantial impact on the Bank arising from the adoption of these updated IFRSs.

New standards not yet endorsed by the EU

IFRS 14 Regufatory Deferral Accounts: IFRS 14 permits an entity which is a first-time
adopter of International Financial Reporting Standards to continue to account, with some
limited changes, for 'regulatory deferral account balances' in accordance with its previous
GAAP, both on initial adoption of IFRS and in subsequent financial statements.
Regulatory deferral account balances, and movements in them, are presented separately
in the statement of financial position and statement of profit or loss and other
comprehensive income, and specific disclosures are required. Although it was planned
that this interim standard to be effective as from 1 January 2016 the EC has decided not

to launch the endorsement process of this interim standard and to wait for the final
standard.

IFRS 16 Leases: IFRS 16 specifies how an IFRS reporter will recognise, measure,
present and disclose leases. The standard provides a single lessee accounting model,
requiring lessees to recognise assets and liabilities for all leases unless the lease term is
12 months or less or the underlying asset has a low value. Lessors continue to classify
leases as operating or finance, with IFRS 16's approach to lessor accounting substantially

unchanged from its predecessor, 1AS 17. This standard is planned to be endorsed in
quarter 4 of 2017 and be effective as from 1 January 2019.
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4.2

Financial risk management

Organisation

The Board of Directors has overall responsibility for the establishment and oversight of
the Bank's risk management framework. The Board has established the Board
Committee, the Audit Committee and the Credit Committee, which are responsible for the
monitoring of risk in their specified areas. Non-executive directors sit on these
Committees with the Chief Executive Officer also attending the Board and Credit
Committees. The Committees report regularly to the Board of Directors on their activities.
The Board has also established an Asset and Liability Management Committee (ALCO)

which is a management commitiee that reports to the Board of Directors on a quarterly
basis.

Risk management policies have been established to identify and analyse the risks faced
by the Bank, to set out appropriate risk limits and controls, and to monitor risks and
adherence to limits. The risk management policies and systems are reviewed regularly to
reflect changes in market conditions, products and services offered. The Bank has

developed appropriate risk management training for the needs of the relevant staff
members.

Risk exposure

The Bank is exposed to a number of risks, which it manages at different organisational
levels,

The main categories of risk are:

* Credit risk: Risk that one party to a financial instrument will fail to discharge an
obligation and cause the other party fo incur a financial loss. It arises from the

lending, treasury, factoring of receivables and investment activities undertaken by the
Bank.

* Market risk: Risk of losses arising from unfavourable changes in the level and
volatility of interest rates, foreign exchange rates or investment prices.

s Liquidity risk: Liquidity risk is divided into two categories:

- Market (product) liquidity risk: risk of losses arising from difficulty in accessing a
product or market at the required time, price and volume.

- Funding fiquidity risk: risk of losses arising from a timing mismatch between
investing, placements and funds arising from aclivities resulting in obligations
missing the settlernent date or satisfied at higher than normal rates.

* Operational risk: Operational risk is the risk of direct or indirect loss arising from a
wide variety of causes associated with the Bank's processes, personnel, technology
and infrastructure, and from external factors other than credit, market and liquidity
risks such as those arising from legal and regulatory requirements and generally

accepted standards of corporate behaviour. Operational risks arise from all of the
Bank's operations.
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4.3

4.3.1

4.3.2

Financial risk management (continued)
Capital base

The Bank is a licensed financial services provider and must therefore comply with the
laws and regulations on capital requirements. The Bank has adopted the Standardised
Approach to calculate its capital requirements.

Capital management

The Bank must have sufficient capital to comply with regutatory capital requirements.
The purpose of the Bank’s capital management is to ensure an efficient use of capital in
relation to risk appetite as well as business development.

The Bank's regulatory capital is analysed into two tiers:

¢ Tier 1 capital, which includes ordinary share capital, capital contribution and retained
earnings and excludes intangible assets,

e Tier 2 capital, which includes property revaluation reserve, collective impairment
allowances and fair value reserve.

Banking operations are categorised as banking book, and risk-weighted assets are
determined according to specified requirements that seek to reflect the varying levels of

risk attached to assets and to exposures not recognised in the statement of financial
position,

The Bank has complied with all capital requirements directives and rules throughout the
year,

There have been no material changes in the Bank's management of capital during the
year.

Calculation of minimum capital requirement and risk-weighted assets
The minimum capital requirements are calculated for the credit, market and operational
risk. The capital ratio is calculated using the definition of regulatory capital and risk-

weighted assets. The total capital ratio must not be lower than 8%.

Total risk-weighted assets are determined by multiplying the capital requirements for
market risk and operational risk by 12.5 (j.e. the reciprocal of the minimum capital ratio of
8%) and adding the resulting figures to the sum of risk-weighted assets for credit risk.
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4.3
4.3.2

Financial risk management {continued)

Capital base (continued)

Calculation of minimum capital requirement and risk-weighted assets (continued)

Below is the Bank’s capital requirements and capital adequacy ratio computation.

Tier 1 capital
Ordinary share capital
Capital contribution
Retained earnings
Intangible assets

Tier 2 capital

Property revaluation reserve

Collective impairment allowance

Fair value movement reserve
Transitional provisions (unrealised gains)

Total regulatory capital

2016 2015

€ £
10,000,000 10,000,000
11,436,521 10,482,904
3,168,371 2,889,832
(1,560,192)  (1,100,934)
23,044,700  22.271.802
961,468 1,048,190
286,396 222,317
2,663,593 3,020,434
(2,175,037)  (1,627,450)
1,736,420 2,663,491

24,781,120

24,935,293

Further information on the bank's capital adequacy ratios may be found in sections 3 and
4 of Appendix 1 - Pillar 3 disclosures as at 31 December 2016, which are subject to

review and verification by the bank's audit committee.
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4.4

4.4.1

4.4.2

Financial risk management (continued)

Credit risk

Credit risk is the risk of financial loss to the Bank if a customer or counterparty to a
financial instrument fails to meet its contractual obligations, and arises principally from the
Bank's factored receivables, loans and advances to customers and other banks, and
other investment securities. For risk management reporting purposes, the Bank considers
and consolidates all elements of credit risk exposure (such as individual obligor default
risk, country and sector risk).

The Bank follows standards, policies and procedures established by the Bank's Board of
Directors for the control and monitoring of all risks. The Board of Directors has delegated
the responsibility for the management of credit risk to the Credit Committee within a
Board-approved credit sanctioning limit. The Bank's management is respeonsible for the
oversight of the Bank’s credit risk. The Bank's credit risk policies and procedures are
reviewed through internal audit,

At the reporting date, 76% (2015: 84%) of other loans and advances to customers and
Nil% (2015: Nil%) of investments were cash secured, 2% (2015: 2%) of other loans and
advances to customers were secured against property, whilst 2% (2015: 2%) of other
loans and advances to customers were secured against shares in a local company.

Maximum exposure to credit risk

The Bank’s maximum credit risk exposure to on and off balance sheet financial

instruments, before taking account of any collateral held or other credit enhancements
can be classified in the following categories:

- Financial assets recognised in the statement of financial position comprise
balances with Central Bank of Malta, financial investments, factored receivables,
loans and advances and acceptances and endorsements. The maximum
exposure to credit risk of these financial assets equals their cafrying amount.

- Commitments for factored receivables, overdrafts and credit cards - the maximum
exposure to credit risk is the full amount of the committed facilities {note 25)

Industry concentration

The following industry concentrations relating to loans and advances to customers are
considered significant:

2016 2015
€ % € %
Manufacturing 7,347,078 12 7,907,588 14
Whoalesale and retail trade 12,607,848 21 11,347,000 19
Real estate, renting and business activities 41,395,183 67 39,185,287 &7

61,350,109 100 58,439,875 100

23



Izola Bank p.l.c.

Notes to the Financial Statements

For the Year Ended 31 December 2016

4 Financial risk management (continued)
4.4 Credit risk (continued)

4.4.3 Analysis of colfateral

The Bank holds collateral against loans and advances to customers and investment
securities in the form of pledges over deposits held with the Bank. Factored receivables
are unsecured and collateral generally is not held over loans and advances to banks.

The collateralised loans are as follows:

Carrying amounts of neither past due nor impaired

Loans and advances fo customers

2016 2015
€ €

Type of collateral
Deposits held with the Bank 47,047,256 49,102,000
Commercial real estate 1,150,000 1,200,000
Unlisted shares 978,000 1,000,000

No collateral is held against investment in debt securities and loans and advances to
banks.

4.4.4 Impaired factored receivables

These comprise factored receivables for which the Bank determines that it is probable

that it will be unable to collect all principal and interest due according to the contractual
terms of the factored receivables agreements.

2016 2015

€ €

Factored receivables - gross 21,040,126 20,593,085
Collectively determined 21,040,126 20,593,085
Collective allowance for impairment 223,229 205,720
Specific allowance for impairment 579,697 747,822
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4.4

4.4.5

4.4.6

4.4.7

Financial risk management (continued)
Credit risk (continued)

Neither past due nor impaired loans and securities

2016 2015

€ €

Loans and advances to customers 55,876,574 57,765,431
Loans and advances to banks 31,788,316 32,471,446
Investment securities 66,925,325 52,537,656
154,590,215 142,774,533

Past due but not impaired

These are receivables where contractual interest or principal payments are past due but
the Bank believes that impairment is not appropriate on the basis of the level of
security/collateral available andfor the stage of collection of amounts owed to the Bank.

As at 31 December 2016, 39% (2015: 35%) of the Bank's factored receivables were past
due but not impaired. 24% of the factored receivables became past due on 31 December

20186. Virtually all of these receivables have been paid by the date of issue of these
financial statements.

Loans with renegotiated terms and forbearance

The Bank has adopted the additional accounting policies, in note 3.1.8, as requested by
the European Securities and Markets Authority (ESMA} Public Statement on the

Treatment of Forbearance Practices in IFRS Financial Statements of Financial
Institutions.

Loans with renegotiated terms are loans that have been restructured due to changing
market conditions, deterioration in the borrower's financial position and other factors not
related to the current or potential credit deterioration of a customer. Under certain
circumstances, the Bank may renegotiate the terms and conditions of a loan in response
to actual or perceived financial difficulties of a customer. This practice of renegofiation for
credit purposes is known as loan forbearance.

During 2016 and 2015, there were no instances where the terms and conditions of a loan
had to be renegotiated in response to perceived financial difficulfies of a customer.

Consequently, the Bank did not apply forbearance measures during the current and
comparative year.
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4.4

447

4.4.8

Financial risk management (continued)

Credit risk (continued)

Loans with renegotiated terms and forbearance (continued)

As at 31 December 20186, the Bank had renegotiated three (2015: four) loans amounting
to €12,902 (2015: €67,839) due to delays in the projects being financed. The Bank

recognised interest amounting to €389 on these loans in 2018 (2015: €1,033). The
movements in renegotiated loans may be summarised as follows:

Total

€

At 1 January 2015 225,028
Recognised impairment -
Loans repaid (225,028)
Renegotiated loans 67,839
At 31 December 2015 67,839
At 1 January 2016 67,839
Recognised impaimment -
Loans repaid (67,839)
Renegotiated loans 12,902
At 31 December 2016 12,902

Allowances for impairment

The Bank establishes an allowance for impairment losses that represents its estimate of
incurred losses in ifs factored receivables portfolio. The main components of this
allowance are a specific foss component that relates to individually impaired receivables,
and a collective loss allowance established for groups of factored receivables in respect

of losses that have been incurred but have not been identified and subject to individual
assessment for impairment.

2016 2015
€ €

Factored receivables
Collective allowance for impairment 223,229 205,720
Specific allowance for impairment 579,697 747,822
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4.4

4.4.9

4.4.10

Financial risk management (continued)
Credit risk (continued)
Write-off policy

The Bank writes off a loan, security and/or factored receivable balance (and any related
allowance for impairment losses) when management determines that the loan, security
and/or factored receivable is uncollectible. This determination is reached after
considering information such as ocourrence of significant changes in the
borrower/issuer's financial position such that the borrowerfissuer can no longer pay the
obligation, or that proceeds from collateral will not be sufficient to pay back the entire

exposure. During the current year, amounts receivable of €105,377 {2015: €108,945)
were written off by the Bank.

