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DISCLOSURE

The Disclosure and Market Discipline Report for the year 2020 has been prepared by Windsor Brokers
Ltd as per the requirements of Regulation (EU) No. 575/2013 issued by the European Commission and
Directives DI144-2014-14, DIl44-2014-14(A) issued by the Cyprus Securities and Exchange

Commission.

Any information that was not included in this report was either not applicable for 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.

Windsor Brokers Ltd is regulated by the Cyprus Securities and Exchange Commission under License
number 030/04.

Contact Us

Address 53 Spyrou Kyprianou Ave., 4003 Mesa
Yitonia, Limassol, Cyprus

Telephone 357-25-500505

Web site www.windsorbrokers.eu
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GENERAL NOTES

Windsor Brokers Ltd (the “Company”) has prepared this Disclosures and Market Discipline Report
(the “Report”).

The Report is based on the audited financial statements of the Company for the year ended 31
December 2020.

The information contained within these disclosures is presented for the purpose of explaining how
risks are managed by the Company and to disclose the own funds requirements corresponding to
these risks, in line with “Specific publication requirements” as stipulated in paragraph 32 of Section
4 of Part Il (“Supervisory measures and powers”) of the Cyprus Securities and Exchange
Commission (hereinafter “CySEC”, “Commission”, or “Regulator”) Directives DI144-2014-14 and
DI144-2014-14(A), and the requirements of Regulation (EU) No. 575/2013 of the European
Parliament and of the Council of 26 June 2013 on the prudential requirements for credit institutions
and investment firms and amending Regulation (EU) No. 648/2012 (the “CRR” or the “Regulation”).
The Report has been reviewed by the Company’s Management Body and has been verified by the
Company’s external auditor.

Where the disclosures do not convey the risk profile of the Company, the Company shall publicly
disclose the information necessary in addition to that required in accordance with Article 431(1) of
the Regulation. However, it shall only be required to disclose information which is material and not
proprietary or confidential in accordance with Article 432 of the Regulation.

The disclosures are published on the Company’s website: https://en.windsorbrokers.eu/.

All figures are stated in US Dollars. Figures are rounded to the nearest thousand except where
otherwise stated. Figures in parenthesis, represent negative numbers.

As at 31 December 2020 the Company did not have any encumbered assets. Furthermore, the
Company does not undertake any securitisation activity.

Where designated as N/A, the relevant requirement is Not Applicable for the Company.
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Specific reference to Articles of the Capital Requirements Regulation

CRR Ref. High-level summary

Compliance

reference

Scope of disclosure requirements

431(1) Requirement to publish Pillar Il disclosures
431(2) Disclosure of Operational Risk information

Institutions must have a policy covering frequency of
431(3) disclosures. Their verification, comprehensiveness and
overall appropriateness.

431(4) Explanation of ratings decisions to SMEs upon request

Section 1.1

Section 8

Section 1.1 &
1.2

N/A

Non-material, proprietary or confidential information

Compliance with
this provision is

432 Non-material, proprietary or confidential information covered through
the Pillar 1
Disclosures

Frequency of disclosure

433 Frequency of disclosure - Disclosures must be published Section 1.2

once a year at a minimum

Means of disclosures

General Notes &

434 (1) Provide disclosures in an appropriate medium Section 1.2
Equivalent disclosures made under other requirements N/A — Entirely

434 (2) (i.e. accounting) can be used to satisfy Pillar 111 if covered with this
appropriate document

Risk management objectives and policies

435 (1) (@) Disclosure of information on strategies and processes,

435 (1) (b)  organisational structure of each risk management Section 3

435 (1) (c) function, reporting and measurement systems and risk

435 (1) (d) mitigation/hedging policies.

435 (1) (e) Declaration gpproved by the management body on Section 3.6
adequacy of risk management arrangements
Concise risk statement approved by the management

435 (1) () body describing the Company's overall risk profile Section 3.4

associated with the business strategy

Information, including regular, at least annual updates,

4352 regarding governance arrangements
Number of directorships held by members of the
435(2) (@) management body
435 (2) (b) Recruitment policy of management body members, their
experience and expertise.
435 (2) () Policy on diversity of management body members, its

objectives and the extent to which these objectives

Section 2 & 3.3

Section 2.2

Section 2.3

Section 2.4
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CRR Ref. High-level summary Compliance
reference
and targets have been achieved
435 (2) (d) Disclosure of whether a separat_e risk committee is in Section 2.5
place, and number of meetings in the year
435 2) () Description of information flow on risk to management  Sections 3.2 &

body

3.3

Scope of application

General Notes &

436 (a) Name of institution Section 1.1
Outline of the differences in the basis of consolidation
for accounting and prudential purposes, with a brief
436 (b) description of the entities that are fully consolidated, N/A
proportionally consolidated, deducted from own funds or
neither consolidated nor deducted
Any current or foreseen material practical or legal
436 (c) impediment to.th(.e. .prompt transfer of own funds.or Section 1.1
repayment of liabilities among the parent undertaking
and its subsidiaries
The aggregate amount by which the actual own funds
436 (d) are Igss than t.he required m.mm?um in all subsidiaries N/A
not included in the consolidation, and the name or
names of such subsidiaries
Use of articles on derogations from (a) prudential
requirements or (b) liquidity requirements for individual N/A
436 (e) A i
subsidiaries/entities
Own funds
437 (1) Information regarding the Company’s Own Funds Section 4
EBA shall lop impl i f icl .
437 (2) shall develop implementation standards for article Appendix 1
above
Capital requirements
438 () Summary of |pstltutlons approach to assessing Section 5
adequacy of capital levels
438 (b) Result of ICAAP on demand from competent authority N/A
Credit risk capital requirement amounts per
Standardised Approach exposure class (8% of risk Section 6.4
438 (c) .
weighted exposure)
438 (d) Capital requ_irements amounts for credit risk for each N/A
Internal Ratings Based approach exposure class
Capital requirements amounts for market risk or
438 (e) settlement risk, or large exposures where they Section 7.2

exceed limits
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. Compliance
CRR Ref. High-level summary P
reference
Capital requirement amounts for operational risk,
separately for the basic indicator approach, the Section 8.2
438 (f) Standardised approach, and the advanced
measurement approaches as applicable
Exposure to counterparty credit risk (CCR)
i t ign int I .
439 (a) Informatlon of the_ methodology used to assign interna Section 6.5
capital and credit limits for counterparty credit exposures
Discussion of policies for securing collateral and  Sections 6.1 &
439 (b) . .
establishing credit reserves 6.2
. . f lici i sk
439 () Discussion of policies as regards wrong-way ris N/A
exposures
Discussion of the impact of the amount of collateral
439 (d) the institution would have to provide given a N/A
downgrade in its credit rating
Gross positive fair value of contracts, netting benefits,
439 (e) netted current credit exposure, collateral held and net N/A
derivatives credit exposures
Exposure values for mark-to-market, original
439 () exposure, standardised and internal model Section 6.4
methods as applicable
. | f . vative h
439 (g) Notlgnal value of credit derlvatl.ve edges and current N/A
credit exposure by types of credit exposure
Notional amounts of credit derivative transactions for
439 (h) own credit, intermediation, bought and sold, by product N/A
type
The estimation of alpha (“0”) if the institution has
439 (i) received the permission of the competent authorities to N/A
estimate a
Capital Buffers
440 (1) (a) Geographical distributions of credit exposures Section 6.4.2
440 (1) (b) Amount of the institution specific countercyclical buffer Section 5.1
EBA i he Regul Technical ndar on
440 (2) |ssue.t e ggu atory Technical Standards N/A
countercyclical capital buffer
Indicators of global systemic importance
441 Indicators of global systemic importance N/A
Credit risk adjustments
442 Ir\formatlo_n r_egar_dlng the institution's exposure to credit Section 6.3
risk and dilution risk
Unencumbered assets
443 Disclosures on unencumbered assets N/A

Use of ECAIs




PILLAR 1ll DISCLOSURES REPORT 2020

W3

WINDSORBROKERS

. Compliance
CRR Ref. High-level summary P
reference
Names of the nominated ECAIs used in the calculation
444 (a) of Standardised approach RWAs, and reasons for any
changes
444 (b) Exposure classes associated with each ECAI.
Description of the process used to transfer )
. . . . . Section 6.5
the issuer and issue credit assessments onto items in the
444 (c) )
Banking book
444 (d) Mapping of external rating to credit quality steps
444 (e) Exposure values pre-credit risk mitigation and post-credit
risk mitigation, by credit quality step
Exposure to market risk
445 I_Dls_closure of position risk, large g)_(pos_ures exceeding Section 7.2
limits, FX, settlement and commodities risk
Operational risk
Disclosure of the scope of approaches used to calculate
446 operational risk, discussion of advanced methodology Section 8
and external factors considered.
Exposure in equities in the Banking book
Information on exposure in equities in the Banking
book, including 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
447 e?<change tradeq equity where it is materially Section 7.3
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 and Total unrealised gains or losses, latent
revaluation gains or losses and amounts included in
Tier 1 capital
Exposure to interest rate risk on positions in the Banking book
Nature of interest rate risk and k mptions in .
448 (a) ature of interest rate risk and key assumptions Section 7.3
measurement models
Variation in earnings, economic value, or other
measures used from upward and downward shocks to N/A
448 (b) .
interest rates, by currency
Exposure to securitisation positions
449 Exposure to securitisation positions N/A
Remuneration disclosures
450 Remuneration policy Section 9
Leverage
451 (1) Leverage ratio and analysis of total exposure measure Section 10
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CRR Ref.  High-level summary Compliance
reference
451 (2) EBA developed implementation standards for points N/A
above
Use of the IRB Approach to credit risk
452 Use of the IRB Approach to credit risk N/A

