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Directors’ report

The directors present their report and the audited individual financial statements for the year 31 December
2019.

Principal activities

The principal activities of the company are the importation and retailing of branded fashion wear.

Review of the business

During the year under review the company continued o see growth in its retail business with a 7% increase
in revenue over the previous year. The directors are pleased to note that this growth was achieved despite

the fact that it operates in an increasingly competitive market.

The company’s financial position remains satisfactory. The directors expect that the present level of activity
will be sustained for the foreseeable future and that operating results will continue to improve.

Details of significant events since the balance sheet date are contained in Note 27 to the Financial
statements.

Results and dividends

The income statement is set out on page 11. The directors declared a dividend of €125,000 (2018:
€1256,000) during the year,and propose that the balance of retained earnings amounting to €2,579,517
(2018: €2,393,887) be carried forward to the next financial year.

Key performance indicators

Financial key performance indicators

The company has continued with its expansionary strategy with an emphasis on growing revenue and

building a structure that can drive sustainable growth with a longer term vision of increasing shareholders’
value. The key financial performance indicator used by the board during the year related to revenue growth.

2019 2018
Revenue growth 7% 5%

Non-financial key performance indicators

Non-financial performance is monitored at Hudson Group level. During the year, the board has further
strengthened its governance and controis through new procedures and implemented personal development
plans across the Group to ensure that its employees are aligned to the Group's overall goals.
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Directors’ report - continued

Significant risks and uncertainty

The Company’s principal risks include financial risks as disclosed in Note 2 to these financial statements,
obsolescence of inventories, loss of market share as a result of other participants entering the market and

negative developments in the economic or political environment.

The impact of COVID-19

Due to the interdependencies between the entities forming the Hudson Malta p.l.c. Group and other entities
within the Hudson Holdings Limited Group, management is addressing the impact of COVID-19 at Hudson
Holding Limited Group (referred to as the ‘Hudson Group’) level. As such the impact of COVID-19 being
addressed herein is from the Hudson Group perspective.

The global community has been facing an extraordinary and impactful crisis since the beginning of 2020
with the emergence of the COVID-19 pandemic. As a consequence of this pandemic and the various
measures implemented by governments to halt the spread of the pandemic, Hudson Group’s business
operations have been adversely affected. The pandemic has impacted the Group's revenue streams, the
international supply chain and the way the Hudson Group does business in general.

Hudson Group created a COVID-19 Task Force with key people from the organization, with different skitl-
sets in order to be able to effectively lead and direct the Group through this pandemic. The main aim was
to immediately assess and address the challenges the pandemic represented to business continuity,
workforce, customers, technology, supply chain and business partners. Priority was given to the short-term
cash management challenges, the immediate reduction of expenditure, including planned capital
expenditure.

Furthermore, management has evaluated the impact COVID-19 is expected to have on Hudson Group
projected results and cashflows for 2020 and such evaluations are being revised on a regular basis to take
into account developments as they arise.

The revised cashflow projections for 2020, taking into account measures being taken and assuming different
scenarios, shows that the Hudson Group has sufficient liquidity to meet its financial obligations as and when
they fall due. It is the directors intention that Hudson Holdings Limited and its subsidiaries will provide
liquidity support to feliow subsidiaries and sister companies within the Hudson Group as and when
necessary. The directors are of the opinion that, based on the projected cashflows emanating from the
assumed scenarios, the use of the going-concern assumption remains appropriate and there are no material
uncertainties that might cast significant doubt on going concern.

Hudson Group is currently expected to experience a year-on-year decline in turnover and is projecting a
toss for the forthcoming financial year as a result of the impact of COVID-19.

Management has identified key areas where the Group will be most impacted. The below is a high-level
analysis on the impact and the safety measures taken to protect the solvency position of the Group unti the
crisis is over.

Retlail & e-commerce

Hudson Group operates more than 50 retail stores in Malta, ltaly, Spain, Morocco and Algeria which had all
shut their doors by the third week of March in line with respective territory govermment instructions.

Operations in Malta and ltaly resumed in May 2020, whereas Spain, Morocco and Algeria resumed in June
2020. However, the retail trade is not expected to reach pre COVID-19 levels in 2020.
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Directors’ report - continued

Mudson Group already operated eCommerce prior to Covid-19 through two websites which continued
operating with limited restrictions during the period when retail stores were closed. Following the closure of
the Malta based stores the Group managed to introduce eCommerce in Maita to be able to support
customers with their retail needs. In Africa Hudson Group managed to make products available on 3™ party
marketplace websites.

Wholesale

Hudson Group is also involved in the wholesale of branded sportswear goods in Malta, Italy, Spain and a
number of countries in Africa, primarily of NIKE for which the Group has the exclusive distributorship for a
large number of countries in Africa. Similarly to the retail business, the wholesale business was aiso largely
impacted both locally and internationally due to the closure of client stores. in addition to the disruption in
demand, the Group has been experiencing significant interruption in the supply chain.

Cosfs

Initiatives to reduce costs were taken across the Hudson Group, in particular:

+ Reducing direct and indirect costs ;

¢ Payroll costs have been reduced through government support, less overtime and reduced working
hours;

« Negotiating downward lease costs in relation to real estate (retail stores, offices, warehouses).

Cash flow

The Group has taken measures to safeguard its cashflow position and ensure it can meet its obligations
despite the downturn in revenues. The current and projected liquidity of the Group has been analysed in
detail and an assessment has been made to cater for any changes in working capital especially given the
high dependency on cash for inventory, property rentais and payroli.

The following initiatives have been taken to protect the short-term cash flow and the knock-on effect on the
fonger term cash position of the Group:

« Retall investments projected for 2020 have been postponed and any pending orders in relation to these
investments have been cancelled. The Group continued solely with two major infrastructure projects
that it believes are vital for its continued growth post COVID-19 and for which finance was already in
place

s Obtained extended payment terms from key suppliers.

« Cancelled stock orders {where possible) for retail and for wholesale business.

Availed itself of any government support in the different countries, which includes deferral of tax
payments, wage supplements and support relating to teleworking.

« Obtaining moratoria on repayment of loan facilities with its bankers and temporary increase of its
overdraft facilities to ensure adequate working capital headroom. The Group has also applied for
additional bank financing to further strengthen its long-term liquidity position.

The directors consider the outbreak and impact of COVID-19 to be a non-adjusting post-balance sheet
event.

Future developments
As a significant operator in the retail industry, the Company will continue to expand its retail operations with

a focus on opening new stores, launching new brands and continuing to improve the in-store customer
experience.
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Directors’ report - continued
Directors
The directors of the Company who held office during the year were:

Alfred Borg
Kevin Grech
Ritianne Grech

The Company's Articles of Association do not require any directors to retire.
Statement of directors’ responsibilities for the financial statements

The directors are required by the Maltese Companies Act (Cap. 386) to prepare financial statements which
give a true and fair view of the state of affairs of the company as at the end of each reporting period and of
the profit or loss for that period.

In preparing the financial statements, the directors are responsible for:

¢ ensuring that the financial statements have been drawn up in accordance with International Financial
Reporting Standards as adopted by the EU;

e selecting and applying appropriate accounting policies;

e making accounting estimates that are reasonable in the circumstances;

¢ ensuring that the financial statements are prepared on the going concern basis unless it is inappropriate
to presume that the company will continue in business as a going concern.

The directors are also responsible for designing, implementing and maintaining 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, and that comply with the Maltese Companies Act (Cap. 386).
They are also responsible for safeguarding the assets of the company and hence for taking reasonable
steps for the prevention and detection of fraud and other irregularities.

Auditors

PricewaterhouseCoopers have indicated their willingness to continue in office and a resolution for their re-
appointment will be proposed at the Annual General Meeting.