Concentration risk

In addition to the industry concentration mentioned in note 442, the Bank monitors
concentration of credit risk by sector and by geographic location. An analysis of
concentrations of credit risk is shown on the next page.
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4.4

4.4.10

4.5

4.5.1

Financial risk management (continued)
Credit risk {continued)

Conicentration risk (continued)

Concentration by location for loans and advances to customers and banks and

investment securities is measured based on the location of the borrower or issuer of the
security.

Market risk

Market risk comprises the risk of losses in value caused by unexpected changes in
market prices (interest rates, equity prices, foreign exchange rates and credit spreads)
before the affected positions can be closed out or hedged.

Market risk for the Bank consists of three elements:

* Interest rate risk, which is the risk of losses because of changes in interest rates.

* Exchange rate risk, which is the risk of losses on the Bank's positions in foreign
currency because of changes in exchange rates.

* Investment price risk, which is the risk of losses because of changes in investments
prices.

Interest rate risk

Interest rate risk is the risk that the value of a financial instrument will fluctuate due to
changes in market interest rates. The Bank’s operations are subject to the risk of interest
rate fluctuations to the extent that interest-earning assets and interest-bearing liabilities
mature or re-price at different times or at different amounts. The Bank accepts deposits
from customers at both fixed and floating rates and for varying maturity periods. This risk
is managed through the matching of the interest resetting dates on assets and liabilities.
However, the Bank seeks to maximise the spread over the cost of capital by investing
funds in a portfolio of securities and loans and receivables with a longer tenure than the
liabilities (therefore carrying a negative maturity gap position} through the efficient
management of shorter term liabilities over the medium to longer term. The table on the

next page summarises re-pricing mismatches at reporting date together with the effective
interest rates where applicable,
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4 Financial risk management (continued)

4.5 Market risk {continued)

4.5.1 Interest rate risk (continued)

2016

Assets

Cash

Balances receivable from Central
Bank of Malta

Investments:

- Held-to-maturity debt securities

- Available-fur-sale debt securities
- Available-for-sale equities
Loans and advances to banks
Loans and advances fo customers
Factored receivables

Other assets

Total assets

Liabilities

Balance owed fo Central Bank
of Maita

Amounts owed to cusiomers
Debt securities issued
Current tax payable

Other liabilities

Equity
Issred capital
Property revaluation reserve
Depositors' compensation scheme
reserve
Fair value reserve
Retained earnings
Resarve for generat hanking
risk
Capital contribution

Total fiabilities and equity
Gap

Cumulative gap

30

Between
Effective  Less than three  Between one

Carrying  interest three  monthsand yearandfive  More than
amount rate months one year years  five years Others
€ % € £ € £ £
2,084 - - - - - 2,084
10,351,518 -0.4% 10,351,518 - - - -
50,004,750 3% 1,532,250 5,117,470 13,751,650 29,543,380 -
16,920,574 - - - - - 16,920,574
788316 -02% 31,788,316 - - - -
61,350,109 43% 16,940,346 9,913,344 5,413,419 29,083,000 .
20,237,200 - - - - - 20,237,200
6,765,399 - - - - - 6,765,390
197,419,951 60,612,430 15000814  19,165069 58,626,380 43,925,258
21,300,000 0.02% - - 21,300,000 - -
132,337,023 14% 74720462 24144093 29,152,573 4,319,895 -
11,854,721 4.6% - - - 11,854,721 -
549,126 - - - - - 549,126
2,910,523 - - - - - 2,910,523
168,951,393 74720462 24144093  50452,573 16,174,616 3,450,649
10,000,000 - - - - 10,000,000
961,468 - - - - 961,468
238,387 - - - - 238,387
2,663,593 - - - - 2,663,593
3,168,372 - - - - 3168372
217 - - . - 217
11,436,521 - - - - 11,436,524
28,468,558 - - - - 28,468,558
197,419,951 74720462 24144093 50,452,573 16,174,616 31,928,207
(14,108,032)  (9,053,279)  (31,287,504) 42,451,764 11,997,050
(14108,032) (23,164,310)  (54,448,815)  (11,997,050) -
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4 Financial risk management (continued)

4.5 Market risk (continued)

4.5.1 Interest rate risk (continued)

Betwean
Effective Less than three Between one
Carrying  interest three  monthsand yearandfive  More than
2015 amount rate months one year years  five years Others
£ % € € € £ £
Assets
Cash 1,656,731 . - - - - 1,656,731
Balances receivable from Central
Bank of Malta 989,261 0% 989,261 - - - -
Investments:
- Held-to-maturity debt securifies - - - - - - -
- Available-for-sale debt securities 45,774,996 4.1% 1,542,900 513,100 19,883,450 23,835,546 -
- Available-for-sale equities 6,762,660 - - - - - 6,762,660
Loans and advarces to banks 32,471,446 0.02% 32,471,446 - - - -
Leans and advances to customers 58,439,875 41% 12,326,510 10,544,275 5,563,566 30,005,524 -
Factored raceivables 19,639,543 - - - - - 19,639,543
Other assels 5,665,198 - . - - - 5,665,199
Total assets 171,398,711 47,330,117 11,057,375 25,447,016 53,841,070 33,724,133
Liahilities
Bafance owed to Central Bank
of Malta 21,700,000 0.05% 4,000,000 - 17,700,000 - -
Amounts owed o customers 107,261,236 1.5% 66,949,385 9,409,543 28,196,418 2,705,890 -
Debt securities issued 11,837,631 4.6% - - - 11,837,631 -
Current tax payable 286,575 - - - - - 286,575
Other liabilities 2,634,305 - - - - - 2,634,305
143,719,747 70,949,385 9,409,543 45,836,418 14,543,521 2,920,880
Equity
Issued capital 10,000,000 . - - - 10,000,000
Property revaluation reserve 1,048,190 - . - - 1,048,190
Depositors' compensation scheme
reserve 238,387 . - - - 238,387
Fair value reserve 3,020,434 . - - - 3020434
Retained eamings 2,889,832 . - - - 2,880,832
Reserve for general banking
risk 217 . - - - 217
Capital contribution 10,482,904 . - - - 10,482,904
21,679,964 . - - - 27,679,964
Total liabilities and equity 171,399,711 70,949,385 9,400,543 45,896,418 14,543 521 30,600,844
Gap {23,619,268) 1,647,832 (20,449,402) 39,297,549 3,123,289
Cumulative gap (23,619,268)  (21,971,436)  (42,420,838) {3,123,289) -
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4.5
4.5.1

4.51.1

4.5.1.2

Financial risk management (continued)
Market risk {continued)

Interest rate risk (continued)

Inferest rate profile

At the reporting date, the interest rate profile of the
instruments was:

Fixed rate instruments

investments — Debt securities available-for-sale
Loans and advances to banks

Loans and advances to customers

Balance owed to Central Bank of Malta

Debt securities in issue

Amounts owed to customers

Variable rate instruments

Investments — Debt securities available-for-sale
Loans and advances to customers

Balance receivable from Central Bank of Malta
Balance owed to Central Bank of Malta

Loans and advances to banks

Amounts owed to customers

Fair value sensitivity analysis for fixed rate instruments

2016

€

48,472,500
2,679,759
49,634,791
(11,300,000)
(11,854,721)

Bank's interest bearing financial

2015

€

43,718,996
2,670,919
53,401,466

(17,700,000)

(11,837,631)

(68,746,079)  (47,557,740)
8,886,250 22,696,010
1,532,250 2,056,000

11,715,318 5,038,409
10,351,518 989,261
(10,000,000)  (4,000,000)
29,108,557 29,800,527

(63,590,943)

(59,703,496)

(20,883,299)

(25,819,299)

The bank does not account for any fixed rate financial assets and liabilities at fair value
through profit or loss. Therefore, a change in interest rates at the reporting date would

not affect profit or loss.

A sudden increase of 50 basis points in the yield to maturity of the benchmark 10 year
Malta Government Stock would lead to a decrease in value of available for sale
investments amounting to €1,429,128. Such a decrease would be recognised in other
comprehensive income and in equity. A decrease of 50 basis points in interest rates
would have an equal but opposite effect on other comprehensive income and equity.
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4
4.5

4.5.1

Financial risk management (continued)
Market risk (continued)

Interest rate risk (continued)

4.5.1.3 Cash flow sensitivity analysis for variable rate instruments

4.5.2

The sensitivity of the interest rate gaps to various interest rate scenarios is also monitored
by management. Standard scenarios that are considered on a quarterly basis include a
50 basis point (bp) parallel rise or fall in all the yield curves. An analysis of the Bank's
sensitivity to an increase or decrease in market interest rates is as presented below. This

analysis assumes that all other variables, in particular foreign currency rates, remain
constant,

Impact on
Profit
or loss Equity
€ €

2016
+ 50 basis points (162,993) {162,993)
- 50 basis points 162,993 162,993
2015
+ 50 basis points (154,289) {154,289)
- 50 basis points 154,289 154,289
Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to the
changes in foreign exchange rates. The Bank holds and deals in foreign currency with
the aim to service the foreign exchange buying and selling activity by its clients. The
Bank does not speculate on its foreign exchange holdings. The Bank's foreign exchange
exposure is mainly limited to the United States Dollar and Swiss Erancs originating from the
Bank's corporate banking business. The Bank manages this risk by ensuring that its

foreign currency denominated liabilities are matched to corresponding assets in the same
currency.

Exposure to foreign currencies is maintained at minimum levels and within the prescribed
limits set by the Bank's Board of Directors. In the scenario whereby all foreign currencies
fluctuate up or down by 20% against the Euro, the carrying amounts of financial assets
and liabilities would fluctuate, up or down by €33,572 (2015: €2,311 ) respectively.
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4 Financial risk management (continued)

4.5 Market risk {continued)

4.5.2  Currency risk (continued)

The following table provides an analysis of the financial assets and liabilities of the Bank

info relevant currency groupings:

Financial assets

Cash

Investments:

- Debt securities held-to-
maturity

-~ Debt securities

available-for-sale

- Equities available-for-
sale

Loans and advances fo
banks and balances
receivable from
Central Bank of Malta

Loans and advances to
customers and credit
cards

Factored receivables

Financial liabilities

Balance owed to Central
Bank of Maita

Debt securities issued

Amounts owed to
customers

2016 2015

Other Other
Euro currencies Total Euro currencies Total
€ € € € € €
2,084 - 2,084 1,656,731 - 1,656,731
50,004,750 - 50,004,750 45,774,996 - 45,774,996
16,920,575 - 16,920,575 6,762,660 - 6,762,660
41,167,708 972,127 42,139,834 30,925,232 2535475 33,460,707
59,939,353 1,410,256 61,350,109 58,439,875 - 58,439,875
20,237,200 - 20,237,200 20,593,085 - 20,593,085
188,272,170 2,382,383 190,654,553 164,152,579 2,535,475 166,688,054
21,300,000 - 21,300,000 21,700,000 - 21,700,000
11,845,721 - 11,845,721 11,837,631 - 11,837,631
130,156,237 2,180,786 132,337,023 104,739,528 2,521,708 107,261,236
163,310,958 2,180,786 165,401,744 138,277,159 2,521,708 140,798,867

At the reporting date, the Bank was not exposed to any significant off balance sheet currency risk.
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4.5

4.5.3

4.5.4

Financial risk management (continued)
Market risk (continued)

Investment price risk

The exposure of the Bank to this risk is not significant. Frequent management reviews
are carried out to ensure high quality of the porifalio,

Fair values of financial instruments

The fair values of financial assets that are traded in active markets are based on quoted

market prices or dealer price quotations. For all other financial instruments, the Bank
determines fair values using other valuation techniques,

{a) Valuation models

The Bank measures fair values using the following fair value hierarchy, which reflects
the significance of the inputs used in making the measurements.

» Level 1: inputs that are quoted market prices (unadjusted) in active markets for
identical instruments.