Use of credit risk mitigation techniques

Policies and processes, and an indication of the extent
453 (a) to which the Company makes use of on-balance sheet Section 6.2
and off- balance sheet netting

Policies and processes for collateral valuation and

453 (b) management NIA
453 (c) Description of types of collateral used by the Bank Section 6.2
453 (d) Types of guarantor and credit derivative counterparty, N/A

and their creditworthiness

453 (¢) Information about market or credit risk concentrations Section 6.2
within the credit mitigation taken '

For exposures under either the Standardised or the
Foundation IRB approach, disclosure of the exposure
covered by eligible financial collateral and other eligible
collateral

453 (f) N/A

For exposures under either the Standardised or
453 (g9) Foundation IRB approach, disclosure of the exposure N/A
covered by guarantees or credit derivatives

Use of the Advanced Measurement Approaches to operational risk

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

Use of Internal Market Risk Models

455 Use of Internal Market Risk Models N/A
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1. INTRODUCTION

1.1 Pillar 3 Regulatory Framework and Scope of Application

The present Pillar Il Disclosures report is prepared by Windsor Brokers Ltd a Cyprus Investment Firm
(“CIF”) authorized and regulated by the Cyprus Securities and Exchange Commission under license
number 030/04.

In accordance with Part Eight of Regulation (EU) No. 575/2013 (the “Regulation” or “CRR”), 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 governance
including its remuneration system. The scope of the disclosures is to promote market discipline and to
improve transparency of market participants.

The current regulatory framework comprises of three pillars. The focus of this Report is Pillar III.

e Pillar | covers the calculation of risk weighted assets (“RWAs”) for Credit Risk, Market Risk and
Operational Risk;

o Pillar Il covers the Supervisory Review and Evaluation Process (“SREP”), which assesses the
Internal Capital Adequacy Assessment Process (the “ICAAP”) and provides for the monitoring and
self-assessment of an institution’s capital adequacy and internal processes;

o Pillar Il covers external disclosures that are designed to provide transparent information on
regulatory capital adequacy, risk exposures and risk management and internal control processes.

Following WB’s own assessment, conducted in 2019, utilizing CySEC’s decision tree and the relevant
provisions as stipulated in CySEC’s Directive 144-2014-14 and Regulation EU N0.575/2013, reached
the conclusion that it is subject to the consolidated supervision of CySEC. It is further noted, that Windsor
Holdings Ltd, the parent company of WB, is not required by the International Financial Reporting
Standards and/or Companies Law and/or any other legislation to prepare consolidated audited financial
statements. Therefore, the Company is making the disclosures on a standalone (solo) basis.

The Company does not foresee any material practical or legal impediment to the prompt transfer of own
funds or repayment of liability to its parent.

The Report is based on the audited financial statements of the Company for the year ended
31 December 2020.

The information contained in this report is reviewed by the Company’s external auditors who prepared
and submit to the CySEC their auditor’s verification report. The Company’s auditor is PKF Savvides &
Co Limited.

The Pillar 11l Disclosures report has been reviewed and approved by the Company’s Board of Directors.

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. As such, the Board of Directors (“BoD” or the “Board”) 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.

l|Page
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1.2 Frequency and means of disclosure

In line with Article 433 of the Regulation, the Company’s Management, taking into consideration the size
and complexity of the Company’s operations has decided that the Pillar 3 disclosures will be prepared
and published on an annual basis, in conjunction with the date of issuance of the Company’s financial
statements, on the Company’s website https://en.windsorbrokers.eu/.

Due to the COVID-19 pandemic, CySEC issued the Circular C381 on Extension of reporting/notification
deadlines, through which it extends the deadline for the publication of the Pillar IIl disclosures for the
year ending 31t December 2020, up to 30/06/2021. The extension takes into consideration that the
remittance date of the annual audited financial statements for 2020 has been extended up to 30" June
2021. As per the Article 433 of the CRR “Annual disclosures shall be published in conjunction with the
date of publication of the financial statements”.

The Pillar 3 disclosures for 2020 are published in May 2021.

1.3 Company Information

Windsor Brokers Limited is an Investment Firm incorporated in the Republic of Cyprus through the
Department of Registrar of Cyprus and Official Receiver under the Cyprus Company Law, Cap 113 as
a Limited Liability Company with registration number HE119081. It offers financial products and market
making services to individuals and corporate clients.

The Company obtained its license from CySEC on 20/05/2004, with license number 030/04; the
Company is 100% owned by Windsor Holdings Ltd incorporated in the Republic of Cyprus through the
Department of Registrar of Cyprus and Official Receiver. The Company, regulated by CySEC, is
authorized to offer the following investment and ancillary services:

Investment services
¢ Reception and transmission of orders in relation to one or more financial instruments.
e Execution of Orders on Behalf of Clients.
e Dealing on Own Account.

Ancillary services

e Granting credits or loans to an investor to allow him to carry out a transaction in one or more
financial instruments only if Windsor Brokers Ltd is involved in the transaction.

o Safekeeping and administration of Financial Instruments for the account of Clients, including
custodianship and related services such as cash/collateral management

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

¢ Investment research and financial analysis or other form of general recommendation relating to
transactions in Financial Instruments.

2|Page
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2. INTERNAL GOVERNANCE

Internal Governance refers to the formal set of structures, communication lines, procedures and rules
that govern the operations of the Company. Robust governance arrangements include a clear
organizational structure, well defined lines of responsibility, effective risk management processes,
control mechanisms and remuneration policies. The main responsibility for internal governance lies with
the Board of Directors.

A clear organizational structure, with well-defined roles and responsibilities, promote accountability and
transparency which are important elements for a strong risk management framework. The Company’s
organizational structure is outlined in the following chart:

Board of Directors

Function

| (BoD) i
i Risk Management Audit _ !
: I udit Committee |
Internal Audit Function |- _ - i 4-eyes i
~ .:. - :
Compliance & AML _ _ _ 4=~ Chief Executive Officer i
] Functions P I
-7 | !
-7 |
Risk Management i Chief Operating Officer |

Business Units

Figure 1: WB Organizational Structure

2.1 Board of Directors

The Company’s Board of Directors consists of individuals of sufficiently good repute and sufficiently
experienced as to ensure the sound and prudent management of the Company. As at the reference
date of this report, WB’s Board of Directors was constituted by three Executive Directors and three Non-
Executive Directors, two of which are independent Non-Executive Directors.

The BoD is responsible to determine and explicitly state the Company’s strategic goals and monitor the
progress towards their achievement. Additionally, it is responsible for determining the internal structure
of the Company, the reporting lines and assigning responsibilities and accountabilities, so it ensures the
separation of duties and the prevention of conflicts of interests. Having set the Company’s strategic

3|Page
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goals and structure, the BoD is responsible for leading WB towards meeting its goals through the
approval of appropriate policies, procedures and rules for its internal operations.

2.2 Number of directorships

As per the provisions of paragraph 9 of Law 87(1)/2017 regarding the provision of investment services,
the exercise of investment activities and the operation of regulated markets (the “Law”), a director of a
CIF that is significant in terms of its size, internal organization 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;
o four non-executive directorships.

According to the provisions of paragraph 9 (4) of the Law, executive or non-executive directorships held
within the same group shall count as a single directorship.

Despite the fact that the Company is not considered significant in terms of size, the Company’s Board
of Directors makes an effort to ensure that none of the directors have too many directorships that would
not allow them to devote sufficient time to the Company. The number of directorships held by the
members of the Board, all of which have been approved by the CySEC, are outlined in the table below:

Other Directorships

Position within the

Company Executive Non-Executive

Directorships Directorships
Hanna N.I. Abu Aitah Executive Director 1 1
Issa N.I. Abu Eita Executive Director 1 1
Andreas Kontos Executive Director 1 -
Naji N.I. Abu Aitah Non-Executive 1 1

Director

. Independent, Non-
Petros Florides P . . - 4
Executive Director

Panayiotis Independent, Non-
Kanellopoulos* Executive Director

Table 1: Number of directorships

*Mr. Panos Kanellopoulos, independent NED and Chairman of the Risk Committee, resigned from the
Board of Directors on 315t December 2020.

