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FCM Bank Limited

Directors’ report
For the year ended 31 December 2017

The directors present their report and the audited financial statements of FCM Bank Limited (‘the Bank’)
for the year ended 31 December 2017.

Principal activities

The Bank is licensed as a credit institution under the Banking Act, Cap 371.

Change in the shareholding

On 30th November2017, SAB Europe Holding Ltd and SAB Finance a.s. acquired a 100% shareholding
in the Bank with the Share Purchase Agreement (SPA) having been concluded in April 2017 with SAB
Group. SAB Europe Holding Ltd and SAB Finance a.s. are part of SAB Group, a Czech based strong
financial group. The acquisition was approved by all relevant authorities in line with European Union
regulation (i.e. Malta Financial Services Authority as the national competent authority and the European
Central Bank as the final decision authority).

SAB Group has a long and successful 17 year business history with its main focus being on corporate
customers. The Group presently services 16 thousand corporate customers with an annual turnover of
EUR 8 billion. SAB Group has deep know-how in corporate payment business and spot foreign
exchange services and is a leader in the Czech market. It has extensive experience in banking and
financial services and has a fully developed infrastructure and significant resources at its disposal. It
also owns regulated financial institutions in other European locations: United Kingdom, with operations
in London, Slovakia and a stake in a Czech credit institution.

The acquisition of FCM Bank Limited is in line with SAB’s international growth strategy. The synergies
created between the Bank and SAB will make the Bank stronger and will create significant opportunities
for all the stakeholders. Customers will benefit from increased benefits, new services and products.

The Bank will be extending a high quality service to corporate, private and retail banking customers in
Malta with a clearly defined vision to extend similar services in other countries in the European Union.
SAB plans to invest heavily in resources to grow and develop the Bank and contribute towards the
Maltese economy. A high quality service will be extended to customers by a strong and fully trained
workforce.

Following the change of the ownership, the Bank sold at a profit the majority of its investment portfolio
and the available liquidity will be gradually employed in two main revenue streams — provision of
corporate and real estate lending and FX spot business. New revenue streams will be implemented
during first half of 2018.

Performance Review

The Bank recognised a loss of just under EUR1m for the year under review compared to a loss of just
under EUR1 .2m in the previous year for the reasons highlighted below. Throughout the year there was
also a successful focus on reducing operating costs. The Bank continued to streamline its operations
to cope with the current business environment but carried on investing in its IT systems and robust risk
management and governance framework.

The operating income for the year increased by 28% from EUR296,981 to EUR379,479. This resulted
primarily from one off material gains on an early redemption of an investment. The decrease in net
interest and dividend income was due to the Bank not fully investing its available funds, and remaining
very liquid as it focused its efforts on a change in shareholding.
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FCM Bank Limited

Directors’ report (continued)
For the year ended 31 December2017

During the year customer deposits increased by EUR4.lm taking total deposits to over EUR6O.9m
despite minimal advertising and lower interest rates being offered. Notwithstanding a growing local
economy, the retail savings landscape remained challenging throughout 2017 with historically low
interest rates. The Bank did not offer high rates to establish itself as the first choice Bank for deposits
but focussed on providing a high quality customer service to mitigate any loss of business due to this
low interest rate scenario.

In 2017 the Bank increased its issued share capital by a further EUR1m bringing the total share capital
to EUR13.25m with a total equity of EUR8.lm after deducting the investment revaluation reserve and
accumulated losses.

The Bank measures the achievement of its objectives through the use of the following financial and
non-financial measures:

The Bank measures its Liquidity Risk with a minimum regulatory ratio at 30% as per BRO5 and its
Liquidity Coverage Ratio with a minimum of 80%. In both cases the Bank’s ratios were significantly
higher by a multiple factor.

With reduced interest rates, the average deposit cost of the Bank came down from 3.1% at
31 December 2016 to 2.9% at 31 December 2017.

Following the change in ownership in November 2017, the Bank started the process to implement the
new business model. This has a clear objective for a complete turnaround in the bottom line and to
have the Bank profitable in the last quarter of 2018 and beyond. The Balance Sheet forecast for the
year ending 2018 is expected to increase slightly to EUR72m with a corporate and real estate loan
portfolio of EUR53m.

The Bank is committed to Corporate Social Responsibility and supported a number of initiatives
throughout the year with the participation of its members of the staff.

Principal risks and uncertainties

The Board has designed a risk management framework and set the risk appetite for the Bank. The
Bank’s risk management approach depends on the interaction of a number of key components from
risk identification through to mitigation, assessment and quantification. This ensures that the Bank’s
plans are consistent with the Board’s risk appetite and ensures that optimal risk-return decisions are
taken within appropriate review and challenge structures. The ultimate responsibility for risk
management rests with the Directors who have identified the following principal risks and uncertainties
facing the Bank:

People risk

With its limited size, the Bank is exposed to people risk arising principally from the loss of, or
dependency on, key employees and lack of succession planning. The Bank mitigates the risk of single
dependency through ensuring continuity in the absence of any individual.

