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DISCLOSURE

The Disclosure and Market Discipline Report for the year 2018 has been prepared by MAGIC
COMPASS LTD as per the requirements of Regulation (EU) No. 575/2013 (PART Eight) issued by the
European Commission and the Directive DI144-2014-15 and DI144-2014-14 issued by the Cyprus

Securities and Exchange Commission.

MAGIC COMPASS LTD states that any information that was not included in this report was either not
applicable on the Company’s business and activities -OR- such information is considered as
proprietary to the Company and sharing this information with the public and/or competitors would

undermine our competitive position.

MAAGIC COMPASS LTD is regulated by the Cyprus Securities and Exchange Commission under

License number 299/16.

Contact Us
Address Sarlo 9, 4106 Ayios Athanasios, Limassol
Telephone |+357 25023880, +357 25 030366

Fax +357 25590300

Web site WWwWWw.magiccompass.com

Email compliance@magiccompass.com
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The Board of Directors is ultimately responsible for the risk management framework of the
Company. Risk Management framework is the sum of systems, policies, processes and
people within the Company that identify, assess, mitigate and monitor all sources of risk that
could have a material impact on the Company’s operations.

The Board of Directors approves in full the adequacy of Risk Management arrangements of
the institution providing assurance that the risk management systems in place are adequate
with regards to the institutions profile and strategy.
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Abbreviations

AT1 Additional Tier 1

Basel Il BIS previously enforced global regulatory framework
Basel Il BIS current enforced global regulatory framework

BIS Bank for International Settlements

Board Board of Directors

CET1 Common Equity Tier 1 Capital

CIF Cyprus Investment Firm

CRD Capital Requirements Directive - Directive 2013/36/EU
CRM Credit Risk Mitigation

CRR Capital Requirements Regulation - Regulation (EU) No. 575/2013
CySEC Cyprus Securities & Exchange Commission

EC European Commission
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1. INTRODUCTION & OVERVIEW

1.1. Pillar 1l Regulatory Framework and Scope of Application

The present report is prepared by MAGIC COMPASS LTD (hereinafter, the “Company”) a Cyprus
Investment Firm (CIF) authorized and regulated by the Cyprus Securities and Exchange Commission
(hereinafter, “CySEC”) under the license number 299/16 and operates in harmonisation with the
Markets in Financial Instruments Directive (MiFID ).

In accordance with Regulation (EU) No. 575/2013 (hereinafter, the “Capital Requirements Regulation”
or “CRR”), which was introduced in late 2014, the Company is required to disclose information relating
to its risk management, capital structure, capital adequacy, its risk exposures as well as the most
important characteristics of the Company’s corporate governance including its remuneration system.
The scope of this report is to promote market discipline and to improve transparency of market
participants. The report has been prepared based and following Section 4 (Paragraph 32) of the
CySEC Directive DI144-2014-14 of 2014 (the “Directive”) for the prudential supervision of investment
firms, the European Directive 2013/36/EU (the “European Directive” or “CRD 1V”), as well as the
relevant provisions of the Law 87(1)/2017 regarding the provision of Investment Services, the Exercise
of Investment Activities and the Operation of Regulated Markets (hereinafter, the “Law”).

The Capital Requirements Regulation (CRR) introduced significant changes in the prudential
regulatory regime applicable to banks and investment firms including amended minimum capital
adequacy ratios, changes to the definition of capital and the calculation of risk weighted assets and
the introduction of new measures relating to leverage, liquidity and funding. The CRR permits a
transitional period for certain of the enhanced capital requirements and certain other measures, such
as the leverage ratio, which are not expected to be fully implemented until 2018. The current regulatory
framework comprises three pillars:

o Pillar I covers the calculation of risk weighted assets (RWA) for credit risk, market risk and
operational risk.

e Pillar Il covers the Supervisory Review and Evaluation Process (SREP), which assesses
the Internal Capital Adequacy Assessment Process (hereinafter, the “ICAAP”) and
provides for the monitoring and self-assessment of an institution’s capital adequacy and
internal processes. Pillar Il requires firms and supervisors to take a view on whether a firm
should hold additional capital against risks considered under Pillar | that are not fully
captured by the Pillar | process (e.g. credit concentration risk); those risks not taken into
account by the Pillar | process (e.g. interest rate risk in the banking book, business and
strategic risk); and factors external to the firm (e.g. business cycle effects). Pillar Il
connects the regulatory capital requirements to the Company’s Internal Capital Adequacy
Assessment Process (“ICAAP”) and to the reliability of its internal control structures. If a
deficiency arises, prompt and decisive action is taken to restore the appropriate
relationship of capital to risk.
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e Pillar lll covers external disclosures that are designed to provide transparent information on
regulatory capital adequacy, risk exposures and risk management and internal control
processes.

The 2018 Pillar 11l Disclosures report sets out both quantitative and qualitative information required in
accordance with Articles 431 to 455 of Part 8 of the CRR, which set the requirements of the
disclosures. The Company has included its risk management disclosures as per the Directive on its
website as it does not publish its financial statements. Verification of these disclosures has been made
by the external auditors and sent to CySEC.

The information contained in the Pillar Il Market Discipline and Disclosure report is audited by the
Company’s external auditors and published on the Company’s website at www.magiccompass.com
on an annual basis.

Furthermore, the Board of Directors and the Senior Management have the overall responsibility for
the internal control systems in the process of “Capital Adequacy Assessment” and they have
established effective processes to ensure that the full spectrum of risks faced by the Company is
properly identified, measured, monitored and controlled to minimize adverse outcomes.

The Company’s business effectiveness is appeared and based on the guidelines of the risk
management policies and procedures. The Board of Directors, Internal Audit, Risk Manager,
Compliance and Anti-Money Laundering Officer control and supervise the overall risk system so that
all units charged with risk management perform their roles effectively on a continuous basis.

As with all Investment Firms, the Company is exposed to a variety of risks and in particular to credit
risk, market risk and operational risk. More information can be found in the sections below.
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1.2. Investment Firm

Table 1 Corporate Information

Company name MAGIC COMPASS LTD
CIF Authorization date 12/04/2016

CIF License number 299/16

Company Registration Number HE 341562

The Company is authorised to provide the following Investment Services, in accordance
with the First Appendix of the Law 87(1)/2017, as amended:

Investment Services
Reception and transmission of orders in relation to one or more financial instruments

Execution of Orders on behalf of Clients
Dealing on own account
Portfolio Management

The Company is also authorised to provide the following Ancillary Services, in accordance with
the First Appendix of the Law 87(1)/2017, as amended:

Ancillary Services
Safekeeping and administration of financial instruments, including custodianship and related services

Granting credits or loans to one or more financial instruments, where the firm granting the credit or loan is
involved in the transaction

Foreign exchange services where these are connected to the provision of investment services

Investment research and financial analysis or other forms

The Company was incorporated in the Republic of Cyprus on 16" March 2015 as a private limited
liability company with registration number HE 341562 and has obtained a Cyprus Investment Firm
(CIF) license from the Cyprus Securities and Exchange Commission (CySEC), CIF license No.
299/16 on the 12/04/2016 and it was activated in September 2016.

Further than that, the Company’s licence was amended on 8" of August 2017 to include the
investment service of “Dealing on Own Account”.

Table 1 below illustrates the current license information of the Company:

©
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Table 1 - Company Licence Information (based on the First Appendix of the Law
87(1)/2017, as amended)

Financial Instruments

Investment Services/Activities Ancillary Services

112 (3|4 | 5|67 |8|9]|1|2|3|[4|5]6 7
1 | v v v v --1-1-1T-1Tv]v -
2 (vi|viviv]-T|-1-1|-1]1-1v1]vVv -
3| v | v v v ] -|-1-1-1T-1v]v _
4 | v v vV v --1-1-T-1v1]v -
5| v | v I v v |- |-1-1-1T-1v]v - _
6 | v v v iv]-T-1T-1-T-1TvIv1|-1|v]-1- -
7 vV v iv]--1-1-1T-1v17 - _
8| v | v I v v -|-1T-1-1T-1v]v _
o | v | v | v v ]| --1-1-T-1v1]v -
10W| V| v | vV |v | --1T-1-T-1v1V - _
M| -1 -1-1-1-1-1-1-1-1-1- -

The Company is authorised to provide the aforementioned investment and ancillary services, as
applicable for each service, for the following Financial Instruments, in accordance with the First
Appendix of the Law 87(1)/2017, as amended:

L.

2.
3.
4

Transferable Securities

Money Market Instruments

Units in Collective Investment Undertakings

Options, futures, swaps, forward rate agreements and any other derivative contracts relating
to securities, currencies, interest rates or yields, or other derivatives instruments, financial
indices or financial measures which may be settled physically or in cash.