2.3 Recruitment Policy for the selection of members of the Board of
Directors

One of the BoD’s main responsibilities is to identify, evaluate and select candidates for the BoD and
ensure appropriate succession planning. The persons proposed for appointment should have
specialised skills and/or knowledge to enhance the collective knowledge of the BoD and must be able
to commit the necessary time and effort to fulfil their responsibilities.

Factors considered for the appointment of directors include the following:

4|Page
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e Specialized skills and/or knowledge in accounting, finance, banking, law, business
administration or related subjects;

¢ Knowledge of and experience with financial institutions (“fit-and-proper”);

¢ Integrity, honesty and the ability to generate public confidence;

¢ Knowledge of financial matters including understanding financial statements and financial ratios;

e Demonstrated sound business judgment;

e Conflicts of interest and independence of mind;

e Time commitment;

e Collective suitability.

With regards to the actual knowledge, skills and experience of the members of the Board, the Board of
Directors comprises of professionally qualified members who have collectively varied experiences and
skills, including, amongst others, finance, accounting, legal, banking, investments and risk management.
Additionally, each independent Director has a strong background in his field adding specialised value to
the Company’s Board of Directors.

2.4 Diversity policy with regards to the selection of Board members

Diversity is increasingly seen as an asset to organizations and linked to better economic performance;
it is an integral part of how the Company does business and imperative to commercial success. The
Company acknowledges the value of having a diverse and skilled BoD which includes and makes use
of “differences” in skills, experience, background, race and gender between BoD members. A balance
of these differences is considered when determining the optimum composition of the BoD.

2.5 Risk Management Committee

Although the Company is not considered a significant CIF, as it does not meet the thresholds of the
Circular C228, it utilizes Board Committees which support and advise the management body. The Board
has established a Risk Management Committee (“RC”) in order to better handle the risks arising from
the conduct of its business.

The Risk Management Committee consists of three non-executive directors, two of which are
independent non-executive directors. The committee meetings attend also the CEO and the Risk
Manager. The members have varied experiences and backgrounds, relating to accounting, banking,
investments, risk management, and governance, adding as such the necessary value to risk
management.

The RC meets as and when required to carry out its functions. During 2020, the RC held five (5)
meetings.

The main role of the RC is to advise the BoD on the Company’s overall current and future risk appetite
and strategy and assist the BoD on overseeing the implementation of that strategy by the Senior
Management. The Committee shall review and, if appropriate, challenge the process undertaken by the
business in setting its Risk Appetite.

The main responsibilities of the RC include the following:

e Recommending to the Board of Directors the Company’s risk strategy and risk appetite for each
of the identified risks, given the Company’s risk capacity;
e Ensuring that identified risks are managed and controlled by the relevant person(s);
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Ensuring that the identified risks are appropriately monitored and, where necessary, appropriate
actions are taken;

Ensuring that the relevant persons are fully aware of the necessity to be alert to any potential
risks, not identified up to date, given the continuously changing environment.
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3. RISK MANAGEMENT OBJECTIVES AND POLICIES

3.1 Risk Strategy

Risk is an everyday part of the Company’s business model; the Company’s business activities expose
it to risk, which may adversely affect its profitability and strategic goals. In order for the Company to
manage its expectations towards risk and to achieve its business objectives without jeopardising its
reputation, it has established proper organisational measures, through the implementation of sound risk
management and internal control systems and by appropriately balancing opportunities and risks. The
risk strategy of the Company is the responsibility of the BoD.

At Windsor Brokers, risks are identified and managed in the business by following the principles of
Enterprise Risk Management, which supports the Senior Management in embedding effective risk
management and strong risk culture. Two comprehensive risk related frameworks are implemented,
namely the Risk Appetite Framework and the Risk Management Framework, throughout the Company.
The establishment of the two frameworks fosters continuous monitoring of the risk environment and an
integrated evaluation of risks and their interactions. It also ensures a consistent approach to monitoring,
managing and mitigating the risks the Company accepts and incurs in its activities.

Risk Appetite defines the level of risk Windsor is willing to take across the different risk types. It is key
for the Company’s decision-making process, including business, planning, new product approvals and
business change initiatives. By applying mandate and scale limits across the company, WB enables and
controls specific activities.

The risk governance arrangements and risk management tools established, enable the Company to
identify, assess, monitor, manage and report its risks. The Risk Management Committee considers risk
matters relevant to the business and advises the Board accordingly, based on the findings and
recommendations of the Risk Manager.

The management of risk is ingrained into each level of the business, with all employees being
responsible for the understanding and managing of risks, though the ultimate accountability resides with
the Board. This is done by specifying responsibilities according to the “Three Lines of Defence” (“3LoD”).
Each line is overseen by the next, resulting in a strong design, implementation, remediation, monitoring
and testing framework, with independence and robust governance.

Internal stress tests are another important element in WB’s risk and capital management. They often
include potential adverse macroeconomic, geopolitical and operational risk events that could have
material impact on the Company based on its business model and its key operating markets.

3.2 Risk Governance

Risk Governance is a hierarchical structure that governs decision-making in the area of Risk
Management. It includes the organizational structure of Risk Management as well as set of rules,
instructions, policies and procedures.

The Company deploys the three lines of defense model (“3LoD”) for effective risk management. Each
of the three “lines” plays a distinct role within the organization’s wider governance framework. The model
distinguishes among three groups or “lines”:

- 1st Line: Functions that own and manage risks — the operational functions. The first line of
defence is primarily responsible to set up the processes and procedures through identifying,
managing/mitigating, monitoring and reporting threats and risk(s).
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- 2" Line: Functions that oversee risks — primarily the Compliance, AML and Risk Management
functions. The second line of defence is responsible for assessing, evaluating and measuring
risks; identifying issues and requesting remedial action where necessary, by issuing guidance
to the first line where necessary.

31 Line: Functions that provide independent assurance — primarily the Internal Audit function.
The third line of defence is responsible to check and report on the first and second line of
defence as to whether the processes and procedures incorporated by the relevant departments
are complying with the regulations and internal processes.

RISK & CONTROL

First line of Defence An estahlished
Management and business units whose risk and control [—"' )Y
operations are directly related to risk environment N
™
AV A
. » Strategic

Second line of Defence management
Control functions: * Policy and n Board,

: : procedure [ Senior
Compliance function, AML, and Risk setting M Management
Management. » Functional

oversight

Provides
independent

challenge and
assurance

Figure 2: Three lines of defence

The Company has implemented an organizational chart with clear reporting lines and responsibilities in
regard to risk management. Although risk management is the responsibility of each employee within the
Company, the responsibility to develop a proper risk management infrastructure lies with the following
three bodies:

Board of Directors (“BoD” or “the Board”): The BoD has the ultimate responsibility for the risk
appetite of the Company and retains the overall responsibility for risks. It is responsible for setting and
updating the risk appetite, in consultation with the Risk Committee, at least annually. The Board must
approve and periodically review the strategies and policies for taking up, managing, monitoring and
mitigating the risks the Company is or might be exposed to.

Risk Management Committee (“RC” or “Risk Committee”): The main role of the RC is to advise the
BoD on the Company’s overall current and future risk appetite and strategy and assist the BoD on
overseeing the implementation of that strategy by the Senior Management. The Committee shall review
and, if appropriate, challenge the process undertaken by the business in setting its Risk Appetite.

Risk Management Function (“RMF”): The RMF is responsible to ensure that all material risks are
identified, measured and promptly reported.
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Figure 3: Risk Governance structure

Risk Governance within Windsor Brokers comprises of the following three elements:
1. Organizational structure that ensures independence and direct access to the BoD;
2. Risk standards, including policies, procedures and methodologies;
3. Risk Reporting (details in section 3.4).

The Company’s BoD receives regularly 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.

The RC ensures that all different types of risks taken by the Company are monitored and reported to the
Board of Directors. Moreover, the RC is responsible for making recommendations and indicating in
particular whether the appropriate remedial measures have been taken in the event of any deficiencies
identified.

The Senior Management (executive directors) is responsible for the monitoring of the adequacy and
effectiveness of the risk management policies and procedures 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, including compliance failures.

It is the responsibility of each department to monitor and assess its risks, as well as arrange for the
management of its risks. All departmental managers and staff, are accountable for the management of
risks relevant to their area of responsibility. Their responsibility lies in the identification, reporting and
management of risks. The head of each department is responsible for creating an appropriate risk
culture that allows for risk taking while not compromising the opportunity for growth.

As WB falls under the consolidated supervision of CySEC, the risk management of the group is
conducted by WB’s Risk Management Function, which ensures compliance with applicable regulatory
requirements.
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3.3 Risk Reporting and Control

The purpose of risk reporting is to provide the Senior Management and the Board of Directors with an
overview of the risk profile of the business, both at a given point in time and over an extended time
period. Additionally, it allows management to identify potential threats and proactively focus on areas of
high risk or sensitive for the day-to-day operations of the firm. Risk reporting enables WB to take
preventative and corrective actions in order to mitigate risk.

