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Chairman’s review

After announcing my retirement earlier this year, | am pleased to be presenting my last set of full year
results for what has now become the Mediterranean Bank Group (“the Group").

Seven years ago, in July 2009, | was appointed as Chairman of Mediterranean Bank plc (“the Bank” or
“MedBank"), after the successful acquisition of the Bank by AnaCap, the principal shareholder, and the
current management team. At that time MedBank had a €30 million balance sheet, some 6 employees
and a negligible customer base. It is quite remarkable to think back on the journey that has brought us
here today over such a short period, where the Group now has two Maltese banks and a licensed
stockbroker, a highly innovative online banking subsidiary in Belgium, 260 + employees, an equity
capital base of over €200 million and a balance sheet of €2.3 billion. This now constitutes the third
largest credit institution in Malta, that has been designated an Other Systemically Important Institution
by the European Central Bank (“ECB") and has become one of the 129 significant entities now under
the direct supervision of the Joint Supervisory Team (“JST") in Frankfurt. This has been achieved
against some remarkably strong macro-economic headwinds within the Eurozone, which continue
unabated, record low interest rates and an increasingly stringent and challenging regulatory framework,
all of which have presented the Bank with some choppy waters to navigate through as management
have executed their growth strategy.

| am proud to sit here today and take a moment to reflect on the achievements over this period and
hope that my Chairmanship, made a smali contribution to this Maltese success story.

The financial year 2015/16 was in many ways the most challenging in our short history. A confluence
of events over the last 18 months delayed the Bank from executing its planned Tier 1 capital raise,
which was to be used to support the growth in the international lending book. Primary amongst this was
the Comprehensive Assessment undertaken throughout the last calendar year by the ECB prior to the
Bank going under the supervision of the JST. This process was thorough, exacting and incredibly
challenging for a Bank so young and relatively small. The resources required to provide the necessary
information in a timely and accurate manner consumed a disproportionate amount of management’s
time through the first 6 months of the year as the management team, under the Board's supervision,
rightly devoted much of their time and focus in addressing this process. Understandably the Board
decided that the planned capital raise to support growth was to be put on hold until after the results of
this assessment were complete, which in turn delayed the planned growth for the year. Associated
costs with this process, alongside continued investment in our long term plans meant that full year
results for the Group came in sharply lower profit before tax at €13.4 million, with the main drag hitting
performance significantly through the last six months of the year.

| am pleased to inform you however that over the last quarter of the year the Bank has raised €30 million
of Tier 1 capital from international investors, which is reflected in our year-end balance sheet and now
has agreements in place for significantly more than that amount to be invested in the Bank in the near
future. This endorsement of the underlying strategy of the Bank, bodes very well for the ongoing growth
and balance sheet expansion of the Bank which we are sure will significantly enhance returns over the
coming years.

Alongside our lending businesses we continue to develop our innovative Wealth Management offering
targeted at our mass-affluent customer base both here in Malta and Belgium, where the MeDirect Brand
is perceived to be an innovative and dynamic player in the savings and wealth management arena. We
have consolidated the Mediterranean Corporate Bank entity into the Group and have started to expand
our local lending activities along with the treasury, payments and FX services we ofter for our corporate
customers.
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Chairman’s review - continued

Over the course of the year we continued to enhance our operating infrastructure with ongoing
significant expenditures on our |T capabilities and security. The governance structure of the Group
continues to evolve with the addition of Michael Walker as a new independent Non-Executive Director
(*NED"} and the Chair of the Board Risk Committee during the year. Dominic Wallace, Group CRO and
Executive Director has agreed to continue as an NED after his retirement date on June 30th.

i would like to take this opportunity to thank all our stakeholders that have contributed to the success of
Mediterranean Bank over the last 7 years, most notably AnaCap who have proved a steady, patient
and wise investor in their support of management and the Board's strategy. | would like to thank the
employees for their hard work and dedication and most of all | would like to thank our customers, for
their support and without whom we wouldr't have a business.

As | sign off this report for the last time, | am confident that the foundations that have been built over
these last years are strong, robust and provide a platform to continue with the development of this
unique business model over the coming years. | look forward to the continued success of the
organisation and the exciting future it has before it.

Francis J. Yassallo
Chairman

6 July 2016
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Chief Executive Officer’s review

The 2015/16 financial year was both a transformative and challenging year for the Mediterranean Bank
Group.

As reported last year, at this time, the Group was undertaking a Comprehensive Assessment (“CA”")
prior to falling under the ECB’s supervisory regime, a process that was successfully completed in
November last year. This was done despite the challenges that our young, growing and innovative
business model provided to the templates of the assessment methodology. As the Chairman reported,
one of the consequences of this process was to put on hold the raising of Tier 1 capital until investors
were aware of the outcome, thus impacting our ability to reach the financial targets we had set ourselves
for the period we are reporting. Whilst benefitting from a strong start to the year, the second half suffered
from a lack of growth capital and the deflection of resources to the CA process, which have ultimately
been reflected in our year end resuits.

Full year profit before tax came in at €13.4 million, significantly below last year's performance which
benefitted principally from the gain on the acquisition of Volksbank Malta. This performance was
impacted by the unforeseen costs associated with the CA process and the new supervisory framework
in which we operate, continued investment in our operating infrastructure and capabilities, and growth
of our employee base to support our growing domestic and international businesses. Most importantly,
the management leam believe we are now at critical mass within our operational expenditure base to
support a significantly larger business both from a Balance Sheet and customer basis and look forward
to achieving this over the coming periods.

Significantly over the last few months, through addition to our Tier 1 capital, we have enhanced the
Group's equity base that now stands at €204 million up from €169 million in the prior year. Over the last
two years we have seen the Tier 1 capital of the Medifin Holding Regulatory Group grow from €107
million to €194 million. The Own Funds of the Regulatory Group now stands at €237 million with the
Tier 1 ratio standing at 12.8% and the overall prudential capital ratio standing at 15.6%. This significant
expansion of our capital base will be supplemented in the coming weeks by additional investment from
new investors which will enable us to rapidly pursue our ambitious growth in international lending,
underpinned by our robust credit and risk management processes. Over the last financial year our
lending portfolio grew from €1 billion to €1.2 billion and will provide us with the basis for the future growth
in earnings we expect. This strategy will continue over the next 12 months and beyond as we further
establish our origination networks across Europe and appropriately deploy capital in the local Maltese
corporate sector.

The economic uncertainties that the Eurozone have provided over the last few years show no particular
signs of abating. Indeed they look now like they will be compounded by political uncertainties. With the
Brexit situation apparently now crystallised the coming weeks, months and beyond will no doubt be
challenging and will require assiduous balance sheet management. However, with our enhanced capital
base and multiple sources of liquidity, through our group structure, we believe that our flexible and
dynamic business maodel will enable us to navigate such difficulties well and benefit from the core
competencies we have built.

Alongside our corporate lending businesses we have seen significant progress in our wealth
management offering. We continue to focus on offering high quality standardised products at an
affordable and appropriate price point for our mass affluent customer base. This is done online on our
innovative MeDirect platform in Belgium and with a hybrid Branch/online model in the Maltese market.
Assets under custody/management have grown by 159% from €139.7 million to €361.9 million .This
remarkable growth has been achieved through the cross selling of services 1o our traditional savings
customers, the consolidation of services within the group and attracting new customers directly with our
transparent pricing and product offering. The growth of this business is enhancing and broadening our
customer relationships and building brand loyalty and enabling us o grow our deposit funding at a more
advantageous price point.
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Chief Executive Officer’s review - continued

The vast majority of our growth has been targeted at our subsidiary, MeDirect in Belgium, where
customer numbers have grown from 12,252 last year, when MeDirect was still a branch of
Mediterranean Bank, to 22,435. With access to such a broad deposit market in order to fund our
international lending, MeDirect's balance sheet has grown to €805 million since commencement of
operations in June 2015. This has been achieved without increasing our employee base in Belgium,
but through the provision of support from our international class operating base in Malta. The possibility
to further scale this with enhanced capital is a highly attractive proposition and one that management
look forward to executing in this forthcoming financial year.

| would like to take this opportunity to thank our Chairman, Francis J. Vassallo for his stewardship and
guidance over these last 7 years. Without Francis there would be no MedBank Group as we know it
today, for it was he that introduced the opportunity to management that facilitated the investment from
AnaCap that has served the group so well. | appreciate his help and guidance as we have grown our
business under his tenure and wish him all the very best for his retirement and the pursuit of his personal
endeavours.

| would also like, once again, to extend my thanks to our employees, many of whom have performed
exceptionally to the challenges that we faced last year and whose work will be rewarded over the coming
years due to the foundatiops that have been built.