Strategy risk

The delay in finalising the change in shareholding led to non-maximisation of profits and non-optimal
resource allocation. The Bank is well capitalised and has in place a clearly defined strategy. A complete
turnaround is expected in Q4 of 2018 and beyond.
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FCM Bank Limited

Directors’ report (continued)
For the year ended 31 December2017

Reputation risk

The Bank’s reputation is essential in attracting deposits as any damage to its good standing would
negatively impact the trust that depositors require in order to be willing to place their savings at an
institution. The Bank is fully focused on developing and maintaining its good name.

Business risk management

Strategic and Business risk is the risk of losses due to failed or inadequate strategy execution, marketing
and sales practices, distribution channels, pricing, handling of customer complaints or late reaction to
changes in the business environment. The Bank has a strong governance framework to mitigate this
risk.

Financial risk management

Note 24 to the financial statements provides details in connection with the Bank’s use of financial
instruments, its financial risk management objectives and policies and the financial risks to which it is
exposed.

Result and dividends

The result for the year ended 31 December 2017 is shown in the statement of profit or loss and other
comprehensive income on page twelve. The loss for the year after tax was EUR975,476. This is mainly
due to the Bank being under invested and with a consequent excess liquidity for most of the year.
Negotiations and discussions between the previous shareholder and the new investors were concluded
in April 2017 whereas the authorisation from the local Regulator and the ECB for the acquisition to go
through was issued in November 2017.

No dividend is being recommended as the Bank did not have any distributable reserves at the end of
the reporting period.

Future business developments

Following the acquisition, the Bank changed the business model and will focus on implementing the
new revenue streams in the second quarter of 2018 — provision of corporate and real estate loans and
FX spot business. The objective is to become profitable in last quarter of 2018.

Directors

The directors who served during the period were:

John Soler
Ronald Huggett (resigned on 11th April 2018)
Anthony Mahoney
Oyvind Oanes (resigned on 3Qt1 November 2017)
Dusan Benda (appointed on 301h November 2017)
Peter Cumba (appointed on 3gth November 2017)
Luke Calleja (appointed on 3O November 2017, resigned on lith April 2018)
Roman Koch (appointed on 301h November 2017, resigned on 31st January 2018)
Ondrej Korecky (appointed on 31st January 2018)
Prof. Joseph Falzon (appointed 2Oth April 2018)
Martin Farksy (appointed 20th April 2018)

In accordance with the company’s articles of association all the directors are to remain in office.
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FCM Bank Limited

Directors’ report (continued)
For the year ended 31 December 2017

Auditors

A decision to select and appoint an auditor will be made at the forthcoming annual general meeting.

Approved by the Board of Directors on 26 April 2018 and signed on its behalf by:

an Benda
Director
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FCM Bank Limited

Preparation of financial statements and directors’ responsibilities

The Directors are required by the Companies Act (Cap.386) to prepare financial statements in
accordance with International Financial Reporting Standards as adopted by the EU which give a true
and fair view of the state of affairs of the Bank as at the end of the financial year and of the profit or loss
of the Bank for the year then ended. In preparing the financial statements, the Directors should:

• select suitable accounting policies and then apply them consistently;
• make judgements and estimates that are reasonable; and
• prepare the financial statements on a going concern basis unless it is inappropriate to presume

that the Bank will continue in business as a going concern.

The Directors are responsible for ensuring that proper accounting records are kept which disclose with
reasonable accuracy at any time the financial position of the Bank, and which enable the Directors to
ensure that the financial statements comply with the Banking Act (Cap.371) and the Companies Act
(Cap.386 of the Laws of Malta). This responsibility includes designing, implementing and maintaining
such internal control as the Directors determine is necessary to enable the preparation of financial
statements that are free from material misstatements, whether due to fraud or error. 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.

After reviewing the Bank’s plans for the coming financial periods, the Directors are satisfied that at the
time of approving the financial statements, it is appropriate to continue adopting the going concern basis
in preparing the financial statements.
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Independent auditor’s report
Exemptionnumber.

to the members of
FCM Bank Limited

Report on the Audit of the Financial Statements

Opinion
We have audited the financial statements of FCM Bank Limited (the Bank), set out on pages 12 to 51

which comprise the statement of financial position as at 31 December 2017, and the statement of profit

or loss and other comprehensive income, statement of changes in equity and statement of cash flows for

the year then ended, and notes to the financial statements, including a summary of significant

accounting policies.

In our opinion, the accompanying financial statements give a true and fair view of the financial position

of FCM Bank Limited as at 31 December 2017, and of the Bank’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 have been properly prepared in accordance with the requirements of the

Companies Act (Cap.386) and the Banking Act (Cap.371).