¢ Level 2: inputs other than quoted prices included within Level 1 that are
observable either directly (i.e. as prices) or indirectly (i.e. derived from prices).
This category includes instruments valued using: quoted market prices in active
markets for similar instruments; quoted prices for identical or similar instruments
in markets that are considered iess than active; or other valuation techniques in
which all significant inputs are directly or indirectly observable from market data.

* Level 3:inputs that are unobservable,

Valuation techniques include net present value and discounted cash flow models.

Assumptions and inputs used in valuation techniques include risk-free and
benchmark interest rates,

Fair values reflect the credit risk of the instrument and include adjustments to take
account the credit risk of the counterparty as appropriate.

The objective of valuation techniques is to arrive at a fair value measurement that
reflects the price that would be received to sell the asset or paid to fransfer a liability
in an orderly transaction between market participants at the measurement date in the

principal or, in its absence, the most advantageous market to which the Bank has
access at that date.

(b) Valuation framework

The Bank's only assets which are measured at fair value are the investments in Malta
Government Stocks, corporate bonds which are listed on the Malta Stock Exchange
and an investment collective scheme. These are classified as available-for-sale
securities. The Financial Controller has overall responsibility for independently
verifying the results of all fair value measurements.
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4.3

4.5.4

Financial risk management (continued)

Market risk (continued)

Fair values of financial instruments (continued)

(c) Financial instruments measured at fair value — Fair value hierarchy

The table below analyses financial instruments measured at fair value at the reporting

date by the level in fair value hierarchy into which the fair value measurement is

categorised. The amounts are based on the value recognised in the statement of
financial position.

Level 1 Level 2 Level 3 Total
€ € € €

31-Dec-16
Investments:
- Debt securities available-for-sale 50,004,750 - - 50,004,750
- Equity instruments available-for-
sale 16,920,575 - - 16,920,575
31-Dec-15
Investments:
- Debt securilies available-for-sale 45,774,996 - - 45774,996
- Equity instruments available-for-
sale 6,742,507 - - 6,742,507

(d) Financial instruments not measured at fair value

Except for debt securities issued, the carrying amaunt of all financial instruments not
measured at fair value approximates their fair value. The fair value of the debt securities
issued as at 31 December 2016 amounted to €1 2,708,000 (2015: €12,666,000) whilst its
carrying amount was €11,854,721 (2015: €11 ,837,631). The fair value of financial
instruments not measured at fair value was determined as follows:

Loans and advances to banks and factored receivables

This category of assets is reported net of impairment allowances to reflect the estimated
recoverable amounts. Loans and advances to banks are repriceable within 3 months
whilst factored receivables are all short-term in nature. The carrying amounts of these
financial assets therefore approximate their fair values,
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4.5

4.5.4

Financial risk management (continued)
Market risk (continued)
Fair values of financial instruments (continued)

{(d) Financial instruments not measured at fair value (continued)

Loans and advances fo customers

18% (2015: 22%) of loans and advances to customers mature within 3 months and
hence, the carrying amounts of these financial assets approximate their fair values., 33%
(2015: 28%) mature after more than three months and within five years. The other 40%
(2015: 50%) mature after more than five years. These instruments are cash secured by
amounts owed to customers held by the Bank. There were no significant changes in the
market interest rates during the term of these advances. The fair values of these
securities therefore approximate their respective carrying amount.

Investments — Debt securities available-for-sale

This category of assets is carried at fair value. The instrument included in this category is

quoted and its fair value has been determined by reference to the market price as at 31
December 2016.

Investments — Equity instruments available-for-sale

The Bank has an interest in an unquoted equity investment as disclosed in note 13.4. No
fair value disclosure is provided for this equity investment security that is measured at
cost because its fair value cannct be reliably measured. This investment is neither

redeemable nor transferable and there is no market for it. The Bank does not intend to
dispose of this investment.

The Bank has also an interest in an open-ended investment fund as disclosed in note
13.4. This asset is carried at fair value and its fair value has been determined by
reference to the net asset value of this security as at 31 December 20186,

Balance owed fo Ceniral Bank of Malta

The loans contracted by the Bank during the current and comparative year with Central
Bank of Malta under the Program ‘Eurosystem Monetary Palicy Operations - Central Bank
of Malta Directive No.8' are carried at amortised cost. Malta Government Stocks held by
the Bank were pledged in favour of Central Bank of Malta as disclosed in note 13.3. The
fair values of these leans approximate their respective carrying amount.
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4.5

4.5.4

4.6

Financial risk management (continued)
Market risk (continued)

Fair values of financial instruments {continued)

(d) Financial instruments not measured at fair value

Amounts owed to customers

This category of liabilities is carried at amortised cost and amounts to €132,337,023
(2015: €107,261,236). 8% (2015: 60%) of the Bank’s amounts owed to customers have a
contractual repricing term of three months or less. The carrying value of these amounts
approximates their fair values. In respect of other longer-term fixed-maturity deposits,
which are repriceable upon their contractual maturity date, given the insignificant changes

in market interest rates, the fair values of these liabilities approximate their respective
carrying amount.

Debt securities issued

This category of liabilities is carried at amortised cost. The instrument included in this

category is quoted and its fair value has been determined by reference to the market
price as at 31 December 20186.

Liquidity risk

Liquidity risk is the risk that the Bank’s obligations to repay liabilities or fund new loans
exceeds the Bank's ability to raise funds from either the liguidation of assets or the
acceptance of new deposits. Liquidity risk arises because a bank does not exactly match
the maturity of assets with the maturity of liabilities but must always be able to meet its
liabilities as they fall due. Liquidity risk may also be affected by the depth of the market in
which the Bank has its assets and liabilities.

The Bank's approach to managing liquidity is to ensure, as far as possible, that it will
always have sufficient liquidity to meet its liabilities when due, under both normal and

stressed conditions, without incurring unacceptable losses or risking damage to the
Bank’s reputation.

The Bank's liquidity risk management focuses on structuring both the asset and liability
portfolic so as to maintain diversity of funding sources and a spread of asset and liability

maturities. A significant proportion of deposits are pledged, which contributes to the
reduction of liquidity risk.

Liquidity policies and procedures are reviewed by internal audit. All liquidity policies are

subject to the review by the Asset and Liability Management Committee and the approval
of the Board of Directors.
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4 Financial risk management (continued)

4.6 Liquidity risk {continued)

The following table provides an analysis of the financial assets and liabilities of the Bank

into relevant remaining maturity groupings based on the expected remaining periods to
recovery or repayment:

At 31 December 2016

Financial assets

Cash

Investments:

Equity shares

Debt securities available-for-sale
Loans and advances to

banks and balances receivable
from Cenfral Bank of Malta
Loans and advances to
customers

Faciored receivables ~ gross

Financial liabilities

Balance owed to Cenfral Bank
of Malta

Amounis owed to customers

Debt securities issued

Between one  Betwsen three  Between one

Less than and three months and and five Moare than
one month months one year years five years Total
£ € £ € £ €
2,084 - - - - 2,084
16,900,422 - - - 20,153 16,920,574
50,004,750 - - - - 50,004,750
42,139,834 - . - - 42,139,834
15,023,238 700 5,919,913 7,619,160 33,014,302 61,577,312
13,000,376 7,615,330 424,420 - - 21,040,126
137,070,704 7,616,030 6,344,333 7,618,160 33,014,302 191,684,682
- - - 21,300,000 - 21,300,000
71,563,788 3,156,673 24,144,093 29,152,573 4,319,875 132,337,023
- - . - 11,854,721 11,854,721
71,563,788 3,156,673 24,144,083 50,452,573 16,174,616 165,491,744
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4 Financial risk management (continued)

4.6 Liquidity risk (continued)

Between one  Between three  Between one

Less than and three months and and five More than
At 31 December 2015 one month months one year years five years Total
£ € € £ € £

Financial assets

Cash 1,656,731 . - - - 1,656,731
Investments:

Equity shares - - . 6,742,507 20,153 6,762,560
Debt securities available-for-sale 45,774,995 - - . - 45,774,996
Loans and advances to

banks and balances receivable

from Central Bark of Malta 33,460,707 . . - . 33,460,707
Loans and advances to

customers 12,249,816 76,694 6,544,275 7,663,566 31,905,524 58,439,875
Facfored receivables ~ gross 12,726,225 7,591,095 275,765 - - 20,593,085

105,868,475 7,667,789 6,820,040 14,406,073 31925677 166,688,054

Financial liabilities

Balance owed fo Central Bank - 4,000,000 - 17,700,000 < 21700,000
of Malta

Amounts owed to customers 60,381,786 6,567,599 9,409,543 28,196,418 2,705,890 107,261,236
Debt securities issued - - - - 11,837,631 11,837,631

60,381,786 10,567,599 9,409,543 45,896,418 14,543,621 140,798,867

4.6.1 Exposure fo liquidity risk

The key measure used by the Bank for managing liquidity risk is the ratio of net liquid
assets to customer deposits. For this purpose, net liquid assets are considered as
comprising cash and cash equivalents less any deposits from banks and other borrowings
and commitments maturing within the next month. This calculation is used to measure
the Bank's compliance with the liquidity limit established by the Malta Financial Services
Authority. Details of the Bank's ratio of net liquid assets to deposits at the reporting date
and during the reported period are as follows:

40



Izola Bank p.l.c.

Notes to the Financial Statements

For the Year Ended 31 Decemnber 2016

4 Financial risk management (continued)

4.6 Liquidity risk (continued)

4.6.1 Exposure to liquidity risk {continued)

As at 31 December

Average for the year

Maximum for the year

Minimum for the year

2016

117%

109%

131%

93%

4.6.2 Residual contractual maturities of financial liabifities

The table below shows a rmaturity anal
maturities of undiscounted cash flows:

At 31 December 2016
Debt securities issued
Bafance owed to
Centra Bank of Maita
Amounts owed to
customers

At 31 Decamber 2015
Debi securities issued
Balance owed {o
Central Bank of Malta
Amounts owed to
customers

2015
117%
135%

158%

115%

ysis for financial liabilities by remaining contractual

Befween Between  Between After

Gross one and three  oneand  morethan

Carrying nominal  Repayable three  months and five five

amount outflow  on demand months one year years years

£ € € € 3 € €

11,854,721 (16,860,000) (340,000) (2,160,000) (14,160,000)
21,300,000  (21,311,278) . - (21,311,278)

132,337,023 (136,152,708) (71,563,912) (2819,449)  (24,698,299) (31,833,455)  (5,237,502)

165,491,744 (174,323,986)  (71,563,912) (2819,440) (25238,209) (55,304,733) (19,307,592)

11,837,631 (17,400,000) . (540,000) (2,160,000) (14,700,000)
21,700,000 (21,744,260) . {4,000,511) - (17,743,749)

107,261,236 (110,901,970)  (60,509,507) (6,619,504) (10432,514) (30,064,805)  (3,275,640)

140,798,867  (150,046,230)  (60,509,507) (10,620,015}  (10,972,514) (49,968,554) (17,975,640)
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4.7

Financial risk management (continued)

Operational risks

Management of operational risk

The Bank’s objective is to manage operational risk so as to balance the avoidance of
financial losses and damage to the Bank’s reputation with overall cost effectiveness. To
manage this risk in an appropriate manner the following policies have been adopted:

To adopt policies, processes and procedures to control andfor mitigate material
operational risks.

To identify and assess the operational risk inherent in all material products, activities,
processes and systems. Before new products, activities, processes and systems are
introduced or undertaken, the operational risk inherent in them is subject to adequate
assessment.

To monitor all potential operational risks and material exposures to losses.

To monitor whether there is motive, means and opportunity, within the overall control
environment to commit fraudulent acts.

To adopt contingency and business continuity plans to ensure ability to operate on an
ongoing basis and limit losses in the event of severe business disruption.

The primary responsibility for the development and implementation of controls to address
operational risk is assigned to senior management. Periodic operational risk reports are
submitted to the Bank's Audit Committee.

A financial measurement of this risk is arrived at by the Bank for the purpose of allocating
risk capital using the Basic Indicator Approach under the Capital Requirements Directive
rules. The capital requirement for operational risk under this method was calculated at
€866,745 as at 31 December 2016 (2015: €776,994).