The following table lists all risk related reports issued within WB.

Risk Register

Risk
Dashboard

COREP (PI
CAR)

ICAAP
Report

(Pl CAR)

Annual Risk
Management
Report

Annual
Compliance
Report

Annual AML
Compliance
Report

Internal
Audit Report

A log for documenting risks
and actions to manage each
risk

A report highlighting key
performance and risk metrics
against established limits.

Reports presenting the
Company’s capital adequacy
calculations, large exposure
geographical breakdown and
leverage ratio calculations.

Presents the Company’s
current and future capital
requirements.

Outlines the Company’s risk
profile and provides
recommendations for
enhancing Risk Management

Assessment of the Company’s

level of compliance with its
obligations against applicable
laws

Provides information for the
effectiveness of the policy,
practices, measures,
procedures and controls
applied for the prevention of

money laundering and terrorist

financing

Provides information for the
effectiveness of the internal
policies, practices, measures,
procedures and controls
applied within WB.

Risk
Management

Risk
Management

Finance,
Risk
Management

Risk
Management

Risk
Management

Compliance

Anti-money
Laundering
Officer

Internal Audit

Senior
Management,
Risk Committee

Senior
Management,
Risk Committee

Senior
Management,
Risk Committee,
CySEC

Senior
Management,
BoD

Senior
Management,
BoD, CySEC

Senior
Management,
BoD, CySEC

Senior
Management,
BoD, CySEC

Senior
Management,
BoD, CySEC

Bi-annually,
Ad-hoc

Monthly/
Quarterly

Quarterly

Annually

Annually

Annually

Annually

Annually
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Disclosure of information Risk Senior
Pillar I relating to risk management, Management,
. . X Management, Annually
Disclosures capital structure, capital . BoD, CySEC,
. Finance .
adequacy and risk exposures Public

Table 2: Risk related reports within WB

3.4 Risk Profile

WB offers products and market making services to retail and professional clients. The Company
provides clients the ability to trade with financial instruments. As a market maker, the Company acts as
the counterparty to clients’ trades. The exposures resulting from its market making activities are
consequently hedged based on the Company’s Risk Management Policy.

The Company acts on a principal capacity whereby it is the sole execution venue for the execution of
orders booked through MT4. Such clients’ orders are either executed against the Company’s own trading
book or through other prime brokers.

Business Risk is the uncertainty around expected profits because of uncertainties inherent in the
business such as competition, change in customer tastes and preferences.

Reputational Risk is the risk that an action, transaction, investment, or event will reduce trust in the
firm’s integrity and competence by clients, counterparties, investors, regulators, employees, or the
public.

Operational Risk is the risk of loss resulting from inadequate or failed internal processes, people and
systems or from external events; it includes legal risk (the potential losses due to regulatory or legal
action) and people risk (risks to the organization and its performance that can be attributed to the
workforce; they include behavioral actions, deliberative (human fraud) and non-deliberative (human
error), organization structure, capabilities, deployment, mobility, attraction, retention, talent and
succession management and issues pertaining to employee relations).

Compliance (including Regulatory and AML Risk) is exposure to legal penalties, financial forfeiture
and material loss that may result from failing to act in accordance with industry laws and regulations,
internal policies or prescribed best practices. Regulatory risk is associated to potential changes in the
legislations that govern the Company’s operational activities which may adversely affect the financial
performance and position of the Company.

Credit Risk is the risk of default on a debt from a counterparty’s inability to meet its financial obligations.

Market Risk is the risk that the value of an investment will decrease due to changes in market factors.
Market risk is decomposed to Equity Risk, Interest Rate Risk, FX Risk and Commodities Risk.

Concentration Risk is the risk from exposures that may arise within or across different risk categories
and may produce losses large enough to threaten the institution’s health or ability to maintain its core
operations or a material change in the Company’s risk profile. The interaction between the different risk
exposures may stem from a common underlying risk driver or from interacting risk drivers.

Liguidity Risk can be divided into two sub-categories: funding liquidity risk and asset liquidity risk.
Funding Liquidity risk is the risk that the Company will be unable to meet its current or future obligations.
Asset Liquidity risk is a risk that for a certain period of time a given financial asset, security, or commodity
cannot be traded quickly enough in the market without impacting the market price.

Technology Risk is any threat for technology failures to disrupt the Company’s normal business such
as information security incidents or service outages.
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3.5 Risk Appetite

Risk appetite represents the amount of risk an organization is willing to accept in pursuit of its strategy
or of a desired financial performance (return). The BoD, following the recommendations of the Risk
Committee, is responsible for annually setting and updating the risk appetite and monitoring the
Company’s risk profile. Risk appetite is expressed in both quantitative and qualitative terms and covers
both on-balance sheet and off-balance sheet threats.

Risk appetite is an expression of the type and amount of risk the Company is prepared to take. It
promotes consistent, risk-informed decision-making aligned with strategic objectives and it also supports
robust corporate governance by setting clear risk-taking boundaries.

On an annual basis, the Board considers the nature and extent of the Company’s risks that it is willing
to take to achieve its strategic objectives and for maintaining sound risk management and internal control
systems. The risk appetite is considered in the context of the regulatory environment, the sectors in
which WB operates and WB'’s culture.

The Board of Directors and the Senior Management use a combination of different and complementary
skills to assess the risks facing the business. In determining its risk appetite, the Board considers
amongst others:

e Updates provided by Senior Management on key strategic and operational matters;
e The short-term and long-term strategic plan;

¢ Significant matters that have been reserved for the Board;

¢ Risk assessments conducted by the risk management function;

e The reports of the internal audit.

The Board has agreed a risk appetite that provides the reference point against which to benchmark risk
management reviews and risk mitigation activity within the organization. The risk appetite defines the
boundaries within which risk-based decision-making can occur and outlines the expectations for the
operation of the control environment.

Windsor Brokers will not accept any threat of “High Risk” post mitigation. The Company is willing
to bear or retain risks that are assessed as “Low”, “Medium-Low” or “Medium-High” (only if related to its
core business) in pursuit of its objectives.

Risks are regularly reviewed, challenged, prioritized and monitored by the Senior Management, the
Audit and Risk Committees and the Board to determine the overall risk profile both qualitatively and
quantitatively. The level of risk considered appropriate to accept in achieving strategic objectives is
reviewed and validated by the Board annually. The appropriateness of mitigating actions is determined
in accordance with the Board approved risk appetite for the relevant area.

3.6 Board of Directors Declaration - Adequacy of Risk Management
Arrangements

The Board of Directors considers that the risk management arrangements and procedures are adequate
given the size and complexity of the Company’s activities, and in particular, the Board of Directors
confirms that the risk management systems in place are adequate with regard to the Company’s risk
profile and strategy and in line with the principle of proportionality.
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4. OWN FUNDS

According to Commission Implementing Regulation (EU) No 1423/2013 of 20 December 2013
(“Regulation 1423/2013”), Own Funds comprise of the following elements:

l. Tier 1 Capital (consisting of the sum of the Common Equity Tier 1 capital (“CET1”) and Additional
Tier 1 capital of the institution),
Il.  Tier 2 Capital.

As at 31 December 2020, the Company’s regulatory capital base consisted of Common Equity Tier 1,
which includes share capital and retained earnings. From CET1, the Company deducts its intangible
assets and Investors Compensation Fund contribution. The Company did not have any Additional Tier
1 capital or Tier 2 as at 31 December 2020.

The Company has applied the methodology referred to in Article 2 of Regulation 1423/2013, to provide
a reconciliation of the own funds items to the audited financial statements. The table below provides the
Company’s own fund structure as at 31 December 2020 in line with the aforementioned regulation:

31 December 2020
Regulatory Own Funds
usD’000

As per Balance Sheet

Share Capital 1,509
Share Premium -
Retained Earnings 33,168
Total Equity as per Balance Sheet 34,677
Less Other Intangible Assets (13)
Less Contributions to ICF (88)
Common Equity Tier 1 Capital 34,576
Additional Tier 1 Capital -
Total Tier 1 Capital 34,576
Tier 2 Capital -
Total Own Funds as per capital requirements 34,576

Table 3: Reconciliation of Balance Sheet and regulatory own funds

Share Capital
As at 31 December 2020, the Company’s share capital consisted of 600,000 ordinary shares of EUR
1.71 each, which was issued at a premium. All ordinary shares rank equally and carry one vote.

Deductions from Own Funds
In accordance with Articles 7 and 36 of the CRR, the Company deducts the following items from its
CET1 capital:

- Intangible Assets, amounting to USD 13k;
- Investors Compensation Fund (“ICF”) contribution amounting to USD 84Kk.
- Cash buffer for extraordinary contribution to the ICF amounting to USD 4k.