Options, futures, swaps, forward rate agreements and any other derivative contracts relating
to commodities that must be settled in cash or may be settled in cash at the option of one of
the parties (otherwise than by reason of a default or other termination event).

Options, futures, swaps, and any other derivative contract relating to commaodities that can
be physically settled provided that they are traded on a regulated market or/and an MTF
Options, futures, swaps, forwards and any other derivative contracts relating to commodities,
that can be physically settled not otherwise mentioned in point 6 of Part Il and not being for
commercial purposes, which have the characteristics of other derivative financial
instruments, having regard to whether, inter alia, they are cleared and settled through
recognised clearing houses or are subject to regular margin calls

Derivative instruments for the transfer of credit risk
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9. Financial contracts for differences
10. Options, futures, swaps, forward rate agreements and any other derivative contracts relating
to climatic variables, freight rates, emission allowances or inflation rates or other official
economic statistics that must be settled in cash or may be settled in cash at the option of one
of the parties (otherwise than by reason of a default or other termination event), as well as
any other derivative contract relating to assets, rights, obligations, indices and measures not
otherwise mentioned in this Part, which have the characteristics of other derivative financial
instruments, having regard to whether, inter alia, they are traded on a regulated market or an
MTF, are cleared and settled through recognised clearing houses or are subject to regular
margin calls.

Moreover, the Company is categorised as “Full Scope” CIF with minimum/initial capital
requirement of €730,000.

Annual Reports and Financial Statements are prepared in accordance with International Financial
Reporting Standards (“IFRS”) and the provisions of the Cyprus Company Law, Cap. 113

Organisational Structure

7.External Auditor

8. Internal Auditor

9.Compliance Officer

1. Board of Directors

hd

1. Executive Director

10. Money Laundering
Compliance Officer

F 3

11.Risk Manager
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Secretary

Comnmittees

¥

3.Executive Director

Iy

A 4

4. Investment
Committee

¥

5. Risk Management
Committee

l

I

21. Admin. 22.
Department Marketing.
TNenartment
¥
12. Portfolio 13. RTO and 14. Dealing on | |15, Back Office 16. 17. Sales 18.Accounts 19, 20, Credit
Management Execution Own Account Department Investment Department & Treasury Safekeeping Loans
Department Department Department Research Department Department Department
Thanartman
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1.3. Requlatory (Prudential) Supervision

The laws and regulations, published by the Cyprus Securities and Exchange Commission, that govern
the operations of Cyprus Investment Firms and set out the obligations and requirements that shall be
met in the aspect of capital adequacy and market discipline, are comprised by the following:

e Law 87(1)/2017: Provision of investment services, the exercise of investment activities, the
operation of regulated markets and other related matters.

e Regulation (EU) No. 575/2013 — Capital Requirements Regulation

e Regulation (EU) No. 648/2012 — European Markets Infrastructure Regulation

o Directive 2013/36/EU on access to the activity of credit institutions and the prudential
supervision of credit institutions and investment firms, amending Directive 2002/87/EC and
repealing Directives 2006/48/EC and 2006/49/EC — Capital Requirements Directive IV

e Directive DI144-2014-14: For the prudential supervision of Investment Firms;

e Directive DI144-2014-15: On the discretions of CySEC arising from Regulation (EU) No.
575/2013.

12
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2. RISK MANAGEMENT (OBJECTIVES AND POLICIES)

2.1. Definition of Risk Management

Risk Management is the process of identification, analysis and evaluation of uncertainty in investment
decision-making. As a result, it is treated accordingly: either accepted or mitigated.

Risk management occurs anytime a Client analyses and attempts to quantify the potential for losses in
an investment and then takes the appropriate action (or inaction) given their investment objectives and
risk tolerance.

Risks should be continuously monitored and reviewed. In addition to that, outcomes and results should
be properly reported while new objectives should be set.

Characteristics of a productive risk management process:

e A culture of risks adjusted in the organization. It embraces a series of values, attitudes and ways of
acting towards risks, including taking decisions on change management and strategic, business
planning

e Complete approach to all risks: There are risks which directly affect the Company and risks that
indirectly affect the Company. It is very important to report all kinds of risks and to assume and
understand the interrelations between them. The overall calculation should be simplified without
affecting the difference of nature, degree of evolution and real possibilities of management and control
of each type of risk, adjusting the organization, processes, reports and tools to the features of each
one.

e An organizational and control model which is assigned to all risk types.

¢ Common management instruments among the different departments, without negatively affecting the
regulations and requirements of supervisors and the degree of development of each department.

Lastly, it is very important that all risk assessment results should be communicated to all relevant
departments with the appropriate consultation given.

13
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RISK MANAGEMENT PROCESS
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Figure 1 Risk Management Process

2.2. Risk Management Policy and Objectives

The Company’s Risk Management Policy was formed with the view to ensure the efficient monitoring of
the risks inherent in the provision of the investment services to Clients, as well as the risks underlying
the operation of the Company, in general.

It sets out the procedures and mechanisms regarding risks and it describes the roles and responsibilities
of the Risk Manager. In addition to that, it identifies the main reporting procedures and outlines the
process followed by the Senior Management in order to evaluate the effectiveness of the Company’s
internal control procedures.

The Risk Manager ensures that all different types of risks taken by the Company are monitored and
reported to the Senior Management and the Board of Directors (hereinafter, the “Board”). Moreover, the

14
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Rislzcensle\ﬂmg};ggsg;er is responsible for making recommendations and indicating whether the appropriate
remedial measures have been taken in the event of any deficiencies identified, as aforementioned.

The Senior Management bears the responsibility to monitor the adequacy and effectiveness of risk
management policies and procedures that are in place, the level of compliance by the Company, and its
relevant persons, with the policies and procedures adopted as well as the adequacy and effectiveness
of measures taken to address any deficiencies with respect with those policies and procedures that are
in place, including failures by the Company’s relevant persons to comply with those policies and
procedures.

The Company’s Board receives on a regular basis written reports, which contain a description of the
implementation and effectiveness of the overall control environment for investment services and
activities, ancillary services and other business, and a review of the risks that have been identified,
analysed, planned as well as remedies undertaken or to be undertaken.

Processes are continuously being reviewed with the intent of further strengthening through the
implementation of guidance provided by both the industry and new regulatory requirements. In addition,
the entire risk management policy universe has been re-designed to define an updated comprehensive
and coherent framework for risk management, linked to the Company’s risk appetite.

2.3. Risk Appetite Framework (RAF)

Risk appetite is the amount and type of risk that the Company is able and willing to accept in pursuing
its business objectives. Risk appetite is expressed in both quantitative and qualitative terms and covers
all risks, both on-balance sheet and off-balance sheet. Such risks include, but are not limited to, credit,
market, operational, conduct, reputational and compliance risk.

An effective risk appetite statement is empowering in that it enables the decisive accumulation of risk in
line with the strategic objectives of the Company while giving the board and management confidence to
avoid risks that are not in line with the strategic objectives.

The risk appetite of the Company, expresses its strategy through desirable and undesirable risk
exposures. It is the aggregate level and types of risk the Company is willing to assume within its risk
capacity to achieve its strategic objectives and business plan. Thus, Risk Appetite and Strategic Plan
occur and evolve in parallel. The Risk Appetite enables the organisation to demonstrate that the
achievement of its strategic goals has not been the result of fortuitous circumstances.

Risk Appetite covers three primary areas:

Table. Risk Appetite areas

Risk Area Risk Types

Financial Credit Risk
Market Risk
Liquidity Risk
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Reputational Conduct Risk

Customer Risk
Regulatory Risk

External reputational Risk

Operational & People The risk associated with the failure of key processes or systems
and the risks of not having the right quality and quantity of
people to operate those processes

Furthermore, the Risk Capacity/Tolerance is the maximum amount of risk which the Company is
technically able to assume before breaching one or more of its capital base, liquidity, reputational and
regulatory constraints.

The risk capacity represents the upper limit beyond which a breach is likely to result in failure.

Taking into consideration the Company’s size, services offered, complexity and operations, the risks that
are considered significant and / or material for the Company are credit risk, market risk, operational risk,
liquidity risk and large exposures.

In regards to the above, setting the corporate risk appetite without taking into account the risk capacity
of the entity may have serious consequences. Risk capacity may be easy to quantify in terms of capital
or required funding but it is more challenging to consider the point at which the Company’s reputation is
beyond repair.

The Board and Senior Management understand how the risk capacity impacts on the business and have
taken the necessary steps to be in constant awareness, mitigating any potential threads.

The Board approves the Company’s corporate strategy, business plans, budget, long term plan and
ICAAP. The Company employs mitigation techniques defined within the Company’s policies, to ensure
risks are managed within Risk Appetite Framework.