Kevin Grech
Director

istered office
Hudson House
Burmarrad Road
Burmarrad
St. Paul's Bay, SPB9060
Malta

24 June 2020
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Independent auditor’s report
To the Shareholders of Hudson International Company Limited

Report on the audit of the financial statements

Our opinion
In our opinion:

e Hudson International Company Limited’s financial statements give a true and fair view of the
Company’s financial position as at 31 December 2019, and of the Company’s financial performance
and cash flows for the year then ended in accordance with International Financial Reporting
Standards (‘IFRSs’) as adopted by the EU; and

o The financial statements have been prepared in accordance with the requirements of the Maltese
Companies Act (Cap. 386).

What we have audited
Hudson International Company Limited’s financial statements, set out on pages 9 to 41, comprise:

e the statements of financial position as at 31 December 2019;

e the statements of comprehensive income for the year then ended;

o the statements of changes in equity for the year then ended;

o the statements of cash flows for the year then ended; and

e the notes to the financial statements, which include a summary of significant accounting policies.

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 Auditor’s Responsibilities for the
Audit of the Financial Statements section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our opinion.

Independence

We are independent of the Company in accordance with the International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants (IESBA Code) together with the ethical
requirements of the Accountancy Profession (Code of Ethics for Warrant Holders) Directive issued in
terms of the Accountancy Profession Act (Cap. 281) that are relevant to our audit of the financial
statements in Malta. We have fulfilled our other ethical responsibilities in accordance with these Codes.
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Independent allditOT’,S T’epOT’t - continued
To the Shareholders of Hudson International Company Limited

Emphasis of matter

We draw attention to Note 27 to these financial statements that explains the impact of COVID-19 on
the Group’s operations and financial performance subsequent to the end of the reporting period. This
matter is considered to be of fundamental importance to the understanding of the financial statements
due to its nature and significance. Our opinion is not modified in respect of this matter.

Other information

The directors are responsible for the other information. The other information comprises the Directors’
report (but does not include the financial statements and our auditor’s report thereon).

Our opinion on the financial statements does not cover the other information, including the directors’
report.

In connection with our audit of the financial statements, our responsibility is to read the other
information identified above 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.

With respect to the directors’ report, we also considered whether the directors’ report includes the
disclosures required by Article 177 of the Maltese Companies Act (Cap. 386).

Based on the work we have performed, in our opinion:

e The information given in the directors’ report for the financial year for which the financial
statements are prepared is consistent with the financial statements; and

e the directors’ report has been prepared in accordance with the Maltese Companies Act (Cap. 386).

In addition, in light of the knowledge and understanding of the Company and its environment obtained
in the course of the audit, we are required to report if we have identified material misstatements in the
directors’ report and other information that we obtained prior to the date of this auditor’s report. We
have nothing to report in this regard.

Responsibilities of the directors for the financial statements

The directors are responsible for the preparation of financial statements that give a true and fair view
in accordance with TFRSs as adopted by the EU and the requirements of the Maltese Companies Act
(Cap. 386), 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 Company’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 Company or to
cease operations, or have no realistic alternative but to do so.
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Independent auditor’s report - continued
To the Shareholders of Hudson International Company Limited

Auditor’s 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 auditor’s 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. We also:

e TIdentify 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.

e 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 Company’s internal control.

¢ Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the directors.

e 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 Company’s ability to continue as a going concern.
If we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the financial statements or, if such disclosures are inadequate,
to modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of
our auditor’s report. However, because not all future events or conditions can be predicted, this
statement is not a guarantee as to Company’s ability to continue as a going concern. In particular,
it is difficult to evaluate all of the potential implications that COVID-19 will have on the Company’s
trade customers, and suppliers, and the disruption to their business and the overall economy.

o REvaluate 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.

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.
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Independent auditor’s report - continued

To the Shareholders of Hudson International Company Limited

Report on other legal and regulatory requirements
Other matters on which we are required to report by exception

We also have responsibilities under the Maltese Companies Act (Cap. 386) to report to you if, in our
opinion:

e Adequate accounting records have not been kept, or that returns adequate for our audit have not
been received from branches not visited by us.

e The financial statements are not in agreement with the accounting records and returns.
e  We have not received all the information and explanations we require for our audit.

We have nothing to report to you in respect of these responsibilities.

PricewaterhouseCoopers
78, Mill Street
Qormi

Malta

Lucienne Pace Ross
Partner

24 June 2020
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Statements of financial position

ASSETS
Non-current assets

Property, plant and equipment

Right-of-use assets
Deferred tax assets
Trade and other receivables

Total non-current assets

Current assets

Inventories

Trade and other receivables
Cash and cash equivalents

Total current assets

Total assets

Notes

4
5

o~

As at 31 December

2019 2018

€ €
2,166,558 1,181,840
10,340,833 -
547,751 430,607

- 211,288
13,056,142 1,823,735
1,549,293 1,714,280
3,208,726 4,154,434
1,469,250 1,179,478
6,227,269 7,048,192
19,282,411 8,871,927
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Statements of financial position - continued

As at 31 December

2019 2018

Notes € €
EQUITY AND LIABILITIES
Equity
Share capital 9 500,000 250,000
Retained earnings 2,579,517 2,393,887
Total equity 3,079,517 2,643,887
LIABILITIES
Non-current liabilities
Borrowings 11 2,800,000 2,800,000
Lease liabilities 12 9,344,453 -
Total non-current liabilities 12,144,453 2,800,000
Current liabilities
Lease liabilities 12 916,832 -
Trade and other payables 13 3,081,939 3,390,275
Current tax liabilities 59,670 37,765
Total current liabilities 4,058,441 3,428,040
Total liabilities 16,202,894 6,228,040
Total equity and liabilities 19,282,411 8,871,927

The notes on pages 14 to 41 are an integral part of these financial statements.

The financial statements on pages 9 to 41 were authorised for issue by the board on 24 June 2020 and

were signed on its behalf by:

r&d Borg
irector

5

) Kevin Grech
\ Director

10
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Statements of comprehensive income

Revenue
Cost of sales

Gross profit
Other income
Operating and administrative expenses

Operating profit
Finance income
Finance costs

Profit before tax
Tax expense

Profit for the year

The notes on pages 14 to 41 are an integral part of these financial statements.

Notes

14
16

15
16

18
18

20

Year ended 31 December

2019
€

2018
€

22,252,200 20,855,937
(13,240,269} (12,517,895)

9,011,931 8,338,042
85,759 70,560
(7,702,244) (6,868,777)
1,395,446 1,539,825
86,123 108,064
(639,100)  (154,956)
842,469 1,492,933
(281,839)  (512,234)
560,630 980,699

11
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Statements of changes in equity

Balance at 1 January 2018

Comprehensive income
Profit for the year

Transactions with owners
Dividends

Balance at 31 December 2018

Balance at 1 January 2019

Comprehensive income
Profit for the year

Transactions with owners

Issue of share capital
Dividends

Balance at 31 December 2019

The notes on pages 14 to 41 are an integral part of these financial statements.

Note

22

22

Share Retained
capital earnings Total
€ € €
250,000 1,538,188 1,788,188
- 980,699 980,699
{125,000} {125,000)
250,000 2,393,887 2,643,887
250,000 2,393,887 2,643,887
- 560,630 560,630
250,000 (250,000) -
- (125,000) (125,000)
500,000 2,579,517 3,079,517

12
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Statements of cash flows

Year ended 31 December

Notes 2019 2018
€ €
Cash flows from operating activities
Cash generated from/ (used in) operations 21 4,436,056 {443,713)
Interest paid {639,100) (154,956)
Interest received 86,123 108,064
Income tax paid {377,077) (864,352)
Net cash generated from operating activities 3,506,002 (1,354,957)
Cash flows from investing activities
Purchases of property, plant and equipment (1,611,833} (290,392)
Net cash used in investing activities {1,611,833) {(290,392)
Cash flows from financing activities
Net proceeds from borrowings - 1,388,207
Dividends paid (125,000} -
Principal elements of lease repayments (1,479,397) -
Net cash (used in)/generated from financing activities (1,604,397) 1,388,207
Net movement in cash and cash equivalents 289,772 (257.142)
Cash and cash equivalents at beginning of year 1,172,478 1,436,620
Cash and cash equivalents at end of year 8 1,469,250 1,179,478

The notes on pages 14 to 41 are an integral part of these financial statements.