More information on the main features of the Company’s capital instruments and Own Funds, is provided
in Appendix 1.
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5. CAPITAL REQUIREMENTS

The Company must have own funds which are at all times more than or equal to the sum of its capital
requirements. Pillar | sets out the minimum regulatory capital requirements for banks and investment
firms to cover credit, market and operational risk.

WB is subject to minimum capital requirements equal to 8% of its risk weighted assets, plus capital
buffers. Capital requirements are fragmented further to requirements for Common Equity Tier 1 ratio
and Tier 1 ratio, which are set to 4.5% and 6% respectively.

5.1 Capital Buffers

The Central Bank of Cyprus, acting as the designated macroprudential authority of Cyprus, has set the
following macroprudential capital buffers.

» Capital Conservation Buffer (“‘CCB”);
» Institution-specific Countercyclical Capital Buffer (“CCyB”);
» Other systemic important institutions (“O-SII”) buffer.

The Capital Conservation buffer requirement, as described under paragraph 52 of Directive DI144-14-
2014, is set at 2.5%.

In 2018 the Central Bank of Cyprus decided, in accordance with the powers vested in it by section 5(2)
of the Macroprudential Oversight of Institutions Law, 2015, to exempt a number of Cyprus Investment
Firms (CIFs), including Windsor Brokers, from the requirement to maintain an institution-specific
Countercyclical Capital Buffer (CCyB), due to their small and medium-size. The exemption for small and
medium sized CIFs was revoked in 2020. The institution-specific CCyB for Windsor Brokers is 0.065%.

In 2019, CySEC issued the Policy Statement on the Risk Management Arrangements of Cyprus
Investment Firms Providing Investment Services in CFDs, with which it imposes an additional capital
buffer of Common Equity Tier 1 to investment firms that have market risk transfer arrangements in place
with entities domiciled in jurisdiction that do not have or are unlikely to have an adequate prudential
regime. This capital requirement must be equal to the higher value of either a) €2,000,000, or b) 2% of
their total risk exposure. As at 315t December 2020, Windsor Brokers did not collaborate with Liquidity
Providers or had any market risk transfer arrangements in place with entities that do not meet the
conditions of the CyEC’s Policy Statement PS-01-2019. Therefore, it is not required to maintain an
additional capital buffer.

Windsor Brokers is not an O-SlI, hence it is not required to maintain a systemic buffer.

The Capital Adequacy Ratio (“CAR”) expresses the Company’s capital base as a proportion of the total
Risk Weighed Assets. Even though the basic total capital adequacy ratio remains at 8%, the introduction
of the capital buffers, as noted above, increased the minimum regulatory requirements to 10.565%.

5.2 Approaches for calculating Capital Requirements under Pillar |

The CRR provides some flexibility for firms to choose which methodology to follow when calculating
Pillar | capital requirements. Windsor Brokers has adopted the following approaches:

Credit Risk: Standardised approach — assesses capital requirements using standard industry-wide risk
weightings based on a detailed classification of asset types, ratings and maturity.
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Counterparty Credit Risk: Mark to Market method (MTM) — used for derivatives which is the sum of
the current market value of the instrument plus an add-on that accounts for the potential change in the
value of the contract over its residual maturity.

Market Risk: Standardised approach — a calculation is prescribed that depends on the type of contract,
the net position at a portfolio level, and other inputs that are relevant of the position. The calculation
captures both systematic risk (i.e. risk from changes in the broader market/sector) and idiosyncratic risk
(i.e. risk from factors affecting the specific security).

Operational Risk: Basic Indicator approach — own funds requirements for operational risk is equal to
15% of the average over three years of the relevant indicator as set out in Article 316 of the Regulation.

5.3 Internal Capital Adequacy Assessment Process

Further to the requirements of Pillar I, a more detailed approach on managing risks is achieved through
the preparation of the Internal Capital Adequacy Assessment Process (“ICAAP”) report prepared in line
with the guidelines issued by the CySEC.

The ICAAP report acts as an important tool for decision making, as it approaches the risk assessment
from a holistic internal perspective enabling the Company to assess risks, reduce residual risk and
enable more precise future decision making.

The ICAAP presents an overview of Windsor’s approach to risk and capital management and aims to
assist the Company ensure that it holds sufficient internal capital to support its current and planned
operations, as well as to strengthen its internal control systems and overall risk culture. The ICAAP
report also describes how the Company uses the ICAAP within its business and strategic decision
making. ICAAP policies and procedures are reviewed on an annual basis.

The last ICAAP, with reference date 31/12/2019, was approved by the Risk Committee and Board of
Directors. The report showed that the Company has a balanced risk profile, a strong financial and capital
position, effective risk management policies / procedures and maintains enough capital to absorb
potential future losses both under business as usual and under stressed conditions. The Company
expects to update the ICAAP report within 2021.

5.4 Capital Adequacy

The Company’s Own Funds and Capital Requirements as at 31st of December 2020, are presented
below:

31 December 2019 31 December 2020
Capital Requirements Pillar 1

usD’000 usD’000
Common Equity Tier 1 38,567 34,576
Additional Tier 1 Capital 0 0
Total Tier 1 Capital 38,567 34,576
Tier 2 Capital 0 0
Total Own Funds 38,567 34,576
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Risk Weighted Assets

Credit Risk 13,743 19,993
Market Risk 143,772 149,141
Operational Risk 13,851 10,923
Total Risk Weighted Assets 171,366 180,057

Table 4: Capital Requirements

The Company maintained a strong capital position over 2020, providing significant comfort against
current and expected risk exposures. The table below benchmarks WB’s CAR against the regulatory
minimum capital requirements.

Minimum Regulatory Requirements
(including capital buffers)*

Company'’s ratio

CET1 ratio 19.20% 7.065%
Tier 1 ratio 19.20% 8.565%
Total Capital ratio 19.20% 10.565%

Table 5: Capital ratio against minimum requirements

*Capital Buffers as shown in section 5.1.
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6. CREDIT RISK

Credit risk is defined as the potential that a counterparty may fail to meet its obligations in line with
agreed terms. Counterparty credit risk is the risk that the counterparty (defined as any natural or legal
person) to a transaction could default prior to the final settlement of the cash-flows of the transaction.

6.1 Credit Risk Management

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

- deposits with banks;

- deposits with financial institutions, including liquidity providers;

- credit to clients;

- unrealised profits.

Credit risk management is based on established policies, procedures and controls. Specifically,
management of credit risk is performed as follows:
- maintenance of policies that limit credit exposures to any particular counterparty including credit
institutions and liquidity providers;
- counterparty creditworthiness assessments and periodic monitoring of counterparties;
- maintenance of a Risk Appetite Policy, which includes investment guidelines and restrictions;
- monitoring on a regular basis of the credit exposures within the treasury portfolio;
- maintenance of a Margin Requirements Policy and stop loss limits on trading. Stop loss limits
are in place and monitored on a daily basis to ensure that any potential losses that might arise
are mitigated.

Further to the above, the Company has policies to diversify credit risk and to limit the amount of credit
exposure to any particular counterparty in compliance with the requirements of the Regulation (Part Four
— Large Exposures).

6.2 Credit Risk Mitigation

WB employs a range of techniques and strategies to actively manage credit risks. Policies and
procedures govern the protection mechanisms applied by the Company. These mechanisms aim to
control credit risk taking into consideration concentrations in individual names and geographical regions.
The mitigation measures are divided into 2 main categories:

- Setting and monitoring risk limits
- Netting off

Credit risk management is accomplished through the maintenance of predetermined exposure limits to
any particular counterparty, including but not limited to banks and liquidity providers. Risk limits are
imposed to the level of counterparty, credit rating and country. The limits are reviewed annually or when
there is a material change in the risk-taking capacity or risk appetite of the Company.

Credit risk mitigation is also applied for WB’s CFD positions. The Company requires margin from its
clients, in the form of cash, in order to mitigate any credit risk arising from open positions. Additionally,
the Company collateralises the mark to market exposure of its derivative portfolio with its Liquidity
Providers on a net basis.
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As the Company does not use financial collaterals, other than the margin requirements, the value of its
exposures before and after credit risk mitigation are the same. Details on the Company’s credit
exposures can be found in Section 6.4.

The Company does not have market or credit risk concentrations within the credit mitigation taken.

6.3 Credit Risk Adjustment

6.3.1 Definition of “past due” and “impaired”

Past due

The definition of “past due” for accounting purposes, in accordance with IFRS 9 - “Financial Instruments”
(Appendix A), is as follows: “A financial asset is past due when a counterparty has failed to make a
payment when contractually due’.

Impaired

An asset must not be carried in the financial statements at more than the highest amount to be recovered
through its use or sale. If the carrying amount exceeds the recoverable amount, the asset is described
as impaired. In such cases the Company reduces the carrying amount of the asset to its recoverable
amount, and recognises an impairment loss.