2.4. Risk Culture

The Board has a critical role in strengthening risk governance, including setting the ‘tone at the top’,
reviewing strategy, and approving the Risk Appetite Statement. It is the Board that is ultimately
responsible and accountable for risk governance.

A robust risk culture is a substantial determinant of whether the Company will be able to successfully
execute its chosen strategy within its defined risk appetite. The risk culture that the Company wishes to
build is reflected in its policies and procedures and these are closely aligned to its Risk Appetite. Risk
culture is manifested in the day-to-day decisions that indicate how risk is identified, understood,
discussed, and acted upon.

The Company has focused primarily on the implementation of a firm-wide effective and pervasive risk
culture. This is achieved through the following:
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of tasks.
¢ Conducting firm-wide risk assessments.
e Implementing formal risk education presentations.
e Changes in policies and procedures, introducing additional risk criteria for the evaluation of credit
and investment decisions.
e Changes in key personnel.

e Training.

2.5. Stress Testing

Stress testing is a key risk management tool used by the Company to rehearse the business response
to a range of scenarios, based on variations of market, economic and other operating environment
conditions. Stress tests are performed for both internal and regulatory purposes and serve an important
role in:

¢ Understanding the risk profile of the Company,

e The evaluation of the Company’s capital adequacy in absorbing potential losses under stressed
conditions: This takes place in the context of the Company’s ICAAP,

e The evaluation of the Company’s strategy: Senior management considers the stress test results
against the approved business plans and determines whether any corrective actions need to be
taken. Overall, stress testing allows senior management to determine whether the Company’s
exposures correspond to its risk appetite,

e The establishment or revision of limits: Stress test results, where applicable, are part of the risk
management processes for the establishment or revision of limits across products, different
market risk variables and portfolios.

The ultimate responsibility and ownership of the Company’s stress testing policy rests with the Board. If
the stress testing scenarios reveal vulnerability to a given set of risks, management should make
recommendations to the Board for remedial measures or actions. These may vary depending on the
circumstances and include one or more of the following:

o Review the overall business strategy, risk appetite, capital and liquidity planning,
e Review limits,

e Reduce underlying risk positions through risk mitigation strategies,

e Consider an increase in capital,

e Enhance contingency planning.

2.6. Internal Capital Adequacy Assessment

Further to the requirements of Pillar |, a more detailed approach on managing risks is achieved through
the preparation of the Pillar Il requirements and more precisely the internal capital adequacy assessment
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process (ICAAP) report which follows the requirements under Regulation (EU) No. 575/2013 and
relevant guidelines issued by CySEC.

The ICAAP report is a key tool for both the Company and the regulator as it approaches the risk
assessment from a holistic perspective enabling the Company to assess and match risks as much as
possible, reducing its residual risk and enabling more precise future growth planning.

The Company, taking into consideration the requirements of the Law, will proceed with the preparation
of its ICAAP Report during 2019.
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3. REGULATORY PILLAR | RISK MANAGEMENT

3.1.Credit Risk Management

Definition

Credit Risk is the risk of loss that the Company would incur if the company fails to perform its contractual
credit obligations. The Company follows the Standardized Approach under Pillar | for calculating its
Credit Risk Capital Requirements, as specified in CRR. It categorizes the assets in respect to their
exposure class and uses the Credit Step methodology to determine its respective Risk Weights.

Risk identification, Measurement, Control and Reporting

Credit Risk arises when failures by counterparties to discharge their obligations could reduce the amount
of future cash inflows from financial assets in hand, at the balance sheet date. The Company’s credit risk
mainly arises:

e By the Company’s deposits in Financial institutions,
e By assets mainly held under debtors or prepayments.

The Company follows mitigation strategies to minimize the possibility of occurrence of this risk, such as:

¢ All Client funds are held in segregated accounts, separated from Company’s funds,

e The Company maintains regular credit review of counterparties, identifying the key risks faced
and reports them to the Board, which then determines the Company’s risk appetite and ensures
that an appropriate amount of capital is maintained.

In order to maintain its Credit risk to the minimum, the Company is using EU credit institutions for
safekeeping of funds and always ensures that the banks it cooperates with have high ratings based on
top credit rating agencies (Moody’s, S&P or Fitch), it frequently monitors their compliance with the EU
regulatory framework and diversifies the funds over several credit institutions thus mitigating the risk
exposure efficiently.

Further to the above, the Company has policies to diversify credit risk and to limit the amount of credit
exposure to any counterparty in compliance with the requirements of the Regulation (EU) No. 575/2013.
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Credit Risk Analysis

The tables below indicate the Company’s Credit Risk exposure under Pillar I, as at the end of 2018
(Information has been based on the Audited Financial Statements as at 31/12/2018).

a. Total Exposure / Credit Risk Capital Requirements

Table 2 Credit Risk Requirements

Credit Risk Capital Requirements

Risk Weighted Assets
Institutions

Corporates

Other Items

Retail

Public Sector Entities
Total risk weighted assets

Credit Risk Exposure
(Risk Weighted Assets)

Corporates
5%

Other ltems
28%

m |nstitutions  m Other Items Corporates

Figure 2 Credit Risk Exposures

USD '000

235
18
100
/

/
353

Institutions
67%

31/12/2018
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b. Industry Exposure

Table 3 Credit Risk by Industry

Credit Risk Capital Requirements by Industry 31/12/2018

USD '000
Risk Weighted Assets
Financial 235
Other/Non-financial 118
Total risk weighted assets 353

c. Residual Maturity

Table 4 Credit Risk by Residual Maturity

Credit Risk Capital Requirements by Maturity 31/12/2018

USD '000
Risk Weighted Assets
Below 3 Months 235
Above 3 Months 118
Non-Applicable /
Total risk weighted assets 353

d. Country Spread

Table 5 Credit Risk by Country

Credit Risk Capital Requirements by Country 31/12/2018

USD '000
Risk Weighted Assets
Cyprus 242
United Kingdom 48
Australia 41
Other 22
Total risk weighted assets 353
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3.2.Market Risk Management

Definition

Market Risk is the risk of losses when the value of investments may decline over a given period as a
result of economic changes or events that impact a large portion of the market.

In the context of Pillar |, market risk can be divided in the following categories:

e Position Risk: It refers to the probability of loss associated with a particular trading (long or short)
position due to price changes.

e Interest rate risk: The risk that the fair value of future cash flows of a financial instrument will
fluctuate because of changes in market interest rates.

e Commodities Risk: It refers to the uncertainties of future market values and of the size of the
future income, caused by the fluctuation in the prices of commodities. These commodities may
be oil, metals, gas, electricity etc.

e Foreign Exchange Risk: It is a financial risk that exists when a financial transaction is
denominated in a currency other than the base currency of the company. The foreign exchange
risk in the Company is effectively managed by the establishment and control of foreign exchange
limits, such as through the establishment of maximum value of exposure to a currency pair as
well as through the utilization of sensitivity analysis.

Risk identification, Measurement, Control and Reporting

The Company’s market risk mainly arises from foreign exchange fluctuations which affect the Company’s
deposits in foreign currencies as well as from positions held during forex trading.

In line with the above, the Company has policies to minimize its market risk exposures which are in
accordance with the CRR. In particular, it follows mitigation strategies in order to minimize the possibility
of occurrence of this risk, such as:

e Active hedging strategy

e Stop Loss - Limits on trading

e Margin Calls

Furthermore, the Company follows CRR’s Standardised Approach when it comes to calculating its capital
requirements.
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Foreign Exchange Risk Analysis

Table 6 Position risk on Foreign Exchange

Foreign Exchange Capital Requirements 31/12/2018

USD '000
Currency
EUR 706
usD* 71
Total risk weighted assets 706

As per the table above, the Company shows that it has foreign exchange risk only in EUR Dollar, as
USD* is the reporting currency hence does not carry any risk.

3.3. Operational Risk Management

Definition

Operational Risk is the risk of loss resulting from inadequate or failed internal processes, people and
systems or from external factors. Operational Risk includes legal risk but excludes strategic and
reputational risk.

The following list presents some event types, included in Operational Risk, with some examples for each
category:
e Internal Fraud — misappropriation of assets, tax evasion, intentional mismarking of positions,
bribery and theft of the CRM from departing employees,
e External Fraud — theft of information, hacking damage, third — party theft and forgery,
e Compliance — Brand impairment, Complaint handling, third country regulator retaliation, E-
commerce global taxation matters,
e Clients, Products & Business Practice — market manipulation, asymmetrical slippage, antitrust,
improper trade, product defects, fiduciary breaches.

Risk identification, Measurement, Control and Reporting

In order to control the exposure to operational risks, the management has established two key objectives:
e To minimise the impact of losses suffered, both in the normal course of business (small losses)
and from extreme events (large losses),
e To improve the effective management of the Company and strengthen its brand and external
reputation.