13
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Notes to the financial statements

1.

Summary of significant accounting policies

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

1.1 Basis of preparation

These financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRSs) as adopted by the EU as modified by Article 174 of the Maltese Companies Act
(Cap. 386} and in accordance with the requirements of the said Act. Hudson International Company
Limited's ultimate parent company (Note 27) prepares consolidated financial statements in a manner
equivalent to that required by the Maitese Companies Act {Cap. 386) and these are delivered to the
Registrar of Companies in Malta.

The financial statements have been prepared under the historical cost convention.

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

On the basis of the projections prepared by management following the outbreak of COVID-19, as
described in Note 27, the directors believe that there is no material uncertainty which may cast
significant doubt on the company's ability to continue as a going concern and accordingly continue
to adopt the going concern assumption in the preparation of the financial statements. Accordingly,
the financial statements have been prepared under the historical cost convention.

Standards, intetpretations and amendments to published standards effective in 2019

In 2019, the Company adopted new standards, amendments and interpretations to existing standards
that are mandatory for the Company’s accounting period beginning on 1 January 2019, The adoption
of these revisions to the requirements of IFRSs as adopted by the EU resulted in changes to the
Company's accounting policies impacting the financial performance and position. The Company had
to change its accounting policies and make retrospective adjustments as a result of adopting IFRS
186, ‘Leases’, but recognised the cumulative effect of initially applying the new standard on 1 January
2018. The impact of the adoption of this standard disclosed below.

The Company has adopted IFRS 16 retrospectively from 1 January 2019 but has not restated
comparatives for the 2018 reporting period, as permitted under the specific transitional provisions in
the standard.

The reclassifications and the adjustments arising from the new leasing rules are therefore recognised
in the opening balance sheet on 1 January 2019. The new accounting policies are disclosed in Note
1.17.

14
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Summary of significant accounting policies - continued
1.1 Basis of preparation — continued
(a) The Company's leasing activities

The Company leases various properties. Rental contracts are typically made for fixed periods of 5 to
10 years but may have extension options as described below. L ease terms are negotliated on an
individual basis and contain a wide range of different terms and conditions. Contracts may contain
both lease and non-lease components. The Company allocates the consideration in the contract to
the lease and non-lease components based on their reiative stand-alone prices. However, for leases
of real estate for which the group is a lessee, it has elected not to separate lease and non-lease
components and instead accounts for these as a single lease component. The lease agreements do
not impose any covenants. Leased assets may not be used as security for borrowing purposes.

Extension and termination options

Extension and termination options are included in the majority of property leases. These terms are
used to maximise operational flexibility in respect of managing contracts. The majority of extension
and termination options held are exercisable only by the Company and not by the respective lessor.
In respect of the majority of lease arrangements, the extension periods have been included in
determining lease term for the respective arrangement.

Variable lease payments

Some property leases contain variable payment terms that are linked to sales generated from a store,
For individual stores, up to 100% of lease payments are on the basis of variable payment terms with
percentages ranging from 5% to 20% of sales. Variable payment terms are used for a variety of
reasons, including minimising the fixed costs base for newly established stores. Variable lease
payments that depend on sales are recognised in profit or loss in the period in which the condition
that triggers those payments occurs.

(b) Adjustments recognised upon adoption of IFRS 16 in the statement of financia! position on 1
January 2019

On adoption of IFRS 16, the Company recognised lease liabilities in relation to leases which had
previously been classified as “operating leases” under the principles of I1AS 17 Leases. These
kabilities were measured at the present value of the remaining lease payments, discounted using the
lessee’s incremental borrowing rate as of 1 January 2019. The lessee’s incremental borrowing rate
applied to the lease liabilities on 1 January 2019 was 4.00%.

The associated right-of-use assets for leases were measured at the amount equal to the lease
liability, adjusted by the amount of any prepaid or accrued lease payments relating to those leases
recognised in the balance sheet as at 31 December 2018. There were no onerous lease contracts
that would have required an adjustment to the right-of-use assets at the date of initial application.

The change in accounting policy affected the following items in the balance sheet on 1 January 2019

- right-of-use assets — increase by €9,576,945
- lease liabitities — increase by €9,385,657
- prepayments — decrease by €191,288

15
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Summary of significant accounting policies - continued
1.1 Basis of preparation - continued
The recognised right-of-use assets relate to the tollowing types of assets:

Meastrement of lease liabilities

Operating lease commitments disclosed as at 31 December 2018

Add: adjustments as a result of different treatment of extensions

Discounted using the incremental borrowing rate at the date of initial application
Less: short-term leases not recognised as a liability

Lease liabilities recognised as at 1 January 2019

Of which are:
Current lease liabilities
Non-current lease liabilities

Practical expedients applied

As at

1 January
2019

€

10,820,026
493,361
{1,927,730)

9,385,657

8,428,944
956,713

9,385,657

In applying IFRS 16 for the first time, the Company has used the following practical expedients

permitted by the standard:

+ the use of a single discount rate to a portfolio of leases with reasonably similar characteristics;

 reliance on previous assessments on whether leases are onerous:

+ the accounting for operating leases with a remaining lease term of less than 12 months as at 1

January 2019 as short-term leases; and

» the use of hindsight in determining the lease term where the contract contains options to extend

or terminate the lease.
(c) Amounts recognised in profit and loss

The income statement refiects the following amounts relating to leases:

Depreciation charge of right-of-use assets

Interest expense (included in finance cost)

Expense relating to variable lease payments not included in lease liabilities
{included in administrative expenses)

2019
€

1,422,188
461,469

112,762

1,996,419

16
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Summary of significant accounting policies - continued
1.1 Basis of preparation - continued

Operating lease charges to be reflected within profit and loss, utilising the accounting principles of
IAS 17 Leases had IFRS 16 not been adopted, during the period from 1 January 2019 to 31
December 2019 wouid have amounted to €1,485,959. Hence, EBITDA for the year ended 31
December 2019 has been impacted favourably by an amount of €1,485,959 in view of the adoption
of the requirements of IFRS 16.

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

Certain new standards, amendments and interpretations to existing standards have been published
by the date of authorisation for issue of these financial statements but are mandatory for the
Company’s accounting periods beginning after 1 January 2019. The Company has not early adopted
these revisions to the requirements of IFRSs as adopted by the EU and the directors are of the
opinion that there are no requirements that will have a possible significant impact on the Company’s
financial statements in the period of initial application.

1.2 Foreign currency translation
(a) Functional and presentation currency

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

(b) Transactions and balances

Foreign currency transactions are transiated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from the
settlement of such transactions and from the transiation at year-end exchange rates of monetary
assets and liabilities denominated in foreign currencies are recognised in profit or loss,

Foreign exchange gains and losses that relate to borrowings and cash and cash equivalents are
presented in the income statement within ‘finance income or cost’. All other foreign exchange gains
and losses are presented in the income statement within ‘other income/(expense)’.

1.3 Property, plant and equipment

Property, plant and equipment, is stated at historical cost less depreciation and impairment losses.
Historical cost includes expenditure that is directly attributable to the acquisition of the items.

Subsequent costs are included in the asset's carrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow
to the company and the cost of the item can be measured reliably. The carrying amount of the
replaced part is derecognised. All other repairs and maintenance are charged to profit or loss during
the financial period in which they are incurred.