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 Bank in accordance with

the International Ethics Standards Board for Accountants’ Code of Ethics for Professional Accountants

(IESBA Code) together with the Accountancy Profession (Code of Ethics for Warrant Holders) Directive

(Maltese Code) that are relevant to our audit of the financial statements in Malta, and we have fulfilled

our other ethical responsibilities in accordance with these requirements and the IESBA Code and the

Maltese Code. We believe that the audit evidence we have obtained is sufficient and appropriate to

provide a basis for our opinion. In conducting our audit, we have remained independent of the Bank and

have not provided any of the non-audit services prohibited by article 18A(1) of the Accountancy

Profession Act.

Key Audit Matters
Key audit matters are those matters that, in our professional judgment, were of most significance in our

audit of the financial statements of the current period and include the most significant assessed risks of

material misstatement (whether or not due to fraud) that we identified. These matters were addressed

in the context of our audit of the individual financial statements as a whole, and in forming our opinion

thereon, and we do not provide a separate opinion on these matters.

Appropriateness of recognition of deferred tax asset

In accordance with lAS 12 Income Taxes a deferred tax asset should be recognised in the financial

statements to the extent that it is probable that future taxable profit will be available against which the

deductible temporary differences can be utilised. At 31 December 2017 the Bank’s available future

deductions arising from unutilised tax losses and other temporary differences amounted to

EUR5,965,216 (resulting in a potential deferred asset of EUR2,087,826). The likelihood of crystallisation

of the deferred tax asset is based on estimates of future profitability which require significant

management judgement. The forecasts prepared by management reflect a change in business model

and strategy as outlined in the Bank’s business plan approved by the Malta Financial Services Authority

(MFSA) towards the end of 2017. Management has exercised judgement in the determination of the

extent to which a deferred tax asset on these losses should be recognised in the financial statements

and a deferred tax asset of EUR839,974 was recognised as at 31 December 2017(2016 — EUR839,974).

Our audit procedures focused on performing a review of management’s assumptions underlying the

budget preparation in order to ascertain the reasonableness of the assumptions being made and the

assessment on the estimate of future taxable profits and resulting level of deferred tax assets

recognised on balance sheet including the time horizon used for utilisation of losses and other temporary

differences. Furthermore, we reviewed the calculations for mathematical accuracy.
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Deloitte.

Independent auditor’s report (continued)
to the members of
FCM Bank Limited

Appropriateness of recognition of deferred tax asset (continued)
The key assumptions reviewed and assessed for reasonableness were:
• the ability to attract the targeted level of funding,
• the ability to grow the loan portfolio
• the reasonability of the target interest margin and
• the creation of a significant revenue stream from foreign exchange business

The Bank’s disclosures about the deferred tax asset are included in Notes 3 and 16, which explain that
the directors have assessed the appropriateness of the recognition of the deferred tax asset.

Information Other than the Financial Statements and the Auditor’s Report Thereon
The directors are responsible for the other information. The other information comprises the company
information on page 2, the directors’ report on pages 3 to 6, the statement of directors’ responsibilities
on 7, the regulatory disclosures on pages 52 to 64, the five year summary on pages 65 to 66 but does
not include the financial statements and our auditor’s report thereon.

Except for our opinion on the directors’ report in accordance with the Companies Act (Cap. 386), our
opinion on the financial statements does not cover the other information and 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.

With respect to the Directors’ report, we also considered whether the Directors’ report includes the
disclosure requirements of article 177 of the Companies Act (Cap. 386).

In accordance with the requirements of sub-article 179(3) of the Companies Act (Cap. 386) in relation to
the Directors’ Report on pages 3 to 6, in our opinion, based on the work undertaken in the course of the
audit:

• 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

• The Directors’ Report has been prepared in accordance with applicable legal requirements.

In the light of the knowledge and understanding of the company and its environment obtained in the
course of the audit, we have not identified any material misstatements in the Directors’ Report.

Responsibility of the Directors and the Audit Committee for the Financial Statements
As explained more fully in the Statement of directors’ responsibilities on page 7, the directors are
responsible for the preparation of financial statements that give a true and fair view in accordance with
in accordance with IFRS5 as adopted by the EU, the requirements of the Companies Act (Cap.386) and
the Banking Act (Cap.371), 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 have delegated the responsibility for overseeing the Bank’s financial reporting process to
the Audit Committee.

9



Deloitte.

Independent auditor’s report (continued)
to the members of
FCM Bank 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.

In terms of article 179A(4) of the Companies Act (Cap.386), the scope of our audit does not include
assurance on the future viability of the audited entity or on the efficiency or effectiveness with which the
directors have conducted or will conduct the affairs of the entity.

As part of an audit in accordance with ISA5, we exercise professional judgment and maintain
professional skepticism throughout the audit. 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.

• 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.

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

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

• 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.

We communicate with the Audit Committee 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 to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.
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Deloitte.

Independent auditor’s report (continued)
to the members of
FCM Bank Limited

Auditor’s Responsibilities for the Audit of the Financial Statements (continued)
From the matters communicated with the Audit Committee, 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 auditor’s 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.