The Company recognises that the control of operational risk is directly related to effective and efficient
management practices and high standards of corporate governance.

To that effect, the management of operational risk is geared towards:
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Maintaining a strong internal control governance framework,
Managing operational risk exposures through a consistent set of processes that drive risk
identification, assessment, control and monitoring.

The Company implements the below Operational Risk Mitigation Strategies in order to minimize its
Operational Risk Exposure:

The development of operational risk awareness and culture,

The provision of adequate information to the Company’s management, in all levels, in order to
facilitate decision making for risk control activities,

The implementation of a strong system of internal controls to ensure that operational losses do
not cause material damage to the Company and have a minimal impact on profitability and
objectives,

The improvement of productivity, efficiency and cost effectiveness, with an objective to improve
customer service and protect shareholder value,

Established a “four-eyes” structure and Board oversight. This structure ensures the separation of
power regarding vital functions of the Company namely through the existence of a Senior
Management and a Risk Management Committee. The Board further reviews any decisions
made by the Management while monitoring their activities,

Detection methods are in place to detect fraudulent activities,

Comprehensive business contingency and disaster recovery plan.

The Senior Management employs specialized tools and methodologies to identify, assess, mitigate and
monitor operational risk. These specialized tools and methodologies assist operational risk management
to address any control gaps. To this effect, the following are implemented:

Incident collection

Key Risk Indicators

Business Continuity Management
Training and awareness

For the calculation of Operational Risk, in relation to the capital adequacy returns, the Company uses
the Fixed Overhead approach. Based on the relevant calculations, the figures calculated show that the
Company’s Risk Weighted Assets (RWA) for operational risk, as at 31t December 2018, was USD 0
thousand.
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4. REFERENCE TO ADDITIONAL SIGNIFICANT RISKS

4.1.Liquidity Risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due.
In periods of abnormal fluctuations in market conditions or financial crisis, liquidity risk can expose the
Company to a shortfall of liquidity and limit its access to the capital markets resulting to damages.
Liquidity shortages expose the Company to the risk of not having enough cash to fulfil its duties against
creditors/debtors that can eventually cause regulatory sanctions and loss of business/reputation.

Mitigation Strategies

To minimize its exposure to liquidity risk, the Company implements the below Liquidity Risk Mitigation
Strategies:
e Regular analysis & reporting to the Board on the funding needs of the Company.
e Monitoring of the Company’s exposures and diversification to avoid rise of concentration risk as
per the internal policies.
e Cash Management

Liquidity Analysis

Table 7 Liquidity analysis

Available Liquidity 31/12/2018

USD '000
Cash at hand 0
Cash at bank 728

4.2.Money Laundering and Terrorist Financing Risk

Money laundering and terrorist financing risk mainly refers to the risk where the Company may be used
as a vehicle to launder money and/or assist/involved in terrorism financing.

The Company has in place and is updating, as applicable, certain policies, procedures and controls in
order to mitigate the money laundering and terrorist financing risks. Among others, these policies,
procedures and controls include the following:

(a) The adoption of a risk-based approach that involves specific measures and procedures in
assessing the most cost effective and appropriate way to identify and manage the Money
Laundering and Terrorist Financing risks faced by the Company,

(b) The adoption of adequate Client due diligence and identification procedures in line with the
Clients’ assessed Money Laundering and Terrorist Financing risk,

(c) Setting certain minimum standards of quality and extent of the required identification data for
each type of Client (e.g. documents from independent and reliable sources, third party
information),

25
Address: Sarlo 9, Agios Athanasios, 4106 Limassol, Cyprus
www.magiccompass.com | CySEC License 299/16 | Tel: +357 2502 3880 | Fax +357 2559 0300
Magic Compass Ltd is an Investment Firm supervised and regulated by the Cyprus Securities and Exchange Commission



http://www.magiccompass.com/

Aé—' MAGIC

License No. CIF 299/16  NAVIGATE YOUR TRADING

(d) Obtaining additional data and information from Clients, where this is appropriate and relevant, for
the proper and complete understanding of their activities and source of wealth and for the
effective management of any increased risk emanating from a Business Relationship or an
Occasional Transaction,

(e) Monitoring and reviewing the business relationship or an occasional transaction with Clients and
potential Clients of high risk countries,

(f) Ensuring that the Company’s personnel receive the appropriate training and assistance

The Company has reviewed its policies, procedures and controls with respect to money laundering and
terrorist financing to ensure compliance with the applicable legislation.

The Company is in the process of incorporating any new information issued / available in this respect.
4.3. Counterparty Credit Risk

Counterparty Credit Risk (“CCR”) may be defined as the risk that the counterparty to a transaction
could default before the final settlement of the transaction's cash flows. Such transactions relate to
contracts for financial derivative instruments, repurchase agreements and long settlement
transactions.

The company’s Counterparty Credit Risk for the year was zero.

Counterparty Policies with respect to wrong-way risk exposures

Wrong-way risk occurs when the exposure to a particular counterparty is positively correlated with
the PD of the counterparty itself or where there is an adverse correlation between counterparty’s
PD and the mark-to-market value of the underlying transaction. A wrong-way trading situation can
be defined as the condition where the exposure to the counterparty increases, while the
counterparty’s financial situation and its ability to pay on the transaction diminishes.

As part of the credit review process, basic assumptions are established regarding correlations for a
given trading product.

The management of wrong-way risk is integrated within the Company’s overall credit risk
assessment approach and is subject to a framework for identification and treatment of wrong- way
risk, which includes governance, processes, roles and responsibilities, methodology, scenarios,
reporting, review and escalation.

A conservative treatment for the purpose of calculating exposure profiles is applied to material
trades with wrong-way risk features. The wrong-way risk framework applies to OTC, securities
financing transactions and centrally cleared trades. If material correlation is identified, the collateral
is deemed ineligible for regulatory risk calculations and risk is measured on an uncollateralised
basis.

ADDITIONAL SIGNIFICANT RISKS

Concentration Risk
Concentration Risk includes large individual exposures and significant exposures to companies
whose likelihood of default is driven by common underlying factors such as the economy,
geographical location, instrument type etc.

Concentration risk was partly addressed through diversification of counterparties, namely banking
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institutions.

The Company’s experience in the collection of trade receivables has never caused debts which are
past due and have to be impaired. The company has a policy in place to monitor debts overdue by
preparing debtors ageing reports.

Reputation Risk

Reputation risk is the current or prospective risk to earnings and capital arising from an adverse
perception of the image of the Company on the part of customers, counterparties, shareholders,
investors or regulators. Reputation risk could be triggered by poor performance, the loss of one
or more of the Company’s key directors, the loss of large customers, poor customer service, fraud
or theft, customer claims and legal action, regulatory fines.

The Company has transparent policies and procedures in place when dealing with possible
customer complaints in order to provide the best possible assistance and service under such
circumstances. The possibility of having to deal with customer claims is very low as the Company
provides high quality services to customers.

Strategic Risk

Strategic Risk could occur as a result of adverse business decisions, improper implementation of
decisions or lack of responsiveness to changes in the business environment. The Company’s
exposure to strategic risk is moderate as policies and procedures to minimize this type of risk are
implemented in the overall strategy of the Company.

Business Risk

Business Risk includes the current or prospective risk to earnings and capital arising from
changes in the business environment including the effects of deterioration in economic conditions.
Research on economic and market forecasts are conducted with a view to minimize the
Company’s exposure to business risk. These are analyzed and taken into consideration when
implementing the Company’s strategy.

Capital Risk Management

Capital Risk is the risk that the Company will not comply with capital adequacy requirements. 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. The Company has a regulatory obligation to monitor and implement policies and
procedures for capital risk management. Specifically, the Company is required to test its capital
against regulatory requirements and has to maintain a minimum level of capital. This ultimately
ensures the going concern of the Company. Such procedures are explained in the Procedures
Manual of the Company.

The Company is further required to report on its capital adequacy quarterly and has to maintain
at all times a minimum total capital adequacy ratio which is set at 8%. The capital adequacy ratio
expresses the capital base of the Company as a proportion of the total risk weighted assets.
Management monitors such reporting and has policies and procedures in place to help meet the
specific regulatory requirements. This is achieved through the preparation on a monthly basis of
management accounts to monitor the financial and capital position of the Company.
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Regulatory Risk

Regulatory risk is the risk the Company faces by not complying with relevant Laws and Directives
issued by its supervisory body. If materialized, regulatory risk could trigger the effects of reputation
and strategic risk. The Company has documented procedures and policies based on the
requirements of relevant Laws and Directives issued by the Commission; these can be found in
the Procedures Manual. Compliance with these procedures and policies are further assessed and
reviewed by the Company’s Internal Auditors and suggestions for improvement are implemented
by management. The Internal Auditors evaluate and test the effectiveness of the Company’s
control framework at least annually. Therefore the risk of non-compliance is very low.