42



Izola Bank p.l.c.

Notes to the Financial Statements

For the Year Ended 31 December 2016

5 Interest receivable on loans and advances
2016 2015
€ €
On loans and advances to banks - 17,505
On loans and advances to customers 2,655,329 2,187,849
2,655,329 2,205,354
6 Interest expense and similar charges
2016 2015
Note € €
Interest expense:
On amounts owed to banks 8,677 15,002
On loans and advances to banks 38,784 -
On amounts owed to customers 1,709,856 1,708,493
On debts securilies issued 540,000 510,990

2,297,317 2,234,485
Amortisation of debt issuance costs 21 17,089 39,029

2,314,406 2.273,514

7 Net fee and commission income
2016 2015
€ €
Account maintenance and other bank charges 493,202 533,694
Commissions from factoring services 2,006,282 2,280,976
Fee and commission income 2,499,484 2,814,670
SWIFT and bank charges (61,108) (38,791)
Fee and commission expense (61,108) (38,791)
Net fee and commission income 2,438,376 2,775,879
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8 Other operating income
2016 2015
€ €
Dividend income 227,943 194,820
Net gain on disposal of available-for-sale investments 1,416,706 631,184
Rental income 47,443 18,585
1,692,092 844,589
9 Impairment allowances
2016 2015
€ €
Net write-downs
Factored receivables
- collective allowances (17,509) 9,358
- specific allowances 168,125 {407,476)
Credit cards, overdrafts and other advances
- collective allowances {46,569) 32,984
- specific allowances {27,101) {116,602)
76,946 {(481,736)

10 Profit before income tax

10.1  Profit before income tax is stated after charging fees payable, exclusive of VAT, to the
Bank's auditors during 2016 for:

€

Auditors' remuneration 27,500
Other assurance services 2.792
Other non-audit services 8,130
38,422
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10 Profit before income tax (continued)

10.2  Personnel expenses incurred by the Bank during the year are analysed as follows:

2016 2015

€ €

Directors’ fees 42.000 36,000
Staff costs:

- wages, salaries and allowances 843,799 649,140

- defined contribution social security costs 44,955 38,182

930,754 723,322

10.3  The weekly average number of persons employed by the Bank during the year was as

follows:
2016 2015
No. No.
Managerial 4 4
Supervisory and clerical 19 15
S

10.4  Other expenses incurred by the Bank during the year are analyzed as follows:

2016 2015

€ €

IT hardware and software maintenance costs 297,459 261,509
Marketing expenses 105,121 175,040
Amortisation of premium on investments 227,154 189,504
Other 582,610 390,043

1,212,344 1,016,096

45



Izola Bank p.l.c.

Notes to the Financial Statements

For the Year Ended 31 December 2016

1"

11.1

11

12

Income tax expense

Total income tax expense

2016 2015
Note € €
Current tax expense
Current year {1,255,972) (1,372,060)
Deferred tax
Origination and reversal of temporary differences 22 (192,779) 175,038
Total tax expense (1,448,751) (1,197,022}

Income tax expense (continued)

The income tax expense for the year and the result of the accounting profit muttiplied by

the tax rate applicable in Malta, the Bank's country of incorporation, are reconciled as
follows:

2016 2015
€ €
Profit before income tax 3,715,138 3,683,042
Income tax at the applicable tax rate of 35% (1,300,298) (1,254,065)
Income tax effect of:
Depreciation charges not deductible by way of
capital allowances {25,173) (19,798)
Non-taxable income 625 601
Change in unrecognised deductible temporary differences (123,905) 76,240
Tax expense {1,448,751) {1,197,022)

Earnings per share

Earnings per share is calculated on the profit attributable to ordinary shareholders of the
Bank for the year ended 31 December 2016 amounting to €2,266,387 {2015: €2,386,020)
divided by 400,000 (2015: 400,000), being the equivalent number of ordinary shares in
issue and ranking equally for dividend during the year.
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13

1341

13.2

13.3

134

Investments

Investments comprise:

2016 2015

€ €

Available-for-sale debt securities 50,004,750 45,774,996
Available-for-sale equity instruments 16,920,575 6,762,660

66,925,325 52,537,656

At 31 December 2018, €6,916,730 (2015: €6,762,660) of investment securities are
expected to be recovered after more than 12 months from the reporting date.

Available-for-sale debt securities comprise Malta Government Stocks amounting fo
€38,651,473 (2015: €36,871,581) and local corporate bonds amounting to €11,353,277
(2015: €8,903,415). As at 31 December 20186, part of the Malta Government Stocks held
by the Bank were pledged in favour of the Central Bank of Malta to cover the Bank's

participation in the Euro-system financing operations, which amounted to €21,300,000
(2015: €21,700,000) at that date.,

Equity instruments available-for-sale comprise:

2016 2015
€ €
Unquoted equity holding
- Society for Worldwide Interbank Financial
Telecommunications SCRL
20,153 20,153
Investment in collective investment scheme
- BNP Paribas Flexi Il Global Senior
Corperate Loans Fund 6,896,577 6,742,507
- BNP Paribas Money Market Fund 3M 10,003,845 -

16,920,575 6,762,660
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13

13.5

14

Investments (continued)

The movement in investments may be summarised as follows:

At 1 January 2015
Acquisitions

Maturity / Disposals

Net fair value movement

At 31 December 2015

At 1 January 2016
Acquisitions

Disposals

Net fair value movement

At 31 December 2016

Loans and advances to banks

Repayable on call and at short notice
Term loans and advances

48

Held-to- Available-for-
maturity sale Total
£ € €
26,455,000 44,624,589 71,079,589
- 16,403,055 16,403,055
{26,455,000) (10,464,323}  (36,919,323)
- 1,974,335 1,974,335
- 52,537,656 52,537,656
- 52,537,656 52,537,656
- 20,884,368 20,884,368
- {7,353,517) (7,353,517)
- 856,818 856,818
- 66,925,325 66,925,325
2016 2015
€ €
29,108,557 29,800,527
2,679,759 2,670,919
31,788,316 32,471,446
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15 Factored recejvables

2016 2015
€ €
Receivables factorad without recourse 21,040,126 20,593,085
Allowance for uncollectibility:
- Specific (579,697) (747.,822)
- Collective (223,229) (205,720)
(802,926) (953,542)
20,237,200 19,638,543
Allowances
2016 2015
€ €
At 1 January 953,542 555,424
Net (decrease)/increase {150,616) 398,118
At 31 December 802,926 853,542

An allowance for uncollectibility is provided against receivables factored without recourse,
other than exposures to European governmental agencies.
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16 Other loans and advances to customers

16.1 Term loans and advances

Note

Term loans and advances

Term loans and advances to related parties 29.3
Credit cards and overdrafts

2016 2015

€ €
3,631,924 3,683,431
52,147,256 54,082,000
5,570,929 674,444
61,350,109 58,439,875

16.2 At 31 December 2016, €35,680,869 (2015 €39,569,090) of loans and advances to
customers are expected to be recovered in excess of 12 months after the reporting date.

16.3 Loans and advances to customers amounting to €46,397,256 (2015: €49,102,000) are
cash secured by amounts owed to customers held by the Bank and no specific

allowance for uncollectibility is necessary.

16.4  Credit card, overdraft balances and other advances are stated net of €63,166 (2015:
€16,597) collective impairment provision and €164,037 (2015: €144,792) specific

impairment provision.
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17 Property and equipment

171

Cost/
Revalued amount Cost

Premisesand  Computer Other Motor
Total  improvements  hardware  equipment  vehicles

€ £ £ € €
Costirevalued amount
At 1 January 2015 3,385,284 2,407,939 389,837 539,856 47,652
Acquisitions 754,730 606,916 129,934 17,880 -
Disposal (3,045} - - - {3,045)
At 31 December 2015 4,136,969 3,014,855 519,711 557,736 44,607
At 1 January 2016 4,136,969 3,014,855 519,771 557,736 44 607
Acquisitions 210,979 44 970 24,336 46,211 95,462
Disposal {33,445) - - - { 33.445)
At 31 December 2016 4,314,503 3,059,825 544,107 603,947 106,624
Depreciation
At 1 January 2015 859,963 85,205 356,694 416,671 31,393
Charge for year 100,017 47,165 34,643 7,088 11,121
Released on disposal (3,045) - - - {3,045)
At 31 December 2015 986,935 132,370 391,337 423,759 39,469
At 1 January 2016 986,935 132,370 391,337 423,759 39,469
Charge for year 134,987 63,067 35,570 26,987 9,373
Released on disposal (33.445) - - - {33,445)
At 31 December 2016 1,088,477 195427 426,907 450,746 15,397
Carrying amount
At 1 January 2015 2,49531 2,322,734 33,143 123,185 16,259
At 31 December 2015 3,150,034 2,882,485 128,434 133,978 5138
At 1 January 2016 3,150,034 2,882,485 128,434 133,978 5,138
At 31 December 2016 3,226,026 2,864,398 117,200 153,201 91,227
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17

17.2

17.3

17.4

Property and equipment (continued)

The carrying amount of premises and improvements that would have been included in
the financial statements had these assets not been revalued {see note 31.2.2) and had
been carried at cost less depreciation is €1,658,752 (2015: €1 ,648,397).

As at 31 December 20186, capital expenditure authorised but not contracted for amounted

to €290,900 (2015: €180,000) and capital expenditure authorised and contracted for
amounted to €4,793,250 (2015: €Nil).

Revaluation of premises

The Bank's premises are measured at revalued amount less accumulated depreciation.
The revaluation amount is determined on the basis of open market values provided
periodically, at least every five years, by independent valuers. The Bank occupies almost
the fult complement of two adjacent and prestigious houses — Nos. 53 and 58 in East
Street, Valletta, close to the ‘Lower Barrakka' Gardens and with views of the Grand
Harbour and the three cities. The buildings date to the eighteenth century and are
structurally sound and complete of finishes of a very high standard. The valuation of the
property is in line with the value of properties in the same area. The market valuation, as
determined by the directors following consultation with an independent valuer on 25 May
2012, of the property disclosed in note 17 was €1,750,000. Reference was made to
current market prices for properties in the area as at 31 December 2016, and it was
determined that this valuation is still reflective of the current market price. The valuation
is deemed to reflect a level 3 in the fair value hierarchy.
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18 Intangible assets

Cost

At 1 January 2015
Acquisitions

At 31 December 2015

At 1 January 2016
Acquisitions

At 31 December 2016
Depreciation

At 1 January 2015
Charge for year

At 31 December 2015

At 1 January 2016
Charge for year

At 31 December 2016

Carrying amount

At 1 January 2015

At 31 December 2015
At 1 January 2016

At 31 December 2016

53

Computer
software

€

1,807,633
379,846

2,187,479

2,187,479
677,649

2,865,128

942,682
143,863

1,086,545

1,086,545
218,391

1,304,936
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18 Intangible assets (continued)

As at 31 December 2016, capital expenditure authorised but not contracted for amounted
to €229,020 (2015: €205,000) and capital expenditure authorised and contracted for
amounted to €179,950 (2015: €331,403)

19 Other assets

2016 2015

€ €

Accrued income 1,288,199 1,287,575
Accounts receivable and prepayments 690,982 126,656
1,979,181 1,414,231

Accrued income includes amounts due by related parties amounting to €729,460 (2015:
€738,940).