Mark A. Watson
Chief Executive Officer

6 July 2016
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Statement of compliance with the Principles of good corporate governance
Introduction

Mediterranean Bank plc (the “Bank” or “MedBank”) hereby reports on the extent to which the Code of
Principles of Good Corporate Governance {the “Code”) has been adopted as required by the Listing
Rules of the Malta Listing Authority as amended on 29 April 2014.

The Bank acknowledges that the Code does not dictate or prescribe mandatory rules, but recommends
principles of good practice. However, the directors strongly believe that such practices are in the best
interests of the Bank, its shareholders and other stakeholders, primarily because compliance with
principles of good corporate governance is expected by investors on the Malta Stock Exchange and
evidences the directors’ and the Bank’s commitment to a high standard of corporate governance.

The directors report that since MedBank is a company that only issues debt securities and has not
issued equity securities which are traded in a multilateral trading facility, it is exempt from disclosing the
information prescribed in Listing Rules 5.97.1, 5.97.2, 5.97.3, 5.97.6 and 5.97.7 in this corporate
governance statement. It is in the light of these factors that the directors are herein reporting on the
corporate governance of the Bank.

The directors are aware that the Code highlights principles which although of general application to
listed companies are adaptable by each company depending on its particular circumstances. Those
circumslances are more often than not determined by two factors, namely: (i) the specific nature of the
business of the company itself; and (ji) the fact that whilst certain principles in the Code are applicable
to companies the equity securities of which are listed on the Stock Exchange, they are not altogether
applicable, or not applicable in the same manner, to companies that fall within the definition of a listed
company by virtue of having issued debt instruments which are listed on the Malta Stock Exchange. In
this context, the directors believe that the Bank’s current organisational set up guarantees the proper
and efficient functioning of the Bank and provides adequate corporate governance safeguards.

Compliance with the Code
Principles 1 and 3: Board of Directors and composition of the Board

The Board of Directors (the “Board”) is composed of persons with a diverse range of skills and
experience acquired in senior roles with international banks and financial organisations, professional
firms and governmental entities. At 31 March 2016, the Board consisted of four non-executive members
and three executive members. Taking into account certain factors such as the size of the Bank, the size
of the Board and the balance of skills and experience represented by its members, the directors are
considered to be appropriate for the requirements of the business of the Bank. Mr. Dorninic Wallace
retired from his executive role as Chief Risk Officer and terminated his employment with the Group on
30 June 2016 but will continue to serve as a non-executive director of the Bank.

In line with the Bank’s Articles of Association, the Chairman of the Board and Board directors resign
and seek re-election at each Annual General Meeting of the Bank. All directors are required to be fit
and proper to direct the business of the Bank.

Principle 2: Chairman and Chief Executive

The positions of Chairman and Chief Executive are held by different individuals, avoiding concentration
of authority and power in one individual and differentiating the leadership of the Board from that of the
running of the business of the Bank.

The Chairman is responsible to lead the Board and he ensures that the Board's discussions on any
issue put before it go into adequate depth, that the opinions of all the directors are taken into account,
and that all the Board’s decisions are supported by adequate and timely information. On the other hand,
the Chief Executive Officer leads the Management Executive Committee that is responsible to execute
the agreed strategy and manage the business.
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Statement of compliance with the Principles of good corporate governance -
continued

Principles 4, 5 and 8: Responsibilities of the Board and Board Meetings and Committees

The Board has the first level responsibility for executing the four basic roles of corporate governance
namely: accountability, monitoring, strategy formulation and policy development.

Functioning of the Board

The Board of Directors reviews and evaluates corporate strategy, major operational and financial plans,
risk policy and performance objectives. The Board monitors implementation of its decisions and
corporate performance, taking into account the requirements of ail relevant laws, regulations and codes
of best business practice. In particular, the Board:

» defines the Bank’s strategy, policies, management performance criteria and business policies;

e ensures the proper functioning of the Audit Committee;

e establishes a clear internal and external reporting system so that the Board has continuous
access to accurate, relevant and timely information;

« assesses and monitors the Bank's present and future operations, opportunities, threats and
risks in the external environment and current and future strengths and weaknesses;

e evaluates management's implementation of the Bank's corporate strategy and financial
objectives using key performance indicators;

« ensures that the Bank has appropriate policies and procedures in place to enable the Bank and
its staff to comply with the highest standards of corporate conduct, including compliance with
applicable laws, regulations and business and ethical standards; and

e ensures that the financial statements of the Bank and the annual audit of such statements are
completed within the stipulated time periods.

Notices of the dates of scheduled meetings of the Board together with supporting materials are
circulated to the directors well in advance of such meetings. Advance notice is also given of ad hoc
meetings of the Board to allow directors sufficient time to re-arrange their commitments in order to be
able to participate. After each Board meeting and before the next meeting, minutes that faithfully record
attendance, deliberations and decisions of the Board are prepared and circulated to all directors.

This section provides details of the members of the Board of Directors of the Bank and the members of
each of the committees of the Board:
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Statement of compliance with the Principles of good corporate governance -
continued

Board of Directors

Since the date of the previous annual general meeting of the Bank, 15 Board meetings were held,
including 9 regularly scheduled meetings and 6 ad hoc meetings, 2 of which were telephone conferance
calls.

Meetings

attended

%

Francis J. Vassallo Chairman and Independent Non-Executive Director 100%

Frederick Mifsud Bonnici  Independent Non-Executive Director 100%

Michael Walker independent Non-Executive Director B3%

(appointed on 9 November 2015)

Benjamin Hollowood Non-Executive Director 87%

Mark A. Watson Executive Director — Chief Executive Officer 87%

Henry C. Schmeltzer Executive Director — Head of Commercial Strategy 100%
(resigned on 29 July 2015)

Joaquin Vicent Executive Director — Director of Treasury and Investments 100%

Vincent Chatard Executive Director — Chief Business Development Officer 100%
(resigned on 29 July 2015)

Dominic Wallace Executive Director — Chief Risk Officer 100%

{(appointed on 6 October 2015 and
Non-Executive Director as from 30 June 2016)

Committees of the Board

Certain responsibilities of the Board of Directors are delegated to Board committees. The Board
committees play an essential role in supporting the Board in fulfilling its responsibilities and ensuring
that the highest standards of corporate governance are maintained. When deemed necessary, each
Board committee reports to the Board following each of its meetings and the minutes of meetings of
each Board committee meeting are available to the full Board.
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Statement of compliance with the Principles of good corporate governance -
continued

Board Committees
A. Audit Committee

The Audit Committee is primarily responsible for reviewing and approving specific matters relating to
the audit of the Bank, internal control and risk management systems. In particular, the Audit Commitiee:

« reviews and approves the annual internal audit plan and subsequent revisions and monitors
progress against the annual audit plan;

« ensures that the scope of work performed in accordance with the audit plan is adequate and
appropriate;

«+ vets and approves related party transactions in accordance with Listing Rule 5.138;
» reviews work performed on all audit engagements; and

« reviews and interacts with external auditors on the annual statutory audit to obtain feedback on
the internal control framework and financial reporting of the Bank.

The members of the Audit Committee are:

Frederick Mifsud Bonnici Commitiee Chairman and Independent Non-Executive Director
Francis J. Vassallo Member and Independent Non-Executive Director/Board Chairman
Benjamin Hollowood Member and Non-Executive Director

Frederick Mifsud Bonnici has wide-ranging experience in the financial services sector and has been an
elected member of the Council of the Malta Institute of Accountants uninterruptedly for 32 years and its
president for three years. He is a visiting Senior lecturer in Auditing at the University of Malta. He was
a Senior Audit Partner of PricewaterhouseCoopers in Malta, responsible for risk management for many
years and Head of Assurance, before his retirement. He was also Deputy Chairman and subsequently
Chairman of the Malta Stock Exchange.

Francis J. Vassallo occupied various senior positions with Chase Manhattan Bank, is ex-Governor of
the Central Bank of Malta, ex-Chairman of the Malta Development Corporation and presently a member
of certain board of directors of entities operating in the financial services industry. Mr Vassalio is
deemed independent because he is free from any business, family or other relationship with the Bank
or its management that may create a conflict of interest such as to impair his judgment.