Legal and Compliance Risk

Legal and Compliance Risk could arise as a result of breaches or non-compliance with legislation,
regulations, agreements or ethical standards and have an effect on earnings and capital. The
probability of such risks occurring is relatively low due to the detailed internal procedures and
policies implemented by the Company and regular reviews by the Internal Auditors. The structure
of the Company is such to promote clear coordination of duties and the management consists of
individuals of suitable professional experience, ethos and integrity, who have accepted
responsibility for setting and achieving the Company’s strategic targets and goals. In addition, the
Board meets at least annually to discuss such issues and any suggestions to enhance compliance
are implemented by management.

IT Risk

IT risk could occur as a result of inadequate information technology and processing, or arise from
an inadequate IT strategy and policy or inadequate use of the Company’s information technology.
Specifically, policies have been implemented regarding back-up procedures, software
maintenance, hardware maintenance, use of the internet and anti-virus procedures.
Materialization of this risk has been minimized to the lowest possible level.

Risk Reporting
The Company maintains a system in place to record any risk event incurred on a special form

duly completed by personnel of each department and is submitted to the Compliance officer and
Risk manager when such event occur.
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5. CORPORATE GOVERNANCE and RISK MANAGEMENT

5.1.Board Recruitment

One of the Board’s main responsibilities is to identify, evaluate and select candidates for the Board and
ensure appropriate succession planning. The Senior Management is assigned the responsibility to
review the qualifications of potential director candidates and make recommendations to the Board.

The Company keeps records of all information and documents received during the recruitment process.
These documents shall be available for inspection at any time by CySEC. The company shall be in the
position to demonstrate to CySEC upon request that the employees providing investment services,
process the necessary knowledge an competence to fulfil their obligations under the Law

The persons proposed for the appointment should have specialised skills and/or knowledge to enhance
the collective knowledge of the Board and must be able to commit the necessary time and effort to fulffil
their responsibilities.

Factors considered in the review of potential candidates include:
e Specialised skills and/or knowledge in accounting, finance, banking, law, business administration
or related subject,

e Knowledge of and experience with financial institutions (“fit-and-proper”),

e Integrity, honesty and the ability to generate public confidence,

o Knowledge of financial matters including understanding financial statements and financial ratios,

e Demonstrated sound business judgment,

e Risk management experience.

o Recruitment into the Board combines an assessment of both technical capability and

competency skills and leadership abilities.

= Criminal record certificate from the competent authorities of the country of residence of
the person for the last five years, attesting that the person has no criminal records;

= Good knowledge of the Greek or/and English languages. Particularly, when considering the
appointment of a member of the Board, special attention shall be given to the potential
member’s skills review which aims to assess the specific experience and skills needed to
ensure the optimum blend of the potential individual and the aggregate capability having
regard to the Company’s long term strategic plan. Members of the Board and Senior
Management appointment are subject to the approval of the Chief Executive Officer and the
Board. Regulatory approval is co-ordinated through the Compliance Officer. The maijority of
the members of the Board shall be residents of Cyprus.

In line with the recent changes in the regulatory reporting framework (CRR), the Company is in the
process of establishing a dedicated recruitment policy in relation to the Board.

The Company has in place the Internal Operations Manual which lays down the activities,
processes, duties and responsibilities of the Board, Committees, Senior Management and staff of
the Company.

5.2.Diversity of the Board of Directors
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Diversity is increasingly seen as an asset to organizations and linked to better economic performance. It
is an integral part of how we do business and imperative to commercial success. The Company
recognizes the value of a diverse and skilled workforce and is committed to creating and maintaining an
inclusive and collaborative workplace culture that will provide sustainability for the organization into the
future. This is also documented as best practises in the Corporate Governance Code of many EU
countries.
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The Company recognizes the benefits of having a diverse Board which includes and makes use of
differences in the skills, experience, background, race and gender between directors.

A balance of these differences will be considered when determining the optimum composition of the
Board.

All members of the Board commit sufficient time to perform their functions in the Company. The
number of directorships which may be held by a member of the Board at the same time shall take
into account individual circumstances and the nature, scale and complexity of the Company’s
activities. Unless representing the Republic, members of the Board of a CIF that is significant in
terms of its size, internal organisation and the nature, the scope and the complexity of its activities
shall not hold more than one of the following combinations of directorships at the same time:

e one executive directorship with two non-executive directorships;
e four non-executive directorships.

For the purposes of the above, the following shall count as a single directorship:
e Executive or non-executive directorships held within the same group.

Independence

The Board includes a composition of Executive and Non-executive Directors so that there is a strong
element of independence in the Board. The Independent Non-executive Directors shall be of sufficient
calibre and stature for their views to carry weight. Each member of the board must act with
independence of mind to properly assess and challenge the decisions of the senior management
where necessary and to effectively oversee and monitor management decision- making.

Skills and Experience criteria

The Board should possess a balance of skills appropriate for the requirements of the business of the
Company, in order for the Company to benefit from its directors’ experience in a range of activities
including varied industries, education, government, investment and the professions.

Gender and age criteria

The Company is committed to maintaining an environment of respect for people regardless of their
gender in all business dealings and achieving a workplace environment free of harassment and
discrimination on the basis of gender, physical or mental state, race, nationality, religion, age or family
status.
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5.3.Risk Management Committee and other Governance functions

The Company, due to its organisational structure, its license and investment services as well as broad
range of products and countries which serves has established a Risk Management Committee to
better handle the risks that arise from its operations.

The Risk Management Committee is a committee appointed by the Board to review the Company’s
system of risk management. The Risk Management Committee is formed with the purpose of ensuring
the efficient management of the risks inherent in the provision of the investment services to Clients as
well as the risks underlying the operation of the Company.

The Risk Management Committee, which reports directly to the Board, consists of 7 participants and
during 2018 held one (1) meeting.

The role of the Risk Management Committee is essential to:
(a) Ensure the efficient management of the risks inherent in the provision of the investment services
to Clients,
(b) Monitor the risks underlying the operation of the Company,
(c) Be responsible for monitoring and controlling the Risk,
(d) Meet regularly in the offices of the Company, or via conference call.

The Risk Management Committee is dedicated primarily to managing the credit, market and
operational risks of the Company, resulting from the its operations, and as part of its responsibilities it
has to set out, approve and regularly update the policies, arrangements and procedures, which form
the risk strategy, as well as to monitor all risks on an ongoing basis. The Risk Management Committee
provides the Board with status updates and recommendations on risk management policies and
guidelines.

Risk Management Committee in 2018

Mr. Vitalii Bulynin — Risk manager*

Mr. Chen Binying — Shareholder (ex officio and without any voting rights)
Mr. Tianxiang Xu — Executive Director

Mrs. Maja Savin — Executive Director (pending approval)

Mr. George Skordis — Non-Executive Director

Mr. Christophoros Tengeris — Non-Executive Director

Mr. loannis Papazacharia — Non-Executive Director

*Replacing Mr. Antranik Boyajian as from October 2018.

The primary function of the Risk Management Committee shall be to monitor the Risk Manager in the
performance of her duties. Towards this direction, the Company shall adopt and maintain diversity risk
management policies, which identify the risks relating to the Company’s activities, processes and
systems and set the risk tolerance levels of the Company. The Risk Management Committee bears
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the responsibility to monitor the adequacy and effectiveness of such risk management policies and
procedures that are in place, the level of compliance by the Company and its relevant persons with
the policies and procedures adopted, as well as the adequacy and effectiveness of measures taken
to address any deficiencies with respect with those policies and procedures that are in place, including
failures by the Company’s relevant persons to comply with those policies and procedures.

46%_7 MAGIC

The Risk Management Committee meets at least annually, unless the circumstances require
extraordinary meetings. Extraordinary meetings can be called by any member of the Risk
Management Committee, as well as by the Risk Manager.

Internal Audit

The Company, taking into account the nature, scale and complexity of its business activities, as
well as the nature and the range of its investment services and activities, establishes and
maintains an internal audit function through the appointment of a qualified and experienced
Internal Auditor. The Internal Auditor is appointed and reports to the Senior Management and the
Board of the Company.

The Internal Auditor is separated and independent of the other functions and activities of the
Company. The Internal Auditor bears the responsibility to:

(a) establish, implement and maintain an audit plan to examine and evaluate the adequacy and
effectiveness of the Company’s systems, internal control mechanisms and arrangements

(b) issue recommendations based on the result carried out in accordance with point (a)

(c) verify compliance with the recommendations of point (b)

(d) provide timely, accurate and relevant reporting in relation to internal audit matters to the Board
and the Senior Management of the Company, at least annually.