6.3.2 Impairment of financial assets

From 1 January 2018, the Company assesses on a forward-looking basis the ECL for debt instruments
(including loans) measured at AC and FVOCI and with the exposure arising from loan commitments and
financial guarantee contracts. The Company measures ECL and recognises credit loss allowance at
each reporting date. The measurement of ECL reflects: (i) an unbiased and probability weighted amount
that is determined by evaluating a range of possible outcomes, (ii) time value of money and (iii) all
reasonable and supportable information that is available without undue cost and effort at the end of each
reporting period about past events, current conditions and forecasts of future conditions.

The carrying amount of the financial assets is reduced through the use of an allowance account, and
the amount of the loss is recognised in the statement of profit or loss and other comprehensive income
within "net impairment losses on financial and contract assets".

Debt instruments measured at AC are presented in the statement of financial position net of the
allowance for ECL. For loan commitments and financial guarantee contracts, a separate provision for
ECL is recognised as a liability in the statement of financial position.

For debt instruments at FVOCI, an allowance for ECL is recognised in profit or loss and it affects fair
value gains or losses recognised in OCI rather than the carrying amount of those instruments.

Expected losses are recognised and measured according to one of two approaches: general approach
or simplified approach.

For trade receivables including trade receivables with a significant financing component and contract
assets and lease receivables the Company applies the simplified approach permitted by IFRS 9, which
uses lifetime expected losses to be recognised from initial recognition of the financial assets.

For all other financial asset that are subject to impairment under IFRS 9, the Company applies general
approach - three stage model for impairment. The Company applies a three stage model for impairment,
based on changes in credit quality since initial recognition. A financial instrument that is not credit-
impaired on initial recognition is classified in Stage 1.
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Financial assets in Stage 1 have their ECL measured at an amount equal to the portion of lifetime ECL
that results from default events possible within the next 12 months or until contractual maturity, if shorter
("12 Months ECL"). If the Company identifies a significant increase in credit risk ("SICR") since initial
recognition, the asset is transferred to Stage 2 and its ECL is measured based on ECL on a lifetime
basis, that is, up until contractual maturity but considering expected prepayments, if any ("Lifetime
ECL").

If the Company determines that a financial asset is credit impaired, the asset is transferred to Stage 3
and its ECL is measured as a Lifetime ECL. Additionally the Company has decided to use the low credit
risk assessment exemption for investment grade financial assets.

6.3.3 Value adjustments and provisions for impaired exposures

The Company has the following types of financial assets that are subject to the expected credit loss
model as at 315t December 2020:

e trade receivables
e cash and cash equivalents

Net impairment losses on financial and contract assets recognised in profit or loss in 2020 was
US$82,543.

6.4 Capital Requirements for Credit Risk

The Company follows the Standardized Approach under Pillar | for calculating its credit risk capital
requirements, as specified in CRR. It categorizes assets in line with the exposure class and uses the
regulatory prescribed methodology to assign applicable risk weights.

The tables below indicate the Company’s credit risk exposure under Pillar 1, as at the end of 2020 in
accordance with the requirements of Part Eight, Title Il “Technical Criteria on Transparency and
Disclosure”, Article 442 of CRR.

6.4.1 Total and average amount of net exposures

The following table presents the total and average amount of net exposures during 2020, broken down
by different types of exposure classes. Exposure classes that are not relevant to the Company’s
activities are not presented in the table.

The average net exposures correspond to the average of the quarterly net amounts by exposure class.
Net exposures relate to amounts post value adjustments but before the application of credit conversion
factors.

e Net value of exposures Average net expgsures

31 December 2020 at the end of the period over the period
uUSD’000 uUSD’000

Sovereign 237 201

Institutions 17,273 18,858

Corporates 11,868 14,388

Retail 53 65

Other items 294 331

Total 29,725 33,843

Table 6: Total and average net amount of exposures
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6.4.2 Exposures by geographical distribution

The following table presents the geographical distribution of the exposures, broken down in significant
areas by material exposure classes. It is noted that the geographical analysis is based on country of
operation/residence of the customer/counterparty.

Exposure by geographical distribution as at 31 December 2020

ﬁjsss;:);)l)ass UK Palestine  Jordan  Singapore Luxembourg Cyprus Other!  Total
Sovereign 237 0 237
Institutions 8,743 3,283 2,593 729 1,925 17,273
Corporates 103 5,626 4,075 1,166 898 11,868
Retail 53 0 53
Other items 294 0 294

Table 7: Exposures by geographical distribution

6.4.3 Exposures by Industry

The table below presents the credit exposures by industry and exposure classes:

Distribution of exposures by industry as at 31 December 2020

Financial Other

Exposure Class
usD’000

uUsD’000 UsD’000

Sovereign - 237 237
Institutions 17,273 - 17,273
Corporates 10,286 1,582 11,868
Retalil - 53 53
Other items - 294 294

Table 8: Distribution of exposures by industry

6.4.4 Exposures by Residual Maturity

The table below presents credit exposures by residual maturity and exposure classes. The exposure
refers to on-balance sheet and off-balance sheet items whereas the “net exposure value” is calculated
by deducting credit risk adjustments from the gross amount.

Net exposure value as at 31 December 2020

Exposure Class < 3 months =S months > 1 year NO staFed

<=1year maturity

uSD’000 uUSD’000 uUSD’000 usSD’000 uUSD’000

Sovereign 237 237
Institutions 10,864 2,700 3,709 17,273
Corporates 6,349 3,800 1,719 11,868
Retail 53 53
Other items 294 294

Table 9: Exposures by Residual Maturity

1 Other geographical areas with exposure above 100,000 USD include Switzerland, Belize, Germany, Denmark, Ireland, Kuwait and Lebanon.
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6.4.5 Own Funds Requirements against Exposures

The table below presents the own funds requirements for each of the applicable exposure classes set
out in Article 112 of the Regulation:

Exposure Cz_ipital
Exposure Class Requirements
uUSD’000 uUSD’000 uUSD’000
Sovereign 237 237 19
Institutions 17,273 7,467 597
Corporates 11,868 11,972 958
Retail 53 40 3
Other items 294 277 22
Total 29,725 19,993 1,599

Table 10: Own funds requirements per asset class

6.5 Use of external credit assessment institutions

The Company uses external credit assessment, and specifically the long-term credit assessments, by
accredited ECAls, namely Moody’s, Standard & Poor’s (“S&P”) and Fitch, to determine the risk weight
of an exposure. The Company follows the provisions of JC/CP/2017/61 for the mapping of credit ratings
with corresponding credit quality steps (“CQS”). This approach gives it access to multiple independent
credit assessments.

Where credit assessments result in different CQSs, the Company follows the provisions of CRR for
determining the applicable risk weight. Specifically:

i. where only one credit assessment is available from a nominated ECAI for a rated item, that
credit assessment shall be used to determine the risk weight for that item;

ii. where two credit assessments are available from nominated ECAIls and the two correspond to
different risk weights for a rated item, the higher risk weight shall be assigned;

iii. where more than two credit assessments are available from nominated ECAIs for a rated item,
the two assessments generating the two lowest risk weights shall be referred to. If the two lowest
risk weights are different, the higher risk weight shall be assigned. If the two lowest risk weights
are the same, that risk weight shall be assigned.

The use of ECAI assessments is in compliance with the requirements of Article 138 of the Regulation.
The credit assessments produced by ECAIs are used consistently and continuously for all exposure
classes without exceptions. The Company uses the same approach for its entire portfolio unless there
are material differences in the way it performs its business.

When calculating the capital requirements for credit risk for both on-balance sheet and off-balance sheet
positions, the Company assigns risk weights to its exposures based on their exposure type and rating.
The process used to transfer issuer and issue credit assessments onto items not included in the trading
book is applied in the following priority:

i.  Where a specific instrument has a credit assessment, the specific credit assessment is used for
determining the risk weight to be assigned to that item;
i.  Where a specific instrument does not have a credit assessment, the credit assessment of the
issuer is used;
iii. Where neither the specific instrument and nor its issuer a credit assessment, the relevant
exposure shall be treated as unrated as per the provisions of the CRR.

The ECAI ratings are not taken into account where exceptions or discretions as per the CRR apply.

The exposure values associated with each CQS are presented in the table below:
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CQSs
Asset Class No
(USD"000) 1 2 3 4 5 6 Rating Total
Sovereign 237 237
Institutions 3,283 8,014 670 26 5,280 17,273
Corporates 145 11,723 11,868
Retalil 53 53
Other 294 294
Grand Total 3,283 8,159 237 0 670 26 17,350 29,725

Table 11: Exposure values associated with each CQS

The table below provides the exposures to credit risk values after credit risk mitigation under the
standardised approach by risk-weight and exposure class.