In terms of Listing Rules 5.117 and 5.118, Frederick Mifsud Bonnici and Francis J. Vassallo are the
directors whom the Board considers as competent in accounting andfor auditing.

During the year ended 31 March 2016 four meetings of the Bank's Audit Committee were held. The
Chief Executive Officer, the Chief Risk Officer, the Chief Financial Officer, the Chief Internal Audit
Officer and a representative of the External Auditors attend the Audit Committee meetings by invitation.

B. Nomination and Remuneration Committee

The Nomination and Remuneration Committee is considered under the Remuneration Report. The
disclosures in the Remuneration Report reflect the requirements of the EU Capital Requirements
Regulation (575/2013) to the extent applicable to the financial year under review.

The Nomination and Remuneration Committee is composed only of non-executive directors with no
personal financial interest. The Chairman is an independent non-executive director.
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Statement of compliance with the Principles of good corporate governance -
continued

Board Committees - continued

C. Board Risk Committee

The Risk Committee represents the principal forum for overseeing all risks of the Bank. In addition, it is
responsible for recommending the Bank’s risk appetite to the Board, and deciding risk-related policies

and recommendations.

The current members of the Risk Committee are:

Michael Walker Committee Chairman and Independent Non-Executive Director
Benjamin Hollowood Member and Non-Executive Director
Mark A. Watson Member and Executive Director — Chief Executive Officer

The main objective of the Risk Committee is to ensure that the Bank adheres to the approved risk policy
and procedures, and operates within the approved risk appetite of the Board. The key Committee
functions are:

» reviews and approves changes to the Bank's risk policy and procedures;

e ensures that the risk functions are appropriately resourced and structured to meet their
obligations and are working effectively to maintain an effective control environment;

e reviews any violations to the lending limits;
e reviews the product distribution strategy, including product structure, pricing and targeting; and
*  monitors:

- the effectiveness of risk management processes implemented in support of risk policies;

- portfolio risk and sector concentration risk, including evolution of the risk profile against
plan;

- credit guality trends;

- provision levels;

- interest rate, currency and other market risk;

- liguidity risk;

- operational risk; and

- contingent exposures.

The Chairman of the Committee reports on all matters to the Board after each meeting and notifies the
Board of decisions made. The Committee makes whatever recommendations to the main Board that it
deems necessary.

Meetings are scheduled quarterly. All attendees and invitees receive copies of the minutes.
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Statement of compliance with the Principles of good corporate governance -
continued

Principal Management Committees
A. Executive Management Committee (“EXCO”)

The EXCO takes day-to-day responsibility for the efficient operation of the Bank. In addition, the EXCO
is responsible for the formulation and implementation of Board-approved strategies and plans and for
ensuring that the Bank's business is operated in accordance with such strategies and plans.

The members of the EXCO include the Bank's Chief Executive Officer (Committee Chairman), Head of
Commercial Strategy, Director of Treasury and Investmenis, Chief Technology Officer, Chief Financial
Officer, Chief Risk Officer, Head of Operations, Chief Officer- MedCorp, Chief Officer — MeDirect and
Head of Administration and Human Resources. The EXCO meets three times each month. The Chief
Internal Audit Officer is a standing invitee.

B. Management Credit Committee

The Management Credit Committee is responsible for approving credit recommendations and making
other credit decisions under its delegated authority - this includes decisions on individual credits;
reviewing and recommending credit to the Board; monitoring adherence to large exposure limits,
consideting credit hedging strategies, and recommending other concentration limits for Board approval.
It also establishes transactional authority for members of the Treasury and Investment Department. In
addition, the Management Credit Committee reviews provisioning and lending policies, monitors the
Bank's investment portfolios and reviews Management Information reports.

The members of the Management Credit Committee include the Chief Risk Officer (Committee
Chairman), the Bank’s Chief Executive Officer and Director of Treasury and Investments. The
Committee meets regularly on an ad hoc basis.

C. Asset and Liability Committee (“ALCO”")

ALCO sets and reviews overall policies and objectives for asset and liability management, capital
management and allocation; capital usage and efficiency; transfer pricing; risk management; and
underwriting, dealing and trading activities according to the risk appetite set by the Board.

The members of ALCO include the Bank's Director of Treasury and Investments (Committee
Chairman), Chief Executive Officer, Head of Treasury, Chief Financial Officer and Chief Risk Officer.
ALCO schedules meetings monthly but also holds additional ad hoc meetings.

D. New Products and Services Commitlee

The New Products and Services Committee has been established to analyse potential new products to
be offered by the Bank from a risk, operations, reputation and legal / compliance perspective. The
Committee provides its recommendations to the Executive Management Committee including the
appropriate policies, procedures and controls that should be adopted in relation to any such new
product,

The Chief Risk Officer is the Chairman of the New Products and Services Committee. No meeting of
this Committee will be deemed quorate unless members from the Operations, Finance, Technology and
Legal and Compliance teams are in attendance, or have nominated delegates who are in attendance.
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Statement of compliance with the Principles of good corporate governance -
continued

Code Provision 4.2.7 - Succession Planning

The Bank has established a list of Key Personnel Substitutes to cover instances in which executive
directors or other key personnel are temporarily incapacitated or otherwise unable to complete their
duties for a significant period of time.

If such directors or key personnel are permanently unable to re-assume their duties, the Bank's
management, in consuitation with the Board, will designate permanent successors, either from the
Bank'’s existing management team or, if appropriate, by selecting an outside candidate.

Principle 6: Information and Professional Development

In addition to the responsibilities of the Board previously listed, the Board actively participates in the
appointment of senior management. Board members receive regular updates on the Bank'’s strategic,
operational, corporate governance, compliance, risk management and financial plans and objectives.

Principle 7: Evaluation of the Board’s performance

On an annual basis, the Board carries out an evaluation procedure whereby Board members are
requested to complete a questionnaire of the Board's performance and that of its committees. The
evaluation is co-ordinated by the Board's Chairman, an independent non-executive director and all
directors participate in the process as a sub-committee of the Board. Feedback from the evaluation is
presented to the Board for analysis.

Principles 9 and 10: Relations with Shareholders and with the market and institutional
Shareholders

Through public announcements, the Bank's website, financial reports and interaction with the general
media in Malta, the Bank provides the market with regular, timely, accurate, comprehensive and
comparable information in sufficient detail to enable investors to make informed investment decisions
in respect of the Bank's listed securities.

The Bank's controlling institutional shareholder is represented on its Board of Directors and actively
monitors its investment in the Bank.

The Chairmen of the Audit, Remuneration and Nomination committee are available to answer questions
at the Annual General Meeting.

Principle 11: Conflicts of Interest

The Bank’s Articles of Association provide that any director who is in any way, whether directly or
indirectly, interested in a transaction or proposed transaction with the Bank must (i) declare to the other
directors the nature of such interest, (i) not participate in or be present for any discussion relative to
any such transaction or proposed transaction, and (iii) not vote in respect of any such transaction or
proposed transaction.

On joining the Board and regularly thereafter, directors are informed and reminded of their obligations
in respect of dealing in securities of the Bank within the parameters of law and the Listing Rules.
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Statement of compliance with the Principles of good corporate governance -
continued

Principle 12: Corporate Social Responsibility

During the year ended 31 March 2016, MedBank proudly continued to support and promote Maltese
sportive, cultural, and charitable causes and events. The Bank’'s commitment to these initiatives was
once again established through the various sponsorships and donation agreements that support a wide
variety of community organisations.

Sports

MedBank's patronage of the sporting community was further strengthened with a number of donations
to sporting associations and events. The Bank’s significant support of the Malta Rugby Football Union
(MRFU) has assisted the MRFU to further its ambitions at both an international level as well as at a
local level, where the game's popularity continues to rapidly grow. The MRFU Cup (the local senior
division league), is known as the ‘Mediterranean Bank Cup'. MRFU started promoting the 7's
tournament internationally last year and has actively started promoting Rugby in schools as an inclusion
and educational program as from this year.

The Bank is also present in Gozo where the Bank sponsors the Otters Water Polo Club on a yearly
basis. Another presence in Gozo is the collaboration with Oasi, a rehabilitation and inclusion centre for
kids and adults alike, where the Bank has funded the trophies for their annual marathon and fund raising
event.