The Internal Auditor is responsible for applying the Internal Control System (hereinafter, the
“ICS”), which confirms the accuracy of the reported data and information. Furthermore, the role
of the Internal Auditor is the programming, on an at least annual basis (as applicable), of checks
on the degree of application of the required ICS.

The Internal Auditor has clear access to the Company’s personnel and books. Likewise, the
Company’s employees have access to the Internal Auditor for the reporting of any significant
deviations from the guidelines provided.

The Board ensures that internal audit issues are considered when presented to it by the Internal
Auditor and appropriate actions shall be taken. The Board ensures all issues are dealt with and
prioritized according to the Board’s assessment.

Compliance Officer

The Board ensures regulatory compliance through a comprehensive and pro-active compliance
strategy. To this end, the Board appoints a Compliance Officer in order to establish, implement
and maintain adequate and effective policies and procedures, as well as appropriate systems and
controls designed to detect any risk of failure by the Company to comply with its obligations.
Further to this, the Compliance Officer is responsible to put in place adequate measures and
procedures designed to minimize such risk and to enable the competent authorities to exercise
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their powers effectively. The Compliance Officer reports to the Senior Management and the Board
of the Company.

The Compliance Officer is independent and has the necessary authority, resources, expertise
and access to all relevant information. The objectives of the Compliance officer are:

a) to prohibit the realization for the Customers of Company of any operations which may infringe
the existing legislation

b) to decrease the probability of appearance of any problem situations connected with any tax
and legal limitations of the Customers of the Company

¢) to ensure compliance with the current and any new laws, regulations and directives at times
issued by CySEC

Anti-Money Laundering Compliance Officer

The Board retains a person to the position of the Company’s Money Laundering Compliance
Officer (hereinafter the “AMLCQO”) to whom the Company's employees report their knowledge or
suspicion of transactions involving money laundering and terrorist financing. The AMLCO belongs
to the higher hierarchical levels/layers of the Company so as to command the necessary authority.
The AMLCO leads the Company’s Money Laundering Compliance procedures and processes
and report to the Senior Management and the Board of the Company.

Scope and objectives of the AMLCO:

a) The improvement of mechanisms used by the Company for counteraction of legalization
(laundering) of criminally earned income

b) To decrease the probability of appearance among the Customers of the Company of any
persons/organizations engaged in illegal activity and/or related with such persons/organizations
¢) To minimize the risk of involvement of the Company in any unintended holding and realization
of operations with any funds received from any illegal activity or used for its financing

d) To ensure compliance with anti-money laundering laws and directives issued by CySEC as
well as the identification and proper reporting of any money laundering activity to the relevant
authorities
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5.4.Reporting and Control

In line with the requirements set out in Law and subsequent Directives, the Company has been able
to maintain a good information flow to the management body, as it can be seen below:

Table 8 Reporting Requirements for 2018
'ReportName | ReportDescription | Owner | Recipient | Frequency | Due Date |

Annual
Compliance
Report

Annual Internal

Audit Report

Annual Risk
Management
Report

Pillar 1ll
Disclosures
(Market
Discipline and
Disclosure

Financial
Reporting

Capital
Adequacy
Reporting

To inform the Senior
Management & the Board
of the Company
regarding the
Performance of
Compliance function
during the year
To inform the Senior
Management & the Board
of the Company
regarding the Internal
Auditor during the year
Represents the work &
activities undertaken by
the Risk Manager during
the year
The Company is required
to disclose information
regarding its risk
management, capital
structure, capital
adequacy and risk
exposures
It is a formal record of
the financial activities of
the CIF
A measure of the CIF’s
capital. It is expressed as
a percentage and is used
to protect depositors and
promote the stability and
efficiency of financial
systems all over the
world

Compliance
Officer

Internal
Auditor

Risk
Manager

Risk
Manager

External
Auditor

Risk
Manager /
Accounting

Board,
CySEC

Board,
CySEC

Board,
CySEC

Board,
CySEC,
Public

Board,
CySEC

Senior
Management,
CySEC

5.5.0ther Directorships held by the members of the Board

Annual

Annual

Annual

Annual

Annual

Quarterly

30/04/2019

30/04/2019

30/04/2019

30/04/2019

30/04/2019

11/05/2018
11/08/2018
11/11/2018
11/02/2019

In 2018, the members of the Board of Directors of the Company given their industry experience have
been taking seats in other Company boards. In line with this, the following table indicates the number
of positions that each member holds:
Table 9 Other Directorships

The table below discloses the number of directorships held by members of the management body.
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Address: Sarlo 9, Agios Athanasios, 4106 Limassol, Cyprus

34

Magic Compass Ltd is an Investment Firm supervised and regulated by the Cyprus Securities and Exchange Commission


http://www.magiccompass.com/

k MAGIC

License No. CIF 299/16  NAVIGATE YOUR TRADING

Table 9. Number of Directorships of the members of the Board of Directors

Director Function Number of Number of
Executive Non-
Directorship Executive
s Directorship
s
Mr. Vitalii Bulynin’ Executive Director 1 1
Mr. Tianxiang Xu? Executive Director 1 0
Mr. loannis Papazacharia® Independent, Non- 0 1
Executive
Mr. George Skordis Independent, Non- 0 3
Executive
Mr. Christophoros Tengeris Independent, Non- 0 2
Executive

1. Mr. Vitalii Bulynin was appointed in December 2018 as an Executive Director replacing
Mrs. Olga Soloveva-Osipova and Mrs. Anna llyukhina.

2. Mr. Tianxiang Xu was appointed as an Executive Director in March 2019.

3. Mr. loannis Papazacharia was appointed as a non-Executive Director in January 2019.

The above table provides the number of directorships held by each member of the management
body of the Company at the same time in other CIFs. Directorships in non-CIF entities are not
included in this table.
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6. REGULATORY CAPITAL
OWN FUNDS

In 2018, the Company has been able to maintain a good business environment and develop in line
with its strategic planning. The Company’s key resources that comprise its prudential regulatory capital
(Own Funds) have been stable throughout the year.

In line with CRR, the Company’s own funds for prudential purposes do not differ from the financial
accounting breakdown of equity therefore there is no need to provide further reconciliation on the

amounts presented in the composition below.

Table 10 Capital Structure under CRR

| usbwoo0

Share Capital 142

Share Premium 2.582

Reserves (1.990)

Deductions (Intangible Assets, ICF) (99)

Total Common Equity Tier 1 635

Additional Tier 1 Capital -

Total Tier 1 Capital 635

Tier 2 (Loan) -

Total Own Funds 635

The Company’s linear capital structure, as it can be observed above, has not been disrupted by the
changes in the new EU regulatory framework, therefore there was no need to use any failsafe
transitional provision and furthermore its current structure enables constant resource monitoring,
reducing any liquidity risk.

Compliance with the Regulation and the overall Pillar Il Rule
Internal Capital

The purpose of capital is to provide sufficient resources to absorb unexpected losses over and
above the ones that are expected in the normal course of business. The Company aims to
maintain a total capital adequacy ratio which will ensure there is sufficient capital to support the
Company during stressed conditions.

Recovery and Resolution plans

The Company is in the process to prepare a recovery plan according to the Law 20(1)/2016 for
the recovery of CIFs and other entities under the supervision of CySEC and pursuant to the
Directive 2014/59/EU of the European Parliament and the Council establishing a framework for
the recovery and resolution of credit institutions and investment firms (“BRRD”). The BRRD
establishes a three-stage mechanism (Preparation, Early Intervention and Resolution) for the
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management of insolvency situations.

All CIFs that are categorised as “Full Scope” are required to establish a recovery plan in order to
be prepared for possible financial difficulties and restore their viability in a timely manner during
periods of financial distress. These Recovery Plans are included in the first step of preparation
which needs to include a range of recovery options to deal with severe financial stress scenarios.
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7. CAPITAL REQUIREMENTS UNDER PILLAR |

The primary objective of the Company with respect to its capital management is to ensure that
it complies with the capital requirements regulation imposed by the European Union and
regulated by CySEC. Under this framework, the Company needs to monitor its capital base,
as mentioned in previous chapter, and maintain a strong capital adequacy ratio to be able to
promote itself as a healthy Company, fully compliant with the legislation, to support its
business and maximize shareholders’ value. In this respect, the capital requirements should
not be a restriction of business but rather as proactive risk management imposed to help both
the Company and its Client base.

The fundamental pillar of the capital adequacy framework, Pillar I, is based on the fact that the
Company must have own funds which are at all times more than or equal to the sum of its
capital requirements.