20 Amounts owed to customers

2016 2015

€ 3

Repayable on demand 63,590,946 59,703,496
Term deposits 68,746,077 47,557,740

132,337,023 107,261,236

Amounts owed to customers include an amount of €50,395,033 (2015: €56,760,403)
owed by the Bank to related parties.
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21

Debt securities issued

2016 2015

€ €

Debt securities issued at amortised cost 11,854,721 11,837,631
At 1 January 11,837,631 8,969,458
Maturities during the year - {9,000,000)
Funds raised by issue during the year - 12,000,000
Debt issuance costs during the year - (170,856)
11,837,631 11,798,602

Amortisation of debt issuance costs during the year 17,090 39,029

At 31 December 11,854,721 11,837,631

In 2010, the Bank issued debt securities amounting to €9,000,000 at 5.35% which
matured in June 2016. These notes were secured by a pledge on factored receivables
amounting to €11,665,319. The debt securities issued as at 31 December 2010
constituted the general, direct, unconditional and secured obligations of the Bank and, at
all times, ranked pari passu without any priority or preference among themselves,

In 2015, the Bank issued unsecured debt securities amounting €12,000,000 at 4.5%
maturing in 2025. The debt securities issued as at 30 June 2015 constitute the general,
direct, unconditional and unsecured obligations of the Bank and shall at all times rank
pari passu, without any priority or preference among themselves and with other
unsecured debt. Out of the debt securities which matured in June 2015, €8,331,000 were
rolled over by the debt holders into the new debt securities issued during the year and
therefore are not considered as cash transactions for the year.

The Bank has not had any breaches with respect to debt securities neither this year nor in
the comparative vear,
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22 Deferred tax assets and liabilities

Deferred tax assets and liabilities are attributable to the following:

Assets  Liabilities Net Assets Liabilities Net
2016 2016 2018 2015 2015 2015
€ € € € € €

Excess of capital allowances
over depreciation - (276,633) {276,633) - {110,785 (110,785)
Callective impairment allowance 100,238 - 100,238 77811 - 77,811
Specific impaiment allowance 260,307 - 260,307 300665 - 309,665
Revaluation of property - [237,536) {237,536) - (162,967 (162,967)
Fair value movements - (1,426,012) (1,426,012 - (1,629,059}  (1,629,059)

360,545 (1940,181) [1579,636) 387476 (1,002811)  [1,515,33)
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22 Deferred tax assets and liabilities (continued)

Movement in temporary differences relates to:

Excess of capital allowances
over depreciation

Collective impairment
allowance

Specific impairment allowances
Revaluation of property

Fair value movements

Excess of capital allowances
over
depreciation

Collective impairment
allowance

Specific impairment allowances
Revaluation of property

Fair value movements

At1 January Recognisedin  Recognised in At 31 December
2016 profit or foss equity 2016

£ € £ €

(110,785) {165,348) - (276,633)
77,811 22,427 - 100,238
309,665 {49,358} 260,307
{162,967) - (74,569) (237,536)
(1,629,059) - 203,047 (1,426,012)
(1,515,335) (192,779) 128,478 {1,579,626)
At 1.January Recognisedin  Recognised in At 31 December
2015 profit or loss equity 2015

€ € £ €

(119,635) 8,850 (110,785}
92,300 {14,489) - 77,811
128,988 180,677 309,665
{267,831) - 104,864 (162,967)
(1,155,539) - (473,520 (1,629,059)
(1,321,717) 175,038 (368,656) (1,515,335)




Izola Bank p.l.c.

Notes to the Financial Statements

For the Year Ended 31 December 2016

23  Accruals and deferred income
2016 2015
€ €
Accrued interest payable 961,787 828,115
Deferred factoring commissiens 176,920 188,549
Other accrued expenses 192,180 102,306
1,330,887 1,118,970
Accruals and deferred income include amounts due to related parties (see note 29.3)
amounting to €222,418 (2015: €182,544).
24 Share capital and reserves
241  Share capital
Ordinary shares
2016 2015
No. No.
Onissue at 1 January:
Issued for cash 54,762 54,762
Issued in lieu of dividend payment 345,238 345,238
Onissue at 31 December — fully paid 400,000 400,000
At 31 December 2016, the authorised and issued share capital comprised 400,000
ordinary shares (2015: 400,000) of €25 each. At 31 December 2016, IBL | Limited and
IBL T Limited, which are 100% indirect subsidiaries of VMKG PLLC (the ultimate parent),
held 1% and 99% of the Bank's issued ordinary shares respectively.
All shares in issue are fully paid up.
The holders of ordinary shares are entitled to receive dividends as dectared from time to
time and are entitled to one vote per share at shareholders’ meetings of the Bank.
242  Capital contribution

These amounts represent irrevocable and unconditional contributions by the
shareholders and are interest free.
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24

24.3

24.4

24.5

24.6

247

24.8

Share capital and reserves {continued)
Property revaluation reserve

The property revaluation reserve represents the surplus arising on the revaluation of the
Bank's premises and improvements, net of related deferred tax effects, and net of that
part of the surplus realised through use of the revalued property. This reserve is not
distributable except on realisation of the assets through sale.

Fair value reserve

The fair value reserve comprises the cumulative net change in the fair value of available-

for-sale financial assets net of deferred tax effect until the investments are derecognised
or impaired.

Depositor compensation scheme reserve

The depositor compensation scheme reserve represents amounts set aside by the Bank
from its retained earnings. As at 31 December 2018, a total amount of €238,387, (2015:
€238,387) was placed with Central Bank of Malta by the Bank and pledged in favour of
the Depositor Compensation Scheme,

Availability of reserves for distribution

2016 2015

€ €

Distributable 14,604,393 13,372,736
Non-distributable 3,863,665 4,307,228

18,468,558 17,679,964

Dividends

During the current year the Bank declared and paid a dividend amounting to €5.00 (2015:
€5.63) per ordinary share that amounted to €2,000,000 (2015: €2,250,000).
After 31 December 2018, the directors proposed a dividend of €5.63 per ordinary share in
respect of 2016 amounting to €2,250,000. The proposed dividends have not been
pravided for and there are no income tax consequences.

Reserve for generat banking risk

In December 2013, the Malta Financial Services Autherity's revised Banking Rule 09
(BR09), which came into effect with the ultimate aim of increasing the leve! of bank
reserves. BRO9 requires the Bank to hold a Reserve for General Banking Risk, calculated
as a percentage of non-performing loans. This reserve is reguired to be funded from
planned dividends. In this respect, the Bank has taken an additional reserve at the end of
this year amounting to €217 (2015: €217).
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25

26

Commitments

Unutilised factoring, overdraft facilities
and credit card commitments

2016

42,580,312

2015

33,128,620

The Bank may unconditionally cancel factoring commitmenits at its discretion, other than

amounts being currently utilised by customers.

Factoring commitments are granted to customers at prevailing market rates at transfer

date.

Net cash generated from operating activities

Profit for the year

Adjustments for:

Depreciation and amortisation

Income tax expense

Impairment allowances

Interest receivable on debt securities

Interest expense on debt securities

Realised gains on disposal of investments

Amortisation of premiums and discounts
on available-for-sale securities

Amortisation of transaction costs on
debts securities issued

Dividend income

Changes in loans and advances to customers
and other receivables
Changes in factored receivables

Changes in amounts owed to customers and to Central
Bank of Malta

Changes in accruals and deferred income
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2016 2015
€ €
2,266,387 2,386,020
353,378 243,880
1,448,751 1,197,022
(76,946) 481,736
(1,637,418)  (2,450,712)
540,000 510,990
(1,416,706) (631,184)
227,154 189,504
17,089 39,029
(227,943) {194,820)
1,493,746 1,762,465
(2,983,905) 948,160
(447,041} 1,252,010
24,675,787 18,107,941
(604,344)  (1,091,998)
22,134,243 20,978,578




lzola Bank p.l.c.

Notes to the Financial Statements

For the Year Ended 31 December 2016

27 Cash and cash equivalents

2016 2015

€ €

Cash and items in transit 2,084 1,656,731

Balances with Central Bank of Malta 10,351,518 989,261
Loans and advances to banks with contractual

maturity of three months or less 31,788,316 32,471,446

42,141,918 35,117,438

28 Operating leases

The Bank had no operating lease agreements in force during the year ended 31
December 2016 (2015: nil).
29 Related parties

291 Identity of related parties and ultimate controlling party

Related parties are related by virtue of having common directors. The Bank's ultimate
parent is VMKG PLLC, company number 0447.152.677.

The financial results and assets and liabilities of the Bank are included in the consolidated

financial statements of VMKG PLLC, the registered office of which is Paepsemlaan, 28-
30, 1070 Brussels, Belgium.

Magdalena De Roeck and Caroline Van Marcke have an indirect beneficial interest in the
shareholding of the Bank and have significant contral in the ultimate parent.

On 22 December 2015, IBL | Limited, which owned 50% of the Bank, transferred 199,999
shares in the Bank to IBL T Limited. Consequently, IBL T Limited became the new
immediate parent of the Bank.
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29 Related parties (continued)
29.2  Related party transactions

interest, fees and other income/charges in respect of related parties in the statement of
comprehensive income comprise:

2016 2015

€ €

Interest receivable and similar income 2,367,914 2,799,824
Fees and commissions receivable 2,386,091 2,813,196
Other operating income 47,443 14,183
Interest expense 602,734 641,078

29.3  Related party balances

The statement of financial position includes outstanding transactions and balances in
respect of related parties as follows:

2016 2015
€ €
Assets
Loans and advances to customers 52,147,256 54,082,000
Prepayments and accrued income 729,460 738,940
Liabilities
Amounts owed to customers 50,395,033 56,760,403
Debt securities issued to directors 290,000 290,000
Accruals and deferred income 222,428 182,544

Loans and advances to customers include a ioan amounting to 250,000 Euros advanced
to key management personnel in 2015, This is secured against property in Malta, bears

interest at 1.75% per annum and is repayable after more than five years from the
reporting date.,

29.4  Transactions with key management personnel

2016 2015

€ €

Compensation to key management personnel 298,419 275,914
Loans advanced to key management personnel - 250,000
Loans repaid by directors - 137,656
Debt securities issued to directors - 140,000
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30

3041

30.2

Operating segments

The Bank has identified one reportable operating segment, being corporate banking
services, which is its only strategic business unit. Revenues earned and expenses
incurred are the result of corporate banking services provided to its clients. Management
does not use any other internal report for decision making which is significantly different
from information disclosed in the statement of comprehensive income.

Geographical information

The Bank provides all its services from Malta. In presenting information on the basis of
geographical segments, segment revenue is based on the geographical location of
customers. Segment assets are based on the geographical location of the assets.

2016 2015
€ €

Revenue
Malta 1,656,286 1,681,762
Belgium 5,135,945 5,797,974

6,792,231 7,479,736

Non-current assets
Malta — property, equipment and intangible assets 4,786,218 4,250,968

The Bank's major customer is the Group of which it forms part. Belgium is the country of
domicile of this Group.

[nformation about revenues, costs and balances as a result of transactions with this
Group is set out in note 29.

63



KPEMG

Portico Building
Marina Street
Pieta’ PTA 8044
Maita

(+3566) 2563 1000

Independent Auditors’ Report

To the Shareholders of 1zola Bank p.l.c.

1 Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of Izola Bank p.l.c. (the “Bank” or the
"Company”), which comprise the statement of financial position as at 31 December
2016, the statements of comprehensive income, changes in equity and cash flows

for the year then ended, and notes, comprising significant accounting policies and
other explanatory information.

In our opinion, the accompanying financial statements:

(a) give a true and fair view of the financial position of the Bank as at 31 December
2016, and of its financial performance and its cash flows for the year then ended
in accordance with International Financial Reporting Standards (“IFRS") as
adopted by the EU; and

(b) have been properly prepared in accordance with the Companies Act, 1995

{Chapter 386, Laws of Malta) (the “Act”) and the Banking Act, 1994 {Chapter
371, Laws of Maita).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing
("ISAs"). Our responsibilities under those standards are further described in the
Auditors’ Responsibilities for the Audit of the Financial Statements section of our
report. We are independent of the Company in accordance with the International
Ethics Standards Board for Accountants’ Code of Ethics for Professional
Accountants, together with the ethical requirements that are relevant to our audit of
the financial statements in accordance with the Accountancy Profession {Code of
Ethics for Warrant Holders) Directive issued in terms of the Accountancy Profession
Act (Chapter 281, Laws of Malta) {("“APA"), and we have fulfiled our other ethical
responsibilities in accordance with these requirements. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis of our

opinion.
The firm is registered as 2 Alist of partners and directors
KPMG, a Maltesa Civil Partnership ang 2 member firm of the KPMG natwork partnership m_‘ Certified Public of z_he firmn is available at Portico
of independent member firms affiliated with KPMG International Cooperative Accountants in terms of the Building, Marna Street, Pietd,

("KPMG international "), @ Swiss entity. Accountancy Protassion Act. PTA D044, Malta.
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Independent Auditors’ Report {(continued)

To the Shareholders of 1zola Bank p.l.c.