Maltese Heritage

The preservation of Malta's national heritage is also important to the Bank and to this end it has
supported a number of organisations and initiatives. These include the Mosta Local Council and the
Valletta Local Council by funding Christmas lights. The Bank also donated funds to So Galerie to help
promote upcoming artists by part funding exhibitions.

Music and Performing Aris

As part of the Bank’s on-going corporate social responsibility programme and commitment, it also
continues to support and promote the music and performing arts scene. In line with this commitment,
the Bank is once again the main benefactor of the Manoel Theatre for the coming season.

Also as a continuous support to the Malta Philharmonic Orchestra (*MPQ"), in 2015 MedBank donated
funds to support the production of a brochure that not only has a calendar of events but also an overview
of accomplishments by the MPO throughout that year to serve as a portfolio as part of their marketing
campaign.

The Bank is also a proud corporate member of the scheme “Friends of The National Museum of Fine
Arts”.

Youth and charity

The Salesians Brigade summer school, the National Blood Transfusion Centre by donating
merchandise to be given to blood donors and the Sliema Scout Group were also supported during one
of their events.

The Bank is proud of its continued support to the Lady Bird Foundation and in fact once again chose
this foundation to be the beneficiary of its annual Christmas charity campaign this year reflecting
business generated during the month of December. The Bank also maintained its yearly appointment
and presented a donation to the President’s Community Chest Fund Campaign L-Istrina, on behalf of
MedBank and Mediterranean Corporate Bank Limited (“MedCorp”).
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Statement of compliance with the Principles of good corporate governance -
continued

Principle 12: Corporate Social Responsibility - continued

Last but not least, upon staff initiative and supported by the Bank, proceeds deriving from the Xmas
raffle at the Group’s Christmas Staff Party, donations were made to the Sisters of Charity St. Jeanne
Antide, who take care of various charitable initiatives, Angela House, where a donation was made to
fund kids initiatives and another donation was made to Hospice Malta for their remarkable work carried
out with cancer patients and their families.

Education

As part of the Bank's collaboration towards the promotion of reading amongst children, MedBank took
part in the Literacy Project that was organised by the Ministry of Education. In the past 2 years the Bank
also contributed to the refurbishment of the Valletta Primary School Library through new flooring,
equipment, shelving and books. Last year the collaboration was further strengthened by the Bank fully
funding a fully functional Puppet Theatre for the school.

A donation was also made to the Farmers Coop Association to part fund some farming projects and
initiatives.

Listing Rules
The Audit Committee receives notices of and approves all related party transactions and balances.
Other Disclosures

There were no material contracts to which the Bank, or any of its subsidiaries were a party, and in which
any one of the Bank’s Directors was directly or indirectly interested.
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Statement of compliance with the Principles of good corporate governance -
continued

Management’s internal controls over financial reporting

The Board is responsible for ensuring that the Bank's senior management develops and implements a
sound systemn of internal controls and for reviewing its effectiveness. Such a system is designed to
manage, rather than eliminate, the risk of failure to achieve business objectives and can only provide
reasonable and not absclute, assurance against material misstatement or loss. The Bank operates a
system of internal control which provides reasonable assurance of effeclive and efficient operations
covering all controls, including financial and operational controls and compliance with laws and
regulations. Processes are in place for identifying, evaluating and managing the significant risks facing
the Bank.

The management of the Bank is responsible for instituting and preserving sufficient interna! control over
financial reporting. Internal control over financial reporting is a process designed under the supervision
of the Chief Financial Officer to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external reporting purposes in accordance with
International Financial Reporting Standards {“IFRS") as adopted by the European Union.

internal control over financial reporting includes policies and procedures that pertain:

¢ to maintaining records that, in reasonable detail, accurately and fairly reflect transactions and
dispositions of assets;

s to providing reasonable assurances that transactions are recorded as necessary to permit
preparation of financial statements in accordance with IFRS as adopted by the EU,

* to ensuring that receipts and expenditures are made only in accordance with authorisations of
management and the respective directors; and

» to providing reasonable assurance regarding prevention or timely detection of unauthorised
acquisition, use or disposition of assets that could have a material effect on the financial

statements.
_;_f’”'"-.
rancis J. Vassallo Mark A. Watson
Chairman Director and Chief Executive Officer

6 July 2016
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Directors’ report

The directors present their annual report of Mediterranean Bank plc {the “Bank" or "MedBank") and the
Bank and its subsidiaries {“the Group” or “MedBank Group”) for the year ended 31 March 2016. This
report is prepared in terms of the Companies Act, 1995 (Chapter 386, Laws of Malta) and complies with
the disclosure requirements of the Sixth Schedule to the same Act.

Presentational changes in Financial Statements

During the financial year ended 31 March 2016, the MedBank Group included the following subsidiaries:
MeDirect Bank SA, a credit institution licensed in Belgium that as from end of May 2015 took over
operations from the branch that the Group had established in Belgium in prior years; Mediterranean
Corporate Bank Limited, a credit institution licensed in Malta; and Medifin Estates, a partnership
established in Malta. The Group also included Grand Harbour | B.V., a controlled special purpose entity,
established in The Netherlands.

The Group's comparative financial information reflect the consolidated position of the Bank and its
principal subsidiary, Mediterranean Corporate Bank Limited (“MedCorp”) that became a subsidiary of
the Bank on 25 September 2014.

Mediterranean Research Limited, a dormant subsidiary wholly owned by the Bank was liquidated on 2
May 2014.

The operations of Medifin Estates, a property leasing partnership, are deemed to be insignificant and,
consequently not included in the consolidated financial statements.

Principal activities

The Bank’s principal activities are corporate lending and the provision of banking services primarily to
the mass affluent sector, focusing on savings, wealth management, investments and corporate banking.

The Bank is licensed by the Malta Financial Services Authority (‘“MFSA”) in terms of the Banking Act
1994, (Chapter 371, laws of Malta) amongst other things, to cary out the business of banking, to
undertake money transmission services, to issue and administer means of payment, to issue
guarantees and commitments, to trade on own account and / or for the account of customers in a
number of instruments, to provide portfolio management and advice and to provide safe keeping
services. The Bank also holds a Category 2 licence and a Category 4 licence issued by the MFSA which
authorise the Bank to provide investment services, to hold or control customers’ money and to act as
trustee or custodian of collective investment schemes.

The principal customer-related activities of the Bank include the following:
« The provision of senior secured loans to foreign companies and the acquisition of senior
secured bonds from foreign companies;
» The receipt and acceptance of customers’ monies for deposit in savings and fixed term deposit
accounts denominated in euro and other major currencies;
The provision of wealth management products;
Trading for the account of customers in foreign exchange;
The provision of money transmission services; and
The provision of safe custody services with a wide range of custom-tailored solutions as well
as administration and safekeeping of securities.

On 1 June 2015, MeDirect Bank SA (“MeDirect” or the “Belgian Bank’}, a wholly-owned subsidiary in
Belgium, was authorised as a Belgian credit institution, which is now carrying out all of the Group's
activities in Belgium.

MedCorp, is focused on providing a full range of banking services to corporate clients in Malta, including
corporate lending, deposit taking, foreign exchange services and payment services.
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Directors’ report - continued
Business review

The MedBank Group is made up as follows:
s Mediterranean Bank ple, that includes the following:
- MebDirect branch in Belgium - carried out banking operations in Belgium till end of May
2015; and
- Grand Harbour | B.V. (“GH I") - a controlled special purpose entity, established in the
Netherlands, as part of the Group's funding strategy.
» MeDirect SA - a wholly owned subsidiary by MedBank that tock over the operations in Belgium
as from June 2015.
» Mediterranean Corporate Bank Limited.
Medifin Estates which is considered insignificant.

During the financial year ended 31 March 2016, the Group continued to implement its business plan
with the aim of sustaining the Group's long-term profitability by building its corporate lending portfolio
and its customer base in the mass affluent market both in Malta and Belgium and with a selected
corporate sector in Malta. The Group intends to continue to enhance its banking, investment and wealth
management services in Malta and internationally.

The Group recorded a profit after tax for year ended 31 March 2016 of €11.3 million (2015: €30.0
million). The Group's performance in the prior year was positively affected by a gain of €22.4 million
recorded on the acquisition of MedCorp on 25 September 2014. Further profitability has been achieved
through the Group's corporate lending activities — lending through primarily senior secured loans and
bonds, and treasury management activities — managing a diversified portfolio of liquid securities,
including, bank covered bonds, public sector bonds and senior financial instruments. MedBank's loans
and advances to customers (“Lending Portfolio”) largely consists of loans and bonds issued by
corporate borrowers domiciled in Western Europe. Substantially, all loans and bonds in the portfolio are
denominated in euro or pounds sterling and substantially all of the loans are floating rate instruments
(some have interest rate floors embedded within the contracts) and would not be adversely affected by
material decreases in interest rates.