17
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Summary of significant accounting policies - continued
1.3 Property, plant and equipment - continued

Depreciation is calculated on the straight-line method to atiocate the cost of the assets to their residual
values over their estimated useful life as follows:

%

improvement to premises 10
Motor vehicles 20
Furniture, fixtures and other equipment 10-25

The assets residual values and useful lives are reviewed, and adjusted if appropriate, at the end of
each reporting period.

Gains and losses on disposals are determined by comparing the proceeds with carrying amount and
are recognised within ‘Other operating income’ in the statement of comprehensive income.

Where the carrying amount of an asset is greater than its estimated recoverable amount, it is written
down immediately to its recoverable amount (Note 1.4).

1.4 Impairment of non-financial assets

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

1.5 Financial assets
1.5.1 Classification
The company classifies its financial assets in the following measurement categories:
- thodse to be measured subsequently at fair value (either through OCI or through profit or loss),
an

- those to be measured at amortised cost.

The classification depends on the Company’s business model for managing the financial assets
and the contractual terms of the cash flows.

For assets measured at fair value, gains and losses will either be recorded in profit or loss or OCI.
For investments in equity instruments that are not held-for-trading, this wil! depend on whether the
Company has made an irrevocable election at the time of initial recognition to account for the equity
investment at fair value through other comprehensive income (FVOCI).

The Company reclassifies debt instruments when and only when its business model for managing
those assets changes.

18



HUDSON INTERNATIONAL COMPANY LIMITED
Annual Report and Financial Statements - 31 December 2019

Summary of significant accounting policies - continued
1.5 Financial assets — continued
1.5.2 Recognition and derecognition

Regular way purchases and sales of financial assets are recognised on trade-date, the date on which
the Company commits the purchase or sell the asset. Financial assets are derecognised when the
rights to receive cash flows from the financial assets have expired or have been transferred and the
Company has transferred substantially all the risks and rewards of ownership.

1.5.3 Measurement

At initial recognition, the Company measures a financial asset at its fair value plus, in the case of a
financial asset not a fair value through profit or loss (FVPL), transaction costs that are directly
attributable to the acquisition of the financial assets. Transaction costs of financial assets carried at
FVPL are expensed in profit or loss.

Financial assets with embedded derivatives are considered in their entirety when determining
whether their cash flows are solely payment of principal and interest.

Debt instruments

Subsequent measurement of debt instruments depends on the Company's business model for
managing the asset and cash flow characteristics of the asset. There are three measurement
categories into which the Company classifies its debt instruments:

Amortised Cost: Assets that are held for collection of contractual cash flows where those cash flows
represent solely payments of principal and interest are measured at amortised cost. Interest income
from these financial assets is included in finance income using the effective interest rate method. Any
gain or loss arising on derecognition is recognised directly in profit or loss and presented in other
gains/{losses) together with foreign exchange gains and losses. Impairment losses are presented as
separate fine item in the statement of profit or loss.

FVOC!: Assets that are held for collection of contractual cash flows and for selling the financiai assets,
where the assets’ cash flows represent solely payments of principal and interest, are measured at
FVOCI. Movement in the carrying amount are taken through OCI, except for the recognition of
impairment gain or losses, interest income and foreign exchange gains and losses which are
recognised in profit or loss. When the financial asset is derecognised, the cumulative gain or loss
previously recognised in OCl is reclassified from equity to profit or loss and recognised in other
gains/(losses).

Interest income from these financial assets is included in finance income using the effective interest
rate method. Foreign exchange gains and losses are presented in other gains/(losses) and
impairment expenses are presented as separate line item in the statement of profit or loss.

EVPL: Assets that do not meet the criteria for amortised cost or FVOC! are measured at FVPL. A
gain or loss on a debt investment that is subsequently measured at FVPL is recognised in profit or
loss and presented net with other gains/(iosses)in the period in which it arises.
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1.5 Financial assets — continued
1.5.4 Impairment

The Company assesses on a forward looking basis the expected credit losses associated with its
debt instruments carried at amortised cost and FVOCI. The impairment methodology applied
depends on whether there has been a significant increase in credit risk.

For trade receivables, the Company applies the simplified approach permitted by [FRS 9, which
requires expected lifetime losses to be recognised from initial recognition of the receivables.

1.6 Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is determined using the
weighted average method and comprises expenditure incurred in acquiring the inventories and other
costs incurred in bringing the inventories to their present location and condition. Net realisable value
represents the estimated selling price in the ordinary course of business less the estimated costs to
be incurred in marketing, selling and distribution.

1.7 Trade and other receivables

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

Trade and other receivables are recognised initially at fair value and subsequently measured at
amortised cost using the effective interest method, less provision for impairment (Note 1.5.4). The
carrying amount of the asset is reduced through the use of an allowance account, and the amount of
the loss is recognised in profit or loss. When a receivable is uncollectible, it is written off against the
allowance account for trade and other receivables. Subsequent recoveries of amounts previously
written off are credited against profit or loss.

1.8 Cash and cash equivalents

Cash and cash equivalents are carried in the statement of financial position at face value. In the
statement of cash flows, cash and cash equivalents includes cash in hand, deposits held at call with
banks and bank overdrafts. Bank overdrafts are shown within borrowings in current liabilities in the
statement of financial position.

1.9 Share capital

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

The company recognises a financial liability in its statement of financial position when it becomes a
party to the contractual provisions of the instrument. The company's financial liabilities are classified
as financial liabilities which are not at fair value through profit or loss (classified as ‘Other liabiiities’)
under 1AS 39. Financial liabilities not at fair value through profit or loss are recognised initially at fair
value, being the fair value of consideration received, net of transaction costs that are directly
attributable to the acquisition or the issue of the financial liability. These liabilities are subsequently
measured at amortised cost. The company derecognises a financial liability from its statement of
financial position when the obligation specified in the contract or arrangement is discharged, is
cancelled or expires.

1.11 Trade and other payables

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

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

Redeemable preference shares are classified as liabilities, The dividends on these preference shares
are recognised in the income statement as interest expense.

1.12 Borrowings

Borrowings are recognised initially at fair value of proceeds received, net of transaction costs
incurred. Borrowings are subsequently carried at amortised cost; any difference between the
proceeds (net of transaction costs) and the redemption value is recognised in profit or loss over the
period of the borrowings using the effective interest method. Borrowings are classified as current
liabilities unless the company has an unconditional right to defer settlement of the liability for at least
twelve months after the end of the reporting period. Borrowing costs are recognised in profit or ioss
in the period in which they are incurred.

1.13 Offsetting financial instruments

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

1.14 Provisions

Provisions for legal claims are recognised when the company has a present fegal or constructive
obligation as a result of past events, it is probable that an outflow of resources embodying economic
benefits will be required to settle the obligation, and a reliable estimate of the amount of the obligation
can be made. Provisions are not recognised for future operating losses.

Provisions are measured at the present value of the expenditures expected to be required to settle
the obligation using a pre-tax rate that reflects current market assessments of the time value of money
and the risks specific to the obligation. The increase in the provision due to passage of time is
recognised as interest expense.
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1.16 Current and deferred tax

The tax expense for the period comprises current and deferred tax, Tax is recognised in profit or
loss, except to the extent that it relates to items recognised in other comprehensive income or directly
in equity. In this case, the tax is also recognised in other comprehensive income or directly in equity,
respectively,

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

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

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

1.16 Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable for the sale of
goods and services in the ordinary course of the company’s activities. Revenue is recognised upon
delivery of products or performance of services, and is stated net of sales tax, returns, rebates and
discounts.

The company recognises revenue when the amount of revenue can be reliably measured, when it is
probable that future economic benefits will flow to the entity and when specific criteria have been met
for each of the company’s activities as described below.