Key Audit Matters

Key audit matters are those matters that, in our professional judgement, were of most
significance in our audit of the financial statements of the current period. These
matters were addressed in the context of our audit of the financial statements as a

whole, and in forming our apinion thereon, and we do not provide a separate opinion
on these matters.

We have determined that there are no key audit matters to communicate in our
report.

Other Information

The directors are responsible for the other information. The other information
comprises (i) the Chairperson’s Statement, (ii) the Directors' Report, {iii} the
Statement by the Directors on the Financial Statements included in the Annual
Report, (iv) the Directors’ Statement of Compliance with the Code of Principles of
Good Corporate Governance, (v) the Remuneration Report, (vi} Appendix | - Pillar 3
Disciosures, (vii) Appendix [l - Five-Year Summary and (viil) Appendix I} -
Supplementary Financial Information, but does not include the financial statements
and our auditors’ report thereon.

Our opinion on the financial statements does not cover the other information and,
other than in the case of the Directors’ Report and the Directors’ Statement of
Compliance with the Code of Principles of Good Corporate Governance, we do not
express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read
the other information, and, in doing so, consider whether the other information is
materially inconsistent with the financial statements or our knowledge obtained in the
audit, or otherwise appears to be materially misstated. If, based on the work we have
performed, we conclude that there is a material misstatement of this other
information, we are required to report that fact. We have nothing to report in this

regard.
The firs is registered as a Adist of partners and directors
KPMG, a Maitese Civil Partnership and a mamber firm of the KPMG network partnership of Cenified Public of t_he firm is z_xvautabie at Pontico.
of indepandent mamber firms affiliated with KPMG International Cooperative Accountants in terms of the Building, Marina Street, Petd,

{"KPMG International "), a Swiss entity Accountancy Profession Act. PTA 8044, Malta
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Independent Auditors’ Report (continued)

To the Shareholders of Izola Bank p.l.c.

Responsibilities of Those Charged with Governance for the Financial
Statements

The directors are responsible for the preparation of financial statements that (a) give
a true and fair view in accordance with IFRS as adopted by the EU, and (b) are
properly prepared in accordance with the provisions of the Act and the Banking Act,
1984 (Chapter 371, Laws of Malta), and for such internal control as the directors
determine is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the
Bank's ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless the

directors either intend to liquidate the Bank or to cease operations, or have no
realistic alternative but to do so.

The directors are responsible for overseeing the Bank's financial reporting process.

Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or
error, and to issue an auditors’ report that includes our opinion. ‘Reasonable
assurance’ is a high level of assurance, but is not a guarantee that an audit
conducted in accordance with ISAs will always detect a material misstatement when
it exists. Misstatements can arise from fraud or error and are considered material if,
individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgement and
maintain professional scepticism throughout the audit.

The firm is registered as a Alist of paniners and directors
KPMG, a Maltese Civil Partnership and a member firm of the KRPMG network parinership of Certifiad Public of the firmis available at Portico
of independent member firms affiliated with KPMG iInternational Cooperative Accountantsin terms of the Ruilting, Marina Street, Pietd,
(“KPMG Intemational”), a Swiss entity. Accountancy Profession Act. PTA 9044, Male
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Independent Auditors’ Report (continued)

To the Shareholders of lzola Bank p.l.c.

Auditors’ Responsibilities for the Audit of the Financial Statements (continued)

We also:

(@) Identify and assess the risks of material misstatement of the financial
statements, whether due to fraud or error, design and perform audit procedures
responsive to those risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for our opinion. The risk of not detecting a
material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control,

(b) Obtain an understanding of internal control relevant to the audit in order to
design audit procedures that are appropriate in the circumstances, but not for

the purpose of expressing an opinion on the effectiveness of the Bank’s internal
control.

{c) Evaluate the appropriateness of accounting policies used and the

reasonableness of accounting estimates and related disclosures made by the
directors.

{d) Conclude on the appropriateness of the directors’ use of the going concern
basis of accounting and, based on the audit evidence obtained, whether a
material uncertainty exists related to events or conditions that may cast
significant doubt on the Bank's ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are required to draw attention in
our auditors’ report to the related disclosures in the financial statements or, if
such disclosures are inadeguate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of our auditors’ report.

However, future events or conditions may cause the Bank's to cease to continue
as a going concern.

(e) Evaluate the overall presentation, structure and content of the financial
statements, including the disclosures, and whether the financial statements

represent the underlying transactions and events in a manner that achieves fair
presentation.

The firmis registered as a Alist of partners and directors.
KPMG, a Maltese Ciwil Partnership and a mamber firm of the KPMG natwork partnarship of Certified Pubtic of the firmi is available at Portico
of indepandent member firms affiliated with KPMG International Cooperativa Accountants in terms_of the Building, Marina Street, Pieta,
("KPMG International™}, & Sviss antity. Accountancy Profession Act. PTA 9044, Malta.
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Independent Auditors’ Report (continued)

To the Shareholders of Izola Bank p.l.c.

Auditors’ Responsibilities for the Audit of the Financial Statements {continued)

We communicate with the directors regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit,

We also provide the Audit Committee with a statement that we have complied with
relevant ethical requirements regarding independence, and communicate with them
all relationships and other matters that may reasonably be thought to bear on our
independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine
those matters that were of most significance in the audit of the financial statements
of the current period and are therefore the key audit matters. We describe these
matters in our auditors’ report unless law or regulation precludes public disclosure
about the matter or when, in extremely rare circumstances, we determine that a
matter should not be communicated in our report because the adverse

consequences of doing so would reasonably be expected to outweigh the public
interest benefits of such communication.

2 Report on Other Legal and Regulatory Requirements
Auditors’ Opinion on the Directors’ Report

The directors of the Bank are responsible for preparing a directors’ report in
accordance with the provisions of article 177 of the Act and other applicable legal
requirements, and is to include a statement that the Group is a going concern with

supporting assumptions or qualifications as necessary, as required by Listing Rule
5.62 issued by the Listing Authority of Malta.

We are required to consider whether the information given in the directors' report for
the accounting period for which the financial statements are prepared is consistent
with those financial statements; and, if we are of the opinion that it is not, we shall
state that fact in our report. We have nothing to report in this regard.

The firm is registerad as a Alist of partners and durector_s
KPMBG, a Maitese Civil Partnership and a member firm of the KPMG network partnership of Ceridiad Public of the firm is available at Portico
of independent member firms atfiliated with KPMG International Cooparative Accountants in 1erms of 1he Building, Marina Street, Piata,

{"KPMG International”), a2 Swiss entity Accountancy Profession Act. PTA 9044, Makia,
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independent Auditors’ Report (continued)

To the Shareholders of izofa Bank p.l.c.

Auditors’ Opinion on the Directors’ Report
In accordance with article 179(3) of the Act, we are also required to:

(a) express an opinion on whether the directors’ report has been prepared in
accordance with the applicable legal requirements;

(b) state whether, in the light of the knowledge and understanding of the Bank and
its environment obtained in the course of our audit of the financial statements,
we have identified material misstatements in the directors’ report, giving an
indication of the nature of any such misstatements; and

{c) review the directors’ statement in relation to going concern.

In such regards:

e in our opinion, the directors’ report has been prepared in accordance with the
applicable legal requirements;

* we have not identified material misstatements in the directors' report; and

* we have nothing to report in relation to the statement on going concern.

Matters on which we are required to report by the Banking Act, 1994 (Chapter
371, Laws of Malta)

In accordance with article 31(3) of the Banking Act, 1994 (Chapter 371, Laws of
Malta), in our opinion:

(a) we have obtained all the information and explanations which, to the best of our
knowledge and belief, were necessary for the purpose of our audit;

{b) proper books of account have been kept by the Bank so far as appears from our
examination thereaof;

(c} the Bank’s financial statements are in agreement with the books of account; and

(d) to the best of our knowledge and belief and, on the basis of the explanations

given to us, the financial statements give the information required by law in force
in the manner so required.

Furthermore, we have nothing to report in respect of matters (a), (b) and (c) above,
where the Act requires us to report to you by exception.

The firnisregistered asa Alist of partners and directors
KPiVIG, a Maltase Civil Partnership and a member firmn of the KPMG network partnership of Certified Public of the firm is available at Pertice
of independent member firms affitated with KPMG International Cooperative Accountants in terms of the Building, Marinz Street, Pietd,

{"KPMG Internationat™}, a Swiss entity. Accountancy Profession Act. PTAS044, Malta,
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Independent Auditors’ Report (continued)

To the Shareholders of lzola Bank p.l.c.

Report required by Listing Rule 5.98 issued by the Listing Authority in Malta
on the Directors’ Statement of Compliance with the Code of Principles of Good
Corporate Governance (the “Principles”) outlined in Appendix 5.1 to Chapter 5
(Continuing Obligations) of the Listing Rules (the “Appendix”)

Listing Rule 5.97 requires an Issuer whose securities are admitted to trading on a
Regulated Market operating in Malta to prepare a corporate governance statement.
In addition, as an Issuer registered in Malta, Listing Rule 5.94 requires that the Bank
endeavours to adopt the Principles and to prepare a report explaining how it has
complied with the provisions of the Appendix.

Our responsibility is laid down by Listing Rule 5.98, which requires us to issue a

report on the Directors’ Statement of Compliance with the Principles included in the
Bank's Annual Report.

We review the Directors’ Statement of Compliance, and report as to whether this
Statement provides the disclosures required by Listing Rule 5.97. We are not
required to, and we do not, consider whether the Board's statements on internal
control and risk management systems cover all the risks and controls in relation to
the financial reporting process, or form an opinion on the effectiveness of the Bank’s
corporate governance procedures or its risks and control procedures, nor on the
ability of the Bank to continue in operational existence.

In our opinion, the Directors’ Statement of Compliance provides the disclosures
required by Listing Rules 5.94 and 5.97 issued by the Listing Authority of Malta.

The Principat authorised to sign on behalf of KPMG on the audit resulting in this
independent itors’ report is Kevin Mifsud.

KPMG | 4 April 2017
Registered Auditors
The firmis registered as a Alistof par_mers_and directars
KPMG, a iMaltese Civil Partnership and a member firm of the XPMG network partnership of Certified Public of the firm is available at Portico
of independent member firms affiliated with KPMG International Cooparative Accountants in terms of tha Building, Marina Street, Pieta,

{"KPMG International™), a Swiss entity. Accountancy Profession Act. PTA 9044, Malta.
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INTRODUCTION

Background to Pillar 3 disclosures

The objective of Basel [l Pillar 3 is to improve market discipline through effective public disclosure
and to complement requirements under Pillar 1 and Pillar 2. To that end, Pillar 3 introduces
substantial new public disclosure requirements, and represents a significant increase in the
amount of information made publicly available by banks and investment firms regarding capital
structure, capital adequacy, risk management and risk measurement.

Nature of Disclosures

This document serves as the Basel Il Pillar 3 disclosures of Izola Bank p.l.c. in accordance with
the Malta Financial Services Authority (MFSA") Banking Rule 7 (BRO7).

The Annual Report of |zola Bank p.l.c. has been filed with the MFSA Registry of Companies and
the MFSA Banking Unit. These Pillar 3 disclosures refer to the financial year ended 31%
December 2016 and have been included in the Annual Report for 20186.

The Bank has in place a formal policy to comply with the disclosure requirements laid down in
Banking Rule BR/07/2016. The Directors, after due consideration of the size and complexity of
the Bank, do not feel it necessary to produce Pillar 3 disclosures more frequently than annually.