The Group's total operating income for the year ended 31 March 2016 was €60.7 million (2015: €75.1
million). This was driven by the Group's treasury operations and its Lending Portfolic which, combined
with its low cost base and customer service, have enabled the Group to position itself as a leading
provider of savings and term deposit products, primarily in the Maltese and Belgian markets.

The Group continued to build its corporate lending activities both internationally and domestically. The
Group's Lending Portfolio (international and domestic) stood at €1.2 billion (2015: €1.0 billion) as of 31
March 20186, net of collective impairment loss aliowances of €4.4 million (2015: €4.0 million) and specific
impairment loss allowances of €12.4 million (2015: €9.6 million). In addition the Group had commitments
of €144.1 million (2015: €74.5 million) under revolving credit facilities as at 31 March 2016 and other
undrawn credit facilities of €33.3 million {2015: €16.9 million).

As of 31 March 2016, the Group's investment portfolio stood at €872.5 million (2015: €1.5 billion)
consisting mainly of available-for-sale {*AFS") securities. The fair value of the AFS book was risk
managed through interest rate derivatives such as interest rate swaps where the hedge accounting
methodology under IAS 38 was adopted.

As part of the Group's funding strategy, MedBank had setup GH |, a controlled special purpose entity
since the Group retained all the risks and rewards of the structure. In the period February — May 2015,
MedBank repurchased €121 million Senior Secured Floating Rate notes that originally were due 1o
mature by 2026. On 7 July 2015. MedBank as holder of the Subordinated Notes of GH | caused GH |
to redeem all remaining outstanding notes.
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Directors’ report - continued
Business review - continued

By virtue of board resolutions dated 30 September 2015, 11 December 2015 and 30 March 2016 the
MedBank Group accepted capital contributions from its parent company, Medifin Holding Limited,
amounting to €28.7 million, €14.0 million and €16.0 million respectively.

At an extraordinary general meeting held on 30 September 2015, the Bank approved an interim dividend
of €15.0 million. On the same date, the Bank paid the dividend amounting to €7.0 million that was
approved throughout the Annual General Meeting dated 29 July 2015.

Shareholders’ equity at the reporting date amounted to €203.7 million (2015: €169.3 million).

The average number of employees increased to 257 in the year ended 31 March 2016 (2015: 252).
Personnel expenses for the year ended 31 March 2016 amounted to €17.3 million (2015: €15.8 million).

Strategic development

The Group's primary stralegic objective is to increase its corporate lending activities and to be a leading
provider of savings, investment and wealth management products to the mass affluent market, both in
Malta and Belgium.

On 1 June 2015, the Nationa! Bank of Belgium issued a credit institution licence to MeDirect Bank SA
(“MeDirect"), a wholly owned subsidiary. The relevant assets and liabilities were transferred from the
branch within MedBank to MeDirect on 1 June 2015. As of such date, MeDirect became a member of
the Belgian depositor protection plan.

MeDirect has a well diversified corporate lending portfolio and is currently an online provider of savings
and investment products. Through its online platform for savings, e-brokerage and e-wealth
management, MeDirect provides its Belgian client base with the following services, amongst others:
online discretionary wealth management; low cost trade execution for funds, stocks, bonds and
Exchange Traded Funds (“ETFs"); access to model portfolios of funds; access to online investment
analysis and tools; and competitive savings rates.

MedCorp continues to develop the corporate banking platform of the MedBank Group in Malta and to
broaden and deepen its relationships with corporate customers in the Maltese market.

The Group has made significant investments in technology that have allowed it to introduce new online
banking and investment services for its customers, together with systems to support such services.
Investment services include online execution of brokerage transactions in respect of equities, bonds
and funds as well as foreign exchange execution capabilities model portfolios. The Group also offers
online retirement and investment planning capabilities, analytical tools to enable customers to analyse
portfolio and investment alternatives and a broad range of research and market data resources.

Supported by a robust liability structure, the total asset base of the Group is €2.3 billion as of 31 March
2016 (2015: €2.8 billion). The Group has an increasingly diversitied investment portfolio comprising a
treasury book consisting of high guality, liquid securities, including primarily bank covered bonds and
public sector bonds, and a Lending Portfolio consisting primarily of senior secured loans and bonds.
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Directors’ report - continued
Strategic development - continued

The Group's Lending Portfofio consists principally of senior secured loans and bonds, substantially all
of which are denominated in Euro or Pounds Sterling. Substantially, all of the loans are floating rate
instruments and do not bear material interest rate risk. The Group’s Lending Portfolio is diversified
geographically and across industries, with most lending focused on UK and other core European
countries.

The Group continues to fund its portiolios through deposits and through the international wholesale
financial markets. The growth of the Group’s deposit base, both in Malta and internationally (primarily
in Belgium), have strengthened and made more robust the Group's funding platform. Access to the
Eurex repo platiorm also provided efficient funding for the Group. The Group's core deposit offering is
a range of fixed-term and other savings products. As at 31 March 2016, the Group’s deposit base
reached €1.4 billion (2015; €1.2 billion). Growth of the Group's deposit base has also provided a
potential customer base for investment and wealith services products.

The Group remains committed to operating with strong regulatory ratios and a robust liquidity position.
At 31 March 2016 the Capital Adequacy Ratio of the Medifin Holding (parent company of the Bank)
Group (“Regulatory Group”) stood at 15.6% (2015: 14.8%).

Under the Single Supervisory Mechanism (“SSM"), as from January 2016, the Regulatory Group came
under the direct supervision of the European Central Bank ("ECB"). Before taking full supervisory
responsibility, the ECB conducted a comprehensive assessment (“CA") of the Regulatory Group's
consolidated statement of financial position. The assessment comprised a supervisory risk assessment,
an asset quality review and a stress test. This exercise started in May 2015 and was completed in
November 2015. The overall result emanating from the CA confirms the Regulatory Group’s solid capital
position even under the theoretical stress conditions. The Regulatory Group will continue to ensure that
appropriate capital levels are maintained reflecting the economic environment and the challenges that
the Regulatory Group is faced with.

The SSM is expected to result in further strengthening of the controls and corporate governance of the
Regulatory Group. It is also a good opportunity to continue strengthening the reputation of the
Regulatory Group both in Malta and internationally. The Regulatory Group is confident that it will meet
the high expectations of the ECB.

The Central Bank of Malta has reclassified the MedBank Group as a core domestic bank following a
reassessment of banks of systemic relevance. In June 2015, the Central Bank of Maita announced that
MedBank has further increased its domestic relevance, mainly through targeting resident deposits,
higher holdings of domestic securities, and through the takeover of Volksbank, rebranded as MedCorp,
in 2014. In this regard, the Central Bank of Malta's Financial Stability Committee agreed that the
MedBank Group will be considered as a core domestic bank.
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Directors’ report - continued
Outlook and future business developments

The on-going robustness of capital and liquidity ratios provide a stable foundation from which to produce
attractive and sustainable returns. The strategy that has been defined by the Board of Directors over
the last few years has resulted in significant growth whilst producing attractive returns and an ability to
invest in the capabilities of the Group.

The relative overall stability of the European markets and the reduction of interest rates by the ECB had
an overall positive effect on the Group's funding cost and securities portfolios. Such stability in the
international capital markets results in a positive effect on the Group’s wealth management and
investment services businesses since greater investor confidence would lead to increased customer
interest in the investment products offered by the Group.

The above should be construed in light of the fact that the Eurozone macroeconomic environment
remains challenging, especially following the recent UK Brexit referendum results, and that any reversal
of the positive trends described above would have a corresponding negative effect on the Group’s asset
portfolios and businesses. Despite these ongoing challenges, the Group remains confident that its
underlying strategy will continue to result in profitable growth.