Report on Other Legal and Regulatory Requirements

Additional matters on which we are required to report pursuant to the Banking Act (Cap. 371)
In our opinion:

• Proper accounting records have been kept so far as it appears from our examination thereof;
• The financial statements are in agreement with the accounting records; and
• We have obtained all the information and explanations which, to the best of our knowledge and

belief, are necessary for the purpose of our audit.

Matters on which we are required to report by exception pursuant to the Companies Act
(Cap. 386) in addition to those reported above
We have responsibilities to report to you if in our opinion:

• Proper returns adequate for our audit have not been received from branches not visited by us; or
• The financial statements are not in agreement with the returns.

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

Consistency of the audit report with the additional report to the Audit Committee
Our audit opinion is consistent with the additional report to the Audit Committee in accordance with the
provisions of Article 11 of the EU Audit Regulation No. 537/2014.

Auditor tenure
We were first appointed to act as statutory auditor of the Bank by the Directors for the first financial
period of the Bank, being the financial year ended 31 December 2011, and were subsequently
reappointed as statutory auditors by the members of the Bank on an annual basis. The period of total
uninterrupted engagement as statutory auditor including previous reappointments of the firm is 7
financial years.

/

sDirector
in the name and on behalf of
Deloitte Audit Limited
Registered auditor
Mriehel, Malta.

26 April 2018
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FCM Bank Limited

Statement of profit or loss and other comprehensive income
Year ended 31 December 2017

Notes 2017 2016

EUR EUR

Interest income 4 768,389 1,614,165
Dividend income 12 851,555 128,730
Interest expense 5 (1,815,000) (1,738,855)

Net interest and dividend income (195,056) 4,040

Fee and commission expense (70,779) (74,003)
Net fair value loss on financial assets at fair value
through profit or loss 15,965 (58,198)
Gains on financial assets not measured
at fair value through profit or loss 6 633,569 334,731
Foreign exchange gainsl(losses) (4,220) 13,892
Other income - 76,519

Operating income 379,479 296,981

Administration expenses (845,923) (919,162)
Employee compensation and benefits 7 (509,032) (576,430)

Loss before income tax 8 (975,476) (1,198,611)
Income tax credit 9 - -

Loss for the year (975,476) (1,198,611)

Other comprehensive income
items that may be reclassified subsequently to
profit or loss:
Available-for-sale investments:

- change in fair value (113,705) 468,625
- deferred tax thereon 37,908 (163,071)

Other comprehensive income/(loss) for the year
(75797) 305 554

net of tax

Total comprehensive loss for the year (1,051,273) (893,057)
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FCM Bank Limited

Statement of financial position
31 December2017

Assets

2017 2016

EUR EUR

Cash and cash equivalents
Depositor compensation scheme account with
Central Bank of Malta
Financial assets at fair value through profit or loss
Available-for-sale investments
Held-to-maturity investments
Loans and receivables
Intangible assets
Property, plant and equipment
Deferred tax
Prepayments and accrued income
Other assets

Total assets

15 65,834,631 9,042,019

460,823
2,261896

34,715,762
13,603,710
4,059,557

191,995
15,385

839,974
520,860
40,193

69,862,802 65,752,174

Liabilities
Amounts owed to customers
Other liabilities
Trade and other payables

Total liabilities

18 60,955,858
47,186

19 730,102

61,733,146

56,849,001
22,991

699253

57,571,245

Equity
Share capital
Investment revaluation reserve
Accumulated losses

Total equity

Total liabilities and equity

20 13,250,000
21 48,082
21 (5,168,426)

8,129,656

69,862,802

12,250,000
123879

(4,192,950)

8,180,929

65,752,174

The financial statements on pages 12 to 51 were approved by the Board
pril 2018 and signed on its behalf by:

of Directors on

Notes

11
12.1
12.2
12.3
14
13
16
17

509,474
2,121,882

151,059

196,811
11,258

877,882
134,394
25,412

Director
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FCM Bank Limited

Statement of changes in equity
Year ended 31 December 2017

Share Revaluation Accumulated
capital reserves losses Total

EUR EUR EUR EUR

Balance at 1 January 2016 10,350,000 (181,675) 2,994,339 7,173,986

Lossfortheyear - - (1198,611) (1,198,611)
Other comprehensive loss,
net of tax
Available-for-sale investments:
-Change in fair value, net of tax - 305,554 - 305,554

Total comprehensive loss for the
year - 305,554 (1,198,611) (893,057)

Issue of share capital 1,900,000 - - 1,900,000

Balance at 1 January 2017 12,250,000 123,879 (4,192,950) 8,180,929

Loss for the year - - (975,476) (975,476)
Other comprehensive income, net
of tax
Available-for-sale investments:
-Change in fair value, net of tax - (75,797) - (75,797)

Total comprehensive loss for the
year - (75,797) (975,476) (1,051,273)

Issue of share capital 1,000,000 - - 1,000,000

Balance at 31 December 2017 13,250,000 48,082 (5,168,426) 8,129,656
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FCM Bank Limited