(a} Sales of goods - wholesale

The company sells a range of branded consumer products in the wholesale market. Sales of goods
are recognised when the company has delivered products to the wholesaler, the wholesaler has fuil
discretion over the channel and price to sell the products, and there is no unfulfilled obligation that
could affect the wholesaler's acceptance of the products. Delivery does not occur until the risks of
obsolescence and loss have been transferred to the wholesaler, and the wholesaler has accepted
the products in accordance with the sales contract, the acceptance provisions have lapsed or the
company has objective evidence that all criteria for acceptance have been satisfied.

(b} Sales of goods - retail

The company operates a number of retail outlets for selling branded consumer products. Saleg of
goods are recognised when a group entity sells a product to the customer. Retail sales are usually
in cash or by credit card.

(¢} Inferest income

Interest income is recognised for all interest-bearing instruments, using the effective interest method,
unless collectability is in doubt.
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117 Leases
(a) The company is the lessee

At inception of a contract, an entity shall assess whether the contract is, or contains, a lease. A
contract is, or contains, a lease if the contract conveys the right to control the use of an identified
asset for a period of time in exchange for consideration.

As explained in Note 1.1 above, the Company has changed its accounting policy for leases where
the Company is the lessee. The impact of the change is described in Note 1.1.

Untit 31 December 2018, leases of assets in which a significant portion of the risks and rewards of
ownership were effectively retained by the lessor were classified as operating leases. Payments
made under operating leases (net of any incentives received from the lessor) were charged to profit
or loss on a straight-line basis over the period of the lease.

With effect from 1 January 2019, leases are recognised as a right-of-use asset and a corresponding
liability at the date at which the leased asset is available for use by the Company.

Assets and liabilities arising from a lease are initially measured on a present value basis. Lease
liabilities include the net present value of the following lease payments:

. fixed payments (including in-substance fixed payments), less any lease incentives receivable;

. variable lease payments that are based on an index or a rate, initially measured using the
index or rate as at the commencement date;

. amounts expected to be payable by the Company under residual value guarantees;

. the exercise price of a purchase option if the Company is reasonably certain to exercise that
option; and

. payments of penalties for terminating the lease, if the lease term reflects the Company

exercising that option.

Some property leases contain variable payment terms that are linked to sales generated from a store,
For individual stores, up to 100% of lease payments are on the basis of variable payment terms with
percentages ranging from 5% to 20% of sales. Variable payment terms are used for a variety of
reasons, including minimising the fixed costs base for newly established stores. Variable lease
payments that depend on sales are recognised in profit or loss in the period in which the condition
that triggers those payments occurs.

L.ease payments to be made under reasonably certain extension options are also included in the
measurement of the liability.

The lease payments are discounted using the interest rate implicit in the lease. If that rate cannot be
readily determined, which is generally the case for leases in the Company, the lessee’s incremental
borrowing rate is used, being the rate that the individual lessee would have to pay to borrow the funds
necessary to obtain an asset of similar value to the right-of-use asset in a similar economic
environment with similar terms, security and conditions.

To determine the incremental borrowing rate, the Company:

. where possible, uses recent third-party financing received by the lessee as a starting point,
adjusted to reflect changes in financing conditions since third party financing was received;

. uses a build-up approach that starts with a risk-free interest rate adjusted for credit risk for
leases held by the Company, where there is no third party financing; and

. makes adjustments specific to the lease, eg term, country, currency and security.
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1.17 Leases - continued

Lease payments are allocated between principal and finance cost. The finance cost is charged fo
profit or loss over the lease period so as to produce a constant periodic rate of interest on the
remaining balance of the iiability for each period.

Right-of-use assets are measured at cost comprising the following:

*+  the amount of the initial measurement of Iease liability;

*  any lease payments made at or before the commencement date less any lease incentives
received; and

» any initial direct costs.

Right-of-use assets are generally depreciated over the shorter of the asset's ussful life and the lease
term on a straight-line basis. If the Company is reasonably certain to exercise a purchase aption, the
right-of-use asset is depreciated over the underlying asset's usefut life.

Payments associated with short-term leases of equipment and vehicles and all leases of low-value
assets are recognised on a straight-line basis as an expense in profit or loss. Short-term leases are
leases with a lease term of 12 months or less.

In determining the lease term, management considers all facts and circumstances that create an
economic incentive to exercise an extension option, or not exercise a termination option. Extension
options (or periods after termination options) are only included in the lease term if the lease is
reasonably certain to be extended (or not terminated).

Far leases of properties, the following factors are normally the most relevant:

+  Ifthere are significant penalties to terminate (or not extend), the Company is typically reasonably
certain to extend (or not terminate);

. If any feasehold improvements are expected to have a significant remaining value, the Company
is typically reasonably certain to extend (or not terminate);

*  Otherwise, the Company considers other factors including historical lease durations and the
costs and business disruption required to replace the leased asset.

The lease term is reassessed if an option is actually exercised (or not exercised) or the Company
becomes obliged to exercise (or not exercise) it. The assessment of reasonable certainty is only
revised if a significant event or a significant change in circumstances oceurs, which affects this
assessment, and that is within the control of the lessee.

1.18 Dividend distribution
Dividend distribution to the company's shareholders is recognised as a liability in the company’s

financial statements in the period in which the dividends are approved by the company's
shareholders.
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2.1 Financial risk factors

The company’s activities potentially expose it to a variety of financial risks: market risk (including
currency risk, fair value interest rate risk and cash flow interest rate risk), credit risk and liquidity risk.
The company's overall risk management focuses on the unpredictability of financial markets and
seeks to minimise potential adverse effects on the company's financiat performance. The board of
directors provides principles for overall company risk management, as well as policies covering risks
referred to above and specific areas such as investment of excess liquidity. The company did not
make use of derivative financial instruments to hedge certain risk exposure ensuring the current and
preceding financial years.

{a) Market risk
{i) Foreign exchange risk

Foreign exchange risk arises from future commercial transactions and recognised assets and
liabilities which are denominated in a currency that is not the entity's functional currency. A portion
of the company’s purchases and its revenues are denominated in Great Britain Pound {GBP) and
United States Dollar (USD).

The company is not significantly exposed to foreign exchange risk and a sensitivity analysis for
foreign exchange risk disclosing how profit or loss and equity would have been affected by changes
in foreign exchange rates that were reasonably possible at the end of the reporting period is not
deemed necessary.

(i) Cash flow and fair value interest rate risk

The company's interest rate risk principally arises from bank borrowings (Note 11) and related party
balances (Notes 7 and 13), issued at floating rates, which expose the company to cash flow interest
rate risk. Management monitors the level of floating rate borrowings and related party balances as a
measure of cash flow risk taken on. Based on this analysis, management considers the potential
impact on profit or loss of a defined interest rate shift that is reasonably possible at the end of the
reporting period to be immaterial. Interest rates on these financial instruments are linked with the
Central Intervention Rate issued by the European Central bank.

{b) Credit risk

Credit risk arises from cash and cash equivalents, deposits with banks, credit exposures to
customers, including outstanding receivables and, from the Company's perspective, intra-group
balances. The credit quality of the customer is assessed, taking into account its financial position,
past experience and other factors. The utilisation of credit limits is regularly monitored.

The maximum exposure to credit risk at the reporting date was:

2019 2018
€ €

Loans and receivables category:
Trade and cther receivables (Note 7) 3,110,132 3,261,979
Cash and cash equivalents {Note 8) 1,469,250 1,179,478

4,579,382 4,441 457

The figures disclosed in the table above in respect of trade and other receivables exciude
prepayments and deferred expenditure.
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2.1 Financial risk factors - continued
(b) Credit risk - continued

Trade and other receivables (including contract assels)

The Company assesses the credit quality of its trade customers, the majority of which are unrated,
taking into account financial position, past experience and other factors. The company's exposure
to credit risk is influenced mainly by the individual characteristics of each customer. It has policies in
place to ensure that sales of services are affected to customers with an appropriate credit history.
Standard credit terms are in place for individual clients, however, wherever possible, new corporate
customers are analysed individually for creditworthiness before the company’s standard payment
and service delivery terms and conditions are offered. The creditworthiness analysis for new
customers includes a review through external creditworthiness databases when available. The
company monitors the performance of its trade and other receivables on a regular basis o identify
incurred collection losses, which are inherent in the company’s debtors, taking into account historical
experience in collection of accounts receivable.