On 1 June 2015, MedBank's wholly awned subsidiary MeDirect obtained a full banking licence from the
National Bank of Belgium. The Group has established a highly competitive online offering for the Belgian
market through its Belgian Branch and such operations were transferred to this subsidiary in Belgium
on 1 June 2015. MeDirect's operations are based on:

¢ Online client delivery

e Competitive and cost effective savings and wealth management products; and

+ Transparent and customer friendly products and delivery.
The Group has grown, and plans to continue to grow, its corporate lending activities and therefore the
aggregate Lending Portfolio held by MedBank and MeDirect should grow as a percentage of the
Group's overall asset base. The Group operates with a relatively low leverage ratio (7.95% as at 31
March 2016) and intends to continue to operate with a capital adequacy ratio in excess of the minimum
capital requirements provided by the CRD IV and also in conformity with any other guidance issued by
the Group's regulator, the ECB's Joint Supervisory Team (the “JST").

The developments mentioned above enable the Board of Directors to look forward to the coming year
with cautious optimism.

Board of Directors

In accordance with the Bank’s Articles of Association, during the Annual General Meeting also held on
6 July 2016, all the directors serving at that time will retire and may offer themselves for reappointment.
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Directors’ report - continued
Board of Directors - continued
The directors of the Bank who held office throughout the year ended 31 March 2016 were:

Francis J. Vassallo - Chairman

Mark A. Watson - Chief Executive Officer
Joaqguin Vicent

Dominic Wallace (appointed on 6 October 2015)
Benjamin Hollowood

Frederick Mifsud Bonnici

Michael Walker (appointed on 9 November 2015)
Henry C. Schmeltzer (resigned on 29 July 2015)
Vincent Chatard {resigned on 29 July 2015)

Dividends and reserves

At an extraordinary general meeting held on 30 September 2015, the Bank approved and paid an
interim dividend of €15.0 million. On the same date, the Bank paid the dividend amounting to €7.0
million that was approved throughout the Annual General Meeting dated 29 July 2015.

The final dividend declared for the year ended 31 March 2014 was in the form of a €19.4 million bonus
ordinary share issue that was executed on 29 May 2014.

Retained earnings as at 31 March 2016 amounted to €18.3 million (2015: €29.2 million}).
Statement of directors’ responsibilities for the financial statements

The directors are required by the Maltese Banking Act, 1994 and the Maltese Companies Act, 1995 to
prepare financial statements that give a true and fair view of the state of affairs of the Bank and the
Group as at the end of each reporting year and of the profit or loss for that year.

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

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

« selecting and applying appropriate accounting policies;
making accounting estimates that are reasonable in the circumstances; and

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

The directors are also responsible for designing, implementing and maintaining internal control as the
directors determine is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error, and that comply with the Maltese Banking Act,
1994. They are also responsible for safeguarding the assets of the Bank and the Group and hence for
taking reasonabie steps for the prevention and detection of fraud and other irregularities.

The financial statements of Mediterranean Bank plc for the year ended 31 March 2016 are included in
the Annual Report 2016, which is published in hard-copy printed form and may be made available on
the Bank's website. The directors are responsible for the maintenance and integrity of the Annual
Report on the website in view of their responsibility for the controls over, and the security of, the
website. Access to information published on the Bank's website is available in other countries and
jurisdictions, where legislation governing the preparation and dissemination of financial statements
may differ from requirements or practice in Malta.
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Directors’ report - continued
Related parties

During the year ended 31 March 2016, other than the transactions described under note 35 to the
financial statements, there were no material changes in related party transactions as compared with
those detailed within the financial statements for the year ended 31 March 2015. During this financial
year, no related party transactions materially affected the financial position or liquidity of the Group, with
the exception of dividend payment, increase in share capital, movements in shareholders’ contribution
and loan agreements with group companies, as described in notes 15, 16, 22 and 35.

Furthermore, there were no material contracts to which the Bank, or anyone of its subsidiary
undertakings, was party to and in which anyone of the directors was directly or indirectly interested.

Events after the reporting date

There were no events after the reporting date that would have a material effect on the financial
statements.

Standard licence conditions applicable under the Investment Services Act

In accordance with SLC 7.28 of the Investment Services Rules for Investment Services providers
regulated by the MFSA, licence holders are required to include in the Directors' Report breaches of
standard licence conditions applicable under the Investment Services Act. Accordingly, the directors
confirm that no breaches of standard licence conditions and no other breach of regulatory requirements
under the Investment Services Act, which were subject to administrative penalty or regulatory sanction,
were reported.

Going caoncern

After due consideration of the Bank's profitability, financial position and solvency together with the
capital adequacy ratio at a Medifin Holding Limited (parent company of MedBank) consolidated level,
the directors declare, pursuant to MFSA Listing Rule 5.62, that the Bank is in a position to continue
operating as a going concern for the foreseeable future.

Additional regulatory disclosures

The Bank is required to publish Pillar 3 quantitative and qualitative disclosure requirements as governed
by Banking Rule BR/07: Publication of Annual Report and Audited Financial Statements of Credit
Institutions authorised under the Banking Act, 1994, issued by the Malta Financial Services Authority
(“MFSA"), which follows the disclosure requirements of Directive 2013/36/EU (Capital Requirements
Directive) and EU Regulation No 575/2013 (Capital Requirements Regulation) of the European
Parliament and of the Council of 26 June 2013.

These disclosures are prepared on an annual basis and are appended in a separate section as part of
the Annual Report.

The Bank forms part of a regulated banking group, the parent holding company of which is Medifin
Holding Limited.

Medifin Holding Limited is supervised on a consolidated basis by the ECB's JST and is subject to the
same supervision as that exercised over institutions in terms of the Capital Requirements Regulation
(“CRR"). Accordingly, in terms of article 7(2) of the CRR, the obligation of MedBank to comply with the
disclosure requirements have been waived.

Medifin Holding Limited publishes full Pillar 3 disclosures as a separate document which are appended
with these financial statements.
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Directors’ report - continued
Auditors

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

Statement by the directors pursuant to Listing Rule 5.68

We, the undersigned, declare that to the best of our knowledge, the financial statements were prepared
in accordance with the applicable accounting standards, give a true and fair view of the assets, liabilities,
financial position and profit or loss of the Bank and its subsidiaries included in the consolidated financial
statements and that this report includes a fair review of the performance of the business and the position
of the Bank and its subsidiaries included in the consolidated financial statements, together with a
description of the principal risks and uncertainties that it faces.

Approved by the Board of Directors on 6 July 2016 and signed on its behalf by:

Francis J. V llo Mark A. Watson
Chairman Director and Chief Executive Officer
Registered Office

10, St. Barbara Bastion,
Valletta, VLT 1961
Malta
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Remuneration report
Remuneration governance

The primary purpose of the Nomination and Remuneration Committee (*NRC") is to review
remuneration levels in the Bank and to consider whether to approve performance-related bonus awards
and long-term incentive plan awards.

The NRGC receives recommendations from the management of the Bank regarding remuneration levels
and the awarding of bonuses. it may request market-related information from time to time to verify the
recommendations made by management.

One of the NRC's primary functions is to ensure that the Bank is able to attract and retain suitable
employees at all levels at an acceptable cost.

Membership and meetings
The members of the NRC are:

Francis J. Vassallo Committee Chairmar/independent Non-Executive Director/Board Chairman
Benjamin Hollowood Non-Executive Director

During the year ended 31 March 2016, the NRC met once and this meeting was attended by all
members of the NRC.

Remuneration policy statement

The Board is responsible for ensuring that this statement and its contents adhere to all laws, rules and
regulations issued by the Malta Financial Services Authority, particularly Banking Rule BR/12, and
international regulations incorporated in the Capital Requirement Directive. The Board, directly and
through the NRC, carries out effective monitoring and evaluation of the Bank’s remuneration system on
an on-going basis. The NRC and the Board monitor the on-going performance by executive directors
and senior management and determine the design and implementation of an effective remuneration
system.

The NRC is charged with aligning the Bank's remuneration policy and in particular performance-related
elements of remuneration, with the best interests of the stakeholders and with the Bank's business
stralegy and risk tolerance, objectives, values and long-term interests.

Remuneration consists of base salary and, where applicable, performance based bonus awards.
Performance-related compensation is determined both on (i) a bank wide basis, and (i} an individual
employee basis.

Compliance with the Bank’s rules and requirements and involvement on a continuing basis in risk
management are taken into account when determining performance-based remuneration for all
employees. Other non-financial factors are considered such as skills acquired, personal development,
commitment to the Bank's business strategies and policies and contribution to the performance of the
team. Performance is measured in refation to non-financial and financial goals and, where appropriate,
failure to perform in non-financial areas of responsibility outweighs success in profit generation in
determining compensation. Control functions are adequately rewarded in order to ensure that the Bank
is able to attract skilled individuals for such roles.