Statement of cash flows
Year ended 31 December2017

2017 2016
EUR EUR

Cash flows from operating activities
Interest received 1,263,332 2,014,479
Dividend and other income 851,555 205,249
Interest paid (1,790,666) (1,695,146)
Cash payment to employees and suppliers (693,095) (1,195,858)

Operating loss before changes in operating assets
and liabilities (364,927) (671,276)

Cash flows from operating activities before
changes in operating assets and liabilities
Net increase in deposits from customers 4,106,856 7,942,351
Net increase in other assets 39,116 (54,833)
Net increase in other liabilities 30,711 953

Net cash from operating activities 3,811,756 7,888,471

Cash flows from investing activities
Purchase of property, plant and equipment (6,094) (2,550)
Purchase of intangible assets (82,768) (41,787)
Acquisition of financial instruments (8,060,083) (29,228,436)
Proceeds from sale of financial instruments 60,129,802 10,808,833

Net cash used in investing activities (51,980,856) (18,463,940)

Cash flows from financing activities
Proceeds from issue of share capital 1,000,000 1,900,000

Net cash from financing activities 1,000,000 1,900,000

Net movement in cash and cash equivalents 56,792,612 (9,346,745)

Cash and cash equivalents at
beginning of the year 9,042,019 18,388,764

Cash and cash equivalents at the
end of the year (note 15) 65,834,631 9,042,019
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FCM Bank Limited

Notes to the financial statements
31 December2017

Reporting entity

FCM Bank Limited (hereafter the Bank’) is a limited liability company incorporated in Malta with

registration number C50343. The registered address of the company is 14-16, Princess

Elizabeth Street, Ta’ Xbiex, XBX 1102

On 30th November 2017, SAB Europe Holding Ltd and SAB Finance a.s. acquired a 100%

shareholding of the Bank. SAB Europe Holding Ltd and SAB Finance a.s. are part of SAB

Group, a Czech based strong financial group. The acquisition was approved by all relevant

authorities in line with European Union regulation (i.e. Malta Financial Services Authority as the

national competent authority and the European Central Bank as the final decision authority).

2. Summary of significant accounting policies

2.1 Basis of preparation

The financial statements have been prepared and presented in accordance with the provisions

of the Banking Act (Cap. 371) and the Companies Act (Cap. 386) enacted in Malta, which

requires adherence to International Financial Reporting Standards as adopted by the EU

(hereafter referred to “IFRSs as adopted by the EU”).

The financial statements have been prepared on the historical cost basis, except for financial

instruments classified as at fair value through profit or loss and available-for-sale investments

which are stated at their fair values. The significant accounting policies adopted are set out

below.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an

orderly transaction between market participants at the measurement date.

For financial reporting purposes, fair value measurements are categorised into Level 1, 2 or 3

based on the degree to which the inputs to the fair value measurements are observable and

the significance of the inputs to the fair value measurement in its entirety, which are described

as follows:

- Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities

that the entity can access at the measurement date;
- Level 2 inputs are inputs, other than quoted prices included within Level 1, that are observable

for the asset or liability, either directly or indirectly; and

- Level 3 inputs are unobservable inputs for the asset or liability.

For assets and liabilities that are recognised in the financial statements at fair value on a

recurring basis, the Company determines when transfers are deemed to have occurred

between levels in the hierarchy at the end of each reporting period.
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FCM Bank Limited

Notes to the financial statements
31 December2017

2. Summary of significant accounting policies

2.2 Initial application of an International Financial Reporting Standard and International
Financial Reporting Standards in issue but not yet effective

Initial application of an International Financial Reporting Standard

Amendments to lAS 12, Recognition of Deferred Tax Assets for Unrealised Losses — The Bank
have applied these amendments for the first time in the current year. The amendments clarify
how an entity should evaluate whether there will be sufficient future taxable profits against
which it can utilise a deductible temporary difference. The amendments also clarify that an
entity needs to consider whether tax law restricts the sources of taxable profits against which it
may make deductions on the reversal of deductible temporary differences.

Furthermore, the amendments explain the circumstances in which the estimate of probable
future taxable profit may include the recovery of an entity’s assets for more than their carrying
amount. The application of these amendments has had no impact on these financial statements

International Financial Reporting Standards in issue but not yet effective

The final version of IFRS 9 brings together the classification and measurement, impairment and
hedge accounting phases of the IASBs project to replace lAS 39 ‘Financial Instruments:
Recognition and Measurement’.

The Standard supersedes all previous versions of IFRS 9.

IFRS 9 introduces a logical approach for the classification of financial assets, which is driven
by cash flow characteristics and the business model in which an asset is held

The Bank will apply IFRS 9 as issued in July 2014 initially on 1 January 2018. Based on a
preliminary assessment undertaken to date by the management of the Bank in respect of the
financial instruments held as at 31 December 2017, the estimated impact of the adoption of
IFRS 9 in relation to the classification of assets on the opening balance of the Banks equity as
at 1 January 2018 is not expected to be significant on the basis of the change in strategy of the
Bank going forward.