Risk weight Total Ofwhich
unrated

52‘;333‘3 classes 20% 50%  75%  100%  150%
Sovereign 237 237 -
Institutions 10,167 3,370 3,710 26 17,273 5,280
Corporates 145 11,284 439 11,868 11,723
Retalil 53 53 53
Other items 17 277 294 293
Total 17 10,312 3,370 53 15,508 465 29,725 17,350

Table 12: Exposure values per risk weight
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/7. MARKET RISK

Market risk is the risk of a change in the actual or effective market value, or earnings of a portfolio of
financial instruments, caused by adverse movements in market variables such as equities, bonds,
commodities, currency exchange, interest rate, etc.

In the context of Pillar I, Market Risk can be divided in the following categories:

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

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.

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

Foreign Exchange Risk: is the financial risk that exists when a financial transaction is denominated in
a currency other than the base currency of the Company.

7.1 Market Risk Management

Given the Company’s operations, the Company is exposed to all of the aforementioned risks. To this
end, a number of policies have been set to minimize market risk exposures; the risk management
controls in place include the following:

e monitoring of market risk exposures on a continuous basis and active hedging of positions,
taking into account notifications from the Dealing / Trading Room;

e maintenance of a Market Risk Management Policy and a Risk Appetite Policy, which include
investment guidelines and restrictions, including asset allocation targets, maximum duration
requirements for bonds and structured products, to manage the treasury portfolio and mitigate
any potential market risks;

e denomination of the Company’s assets in USD, which is the Company’s functional and
presentation currency, to minimise possible exposures to foreign exchange losses;

e establishment and control of foreign exchange limits, through the establishment of maximum
value of exposure to a particular currency, as well as through the utilization of sensitivity
analysis.

7.2 Capital Requirement calculation for Market Risk

The Company uses the Standardised Approach for the purposes of calculating the minimum capital
requirements for market risk. The table below presents the RWAs and capital requirements for market
risk in relation to outright products. It is noted that the Company does not undertake any securitisation
activity.
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Capital requirements

315t December 2020

UsD’000 UsSD’000

Outright products

Traded Debt Instruments risk (general and specific) 10,892 871
Equity risk (general and specific) 29,710 2,377
Foreign exchange risk 103,924 8,314
Commodity risk 4,615 369
Total 149,141 11,931

Table 13: Market Risk under the standardized approach

7.3 Exposures not included in the trading book

As at 31 December 2020, the Company did not have any exposures in equities that were not part of its
Trading Book.

The Company’s banking book includes interest-bearing deposits with various financial institutions.
However, its income and operating cash flows are substantially independent of changes in market
interest rates. Additionally, the Company does not have any loans the repayment of which could be
affected from changes in the interest rates. Hence the Company’s interest rate risk from position not
included in the trading book is considered minimal.
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8. OPERATIONAL RISK

Operational risk is the risk of loss resulting from inadequate and / or failed internal processes, people
and systems or from external events. Operational risk includes legal risk but excludes strategic and
reputational risk. The operational risk umbrella comprises of a number of risks as follows:

e Business Continuity Risk;

e Legal and Compliance Risk;

e Business Process and Control Failure Risk;

¢ Risk of unforeseen situations / External Fraud;

e Internal Fraud Risk;

e People Risk;

e Outsourcing Risk;

¢ Information Technology and Information Security Risk.

8.1 Operational Risk Management

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:

e Maintaining a strong internal control governance framework;
e Managing operational risk exposures through a consistent set of processes that drive risk
identification, assessment, and control and monitoring.

As operational risk encompasses a number and wide range of risks, the controls implemented are as
wide to cover them. Such mitigation techniques include, amongst others, the following:

o Implementation of internal control procedures, such as the four-eye principle, approvals,
reconciliations as well as recording and monitoring of calls. Key Performance Indicators are also
used to regularly monitor the performance of personnel;

e Establishment of various arrangements to ensure business continuity and controls in relation to
data and information security, such as a detailed Business Continuity and Disaster Recovery
plan, controlled access, antivirus systems, alerts on phishing emails, etc.;

¢ Performance of enhanced monitoring and review procedures by the Company’s Compliance
department for the purposes of managing legal and compliance risk. An Anti-Money Laundering
("AML") Policy has been developed including procedures to identify and manage money
laundering and terrorist financing risks, as well as the know-your-customer procedures;

o Establishment of an in-house internal audit function which evaluates the adequacy and
effectiveness of the Company’s internal control systems, policies and procedures;

e Establishment of a People Risk Management Framework which aims to foster risk culture by
strengthening people management practices and enhancing the skills and knowledge of
employees

8.2 Capital Requirement for Operational Risk

The Company uses the Basic Indicator Approach (“BIA”) for the calculation of the capital requirements
in relation to operational risk. As per Article 315 of CRR, under the Basic Indicator Approach, the own
funds requirement for operational risk is equal to 15% of the average over three years of the relevant
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indicator. The average over three years is calculated on the basis of the last three twelve-monthly
observations at the end of the financial year.

Based on the relevant calculations, the operational risk capital requirement as at 31st December 2020
is as follows:

Operational risk capital requirements - BIA 31 December 2020
uUsSD’000

Year 1 6,371

Year 2 5,879

Year 3 5,226
Average 5,825

Risk Weighted Exposure 10,923
Capital Requirements 874

Table 14: Capital Requirements for Operational Risk
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9. REMUNERATION POLICY AND PRACTICES

Following the provisions of the Regulation (EU) No 575/2013, and CySEC Circulars C138 and C145,
the Company has adopted a remuneration policy through which aims to ensure that it has risk-focused
remuneration controls and procedures which are consistent with and promote effective risk
management. The Remuneration Policy applies to all employees and/or relevant persons/staff members
(“staff?”), as per the legislative requirements.

The BoD, in its supervisory function, periodically, and at least annually, reviews the principles of the
Remuneration Policy and is responsible for its implementation. As per the requirements of Directive
DI144-2014-14, the Risk Committee, shall assist the BoD in examining the incentives provided to all
staff through the remuneration policies and procedures set by the Company.

The Remuneration Policy covers total remuneration (i.e. fixed and variable). The remuneration system
incorporated by the Company includes the measures taken for the avoidance of conflicts of interest.

9.1 Key design characteristics of the remuneration system

The Company’s Policy is in line with its business strategy, objectives, values and long-term interests
and it is designed in such a way as not to create incentives that may lead relevant persons to favour
their own interest. It also incorporates measures to avoid conflicts of interest (e.g. when it comes to the
remuneration of its employees, having directly or indirectly an impact on Clients’ best interests) and to
promote code of conduct requirements as well as promote investor protection and serve Clients’ best
interest.

Furthermore, the Policy considers the role performed by relevant persons, the type of products offered,
and the methods of distribution as to prevent potential conduct risk and conflict of interest risks and to
ensure the company adequately manages any related residual risk.

Moreover, the Company’s Policy is consistent with sound and effective risk management and intended
to deter risk-taking beyond the Company’s expressed risk appetite and risk tolerance levels. Further,
staff engaged in Control Functions (Compliance Officer, Risk Manager, Money Laundering Compliance
Officer, Internal Auditor) are only remunerated in accordance with the achievement of the objectives
linked to their functions, independent of the performance of the business areas they control.

The applicability of the Company’s Policy is reviewed at least annually by the Board of Directors, in the
context of an internal review for compliance with the relevant legislation as well as to confirm
applicability, viability and alignment with the industry’s remuneration standards (e.g. to ensure base
salary levels are not set at artificially low levels).

Fixed remuneration

Fixed remuneration varies for different positions/roles depending on each position’s actual functional
requirements, and it is set at levels which reflect the educational level, experience, accountability, and
responsibility needed for an employee to perform each position/role.

Variable remuneration

2 Relevant persons/staff, for the purposes of the Remuneration Policy, are natural persons, client-facing front-office
staff, sales force staff, service providers (call centres), tied agents, who directly or indirectly are providing relevant
services to clients on behalf of the Company and/or are involved in the provision of investment and/or ancillary
services and whose remuneration may create inappropriate incentives to act against the best interests of clients.
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The Company has a “variable remuneration scheme” in place whereby the employees may receive
variable remuneration in addition to their monthly fixed salary paid in cash. The Company would not
award, pay or provide guaranteed variable remuneration.

The variable remuneration reflects a sustainable and risk adjusted performance as well as performance
in excess of that required to fulfil the employee’s job description as part of the terms of employment. The
variable remuneration should give no rise to conflicts of interest between company’s employees and
clients.

Deferral policy

The variable remuneration component could be subject to deferral. In cases where a variable
remuneration component of a particularly high amount is awarded, even though such component has
been approved by the shareholders, a large portion of the amount should be deferred as per the
Directive DI1144-2014-14. The length of the deferral period shall be established in accordance with the
business cycle, the nature of the business, its risks and the activities of the person in question.

Payments related to early Termination

Payments related to the early termination of an agreement reflect the performance achieved over time
and shall not reward failure or misconduct.

Remuneration and Capital

The Company shall ensure that the total variable remuneration does not prevent its ability to strengthen
its capital base. The Policy underlines the link between the Company’s variable remuneration costs and
the need to manage its capital base including forward-looking capital planning measures. Where the
Company needs to strengthen its capital base, its variable remuneration arrangements should be
sufficiently flexible to allow it to direct the necessary resources towards capital building.