The Company manages credit limits and exposures actively in a practicable manner such that past
due amounts receivable from customers are within controlled parameters.

Impairment of trade and other receivables {including contract assets)

The Company applies the IFRS 9 simplified approach to measuring expected credit losses which
uses a lifetime expected loss allowance for all trade receivables and contract assets.

To measure the expected credit losses, trade receivables and contract assets have been grouped

. based on shared credit risk characteristics and the days past due. Contract assets have substantially
the same risk characteristics as the trade receivables for the same types of contracts. The Group has
therefore concluded that the expected loss rates for trade receivables are a reascnable
approximation of the loss rates for contract assets.

Credit loss allowance include specific provisions against credit impaired individual exposures with
the amount of the provisions being equivalent to the balances attributable to credit impaired
receivables. The individually credit impaired trade receivables mainly relate to independent
customers which are in unexpectedly difficult economic situations mostly due to geopolitical issues,
such as clients situated in Libya, and which are accordingly not meeting repayment obligations. in
this respect, the Company has recognised specific impairment provisions during the current financial
year, against credit impaired individual exposures which have demonstrated objective evidence of
being impaired.

Trade receivables and contract assets are written off when there is no reasonable expectation of
recovery. Indicators that there is no reasonable expectation of recovery include, amongst others, the
failure of a debtor to engage in a repayment plan with the Group.

Impairment losses on trade receivables and contract assets are presented as net impairment losses
within operating profit. Subsequent recoveries of amounts previously written off are credited against
the same line item.
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2.1 Financial risk factors - continued
(b} Credif risk - continued

The closing loss allowances for trade receivables at amortised cost as at 31 December 2019
reconcile to the opening loss allowances as follows:

2019 2018
€ €
Trade receivables
Balance at 1 January 356,745 391,464
Increasel/(decrease) in loss allowance recognised
in profit or loss during the year 9,668 (34,719)
Batance at 31 December 366,413 356,745

Cash and cash equivalents

The credit risk for cash and cash equivalents is considered negligible since the counterparties are
reputable banks with high quality external credit ratings. While cash and cash equivalents are also
subject to the impairment requirements of IFRS 9, the identified impairment loss was insignificant.

Other financial assets at amortised cost

The Company's other financial assets at amortised cost include loans due from subsidiary
undertakings, which are eliminated on consolidation (Note 11). The Company monitors intra-group
credit exposures at individual entity level on a regular basis and ensures timely performance of these
assets in the context of its overall liquidity management.

The loss allowances for these financial assets are based on assumptions about risk of default and
expected loss rates. The Company's management uses judgement in making these assumptions,
based on the counterparty’s past history, existing market conditions, as well as forward looking
estimates at the end of each reporting period.

As at year-end, based on the directors’ assessments of these factors and the equity position of the
respective counterparty, the resuiting impairment charge was €370,510 (2018: €375,523).

The closing loss allowances for other financial assets at amortised cost as at 31 December 2019
reconcile to the opening loss allowances as follows:

2019 2018
€ €
Other financial assets
Balance at 1 January 375,623 473,861
{Decrease) in loss allowance recognised
in profit or loss during the year (5,013) {98,338)
Balance at 31 December 370,510 375,523
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2.1 Financial risk factors - continued
(c} Liguidity risk

The company is exposed to liquidity risk in relation to meeting future obligations associated with its
financial liabilities, which comprise interest-bearing borrowings (Note 11} and trade and other
payables (Note 13). Prudent liquidity risk management includes maintaining sufficient cash and
committed credit lines to ensure the availability of an adequate amount of funding to meet the
company’s obligations.

Management monitors liquidity risk by reviewing expected cash flows, and ensures that no additional
financing facilities are expected to be required over the coming year. The company's liquidity risk is
not deemed material in view of the matching of cash inflows and outflows arising from expected
maturities of financial instruments, coupled with the company's committed bank borrowing facilities
and other intra-group financing that it can access to meet liquidity needs.

The table below analyses the company’s principal financial liabilities into relevant maturity groupings

based on the remaining term at the end of the reporting period to the contractual maturity date. The
amounts disclosed in the table are the contractual undiscounted cash flows.

Carrying| Contractual Lessthan Betweent More than

Amount] Cashflows 1 year and 5 years § years
€ € € € €
At 31 December 2019
Lease liabilities 10,261,285, 14,339,992 1,500,538 1,575,006 11,264,448
Loans from immediate
parent 2,800,000 3,463,235 154,422 2,051,372 1,257,441

Trade and other payables 3,081,939 3,081,939 3,081,939 - -

16,143,224/ 20,885,166 4,736,899 3,626,378 12,521,889

At 31 December 2018
Loans from immediate
parent 2,800,000 3,617,657 164,422 1,575,008 1,888,227
Trade and other payables 2,882,689, 2,882,68% 2,882,689 - -

5,682,689 6,500,346 3,037,111 1,675,008 1,888,227

28




HUDSON INTERNATIONAL COMPANY LIMITED
Annual Report and Financial Statements - 31 December 2019

Financial risk management - continued
2.2 Capital risk management

The company’s objectives when managing capital are to safeguard the company’s ability to continue
as a going concern in order to provide returns for shareholders and benefits for other stakeholders
and to maintain an optimal capital structure to reduce the cost of capital. |n order to maintain or adjust
the capital structure, the company may issue new shares or adjust the amount of dividends paid to
shareholders

The company's equity, as disclosed in the statement of financial position, constitutes its capital. The
company maintains the level of capital by reference to its financial obligations and commitments arising
from operations and requirements. In view of the nature of the company's activities and the extent of
borrowings or debt, the capital level as at the end of the reporting period is deemed adequate by the
directors.

Critical accounting estimates and judgements

Estimates and judgements are continually evaluated and based on historical experience and other
factors including expectations of future events that are believed to be reasonable under the
circumstances.

In the opinion of the directors, the accounting 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 description as critical in terms of the requirements of IAS 1.
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Property, plant and equipment

At 1 January 2018
Cost
Accumuiated depreciation

Net book amount

Year ended 31 December
2018
Opening net book amount
Additions
Disposal
Pepreciation charqe
Depreciation released on disposal

Closing net book amount

At 31 December 2018

Cost

Accumulated depreciation
and impairment

Net book amount

Year ended 31 December

2019

Opening net book amount
Additions

Disposals

Depreciation charqe

Depreciation released on disposal

Closing net book amount

At 31 December 2019

Cost

Accumulated depreciation
and impairment

Net hook amount

Furniture,
Improvements Motor fixtures and

to premises vehicles equipment Total
€ € € €
937,592 10,750 2,914,514 3,862,856
(489,512} {5,758) (1,790,397) (2,285,667)
448,080 4,992 1.124,117 1,577,189
448,080 4,992 1,124 117 1,577,189
- - 290,392 290,392
(87,911) - (220.561)  (308,472)
(86,556) (1,517 {420,924)  (508,997)
38,634 - 93,094 131,728
312,247 3,475 866,118 1,181,840
849,681 10,750 2,984 345 3,844,776
(537,434) (7.275) (2,118,227) (2,662,936)
312,247 3,475 866,118 1,181,840
312,247 3.475 866,118 1,181,840
- - 1611,833 1,611,833
(100,310) - (250,620)  {350,930)
{76,525) {1,380} (467.393) (545,308)
79,122 - 190,001 269,123
214,534 2,085 1,949,939 2,166,558
765,188 10,750 4,329,741 5,105,679
(550,654) (8,665) (2,379,802 (2,939,121}
214,534 2,085 1,949,939 2,166,558
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Right-of-use assets