Debt instruments that will be measured at amortised cost or at fair value through profit or loss
will be subject to the new impairment rules in IFRS 9 which are based on an expected loss
model instead of an incurred loss model.

IFRS 15 Revenue from contracts with customers issued in May 2014 is the result of a
convergence project between the IASB and the FASB. IFRS 15 specifies how and when an
IFRS reporter will recognise revenue as well as requiring such entities to provide users of
financial statements with more informative, relevant disclosures. The standard supersedes lAS
18 ‘Revenue’, lAS 11 ‘Construction Contracts’ and a number of revenue-related interpretations.
Application of the standard is mandatory for all IFRS reporters and it applies to nearly all
contracts with customers: the main exceptions being leases, financial instruments and
insurance contracts. By virtue of an amendment issued on 11 September 2015, the effective
date of the Standard was deferred by one year to annual periods beginning on or after 1 January
2018, with earlier application being permitted.
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FCM Bank Limited

Notes to the financial statements
31 December2017

2. Summary of significant accounting policies (continued)

2.2 Initial application of an International Financial Reporting Standard and International

Financial Reporting Standards in issue but not yet effective (continued)

International Financial Reporting Standards in issue but not yet effective (continued)

IFRS 16 Leases- the new standard brings most leases on-balance sheet for lessees under a

single model, eliminating the distinction between operating and finance leases. Lessor

accounting however remains substantially unchanged (except for a requirement to provide

enhanced disclosures) and the distinction between operating and finance leases is retained.

IFRS 16 supersedes lAS 17 ‘Leases’ and related interpretations. IFRS 16 is effective for periods

beginning on or after 1 January 2019. Early application is permitted for companies that also

apply IFRS 15 Revenue from Contracts with Customers.

The directors assessed the impact that the adoption of these International Financial Reporting

Standards on the financial statements of the company in the period of initial application as not

material.

2.3 Functional and presentation currency

The financial statements are presented in Euro, which currency represents the functional

currency of the Bank.

2.4 Foreign currency transactions

Transactions in foreign currencies are translated into the functional currency at the foreign

exchange rate prevailing at the date of the transaction.

Monetary assets and liabilities denominated in foreign currencies at the end of the reporting

period are translated to Euro at the foreign exchange rate ruling at that date. Foreign exchange

differences arising on translation are recognised in the profit or loss. Non-monetary assets and

liabilities that are measured in terms of historical cost in a foreign currency are translated 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 to Euro at foreign

exchange rates ruling at the date the fair value was determined.

2.5 Financial assets

The Bank classifies its financial assets in the following categories: at fair value through profit or

loss, loans and receivables, held-to-maturity financial assets and available-for-sale

investments. The classification depends on the purpose for which the financial assets were

acquired. Management determines the classification of its financial assets on initial recognition.

2.5.1 Financial assets at fair value through profit or loss

This category comprises two sub-categories: financial assets classified as held for trading, and

financial assets designated by the Bank as at fair value through profit or loss upon initial

recognition.
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FCM Bank Limited

Notes to the financial statements
31 December2017

2. Summary of significant accounting policies (continued)

2.5 Financial assets (continued)

2.5.1 Financial assets at fair value through profit or loss (continued)

A financial asset is classified as held for trading if it is acquired principally for the purpose of
selling it in the near term or if it is part of a portfolio of identified financial instruments that are
managed together and for which there is evidence of a recent actual pattern of short-term profit-
taking after initial recognition, financial assets at fair value through profit and loss are measured
at their fair value. Gains and losses arising from a change in fair value are recognised in profit
or loss in the period in which they arise.

2.5.2 Held-to-maturity financial assets

Non-derivative financial assets with fixed or determinable payments and fixed maturity that the
Bank has the positive intention and ability to hold to maturity other than those that upon initial
recognition are designated as at fair value through profit or loss, those that are designated as
available-for-sale financial assets and those that meet the definition of loans and receivables
are classified as held-to-maturity investments. If other than an insignificant amount of held-to-
maturity assets were to be sold, the entire category would be tainted and reclassified as
available-for-sale. After initial recognition, held-to-maturity investments are measured at
amortised cost using the effective interest method. Gains and losses are recognised in profit or
loss when the financial asset is derecognised or impaired and through the amortisation process.

When applying the effective interest method, the annual amortisation of any discount or
premium is aggregated with other investment income receivable over the term of the
instrument, if any, so that the revenue recognised in each period represents a constant yield
on the investment.

2.5.3 Available-for-sale financial assets

Available-for-sale financial assets are those non-derivative financial assets that are either
designated in this category by the Bank or not classified as loans and receivables, held-to-
maturity investments or financial assets at fair value through profit or loss. After initial
recognition, available-for-sale financial assets are measured at their fair value. Gains and
losses arising from a change in fair value are recognised in other comprehensive income,
except for impairment losses and foreign exchange gains and losses on monetary assets, until
the financial asset is derecognised, at which time the cumulative gain or loss previously
recognised in other comprehensive income is reclassified from equity to profit or loss as a
reclassification adjustment. Interest calculated using the effective interest method is recognised
in profit or loss.