19



MEDITERRANEAN BANK PLC
Annual Report and Consolidated Financial Statements - 31 March 2016

Remuneration report - continued

Remuneration policy statement - continued

The Bank's remuneration policy includes “clawback” provisions applicable to alf staff where, even
though variable compensation is remunerated in cash, it is possible for the Bank to clawback variable
performance related pay if respective employees were responsible for circumstances that resulted in
significant losses to the Bank or in situation where the most appropriate standards of fitness and
propriety were not met. The Bank does not intend to effect any changes in its remuneration policy for
the following financial year.

(a)

(b)

Measures of performance as basis for awarding of pay
Base pay is expected to comprise the majority of the Bank's overall compensation cost.
i. Al staff

The NRC considers a variety of factors in determining compensation tailored to the role of the
individual concerned and takes into account factors such as risk management, development of
systems, monitoring of risk and creation of long-term value for the Bank.

ii. Members of management and control functions

Recommendations by management as to remuneration of members of control functions are
made by the Chief Executive Officer. Such recommendations are reviewed and approved or
rejected by the NRC.

Compensation for employees serving in control functions takes into account broadly based
performance measurements, including evaluation of achievements in respect of control
function responsibilities. Control function employees are compensated in accordance with their
own performance and not in accordance with the performance of the business units they
control.

Senior members of management may be eligible to participate in the Bank's Long-term
Incentive Plan, enabling such managers to participate in the long-term profitability of the Bank.
In addition, the Bank has established an employee benefit trust enabling employees other than
senior members of management to participate in this incentive.

iii. Non-executive directors

The remuneration of non-executive directors is not performance based and is not linked to the
Bank’s short term results. It is determined based on remuneration levels for directors of similar
financial companies and takes into account factors such as time invested and responsibilities.

Measures of performance as basis for awarding of bonuses

A bonus pool is established for the Bank as a whole and is calculated at Bank level based on
the success of the Bank in meeting its business objectives. These objectives relate, amongst
other things, to profitability, sustainability of performance, risk management, building of
business lines and creation of long-term shareholder value.

Individuals, including executive directors, are compensated out of that bonus pool based on
their contribution to the achievement of the Bank’s business objectives. Such individual criteria
depend on the role of the individual in the Bank.

Variable remuneration is delivered in the form of cash and such variable pay is never larger
than €100,000. As previously mentioned total awards are subject to deferral and vest over a
period of one year or such other period determined by the Nomination and Remuneration
Committee, and hence subject to clawback provisions.
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Remuneration report - continued
Remuneration policy statement - continued
(b) Measures of performance as basis for awarding of bonuses - continued

Control functions are judged on success in developing appropriate policies, developing
effective risk management controls and procedures, monitoring fisk and building control
systems. Whilst the general bonus pool of the Bank will be based on the Bank's financial
results, compensation of control functions is not directly tied to the results of any business unit.

Staff savings account

All of the Malta-based Bank’s employees are entitled to make monthly deposits of specified amounts
direct from after tax payroll into an employee savings account. At the end of each calendar year, the
Bank will pay 5% interest on the accumulated savings remaining in the account in December. On such
date, amounts remaining in such savings accounts may be withdrawn and the terms of such accounts

may be reset.
Identified staff

The target population defined as Identified Staff for the purposes of this report represents 10% of the
total number of employees in the Group. ldentified staff was determined in line with the Regulatory
Technical Standard EU 604/2014 that came into force in June 2014 and includes:

Non-executive directors that are responsible for providing a monitoring role;

« Executive directors that are also responsible for certain business units; and
Senior management responsible for business units/business lines or Finance, Administration
and Human Resources, as well as those responsible for internal audit and risk management
functions of the Bank.

Identified staff consist of members of staff whose actions have a material impact on the risk profile of
the Group.

For the purposes of remuneration, |dentified staff have been aggregated and split into business areas
according to the European Banking Authority (“EBA") guidelines on the remuneration benchmarking
exercise EBA/GL/2014/08 dated 16 July 2014. The following tables therefore includes total fixed and
variable remuneration and number of beneficiaries per and within each business area.
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Remuneration report - continued
Identified staff - continued

For the purposes of information provided hereunder ‘Senior Management' shall mean Directors and
Executive Committee members.

Aetall and
investment
banking and
Supervisory Management Wealth Retail Corporate Independent
function function  Management banking functions control functions
Senior Management
Number of identified staff -] 4 2 1 4 2
Total fixed remuneration (€) 307,790 1,793,668 760,756 122,720 410,456 776,308
Total variable remuneration {€) = 290,000 74,516 10,000 83,000 93,871
{delivered in cash)
Material Risk Takers
{non-senior management}
Number of identified staff & . 4 2 3 1
Total fixed remuneration (€} - - 1,058,138 708,349 433,029 77,520
Tolal variable remuneration (€) . - 185,839 114,226 117,419 15,000
(delivered in cash)
Total
Number of identified staff 6 4 6 3 7 3
Total fixed remuneration {€) 307,790 1,793,668 1,818,894 831,069 843,485 853,828
Total variable remuneration (€) - 290,000 260,355 124,226 200,419 108,871

{delivered in cash)
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Remuneration policy — directors

Non-executive Directors are not employees and receive a fee for their services as Directors. They are
not eligible to receive a base salary, fixed pay allowance, benefits, pension or any variable pay. The fee
levels payable reflect the time commitrment and responsibilities required of a non-executive Director.
Fees are determined by reference to other Maltese companies and comparable entities within Europe.
Based on the recommendations of the NRC, the directors’ fees earned by three of the non-executive
directors for the year ended 31 March 2016 amounted tc €228 thousand.

Total emoluments earned by the three executive directors of the Bank and the previous two executive
directors during the year ended 31 March 2016, are reported below:

€ %
Fixed remuneration 1,800,988 81%
Variable remuneration 283,871 13%
Non-cash benefits 125,200 6%
2,210,059 100%

Non-Cash benefits relate to the gross rent payable on accommeodation based in Malta and health and
life insurance premiums paid by the Bank on behalf of the directors.

Employment contracts - executive directors
All the executive directors as of 31 March 2016 were engaged under indefinite employment contracts.
Remuneration policy — senior management

Total emoluments received by sixteen senior management (excluding directors), during the year ended
31 March 2016, are reported below:

€ %
Fixed remuneration 2,711,505 83%
Variable remuneration 499,000 15%
Non-cash benefits 49,506 2%
3,260,011 100%

Non-cash benefits relate to health and life insurance premiums paid by the Bank on behalf of its senior
management.

Termination payments

During the year ended 31 March 2016, there were no new sign-on and severance payments made

either to directors or members of senior management of the Bank. o
___,_,.--"'
_‘___,.,-"
f-"'
s Y
Francis X Vassallo Mark A, Watson
Chairma Director and Chief Executive Officer

6 July 2016
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independent auditor’s report
To the Shareholders of Mediterranean Bank plc
Report on the Financial Statements for the year ended 31 March 2016

We have audited the consolidated and stand-alone parent company financial statements of Mediterranean
Bank plc (together the “financial statements”) on pages 27 to 145 which comprise the consolidated and
parent company statements of financial position as at 31 March 2016, and the consclidated and parent
company income statements, statements of other comprehensive income, changes in equity and cash flows
for the year then ended, and a summary of significant accounting policies and other explanatory
information.

Directors' responsibility for the financial statements

As explained more comprehensively in the Statement of directors’ responsibilities for the financial
statements on page 16, the Directors are responsible for the preparation of financial statements that give
a true and fair view in accordance with International Financial Reporting Standards as adopted by the EU
and the requirements of the Banking Act, 1994 and the Companies Act, 1995, and for such internal control
as the Directors determine is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted
our audit in accordance with International Standards on Auditing. Those Standards require that we comply
with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor's judgement, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers the internal control relevant to the entity's
preparation of financial statements that give a true and fair view in order 1o design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity's internal control. An audit aiso includes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates made by the Directors, as well as evaluating the
overall presentation of the financial statements.