Property

leases Total
€ €

Year ended 31 December 2019
Impact on adoption of IFRS 16 9,576,945 9,576,945
Additions 2,186,076 2,186,076
Amortisation charge {1,422,188) (1,422,188
Closing net book amount 10,340,833 10,340,833

The statement of profit or loss shows the foliowing amounts relating to leases:

2019
€
Depreciation charge of right-of-use assets 1,422,188
Interest expense (included in finance cost) 461,472
Expense relating to variable lease payments not included in lease liabilities
(included in administrative expenses) 112,782
1,996,422
Inventories
2019 2018
€ €
Goods for resale 1,549,293 1,714,280

Write-downs to net realisable value have been charged to statement of comprehensive income and
are included within ‘Cost of sales’ in the income statement.
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Trade and other receivables

2019 2018

€ €

Trade receivables 535,827 486,887
Less provision for impairment (366,413) (356,745)
Trade receivables - net 169,414 130,142
Amounts owed by ultimate parent — net of provision 2,249,250 1,658,790
Amount owed by fellow subsidiaries — net of provision 517,961 1,345,402
Other receivables 104,690 127,645
Prepayments and accrued income 167,411 1,103,743

3,208,726 4,365,722

Non-current - 211,288
Current 3,208,726 4,154,434

3,208,726 4,365,722

Amounts owed by ultimate parent and related undertakings are unsecured, bear interest at 4.00%
{2018: 4.95%) per annum and are repayable on demand.

Amounts owed by ultimate parent and fellow subsidiaries are stated at net of a credit loss aliowance
as per IFRS 9, as per table helow:

2019 2018

€ €

Provision on amounts owed by ultimate parent 25,592 17,547
Frovision on amounts owed by fellow subsidiaries 344,918 357,976
370,510 375,623

Cash and cash equivalents

For the purposes of the statement of cash flows, cash and cash equivalents comprise the following:

2019 2018
€ €
Cash at bank and in hand 1,469,250 1,179,478
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10.

Share capital

2019 2018

Authorised, issued and fully paid
500,000 Ord shares of €1 each (2018: 250,000 Ord shares of €1 each) 500,000 250,000

By virtue of a shareholders resolution on 31 March 2019, the Company modified the structure of its
share capital by increasing its authorised share capital to 500,000 shares of € 1 each. By virtue of
the same resolution, it increased its issued share capital by issuing and allotting 250,000 of €1 each
by way of capitalisation of own reserves.

Deferred tax

Deferred income taxes are calculated on temporary differences under the liability method and are
measured at the tax rates that are expected to apply to the period when the asset is realised or the
liability is settled based on tax rates (and tax laws) that have been enacted by the end of the reporting
period. The principal tax rate used is 35% (2018: 35%), with the exception of deferred taxation on
the fair valuation of non-depreciable property which is computed on the basis applicable to disposals
of immovable property i.e. tax effect of 8% of the transfer value.

The movement on the deferred tax account is as follows:

2019 2018

€ €
At beginning of year 430,607 438,763
Credited to income statement (Note 20) 117,144 (8,156)
At end of year 547,751 430,607
The balance at 31 December represents:

2019 2018

€ €
Depreciation of property, plant and equipment 158,453 174,313
Provision for receivables 257,923 258,294
Temporary differences on right-of-use assets 131,375 -

547,751 430,607

The recognised deferred tax assets and liabilities are expected to be recovered or settled principally
after more than twelve months
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11.

12.

Borrowings
2019 2018
€ €
Non-current
Loans from immediate parent 2,800,000 2,800,000

Loans from immediate parent are secured by the Company’s and its fellow subsidiary’s assets, bear
interest at 5.5% and are repayable by 2028,

The Company's bank facilities are in Note 24. Interest on the overdraft facility is charged at floating
interest rates averaging 4% (2018: 4.95%). The bank loans bear interest at the floating interest rate
of 4% per annum (2018: 4.95% per annum).

The above facilities are mainly secured by a first general hypothec over the company's assets

together with personal guarantees given by the directors, ultimate parent company and the uitimate
shareholders of the company.

I ease liabilities

As at 31 As at

December 1 January

2019 2019

€ €

Non-current 9,344,453 8,428,944
Current ' 916,832 956,713

10,261,285 9,385,657

Included in the lease liabilities for properties are amounts 0f€6,940,025 (1 January 2019: €6,962,214)
which are attributable arrangements with the ultimate parent, of which €6,211,063 (1 January 2019:
€6,362,354) are non-current amounts.

Most extension options in property leases have been included in the lease liability.

The total cash outflows for leases in 2019 was €1 ,736,918. The contractual undiscounted cashflows
attributable to lease liabilitiss as at 31 December are analysed in Note 2(c).
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13.

14,

15.

Trade and other payables

2019 2018

€ €

Trade payables 1,670,047 1,564,567
Other payables 20,647 129,847
Indirect taxation 1,089,315 974,247
Accruals and deferred income 298,946 358,114
Amount due to fellow subsidiary 2,984 200,000
Amounts due to immediate parent - 163,500

3,081,239 3,390,275

Amounts owed to fellow subsidiaries and immediate parent are unsecured, bear interest at 4.00%
(2018: 4.95%) per annum and are repayable on demand.

Revenue

All the company's revenue represents the amount receivable for goods sold during the year, net of
any indirect taxes.

2019 2018

€ €

Retail 21,646,785 20,514,743
Wholesale 605,415 341,194

22252200 20,885,937

All the Company's revenue represents the amount receivable for goods sold during the year, net of
any indirect taxes,

Other income

2019 2018
€ €
Commissions 85,759 70,560
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16.

17.

Expenses by nature

Cost of goods sold

Franchise fees

Other direct expenses

Employee benefit expense (Note 17)
Depreciation of property, plant and equipment (Note 4)
Depreciation of right-of-use assets (Note 5)
Rent and common charges

Movement in provision for financial assets
Bad debts write off

Management fees

Advertising

Professional fees

Other expenses

Total

Auditor’s fees

2019 2018

€ €
11,542,627 11,003,160
1,486,694 1,514,735
210,948 209,294
2,460,237 2,289,167
545,308 508,997
1,422,188 .
834,576 2,065,549
4,655  (133,057)

- 30,665
1,160,368 841,700
293,699 258,964
18,306 17,065
962,907 780,433
20,942,513 19,386,672

FFees charged by the auditor for services rendered during the financial periods ended 31 December

2019 and 2018 relate to the following:

Annual statutory audit
Other services
Tax compliances services

Employee benefit expense

Wages and salaries
Social security costs

2019 2018

€ €

11,500 9,500
80 423

1,360 1,350
12,940 11,273
2019 2018

€ €
2,277,156 2,124,498
183,081 164,669
2,460,237 2,289,167

The average number of persons employed by the company during the financial reporting period was:

Administration
Retail

2019 2018
10 12
201 181
211 193
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18.

19.

20.

Finance income

2019 2018

€ €

Interest on amounts due from group undertakings 86,123 108,039
Interest on amounts due from trade receivables - 25

86,123 108,064

Finance cosfs

2019 2018

€ €

Interest charges on lease liabilities 461,472 -
Interest on loan from immediate parent 154,000 104,378
Bank interest and charges 23,628 50,578

639,100 154,856

Tax expense

2019 2018
€ €

Deferred tax credit {Note 10Q) (117,144) (8,1586)
Current tax expense 398,983 520,390

281,839 512,234

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

2019 2018

€ €

Profit before tax 842,469 1,492,933

Tax on profit at 35% 294,864 522 527
Tax effect of:

Expenses and provision not allowable for tax purposes 3,291 (10,293)

Underf{over) provision of deferred tax in previous periods {16,316) -

Tax expense 281,839 512,234
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21.

22,

23.