The measurement of performance used to calculate variable remuneration components or pools of
variable remuneration components and allocation of variable remuneration includes an adjustment for
all types of current and future risks and takes into account the cost of the capital and the liquidity
required.

9.2 Link between pay and performance

The Company operates an annual appraisal process which establishes objectives for all staff covering
both financial and non-financial metrics, specific behavioural competencies including compliance and
risk management behaviours with regards to the Company’s policies and procedures. The Company
considers this process to address fully the requirement of Items (a) and (b) of Paragraph 21 of the
Directive on “Variable elements of remuneration” DI1144-2014-14.

The Company’s policy ensures that remuneration is linked with performance and the total amount of
remuneration is based on a combination of the performance assessment of:

i. the individual (quantitative as well as qualitative criteria are taken into account; annual
performance evaluation and performance rating are taken into account),
ii. the business unit concerned, and
iii. the overall results of the Company (as long as conflicts of interest are mitigated, as described
in this Policy).

The Board of Directors of the Company takes into account, when determining remuneration awards, the
need to ensure an appropriate ratio between fixed and variable pay.

The fixed remuneration is determined on the basis of the role and position, including professional
experience, seniority, education, responsibility, job complexity, local market conditions, etc. The
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performance-based (or variable) remuneration motivates and rewards staff for contributing to
sustainable results, performing in accordance with agreement(s) and set expectations for the Company,
strengthening long-term client relations, generating income and increasing the shareholders’ value.

For variable elements of remuneration:

1. The fixed and variable components of total remuneration are appropriately balanced and the fixed
component represents a sufficiently high proportion of the total remuneration of the staff, whereby
certain principles shall apply, including amongst others, the following:

(a) The variable component shall not exceed 100% of the fixed component of the total remuneration
for each staff member,

(b) The Company’s shareholders may approve a higher maximum level of the ratio between the
fixed and variable components of remuneration provided the overall level of the variable
component shall not exceed 200% of the fixed component of the total remuneration for each
staff member.

(c) Any approval of a higher ratio must be carried out in accordance with the following procedure:
i. the shareholders shall be notified in advance,

ii. the shareholders shall act upon a detailed recommendation by the Company giving the
reasons for, and the scope of, an approval sought, with reference to the staff affected,
their functions and the expected impact on the requirement to maintain a sound capital
base,

iii. the measurement of performance for calculation of variable remuneration components
shall include adjustment for all types of current and future risks and take into account the
cost of capital / liquidity required;

2. Performance is assessed in accordance with the long-term outcomes taking into account the
underlying business cycle of the Company and its business risks, with high consideration given to
the qualitative results,

3. The total variable remuneration shall not limit the ability of the Company to strengthen its capital
base,

The policy is fully flexible, allowing for the non-payment of the full portion of the variable
remuneration components.

e

9.3 Aggregate quantitative information on remuneration

The table below provides aggregate quantitative information on the remuneration of the staff whose
actions have a material impact on the risk profile of the Company. Such staff include, the executive
directors, the heads of control functions and other risk takers.

Remuneration

Business area

usD’000
Executive Directors 3 330 -
Control Functions 4 243 18
Other 4 238 10
Total Remuneration 11 811 11

Table 15: Remuneration by business area

It is noted that there were no amounts of deferred remuneration awarded, paid out and reduced, and
there were no individuals remunerated by EUR 1 million or more.
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10. LEVERAGE

In accordance with the CRR, Article 429, the leverage ratio shall be calculated as an institution's capital
measure divided by the institution's total exposure measure, expressed as a percentage. The capital
measure is defined as Tier 1 capital while the exposures measure is defined as the sum of the exposures
values of all assets and off-balance sheet items not deducted when determining the capital measure.

Risk of excessive leverage means the risk resulting from an institution’s vulnerability due to leverage or
contingent leverage that may require unintended corrective measures to its business plan, including
distressed selling of assets which might result in losses or in valuation adjustments to its remaining
assets.

A minimum leverage ratio is not set within CRD IV, however, the Basel Committee has set an indicative
threshold of 3% for a minimum leverage ratio for monitoring purposes. Currently, there is no requirement
to meet capital requirements based on leverage ratio.

The leverage ratio shall be calculated using the following two capital measures:

i.  Tier 1 capital: fully phased-in definition, which is the amount of Tier 1 capital without taking into
account the derogations advised by the CRR,

ii. Tier 1 capital: transitional definition, which is the Tier 1 capital subject to the provision of Part
Ten of the Regulation.

Institutions shall calculate the end-of-quarter leverage ratio as per the provisions of the CySEC.

As at 31 December 2020, the leverage ratio of the Company was 78.97% as depicted in the table below,
which is above the recommended minimum of 3%.

31 December 2020
USD’ 000

Total assets as per published financial statements 43,739
Adjustments for derivative financial instruments 2
Intangible assets (13)
Balances with Investors’ Compensation Fund (88)
Other adjustments 143
Leverage exposure measure 43,783
Tier 1 Capital 34,575
Leverage Ratio 78.97%

Table 16: Summary reconciliation of accounting assets and leverage ratio exposures

31 December 2020

USD’ 000
Total on-balance sheet exposures (excluding derivatives, SFTs, and
exempted exposures), of which 43,883
Trading book exposures 17,710
Banking book exposures, of which 26,173
Exposures treated as sovereigns 237
Institutions 13,620
Retail exposures 53
Corporate 11,868
Other exposures 395

Table 17: Split-up of on balance sheet exposures
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The CRD oversees, manages and closely monitors leverage along with the exposures to risk and the
solvency ratio of the Company to ensure that the risk of excessive leverage is identified and properly
managed.

The Company maintains a proactive approach on managing the leverage ratio. The risk of excessive
leverage is managed by monitoring the leverage ratio and measuring the distance of the Company’s
ratio from the regulatory minimum limit. In cases where the leverage ratio deteriorates significantly, the
Company reviews the available options, including decrease in the risk weighted exposures, to reduce
leverage within the acceptable levels.

Given that the Company’s leverage ratio of 78.97% is well above the recommended minimum ratio of
3%, it appears that the leverage exposure is at an appropriate level, safeguarding the resilience of the
Company’s business model and ongoing operations.
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Appendix 1: Main Features of Common Equity Tier 1 Instruments in accordance with Annex Il of
the EU regulation No 1423/2013

Capital instruments main features template

1 lssuer Windsor Brokers
Ltd
5 Unique identifier (e.g. CUSIP, ISIN or Bloomberg identifier for N/A
private placement)
3 Governing law(s) of the instrument Cyprus
Regulatory treatment LaSv?gzs.ng
4 Transitional CRR rules N/A
5 Post-transitional CRR rules N/A
6 Eligible at solo/(sub-)consolidated/solo & (sub-)consolidated Solo
7 Instrument type (types to be specified by each jurisdiction) Ordinary shares
8 grg;urrgcge;or%rgzi?ngl (;Z?:)Iatory capital (currency in million, as of USD 1.5 min
9 Nominal amount of instrument €1.71 each
9a | Issue price €1.71 each
9b | Redemption price N/A
10 | Accounting classification Equity
11 | Original date of issuance 2001
12 | Perpetual or dated Perpetual
13 | Original maturity date N/A
14 | Issuer call date, contingent call dates and redemption amount N/A
15 | Optional call date, contingent call dates and redemption amount N/A
16 | Subsequent call dates, if applicable N/A
Coupons / dividends N/A
17 | Fixed or floating dividend/coupon N/A
18 | Coupon rate and any related index N/A
19 | Existence of dividend stopper N/A
20a Efu::?/n idni;;:retionary, partially discretionary or mandatory (in items Fully discretionary
20b E;Jlell)r/n glusr(]::)etlonary, partially discretionary or mandatory (in items Fully discretionary
21 | Existence of step up or other incentive or redeem N/A
22 | Noncumulative or cumulative N/A
23 | Convertible or non-convertible N/A
24 | If convertible, conversion trigger(s) N/A
25 | If convertible, fully or partially N/A
26 | If convertible, conversion rate N/A
27 | If convertible, mandatory or optional conversion N/A
28 | If convertible, specify instrument type convertible into N/A
29 | If convertible, specify issuer of instrument it converts into N/A
30 | Write-down features N/A

32|Page



PILLAR 11l DISCLOSURES REPORT 2020

W3

WINDSORBROKERS

Capital instruments main features template ‘

31 | If write-down, write-down trigger(s) N/A
32 | If write-down, full or partial N/A
33 | If write-down, permanent or temporary N/A
34 | If temporary write-down, description of write-up mechanism N/A
35 Position in su_bordingtion hie_rarchy in liquidation (specify N/A
instrument type immediately senior to instrument)
36 | Non-compliant transitioned features N/A
37 | If yes, specify non-compliant features N/A
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