Banking Rule BR/O7 requirements are incorporated in this document if they are deemed relevant
for the Bank. The Bank's management is responsible for the verification of these Pillar 3
disclosures. They are also subject to review and verification by the Bank's Audit Committee,

1 RISK MANAGEMENT OBJECTIVES AND POLICIES

The principal risks to which |zola Bank p.l.c. is exposed are business, credit concentration,

aperational and interest rate risk in the non-trading book. Counterparty risk is also recognised as
important.

Business risk

Business risk is the risk that the Bank may not be able to carry out its business plan or its desired
strategy and could therefore suffer losses if its income falls.

This is a risk that every business faces. Business risk mainly results from the Bank’s dependence
on the Group for its ongoing business and future business expansion, There are no specific
mitigating factors though it is to be noted that the Group is itself diversified and has a large
number of clients and suppliers which in turn helps to diversify the underlying risk.
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Concentration risk

Concentration risk arises as a result of the concentration of exposures within the same category,

whether it is geographical location, product type, industry sector or counterparty type. These risks
are managed through adherence to Board approved lending criteria.

The Bank recognizes that credit concentration risk is present in the Bank’s factoring business in
view of the fact that factored debtors are active in the praoperty, building and construction sector.
Credit concentration risk is mitigated by a comprehensive credit insurance policy covering credit
risks arising from the Bank's factoring exposure and by the Group's vast experience in this sector

and local and in depth knowledge of the customer base. The Bank is fully able to take advantage
of this experience and local knowledge.

Operational risk

Operational risk is associated with the Bank’s internal processes and systems and the potential
for these not to function properly. Through implementing a robust internal control system, the
Bank is able to mitigate many of the identified risks. The Bank also maintains third party

insurance to cover certain risk events such as computer fraud. Regular reporting on operational
risk is made to the Audit Commitiee,

Interest rate risk in the non-trading book

Market risk incorporates the loss of income which in the Bank's case would be as a result of
changes to interest rates. [zola Bank p.).c. limits this exposure to movements in interest rates by
matching as much as possible its advances to deposits in the same maturity bands.

2 BOARD AND COMMITTEES STRUCTURE

The Bank's Board of Directors comprises seven non-executive directors and meets quarterly
throughout the year. In addition the Board delegates specific responsibilities to the Board

Committee, the Audit Committee, the Credit Committee and the Asset and Liability Management
Committee (ALCO).

Board Committee

Composition: The Board Committee comprises two non-executive directors and the Chief
Executive Officer.

Main Functions: The Board Committee acts in an advisory capacity to the Board.

Frequency:  This Committee meets on an ad-hoc basis throughout the year.

Credit Committee

Composition: The Credit Committee is made up of two non-executive independent directors and
the Chief Executive Officer,

Main Functions: The Credit Committee considers credit applications and keeps credit limits
under review.

Frequency: The Commiitee meets at least four times a year,
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Audit Committee

Composition: The Audit Commitiee comprises three non-executive independent directors.

Main Functions: The primary purpose of the Audit Committee is to protect the interests of the
Bank's shareholders and assist the Directors in conducting their role effectively so that the Bank's

decision making capability and the accuracy of its reporting and financial results are maintained at
a high level at all times.

The Committee provides independent review, monitoring and assessment of:

- the integrity of the annual financial statements
- the effectiveness of management's system of internal control
- the effectiveness of operational risk controls

- the Bank's compliance with applicable laws and regulations
- the Bank's ethical and business standards,

Frequency: The Committee meets at least four times a year.

Asset and Liabijlity Management Committee (ALCO)

Composition: This Commitiee is made up of a non-executive independent director, the Chief
Executive Officer, the Financial Controller and a Finance Executive.

Main Functions: The ALCO:

- monitors the Bank's financial performance, and reviews and manages financial risks in
accordance with Bank policies;

- manages the Bank’s balance sheet in respect of the adequate matching of assets and
liabilities, asset mix, liabilities and balance sheet growth;

- formulates a forward looking strategy for the Bank in terms of the mix of assets and
liabilities, given its expectations of the future and the potential consequences of interest
rate movements, liquidity constraints, foreign exchange exposure and capital adequacy.

Frequency: The Committee meets at least four times a year.

3 OWN FUNDS

During the year ended 31 December 20186, the Bank complied with all of the externally imposed
capital requirements to which it was subject. The following table summarises the composition of
the Bank’s regulatory capital as reported to the MFSA as at 31 December 20186.
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Own Funds
2016
€
Common Equity Tier 1 (CET1) Capital: instruments and reserves
Paid up capital instruments 21,436,521
Retained Earmings 3,168,372
CET1 Capital before regulatory adjustments 24,604,893
Common Equity Tier 2 (CET2) Capital: instruments and reserves
Collective provisioning 286,396
Accumulated other comprehensive income (and other reserves) 3,625,061
3,911,457
Regulatory deductions and adjustments
Deductions related to intangible assets (1,560,192)
Regulatory adjustments relating to unrealised gains (2,175,037}
Total Own Funds 24,781,120

Composition of Own Funds

vi.

Ordinary Shares: At 31 December 2016, the authorised share capital comprised
400,000 ordinary shares of €25 each. All shares in issue are fully paid up. The holders
of ordinary shares are entitled to receive dividends as declared from fime to time and
are entitled to one vote per share at shareholders’ meetings of the Bank.

Retained Profits: this includes the balance available for distribution to the shareholders,

Capital Contribution: this represents a contribution by the shareholders to the
distributable reserves of the Bank.

Collective Provisioning: this represents a general provision against the Bank's
unsecured lending.

Available-for-sale Financial Assets (AFS): this represents fair value movements on AFS
assets, net of tax,

Revaluation Reserve: this represents reserves arising from the revaluation of tangible
fixed assets, net of tax.
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4 CAPITAL ADEQUACY

4.1 Internal Capital Adequacy Assessment Process (ICAAP)
ICAAF Methodology

The Bank's latest ICAAP report is based on 31% December 201 6 figures,

The Bank has chosen to base its I[CAAP on the results of the Pillar 1 calculation with additional
Pillar 2 risks ~ business risk, credit concentration and interest rate risk in the banking book —
assessed separately through stress testing and added to Pillar 1. The Bank has also further
analysed its operational risk exposure through stress testing in order to determine whether an
additional Pillar 2 charge for operational risk may be necessary.

The Bank’s ICAAP also contains three year projections as well as the capital plan, and the Board

moniters that there are adequate capital resources to support the corporate goals contained
within the plan.

In order to produce a capital plan, the Bank's ICAAP cantains calculations of the capital resources
requirement (effectively the minimum capital required) for each of the three years using the
standardised approach for credit risk and the basic indicator approach for operaticnal risk,

Under the standardised approach for credit risk, the Bank applies a risk weighted asset value to
each of its exposure classes and provides 8% of that risk weighted asset value as the minimum
capital requirement for credit risk.

Under the basic indicator approach for operational risk, the Bank calculates its average net
income over the previous three years and provides 15% of that average net income as the
minimum capital requirement for operational risk.

4.2 Credit Risk Capital Requirements by Standardised Approach Exposure Class

Table 4.1 Capital Requirement by exposure class as at 31 December 2016

Capital Requirement
€ 000s
Central Government or Central Banks -
Corporates 3,362
Institutions 1,246
Other 479
Total 5,087
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4.3 Market Risk Capital Requirement

The market risk capital requirement of the Bank is not significant, comprising a foreign exchange
risk charge of €2,6886.

4.4 Operational Risk Capital Requirement
The gross income registered by the Bank in 2016, 2015 and 2014 amounted to €6,134,668,

€6,048,076 and €5,152,149 respectively. The operational risk capital requirement for 2016
amounted to €866,745.
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4.5 Calculation of minimum capita requirement and risk-weighted assets ( continued)

Statement of

Risk weighied

Capital Statement of Risk weighted Capital
financial exposure  requirement financial exposure  Reguirement
position value position value
2016 2016 2016 2015 2015 2015
€ € € € € €
On balance sheet assets
Cash and items in transit 2,084 417 33 1,656,731 331,193 26,495
Balances with Central Bank 10,351,518 - - 989,261 - -
of Malta
Investments 66,925,325 16,812,067 1,352,965 52,537,656 13,188,266 1,055,081
Loans and advances to 31,788,318 6,357,663 508,613 32,471,448 6,494,289 519,543
banks
Factored receivables 20,237,200 20,237,200 1,618,976 19,639,543 19,639,543 1,571,163
Other loans and advances to 61,350,109 14,209,585 1,143,967 58,439,875 8,891,408 711,312
custemers
Property and equipment 3,226,026 3,226,026 258,082 3,150,034 3,150,034 252,003
Intangible assets 1,560,192 1,560,192 124,815 1,100,934 1,100,934 88,075
Prepayments and accrued 1,979,181 989,590 79,167 1,414,231 707,116 58,569
income
197,419,952 63,582,740 5,086,618 171,399,711 53,502,781 4,280,221
Off balance sheet items
Commitments 36,053,808 33,128,620
Credit risk capital 63,582,740 5,086,618 53,502,781 4,280,224
requirement
Foreign exchange risk 33,572 2,686 64,252 5,140
capital requirement
Operational risk capital 10,834,313 866,745 9,712,425 776,994
reguirement
Total capital requirement 74,450,624 63,279,458
Own funds
Criginal own funds 23,044,700 22,271,802
Additional own funds 1,736,420 2,663,491
Total own funds 24,781,120 24,935,293
Capital adequacy ratio 33% 40%
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5 CREDIT RISK

5.1 Credit risk

Credit risk is the risk of financial loss to the Bank if a customer or counterparty {o the financial
instrument fails to meet its contractual obligations. For risk management reporfing purposes, the
Bank considers and consolidates all elements of credit risk exposure (such as individual obligor
default risk, country and sector risk).

The Bank follows standards, policies and procedures established by the Board of Directors for the
control and rmonitering of all risks. The Board of Directors has delegated the responsibility for the
management of credit risk to the Credit Committee. The Bank’s management is responsible for

the oversight of the Bank’s credit risk. The Bank’s credit risk policies and procedures are reviewed
regularly through internal audit.

5.2 Definition of ‘past due’ and ‘impaired’ for accounting purposes

Impaired factored receivables

These comprise factored receivables for which the Bank determines that it is probable that it will

be unable to collect ali principal and interest due according to the contractual terms of the
factored receivables agreements.

Table 5.1 Allowance for impairment on factored receivables

2016 2015

€ €

Factored receivables - gross 21,040,126 20,593,085
Callectively determined 21,040,126 20,593,085
Collective allowance for impaimment 223,229 205,720
Specific allowance for impairment 579,697 747,822

Past due but not impaired

Receivables where contractual interest or principal payments are past due but the Bank believes
that impairment is not appropriate on the basis of the level of secUrity / collateral available and / or
the stage of collection of amounts owed to the Bank.

As at 31 December 2016, 39% of the Bank’s factored receivables were past due but not impaired.
24% of the factored receivables became past due on 31 December 2016. A substantial amount of
these receivables has been paid by the date of issue of these financial statements.

Table 5.2 Neither past due nor impaired loans and securities

2016 2015

€ £

Loans and advances to customers 55,779,180 57,765,431
Loans and advances to banks 31,788,316 32,471,446
Investment securities 66,925,325 52,537,656

154,492,821 142,774,553
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6.3 Description of approaches and methods adopted for determining value adjustments and
provisions

Allowances for impairment

The Bank establishes an allowance for impairment losses that represents its estimate of incurred
losses in its factored receivables portfolio. The main components of this allowance are a specific
loss component that relates to individually impaired receivables, and a collective loss allowance
established for groups of factored receivables in respect of losses that have been incurred but
have not been identified and subjected to individual assessment for impairment,

2016 2015
€ €
Allowance for impairment on factored receivables 802,926 953,542

Table 5.3 Total period end and average exposures after individual impairment and prior o credit
risk mitigation by exposure class.