Cash generated from/{used in) operations

Reconciliation of operating profit to cash generated from/(used in) operations:

Operating profit

Adjustments for:

Depreciation of property, plant and equipment (Note 4)
Loss on disposal of property, plant and equipment
Depreciation of right-of-use assets (Note 5)

Movement in impairment provision on financial assets

Changes in working capital:
Inventories

Trade and other receivables
Trade and other payables

Cash generated from/(used in) generated from operations

Dividends

Net dividends paid on ordinary shares

Dividends per share

Com_mitments

Operating lease commitments — company as lessee

2019 2018

€ €
1,395,446 1,539,825
545,308 508,997
81,807 -
1,422,188 -
4,655 43,687
164,987 (7.182)
1,130,001  (879,906)
(308,336) (1,649,134)
4,436,056  (443,713)
2019 2018

€ €
125,000 125,000
0.25 0.25

The future aggregate minimum lease payments under non-canceliable operating leases are as

follows:

No later than 1 year
Later than 1 year and no later than 5 years
Later than 5 years

The Company leases various premises under operating leases.

2019
€

2018
€

1,308,743
5,313,010
4,198,273

10,820,026

With effect from 1 January 2019, the Company has recognised right-of-Use assets for leases, except
for short-term and low-value leases in accordance with the requirements of IFRS 16 (Note 5).
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24,

26.

Contingencies

As at 31 December 2018, the company provided third parties with guarantees and letters of credit
amounting to €2,950,000 (2018: €2,857,744). As atthe end of the reporting period, the bank provided
the company with a facility covering these amounts up to a limit of €1,797,000 (2018: €3,951,500).
The unutilised facility at year end amounted to €981,347 (2018; €1,093,756). This facility is secured
by a cash margin, cash pledges over certain bank accounts of the company and of related
undertakings and by guarantees issued by the parent company and other related undertakings.

Related party transactions

Alt companies forming part of the Hudson Group are considered by the directors to be related parties
since these companies all have a common ultimate controlling party.

The following transactions were entered into with related parties during the financial reporting period:

2019 2018
€ €
Revenue
Interest income from group undertakings 86,123 108,039
Expenses
Finance costs on loan from immediate parent 154,000 146,032
Management fees — ultimate parent 1,160,368 641,700
Management fees — related - 200,000
Payments relating to leases treated in accordance with
IFRS16 requirements 951,587 -

The above balances are unsecured, interest free and have no fixed date of repayment.

Year-end balances with related parties are disclosed in Notes 7, 11 and 13 to these financial
statements

27. Event subsequent to the end of the reporting petiod

Due to the interdependencies between the entities forming the Hudson Malta p.l.c. Group and other
entities within the Hudson Holdings Limited Group, management is addressing the impact of COVID-
19 at Hudson Holding Limited Group (referred to as the 'Hudson Group') level. As such the impact of
COVID-19 being addressed herein is from the Hudson Group perspective.

The global community has been facing an extraordinary and impactful crisis since the beginning of
2020 with the emergence of the COVID-19 pandemic. As a consequence of this pandemic and the
various measures implemented by governments to halt the spread of the pandemic, Hudson Group's
business operations have been adversely affected. The pandemic has impacted the Group’s revenue
streams, the international supply chain and the way the Hudson Group does business in general.
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27.

Event subsequent to the end of the reporting period - continued

Hudson Group created a COVID-19 Task Force with key people from the organization, with different
skill-sets in order to be able to effectively lead and direct the Group through this pandemic. The main
aim was to immediately assess and address the challenges the pandemic represented to business
continuity, workforce, customers, technology, supply chain and business partners. Priority was given
to the short-term cash management challenges, the immediate reduction of expenditure, including
planned capital expenditure.

Furthermore, management has evaluated the impact COVID-19 is expected to have on Hudson
Group projected results and cashflows for 2020 and such evaluations are being revised on a regular
basis to take into account developments as they arise.

The revised cashflow projections for 2020, taking into account measures being taken and assuming
different scenarios, shows that the Hudson Group has sufficient liquidity to meet its financial
obligations as and when they fall due. It is the directors intention that Hudson Holdings Limited and
its subsidiaries will provide liquidity support to fellow subsidiaries and sister companies within the
Hudson Group as and when necessary. The directors are of the opinion that, based on the projected
cashflows emanating from the assumed scenarios, the use of the going-concern assumption remains
appropriate and there are no material uncertainties that might cast significant doubt on going concern.

Hudson Group is currently expected to experience a year-on-year decline in turnover and is projecting
a loss for the forthcoming financial year as a result of the impact of COVID-19.

Management has identified key areas where the Group will be most impacted. The below is a high-
level analysis on the impact and the safety measures taken to protect the solvency position of the
Group untii the crisis is over.

Retail & e~-commerce

Hudson Group operates more than 50 retail stores in Malta, Haly, Spain, Morocco and Algeria which
had all shut their doors by the third week of March in line with respective territory government
instructions,

Operations in Malta and Italy resumed in May 2020, whereas Spain, Morocco and Algeria resumed
in June 2020. However, the retail trade is not expected to reach pre COVID-19 levels in 2020.

Mudson Group already operated eCommerce prior to Covid-19 through two websites which continued
operating with limited restrictions during the period when retail stores were closed. Following the
closure of the Malta based stores the Group managed to introduce eCommerce in Malta to be able
to support customers with their retail needs. In Africa Hudson Group managed to make products
available on 3 party marketplace websites.

Wholesale

Hudson Group is also involved in the wholesale of branded sportswear goods in Malta, Italy, Spain
and a number of countries in Africa, primarily of NIKE for which the Group has the exclusive
distributorship for a large number of countries in Africa. Similarly to the retail business, the wholesale
business was also largely impacted both locally and internationally due to the closure of client stores.
In addition to the disruption in demand, the Group has been experiencing significant interruption in
the supply chain.
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27.

28.

Event subsequent to the end of the reporting period — continued

Costs

Initiatives to reduce costs were taken across the Hudson Group, in particutar:

-

Reducing direct and indirect costs ;

Payroll costs have been reduced through government support, less overtime and reduced
working hours;

Negotiating downward lease costs in relation to real estate (retail stores, offices, warehouses).

Cash flow

The Group has taken measures to safeguard its cashflow position and ensure it can meet its
obligations despite the downturn in revenues. The current and projected liquidity of the Group has
been analysed in detail and an assessment has been made to cater for any changes in working
capital especially given the high dependency on cash for inventory, property rentals and payroll.

The following initiatives have been taken to protect the short-term cash flow and the knock-on effect
on the longer term cash position of the Group:

Retail investments projected for 2020 have been postponed and any pending orders in relation
to these investments have been cancelled. The Group continued solely with two major
infrastructure projects that it believes are vital for its contihued growth post COVID-19 and for
which finance was already in place

Obtained extended payment terms from key suppliers.

Cancelled stock orders (where possible) for retail and for wholesale business,

Availed itself of any government support in the different countries, which includes deferral of tax
payments, wage supplements and support relating to teleworking.

Obtaining moratoria on repayment of foan facilities with its bankers and temporary increase of
its overdraft facilities to ensure adequate working capital headroom. The Group has also applied
for additional bank financing to further strengthen its long-term liquidity position.

The directors consider the outbreak and impact of COVID-19 to be a non-adjusting post-balance
sheet event.

Statutory information

Hudson International Company Limited is a limited liability company and is incorporated in Malta.

The immediate parent company of Hudson International Company Limited is Hudson Malta p.l.c., a
company registered in Malta, with its registered address at Hudson House, Burmarrad Road,
Burmarrad, St. Paul's Bay, SPB 9060, Malta.

The ultimate parent company of Hudson International Company Limited is Hudson Holdings Limited,
a company registered in Malta with its registered address at Hudson House, Burmarrad Road,
Burmarrad, St. Paul's Bay, SPB 9060, Malta.
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