2.5.4 Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market other than those that are held for trading or are
designated upon initial recognition as at fair value through profit or loss or as available-for-sale
financial assets or those for which the company may not recover substantially all of its initial
investment other than because of credit deterioration.
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FCM Bank Limited

Notes to the financial statements
31 December2017

2. Summary of significant accounting policies (continued)

2.5 Financial assets (continued)

2.5.5 Impairment

All assets are tested for impairment except for financial assets measured at fair value through
profit or loss and deferred tax assets.

The Bank assesses at the end of each reporting period whether there is objective evidence that
a financial asset or group of financial assets is impaired. A financial asset or a group of financial
assets is impaired and impairment losses are incurred if there is objective evidence of
impairment as a result of one or more events that occurred after the initial recognition of the
asset (a ‘loss event’) and that loss event (or events) has an impact on the estimated future cash
flows of the financial asset or group of financial assets that can be reliably estimated

In the case of financial assets that are either carried at amortised cost or classified as available-
for-sale investments, objective evidence of impairment includes observable data about the
following loss event — significant financial difficulty of the issuer or counterparty.

An impairment loss is the amount by which the carrying amount of an asset exceeds its
recoverable amount.

For loans and receivables or held-to maturity investments, if there is objective evidence that an
impairment loss has been incurred, the amount of the loss is measured as the difference
between the asset’s carrying amount and the present value of estimated future cash flows
(excluding future credit losses that have not been incurred) discounted at the financial asset’s
original effective interest rate. The 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.

If, in a subsequent period, the amount of the impairment loss decreases, and the decrease can
be related objectively to an event occurring after the impairment was recognised, the previously
recognised impairment loss is reversed through an allowance account, but so that the reversal
does not result in a carrying amount that exceeds what the amortised cost would have been
had the impairment not been recognised at the date the impairment is reversed. The amount
of the reversal is recognised in profit or loss.

When a decline in the fair value of an available-for-sale financial asset has been recognised in
other comprehensive income and there is objective evidence that the asset is impaired, the
cumulative impairment loss that had been recognised in other comprehensive income is
reclassified from equity to profit or loss as a reclassification adjustment and is measured as the
difference between the acquisition cost and current fair value, less any impairment loss on that
financial asset previously recognised in profit or loss.

2.6 Financial liabilities and equity instruments

Financial liabilities and equity instruments are classified according to the substance of the
contractual arrangements entered into, and the definitions of a financial liability and an equity
instrument.
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FCM Bank Limited

Notes to the financial statements
31 December2017

2. Summary of significant accounting policies (continued)

2.6 Financial liabilities and equity instruments (continued)

Financial liabilities are initially measured at fair value plus, in the case of financial liabilities not
at fair value through profit or loss, transaction costs that are directly attributable to their issue.
Financial liabilities are subsequently measured at amortised cost using the effective interest
method, except for financial liabilities at fair value through profit or loss, which are measured at
fair value.

Financial liabilities at fair value through profit or loss include financial liabilities classified as held
for trading and those designated at fair value through profit or loss upon initial recognition.
During the current period the Bank did not designate any financial liabilities as at fair value
through profit or loss upon initial recognition.

Financial liabilities that are measured at amortised cost using the effective interest method
include amounts owed to customers. The gain or loss on financial liabilities classified as at fair
value through profit or loss is recognised in profit or loss.

For financial liabilities carried at amortised cost, the gain or loss is recognised in profit or loss
when the financial liability is derecognised and through the amortisation process whereby any
difference between the proceeds net of transaction costs, and the settlement or redemption is
recognised over the term of the financial liability.

Equity instruments are recorded at the proceeds received, net of direct issue costs.

2.7 Recognition, de-recognition and offsetting of financial assets and financial liabilities

Financial assets and financial liabilities are recognised when the Bank becomes a party to the
contractual provisions of the instrument.

All purchases and sales of securities are recognised and derecognised on trade date, which is
the date the Bank becomes party to the contract.

A financial asset is derecognised when the contractual rights to the cash flows from the financial
asset expire, or when the Bank transfers the financial asset and the transfer qualifies for
derecognition. A financial liability is derecognised when it is extinguished. This occurs when the
obligation specified in the contract is discharged, cancelled or expires.

Financial assets and financial liabilities are offset and the net amount presented in the
statement of financial position when the Bank has a legally enforceable right to set off the
recognised amounts and intends either to settle on a net basis or to realise the asset and settle
the liability simultaneously.