In line with CRR, Pillar | sets out the minimum regulatory capital requirements of firms to cover
credit, market and operational risk. The minimum total capital adequacy ratio an investment
firm is required to maintain is set at 8%. Moreover, with the introduction of Basel III/CRR, the
minimum capital adequacy ratio has been further defined and fragmented providing more
rigorous monitoring of core equity ratio which is set at 4.5% in contrast with the total ratio at
8% and within a period of 2-3 years the transitional introduction of capital buffers (as per the
chart below) will provide more capital requirements and also enhanced security.

The Board as well as the Risk Manager monitor the reporting requirements and have policies
and procedures in place to help meet the specific regulatory requirements. This is achieved
through the preparation of accounts to monitor the financial and capital position of the
Company.

The Company manages its capital structure and adjusts it in light of the changes in the
economic and business conditions and the risk characteristics of its activities.

The Company’s Own Funds, Capital Requirements and Capital Adequacy Ratio as at 31°t of
December 2018, are presented below:

38
Address: Sarlo 9, Agios Athanasios, 4106 Limassol, Cyprus
www.magiccompass.com | CySEC License 299/16 | Tel: +357 2502 3880 | Fax +357 2559 0300

Magic Compass is an Investment Firm supervised and regulated by the Cyprus Securities and Exchange Commission


http://www.magiccompass.com/

k MAGIC

License No. CIF 299/16  NAVIGATE YOUR TRADING

Table 11 Capital Requirements

31 December 2018

Capital Requirements - Pillar 1 USD ‘000

Core Equity Tier 1 (CET 1) 635

Additional Tier 1 Capital (AT 1) -

Total Tier 1 Capital 635
Tier 2 -
Total Own Funds 635
Risk Weighted Assets

Credit Risk 353
Market Risk 706
Operational Risk 0
Total Risk Exposure Amount 1.059
CET1 Capital Ratio 59.98%
T1 Capital Ratio 59.98%
Total Capital Ratio 59.98%
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8. CREDIT ASSESSMENT UNDER THE STANDARDISED APPROACH

For calculating the capital requirements of the Company mainly under the credit risk
requirement, for the exposure classes listed below, the external credit ratings from Moody’s
Analytics have been applied.

e Exposures to central governments or central banks.
e Exposures to institutions.
e Exposures to corporates.

The general ECAI association with each credit quality step complies with the standard
association published by CySEC as follows:

Table 12 ECAI association with CQS

. Institution e .
g&zﬁ;; Risk Weight w;tg;:'nutt;oA%s\;seg S_overeigns (_Zorpor:_alte
Step (Below 3 months) Risk Weight Risk Weight
1 Aaa to Aa3 20% 20% 0% 20%
2 A1to A3 20% 50% 20% 50%
3 Baa1 to Baa3 20% 50% 50% 100%
4 Ba1 to Ba3 50% 100% 100% 100%
5 B1 to B3 50% 100% 100% 150%
6 Caa’ and 150% 150% 150% 150%

For exposures to regional governments or local authorities, public sector entities and
institutions, the ECAIs are applied in the following priority:

1. lIssue/Exposure.
2. lIssuer/Counterparty.

3. Sovereign.

For exposures to central governments or central banks and corporates the ECAls are applied
in the following priority:

1. lIssue/Exposure.
2. Issuer/Counterparty.

The ECAIs are not considered where exceptions or discretions, as per the CRR, apply.
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9. REMUNERATION POLICY AND PRACTICES

Further to the application of enhanced corporate governance arrangements in relation with
the Board, the Company’s remuneration system has also been enhanced in respect to is
disclosure to promote further transparency.

Remuneration refers to payments or compensations received for services or employment.

Based on the above, the Remuneration policy includes the base salary and any bonuses or
other economic benefits that an employee or executive receives during employment and shall
be appropriate to the Company’s size, internal organization and the nature, the scope and the
complexity of its activities to the provisions of the Directive DI144-2014-14.

This kind of remuneration is not guaranteed and the BoD has determined a maximum
percentage of variable remuneration relative to the fixed remuneration in order to ensure
a compliant ratio between these two kinds of remuneration. Although, the maximum limit
on variable remuneration set at 100% of fixed salary, the limit could be set at 200% upon
shareholders’ approval according to the Article 21 of Directive DI144-2014-14.

The Company recognizes that its remuneration system have some features that
increases the low- selling risk. Therefore, the Company applies effective mitigation
controls for each part of the remuneration system.

During 2018, the Company's remuneration system is concerned with practices of the
Company for those categories of staff whose professional activities have a material impact on
its risk profile, i.e. the Senior Management and members of the Board of Directors; the said
practices are established to ensure that the rewards for the ‘executive management’ provide
the right incentives to achieve the key business aims.

The total remuneration of staff consists of fixed and variable components. Fixed and
variable components are appropriately balanced and the fixed component represents a
sufficiently high proportion of the total remuneration to allow the operation of a fully flexible
policy on variable remuneration components, including the possibility to pay no variable
remuneration component.

The remuneration mechanisms employed are well known management and human
resources tools that take into account the following factors in order to determine the
remuneration of each staff member:

a) knowledge and skills,

b) the adding value to the business,

¢) the demands (physical and mental) of the job,

d) amount of training and/or experience needed,

e) working conditions,

f) the importance and the amount of responsibility,

g) market dynamics such as the supply and demand for labour,
h) financial viability of the Company,
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1) economic performance of the country in which the Company operates,

j) employee’s personal goals and performance evaluation in relation to the
objectives set up at the beginning of the period,

k) employee’s professional conduct with clients.

Performance Appraisal

The Company has in place a performance appraisal method, which is based on a set of Key
Performance Indicators. , Each business unit indicate its target to promote the healthy
competition amongst personnel, personal interviews in regards to identification of weak and
strong sides of each employee performance-based and give feedback to the staff member in
order to motive them to be improved. The performance appraisal takes place several times a
year in order to ensure that the appraisal process assess employee’s long-term performance.

Remuneration of Senior Management Personnel and Directors

The remuneration of the senior management is intended to ensure that the Company will
attract and retain the highly qualified Executive Board members.

The remuneration of the Company’s non-executive directors is fixed and it is set at a level
that is market aligned and reflects the qualification and competencies required based on
the Company’s size and complexity, the responsibilities and the time that the non-
executive directors are expected to consume in order to serve the Company.

Table 13 Remuneration Figures for 2018

[(EUR) | No.ofstaff | Fixed | Variable | Non-cash | Total |

Senior Management
and staff whose
actions have a
material impact on
the risk profile of the
Institution

4 100 - - 100

Companies are required to disclose the number of natural persons that are remunerated
€1mIn or more per financial year, in pay brackets of €1min, including their job
responsibilities, the business area involved and the main elements of salary, bonus,
long-term award and pension contribution. Nevertheless, currently there are no natural
persons at the Company that are remunerated €1min or more per financial year and as
such the above disclosure is not applicable to the Company. No sign-on payments have
been awarded during 2018, while no severance payments were paid during the year.

Furthermore, aggregate remuneration analyzed by business area is presented below:

Aggregate remuneration analysis by business area for 2018

Aggregate Remuneration

€

Control Functions* 122
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Admin Dept, Marketing Dept, Sales Dept 93
Execution, R&T, Dealing Dept 121
Total 336

*Control functions include the Executive and Non-Executive Directors, Compliance

Department, the AML Department and the Risk Manager.
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10. LEVERAGE

According to Article 429 of the CRR, the leverage ratio is calculated as an institution's capital
measure divided by the institution's total exposure measure and is expressed as a percentage.
The Company shall disclose the Leverage Ratio and how it applies the definition of Tier 1
Capital.

The leverage ratio of the Company is calculated using the fully phased in definition of Tier 1
capital and the monitoring by the regulator will end in 2018, when a minimum ratio will be
established. Currently, a 3% minimum limit is being in place for monitoring purposes.

As at 315t of December 2018, the leverage ratio of the Company was equal to 98.84% using
a fully phased-in definition of Tier 1 Capital, as per the table below:

Table 14 Leverage Ratio Analysis

31 December 2018
-] USD ‘000

Exposure Values
(Risk Weighted Exposures = EUR -)

1.296
Tier 1 Capital
(No transitional provisions — Fully phased-in definition) 635
Leverage Ratio 48.99%

44
Address: Sarlo 9, Agios Athanasios, 4106 Limassol, Cyprus
www.magiccompass.com | CySEC License 299/16 | Tel: +357 2502 3880 | Fax +357 2559 0300
Magic Compass Ltd is an Investment Firm supervised and regulated by the Cyprus Securities and Exchange Commission



http://www.magiccompass.com/

Ak MAGIC

‘ License No. CIF 299/16  NAVIGATE YOUR TRADING

Appendix - Specific References to CRR

Scope of disclosure requirements

431(1) Requirement to publish Pillar IIl disclosures. Point 1.1

431(2) Disclosure of operational risk information. Point 3.3

431(3) Institution must have a policy covering frequency To be established within 2018
of disclosures. Their verification,
comprehensiveness and overall appropriateness.