Exposure as at 31/12/2016 Average Exposure for period to
3112120186
€ 000s € 000s

Central Government or 49,302 43,582
Central Banks
Corporates 98,820 92,722
Institutions 42850 38,906
Other 6,448 6,351
Total 197,420 181,561
Table 5.4 Geographic distribution of exposure classes

Malta Europe Rest of the Total

World

€ 000s € 000s € 000s € 000s
Central Government or
Central Banks 49,302 - - 49,302
Corporates 16,492 80,913 1,415 98,820
Institutions 5,009 37,841 - 42,850
Other 4,551 1,897 - 6,448
Total 75,354 120,651 1,415 197,420
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Table 5.5 Distribution of the exposures by industry/counterparty type

Central Corporates | Institutions Other Total
Government
or Central
Banks
€ 000s €000s € 000s € 000s € 000s
Monetary Financial
Institutions 10,352 5,605 42,850 - 58,807
Sovereigns 38,950 - - - 38,950
Manufacturing - 3,892 - - 3,892
Wholesale and
retail trade - 13,231 - - 13,231
Real estate, renting
and business - 46,082 - - 46,082
activities
Censtruction - 25,705 - - 25,705
Households - - - 965 965
Other - 4,305 - 5,483 9,788
Total 49,302 98,820 42,850 6,448 197,420
Table 5.6 Residual Maturity Breakdown of the exposures
<1 year 1 -5 years > 5 years Total
€ 000s € 000s € 000s € 000s
Central
Government or 17,307 11,873 20,122 49,302
Central Banks
Corporates 58,187 7,619 33,014 98,820
Institutions 42,021 829 - 42,850
Other 6,448 - - 6,448
Total 123,963 20,321 53,136 197,420

5.4 Past Due Exposures and Impaired Assets

Table 5.7 Impaired, past due exposures and provisions by industry sector

Standardised exposure Individual & collective provision Charged to income statement in
classes the year ended 31 December
2018
€ 000s € 000s

Central Government or
Central Banks

Corporates 1,030 (85)
Institutions - -
Other - -
Total 1,030 (85)
Table 5.8 Impaired, past due exposures and previsions by geographic area
Standardised exposure Individual & collective provision Charged to income statement in
classes the year ended 31 December
2016
€ 000s € 000s
Malta - -
Europe 1,030 (85)
Rest of the World

Total 1,030 (85)
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Table 5.9 Movement in allowances for impaired and past due exposures and provisions

[ndividual & coliective provisions
€ 000s
Opening balance 1,115
Amounts written off {105)
Impairment increase/{decrease) 20
Closing balance 1,030

6 STANDARDISED APPROACH TO CREDIT RISK

6.1 Exposure to Institutions

Fitch Rating Agency is the External Credit Assessment Institution (ECAI) used to rate exposures
to institutions. The external ratings are mapped to the prescribed credit quality assessment scale

that in turn produces standard risk weightings in line with Article 119 of the Credit Requirements
Regulations {(CRR).

The following table shows the exposure values before and after Credit Risk Mitigation associated
with the credit quality step under the Standardised Approach.

Table 6.1 Institutions

Credit Quality | Risk Ratings Exposure Exposure After
Step Weight CRM
€ 000s € 000s
1 20% - Fitch AAAto A 42,021 8,404
3 50% - Fitch BBB+ 829 415

6.2 Exposure to Central Government and Central Bank

Exposures to central government and central bank denominated and funded in the domestic

currency of the central government and central bank are assigned a risk weight of 0% in line with

Article 114(4) of the CRR.

Table 6.2 Central Government and Central Bank

Credit Quality | Risk Banking Regutation Exposure Exposure After
Step Weight CRM
€ 000s € 000s
1 0% Art. 114{4) 10,352 -
2 0% Art. 114{4) 38,950 -
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6.3 Exposure to Corporates

A large part of corporate exposures have a 0% risk weighling as they are cash secured. A
number of corporate exposures are secured by real estate and are allocated a 50% risk
weighting. The rest are allocated a 100% risk weighting as they are unsecured.

Table 6.3 Corporates
Credit Quality | Risk Banking Regulation Exposure Exposure After
Step Weight CRM
€ 000s € 000s
1 0% Art. 400(1)g 46,397 -
3 50% Art, 124(2) / Art. 126(1) 5,682 2,841
5 100% Art. 122(2) 46,741 46,741

7 REMUNERATION POLICY
The Board carries out the tasks normally delegated to a Remuneration Committee since the

remuneration of directors is not performance related. The Board has established a Remuneration

Policy the aim of which is to increase transparency when offering remuneration and benefits to
the Bank's senior management team.

8 CREDIT RISK MITIGATION

8.1 Collateral

Analysis of collateral is disclosed in Note 4.4.3 of the Annual Report 2016,

Table 8.1 Exposure value covered by eligible financial collateral
€ 000s
Central Government or Central Banks -
Corporates 47,047
Institutions -
Other -
Total 47,047

9. CONCLUSION

This disclosure document has been prepared in accordance with the requirements of Banking
Rule 7 issued by the Malta Financial Services Autharity (MFSA).
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Statement of Profit or Loss and Other Comprehensive Income

2016 2015 2014 2013 2012
€ € € € €

Interest receivable and

similar income 4,292,747 4,665,066 4,168,187 3,588,514 3,752,304
Interest payable and

similar charges (2,314,406)  (2,273514)  (2,162,773) (1 ,858,492)  (1,886,585)
Net interest income 1,978,341 2,391,552 2,005,414 1,729,022 1,865,719
Fee and commission income 2,438,376 2,775,879 2,734,690 2,233,827 1,714,995
Other operating income 1,717,951 880,645 412,045 376,804 145,665
Other operating charges (2,496,476)  (1,983,298)  (1,562,888) (1,334182)  {1,146,678)
Net impairment losses 76,946 {481,736) (61,860) (183,643) (171,334)
Profit before tax 3,715,138 3,583,042 3,527,401 2,841,828 2,408,367
Income tax expense (1,448,751)  (1,197,022)  (1,229,201) (987,878) {839,306)
Profit for the year 2,266,387 2,386,020 2,298,200 1,853,850 1,669,061
Other comprehensive income

for the year, net of

income tax (402,386) 974,495 1,716,034 47,425 633,908
Total comprehensive income

for the year 1,864,001 3,360,515 4,014,234 1,901,475 2,202,969
Eamings per share 5.67 597 5.75 463 3.92
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Statement of Financial Position

2016 2015 2014 2013 2012
3 € € £ €

ASSETS
Cash and items in transit 2,084 1,656,731 29,825 750 750
Balances with Central Bank
of Malta 10,351,518 989,261 976,517 1,304,718 1,340,719
Investments 66,925,325 52,537,656 71,079,589 44 459,562 44,458 562
Loans and advances to banks 31,788,316 32,471,446 16,976,777 10,836,922 10,836,922
Faclored receivables 206,237,200 19,639,543 21,292,678 16,081,859 16,081,859
Other loans and advances
to customers 61,350,109 58,439,875 33,016,654 18,688,135 18,688,135
Property and equipmant 3,226,026 3,15004 2,495,321 2,377 433 2317433
Intangible assets 1,560,192 1,100,934 864,951 535,038 535,038
Other assets 1,979,184 1,414,231 1,638,357 1,129,654 1,129,654
Total assets 197,419,951 171,399,711 148,370,669 95,414,072 95,414,072
LIABILITIES
Batance owed to Central Bank
of Malta 21,300,000 21,700,000 20,000,000 15,500,000 9,500,000
Amounis owed to customers 132,337,023 107,261,238 90,853,205 70,864,196 54,612,460
Debt securities in issue 11,854,721 11,837,631 8,969,458 8,910,057 8,852,235
Deferred tax liabilities 1,579,636 1,515,335 1,321,717 397,704 357,003
Current tax payable 549,126 286,575 766,297 1,147 112 930,229
Accruals and deferred income 1,330,887 1,118,970 1,519,459 1,193,215 1,159,417
Total liabilities 168,951,393 143,719,747 123,430,226 98,012,284 75,411,354
EQUITY
Called up share capital 10,600,000 10,000,000 10,000,600 10,000,000 10,000,000
Property revaluation reserve 961,468 1,048,190 955,479 975,684 995,900
Fair value reserve 2,663,593 3,020,434 2,150,803 433,099 383,893
Depositor compensation
scheme reserve 238,387 238,387 160,508 148,109 80,933
Reserve for general banking risk 27 217 8,544 - -
Capital conéribution 11,436,521 10,482,504 8,853,898 7,406,946 6,331,882
Retained eamings 3,168,372 2,889,832 2,811,211 2515419 2,210,110
Total equity atiributabie to
equity holders of the Bank 28,468,558 27,679,964 24,940,443 21,479,257 20,002,718
Total liabilities and equity 197,419,951 174,399,711 148,370,669 119,491 541 95,414,072
Memorandum items
Commitments 45,580,312 33,128,620 34,989,271 34,411,709

24,826,747
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Statement of Cash Flows

2016 2015 2014 2013 2012
£ £ € 3 €
Net cash from operating
activities 21,140,824 19,126,796 10,956,398 16,324,581 3,919,284
Cash flows from investing activities
Payments fo acquire property,
equipment and intangible assets (852,138) (1,134,576) (437,520) (374,605) (540,324)
Payments to acquire investments {20,884,368) (16,403,055) (23,030,901 (29,030,000 {19,257,102)
Proceeds from disposals of
investments 7,353,517 10,464,323 8,240,386 20,683,965 14,062,951
Interest received from investments 1,625,087 3,159,361 2,364,716 2,085,012 2,186,772
Dividend received 221,943 194,820 - - -
Net cash used in investing
activiies (12,529,959) (3,719,427 (12,872,319) {6,625,628) (3,547,703)
Cash flows from financing activities
Dividends paid to shareholders (2,000,000 (2,250,000 (2,000,000} (1,800,000 {1,500,000)
Net capital contribution received 953,617 1,629,006 1,445,952 1,075,064 2125712
Issue of debt securities, net of
transaction costs - 3,498,144 - - -
Redemption of debt securities - (669,000) - - -
Interest paid on debt securities {540,000) (481,500) (481,500) (482,820) (461,501)
Net cash from / {used in)
financing activities {1,586,383) 1,726,650 {1,034 548) (907,7586) 144,211
Increase / (decrease) in cash and
cash equivalents 7,024,482 17,134,319 {2,950,469) 8,791,197 514,792
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Accounting Ratios

2016 2015 2014 2013 2012
% % % % %

Net interest income and other
cperating income to total assets 3.1 3.53 347 363 R
Operating expenses to total assets 1.23 1.44 110 1.25 1.38
Profit before tax to total assets 1.88 208 2.38 2,38 2.52
Pre-tax retum on capital employed 15.10 1533 16.29 14.22 12.99

Profit after tax to equity 7.96 8.62 9.21 8.63 7.84
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Directors’ interest in the share capital of the Bank or in any related company as at
31 December 2016

No director has a direct beneficial or non-beneficial interest in the share capital of the Bank.

Magdalena De Roeck and Caroline Van Marcke have an indirect beneficial interest in the
shareholding of the Bank through their indirect sharehalding in VMKG PLLC, a company

registered in Belgium with registration number 0447.152.677. VMKG PLLC is the ultimate holding
company of the Group to which the Bank belongs.

Furthermore, Magdalena De Roeck and Caroline Van Marcke are also directors of IBL | Limited
and IBL T Limited and other companies forming part of the Group. VMT S.A and IVM S.A are the
trading and industrial holding companies of the Van Marcke Group respectively.

Type & class Issued Percentage Nominal value

of shares  shares paid up per share
IBL | Limited C 16321
VMT S.A Ordinary 24,999 100 €24.79
IVM S.A Ordinary 1 100 £€24.79
IBL T Limited C 16322
VMT S.A Ordinary 24,999 100 €24.79
VM S.A Ordinary 1 100 €24.79

Shareholders holding 5% or more of the Share Capital as at 31st December 2016

IBL | Limited Ordinary "A" 1 100 €25.00
IBL T Limited Ordinary "B" 399,999 100 €25.00

Number of Shareholders

Class Number of Shares Number of Holders
Class A 1 1

Class B 399,999 1

Range Class "A" Class "B"

1 —5,000 1 -

5,001 & over - 1

As at date of publication of the annual report, no changes were effected to the shareholding
structure,