2.8 Classification of financial assets and financial liabilities at fair value through profit or
loss upon initial recognition

The Bank considers the statement of comprehensive income to be the primary report of
performance within the annual financial statements and ensures that, as far as practicable, all
aspects of its performance are wholly and fairly reflected in profit or loss.
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FCM Bank Limited

Notes to the financial statements
31 December2017

2. Summary of significant accounting policies (continued)

2.8 Classification of financial assets and financial liabilities at fair value through profit or
loss upon initial recognition (continued)

Financial assets and liabilities are designated at fair value through profit or loss on initial
recognition where such designation results in more relevant information because either:

- it eliminates or significantly reduces a measurement or recognition inconsistency (sometimes
referred to as an “accounting mismatch”) that would otherwise arise from measuring assets or
liabilities or recognising the gains and losses on them on different bases; or

- a group of financial assets, financial liabilities or both, is managed and its performance is
evaluated on a fair value basis, in accordance with the Bank’s documented risk management
and investment strategy, and information about the group is provided internally on that basis to
key management personnel, including the Board of Directors.

2.9 Property, plant and equipment

Property, plant and equipment are classified into the following class — office furniture and
fittings.

Property, plant and equipment are initially measured at cost. Subsequent costs are included in
the asset’s carrying amount when it is probable that future economic benefits associated with
the item will flow to the Bank and the cost of the item can be measured reliably. Expenditure on
repairs and maintenance of property, plant and equipment is recognised as an expense when
incurred.

Property, plant and equipment are derecognised on disposal or when no future economic
benefits are expected from their use or disposal. Gains or losses arising from de-recognition
represent the difference between the net disposal proceeds, if any, and the carrying amount,
and are included in profit or loss in the period of de-recognition.

Tangible assets are stated at cost less any accumulated depreciation and any accumulated
impairment losses.

2.10 Depreciation

Depreciation on property, plant and equipment commences when these assets are available
for use and are charged to profit or loss so as to write off the cost of assets, less any estimated
residual value, over their estimated useful life, using the straight line method, on the following
bases:

Office furniture and fittings 10% per annum
Computers, hardware and peripherals 33% per annum

The depreciation method applied, the residual value and the useful life are reviewed at the end
of each reporting period.
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FCM Bank Limited

Notesto the financial statements
31 December2017

2. Summaryof significantaccountingpolicies (continued)

2.11 Impairmentof property,plant and equipment

At the end of eachreportingperiod the Bank reviewsthe carrying amountof its property, plant
andequipmentto determinewhetherthere is any indication that thoseassetshavesufferedan
impairment loss. If such indication exists, the recoverableamount is estimatedin order to
determinethe extentof the impairmentlossand the carrying amountof the assetis reducedto
its recoverableamount,as calculated.The recoverableamountis the higherof fair value less
coststo sell and value in use.

An impairmentloss is recognisedimmediatelyin profit or loss, unlessthe assetis carriedat a
revaluedamount, in which casethe loss is recognisedin othercomprehensiveincome to the
extent that it does not exceedthe amount in the revaluation surplus for that asset. An
impairment loss recognisedin a prior year is reversedif there has been a changein the
estimatesusedto determinethe asset’srecoverableamountsincethe last impairmentlosswas
recognised.Whenan impairmentlosssubsequentlyreverses,the carryingamountof the asset
is increasedto the revised estimateof its recoverableamount, to the extent that it doesnot
exceedthe carrying amountthat would have beendeterminedhad no impairment loss been
recognisedfor the assetin prior years.

Impairmentreversalsare recognisedimmediatelyin profit or loss, unlessthe assetis carriedat
a revaluedamount,in which casethe impairmentreversalis recognisedin othercomprehensive
income, unlessan impairmentloss on the sameassetwas previously recognisedin profit or
loss.

2.12 Intangibleassets

An intangible assetis recognisedif it is probablethat the expectedfuture economicbenefits
thatareattributableto the assetwill flow to the Bank andthe costof theassetcan be measured
reliably. Expenditureon an intangibleassetis recognisedasan expensein the period when it
is incurredunlessit forms part of the costof the assetthat meetsthe recognitioncriteria.

The useful life of intangible assetsis assessedto determinewhether it is finite or indefinite.
Intangibleassetswith a finite useful life areamortised.Amortisation is chargedto profit or loss
so as to write off the costof the intangible assetlessany estimatedresidualvalue, over their
estimateduseful lives. The amortisationmethodapplied, the residualvalue and the useful life
are reviewed,andadjustedif appropriate,at the end of eachreportingperiod.

Intangible assetsare derecognisedon disposal or when no future economic benefits are
expectedfrom their useor disposal.Gainsor lossesarising from de-recognitionrepresentthe
differencebetweenthe netdisposalproceeds,if any, andthecarryingamount,andareincluded
in profit or loss in the period of de-recognition.Expenditureon researchactivities is recognised
asan expensein the period in which it is incurred.

An internally-generatedintangibleassetarising from the company’sdevelopmentof software
is recognisedonly if all of the following can be demonstratedby the company:the technical
feasibility, the availability of resourcesand the intention and ability of completingthe assetso
that it will be availablefor useor sale, how the assetwill generateprobablefuture economic
benefits,and the ability to measurereliably the expenditureattributableto the assetduring its
development.
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