431(4) Explanation of ratings decisions to SMEs upon N/A
request.

Frequency of disclosure

433 Disclosures must be published once a year at a Point 1.1
minimum, in conjunction with the date of
publication of the financial statements.

Means of disclosures

434(1) To include disclosures in one appropriate medium, Point 1.1
or provide clear cross-references to other media.

434(2) Equivalent disclosures made under other Point 1.1

requirements (i.e., accounting) can be used to
satisfy Pillar Ill if appropriate.

Risk management objectives and policies

435(1) (a)
435(1) (b)
435(1) (c)
435(1) (d)

435(1) (e)
435(1) (f)
435(2)

435(2) (a)
435(2) (b)
435(2) (c)
435(2) (d)

435(2) (e)

Disclosure of information as regards strategies
and processes, organisational structure of the
relevant risk management function, reporting and
measurement systems and risk mitigation/hedging
policies

Declaration approved by the Board on adequacy
of risk management arrangements

Concise risk statement approved by the Board

Information, once a year at a minimum, on
governance arrangements.

Number of directorships held by members of the
Board.

Recruitment policy of Board members, their
experience and expertise.

Policy on diversity of Board members, its
objectives and results against targets.
Disclosure of whether a dedicated risk committee
is in place, and number of meetings in the year.
Description of information flow on risk to the
Board.

Scope of application

436(a)
436 (b)

436 (b) (i)
436 (b) (ii)
436 (b) (iii)
436 (b) (iv)
436 (c)

Name of institution.

Difference on the basis of consolidation for
accounting and prudential purposes, naming
entities that are:

Fully consolidated;

Proportionally consolidated;

Deducted from own funds;

Neither consolidated nor deducted.

Impediments to transfer of funds between parent
and subsidiaries.

Point 2 and 3.1
Point 2 and 3.1
Point 2 and 3.1
Point 2 and 3.1

Beginning of the report

Point 2.3
Completing in 2018
Point 5.4

Point 5.5

Point 5.1
(To be established in 2018)
Point 5.2
(To be established in 2018)
Point 5.3

Point 5.4

Point 1.2
N/A

N/A
N/A
N/A
N/A
N/A
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risk

436 (d) Capital shortfalls in any subsidiaries outside of N/A
scope of consolidation and their names (if any).
436 (e) Use of articles on derogations from (a) prudential N/A
requirements or (b) liquidity
requirements for individual subsidiaries / entities.
Own Funds
437 (1) Requirements regarding capital resources table Points 6 & 7
437 (1) Points 6 & 7
437 (1) (a) Points 6 & 7
437 (1) (b) Points 6 & 7
437 (1) (c) Points 6 & 7
437 (1) (d) (i) Points 6 & 7
437 (1) (d) (ii) Points 6 & 7
437 (1) (d) (iii) Points 6 & 7
437 (1) (e) Points 6 & 7
437 (1) () Points 6 & 7
437(2) EBA shall develop implementation standards for N/A
points (a), (b), (d) and (e) above
Capital Requirements
438(a) Summary of institution’s approach to assessing Included in individual
adequacy of capital levels. assessments
438(b) Result of ICAAP on demand from competent Point 2.6
authority.
438(c) Capital requirement amounts for credit risk for Point 3.1
each Standardised approach exposure class (8%
of risk-weighted exposure).
438(d) Capital requirements amounts for credit risk for N/A
438(d) (i) each Internal Ratings Based approach exposure N/A
438(d) (ii) class. N/A
438(d) (iii) N/A
438(d) (iv) N/A
438(e) Capital requirements amount for market risk or N/A
settlement risk, or large exposures where they
exceed limits.
438(f) Capital requirement amounts for operational risk, Point 3.3
separately for the basic indicator approach, the
Standardised approach, and the advanced
measurement approaches as applicable.
Exposure to counterparty credit risk (CCR)
439(a) Description of methodology to assign internal N/A
capital and credit limits for counterparty credit
exposures.
439(b) Discussion of policies for securing collateral and N/A
establishing reserves.
439(c) Discussion of policies as regards wrong-way N/A
exposures.
439(d) Disclosure of collateral to be provided (outflows) in  N/A
the event of a ratings downgrade.
439(e) Derivation of net derivative credit exposure. N/A
439(f) Exposure values for mark-to-market, original N/A
exposure, standardised and internal model
methods.
439(g) Notional value of credit derivative hedges and N/A
current credit exposure by type of exposure.
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439(h)

439())

Notional amounts of credit derivative transactions
for own credit, intermediation, bought and sold, by
product type.

Estimation of alpha, if applicable.

Credit Risk Adjustments

442(a) Definitions for accounting purposes of ‘past due’
and ‘impaired’.

442(b) Approaches for calculating credit risk adjustments.

442(c) Exposures post-value adjustments (before
applying Credit Risk Mitigation and after applying
credit conversion factors) by different types of
exposures.

442(d) Exposures post value adjustments (before
applying Credit Risk Mitigation and after applying

442(e) credit conversion factors) by significant geographic
areas and material exposure classes.

442(f) Exposures post value adjustments by residual
maturity and by material exposure class.

442(9) Breakdown of impaired, past due, specific and

442(g) (i) general credit adjustments, and impairment

442(qg) (ii) charges for the period, by exposure class or

442(g) (iii) counterparty type.

442(h) Impaired, past due exposures, by geographical
area, and amounts of specific and general
impairment for each geography.

442(i)

442(i) (i) Reconciliation of changes in specific and general

442(i) (ii) credit risk adjustments.

442(i) (iii)

442(i) (iv)

442(i) (v)

442 Specific credit risk adjustments recorded to
income statement are disclosed separately.

Unencumbered assets

443 Disclosures on unencumbered assets.

Use of ECAIl’s

444(a) Names of the nominated ECAIs used in the
calculation of Standardised approach RWAs, and
reasons for any changes.

444(b) Exposure classes associated with each ECAI.

444(c) Description of the process used to transfer the
issuer and issue credit assessments onto items
not included in the trading book;

444(d) Mapping of external rating to credit quality steps.

444(e) Exposure values pre- and post-credit risk
mitigation, by credit quality step.

Exposure to market risk

445 Disclosure of position risk, large exposures
exceeding limits, FX, settlement and commodities
risk.

Operational Risk

446 Disclosure of the scope of approaches used to

calculate operational risk, discussion of advanced
methodology and external factors considered.

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A
N/A
N/A

N/A

N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A

Point 8

Point 8
Point 8

Point 8
Point 8

Point 3.2

Point 3.3
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Exposures in equities not included in the trading book

447(a)

447(b)

447(c)
447(d)

447(e)

Differentiation between exposures based on their
objectives and overview of the accounting
techniques and valuation methodologies used.
Recorded at fair value, and actual prices of
exchange traded equity where it is materially
different from fair value.

Types, nature and amounts of the relevant classes
of equity exposures.

Cumulative realised gains and losses on sales in
the period.

Total unrealised gains or losses, latent revaluation
gains or losses and amounts included in Tier 1
capital.

N/A

N/A

N/A

N/A

N/A

Exposure to interest rate risk on positions not included in the trading book

448(a)

448(b)

Nature of interest rate risk and key assumptions in
measurement models.

Variation in earnings, economic value, or other
measures used from upward and downward
shocks to interest rates, by currency.

Remuneration Disclosures

450
Leverage
451(1) (a)
451(1) (b)
451(1) (c)
451(1) (d)
451(1) (e)

451(2)

Remuneration Policy

Leverage ratio and analysis of total exposure
measure, including reconciliation to financial
statements, and derecognised fiduciary items.

Description of the risk management process to
mitigate excessive leverage and factors that had
an impact on the leverage ratio during the year.
EBA shall develop implementation standards for
points above.

Use of Credit Risk mitigation techniques

453(a)

453(b)

453(c)

453(d)

453(e)

453(f)

453(9)

Policies and processes, and an indication of the
extent to which the CIF makes use of on- and off-
balance sheet netting.

Policies and processes for collateral valuation and
management.

Description of types of collateral used by the CIF.

Types of guarantor and credit derivative
counterparty, and their creditworthiness.
Information about market or credit risk
concentrations within the credit mitigation taken.

For exposures under either the Standardised or
Foundation IRB approach, disclosure of the
exposure value covered by eligible collateral.

For exposures under either the Standardised or
Foundation IRB approach, disclosure of the
exposure covered by guarantees or credit
derivatives.

N/A

N/A

Point 9
Point 10
N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A
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Use of the Advanced Measurement Approaches to operational risk

454 Description of the use of insurance or other risk N/A
transfer mechanisms for the purpose of mitigating
operational risk.
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