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

Opinion on financial statements
In our opinion, the financial statements:

« give a true and fair view of the financial position of the Group and the Bank as at 31 March 2016,
and of their financial performance and their cash flows for the year then ended in accordance with
International Financial Reporting Standards as adopted by the EU; and

» have been properly prepared in accordance with the requirements of the Banking Act, 1994 and
the Companies Act, 1995.
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Independent auditor’s report - continued
To the Shareholders of Mediterranean Bank plc

Report on other legal and regulatory requirements

Opinion on other matters prescribed by the Banking Act, 1994
In our opinion:
e  we have obtained all the information and explanations which to the best of our knowledge and belief
were necessary for the purpose of our audit;

e proper books of account have been kept by the Bank, so far as appears from our examination of
those books;

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

e tothe best of our knowledge and according to the explanations given to us, the financial statements
give the information required by any law in force in the manner so required.

Matters on which we are required o report by exception

We also read other information contained in the Annual Report and considered whether it is consistent with
the audited financial statements. The other information comprises the Chairman’s Review, the Chief
Executive Officer's Review, the Directors’ Report and the Remuneration Report and the additional
Regulatory Disclosures. Our responsibilities do not extend to any other information.

We also have responsibilities under:

e The Companies Act, 1995 to report to you if, in our opinion:
- the information given in the Directors’ Report is not consistent with the financial
statements;
- proper returns adequate for our audit have not been received from branches not visited by
us; and
- if certain disclosures of Directors’ remuneration specified by law are not made in the
financial statements, giving the required particulars in our report.

e The Listing Rules to review the statement made by the Directors that the business is a going
concern together with supporting assumptions or qualifications as necessary.

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

Report on the Statement of Compliance with the Code of Principles of Good Corporate Governance

The Listing Rules issued by the Malta Listing Authority require the Directors to prepare and include in their
Annual Report a Statement of Compliance providing an explanation of the extent to which they have
adopted the Code of Principles of Good Corporate Governance and the effective measures that they have
taken to ensure compliance throughout the accounting period with those Principles.

The Listing Rules also require the auditor to include a report on the Statement of Compliance prepared by
the Directors.

We read the Statement of Compliance and consider the implications for our report if we become aware of
any apparent misstatemenits or material inconsistencies with the financial statements included in the Annual
Report. Our responsibilities do not extend to considering whether this statement is consistent with any other
information included in the Annual Report.

We are not required to, and we do not, consider whether the Board’s statements on internal control included

in the Statement of Compliance cover all risks and controls, or form an opinion on the effectiveness of the
bank's corporate governance procedures or its risk and control procedures.
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Independent auditor’s report - continued
To the Shareholders of Mediterranean Bank plc
Report on other legal and regulatory requirements - continued

Report on the Statement of Compliance with the Code of Principles of Good Corporate Governance -
continued

In our opinion, the Statement of Compliance set out on pages 1 to 10 has been properly prepared in
accordance with the requirements of the Listing Rules issued by the Malta Listing Authority.

PricewaterhouseCoopers

78 Mill Street
Qormi
Malta

( .- 6 ‘-.
Fabio Axisa
Partner
6 July 2016
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MEDITERRANEAN BANK PLC
Annual Report and Consolidated Financial Statements - 31 March 2016

Statements of financial position

Group Bank
2016 2015 2016 2015
Notes €000 €000 €000 €000
ASSETS
Balances with Central Banks,
treasury bills and cash 4 33,280 14,384 28,246 14,068
Derivative financial instruments 5 3,964 3,197 3,964 3,197
Loans and advances to financial institutions 6 598,568 167,775 49,843 174,157
Loans and advances to customers 7 1,238,966 1,047,194 614,796 978,845
Investments
- Corporate 8 21,293 98,440 21,293 98,440
- Treasury 8 851,204 1,405,022 820,975 1,405,022
- Subsidiaries 9/10 - - 187,716 57,715
Property and equipment 11 923 1,452 784 1,363
Intangible assets 12 27 63 8 60
Deferred tax assels 13 15,000 4,189 6,317 -
Current tax assets 5,633 - 5,218 -
Prepayments and accrued income 14 17,720 21,305 14,773 20,675
Other assels 15 26,733 20,542 57,978 20,903
Total assets 2,274,301 2,783,563 1,811,911 2,774,445

The notes on pages 37 to 145 are an integral part of these financial statements.
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MEDITERRANEAN BANK PLC
Annual Report and Consolidated Financial Statements - 31 March 2016

Statements of financial position - continued

Group Bank
2016 2015 2016 2015
Notes €000 €000 €000 €000
EQUITY
Called up issued share capital 16 117,450 117,450 117,450 117,450
Share premium 16 13,464 13,464 13,464 13,464
Shareholders’ contributions 16 60,803 2,103 60,803 2,103
Reserve for general banking risks 16 1,194 1,029 593 660
Fair value reserve 16 (7,580) 6,022 14,857 28,436
Retained earnings 16 18,348 29,197 {3,703) 7,113
Total equity 203,679 169,265 203,464 169,226
LIABILITIES
Derivative financial instruments 5 7,337 5,200 8,250 5,230
Amounts owed to financial institutions 17 541,925 1,166,091 767,696 1,166,347
Amounts owed to customers 18 1,447,355 1,205,586 762,798 1,196,752
Debt securities in issue 19 - 157,137 - 167,137
Subordinated liabilities 20 47,380 47,777 47,380 47777
Current tax liabilities 69 4,110 69 3,968
Deferred tax liabilities 13 - 1,901 - 1,901
Accruals and deferred income 21 23,321 24,600 20,052 24,466
Other liabilities 22 3,235 1,896 2,205 1,641
Total liabilities 2,070,622 2,614,298 1,608,447 2,605,219
Total equity and Habilities 2,274,301 2,783,563 1,811,911 2,774,445

Memorandum items

Commitments to purchase financial assets  7/8 152,962 82,392 152,962 82,392

Commitments to extend credit and
other similar commitments 33-34 180,772 95,199 147,888 78,160

The notes on pages 37 to 145 are an integral part of these financial statements.

The financial statements on pages 27 to 145 were approved and authgrised for issue by the Board of
Directors on 6 July 2016 and signed on its behalf by:

Francis J. Mark A. Watson
Chairman Director and Chief Executive Officer
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MEDITERRANEAN BANK PLC
Annual Report and Consolidated Financial Statements - 31 March 2016

Income statements

Group Bank
2016 2015 2016 2015
Notes €000 €000 €000 €000
interest income 77,240 73,979 51,597 72,532
Interest expense (36,408)  (40,492) {27,988) (40,413)
Net interest income 23 40,832 33,487 23,609 32,119
Fee and commission income
- Corporate lending fees 526 730 344 730
— Other 2,593 1,510 2,076 1,342
Fee and commission expense
- Corporate lending fees (897) (176) (816) (128)
— Other {1,299) (1,042) (878) (1,016)
Net fee and commission income 24 923 1,022 726 928
Net trading income 25.1 2,224 (1,778) 2,193 {1,819)
Net income/(loss) from other financial instruments
at fair value through profit or loss 25.2 1,108 (1,623) 1,108 (1,623)
Other operating income
— Realised gains on disposal of investments 25.3 15,712 21,025 15,672 21,020
- Realised (losses)/gains on disposal
of loans and advances (253) 486 7,899 4B6
— Gain on the initial accounting on acquisition
of a subsidiary 10 = 22,414 - -
— Other income 254 181 82 18 60
Total operating income 60,727 75,115 51,226 51,171
Personnel expenses 26 {17,336) (15,767) (13,192) (15,018)
Depreciation and amortisation 1112 (608) (914) (519) {707)
Other administrative expenses 27 (25,659) (19,716} (17,424) (19,618)
Total operating expenses (43,603)  (36,397) (31,135) (35.343)
Net operating income before impairment
charges 17,124 38,718 20,091 15,828
Net impairment charges 28 (3,747) {4,265) (2,492) (4,006)
Profit before tax 13,377 34,453 17,599 11,822
Income tax expense 29 {2,061) (4,414) (6,482)  (4,236)
Profit for the year 11,316 30,039 11,117 7,586
Earnings per share 30 10c 26c

The notes on pages 37 to 145 are an integral part of these financial statements.
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MEDITERRANEAN BANK PLC
Annual Report and Financial Statements - 31 March 2016

Statements of other comprehensive income

Bank
2016 2015
€000 €000

11,117 7,586

(5,213) 37,192
(15,672) (19,173)
7,306  (6,306)

- 22414

(13,579) 34,127

Group

2016 2015

€000 €000
Profit for the year 11,316 30,039
Other comprehensive income
items that may be reclassified subsequently

to profit or loss

Fair valuation of available-for-sale financial assets:
- Net change in fair value, before tax (5,209) 37,192
- Net amount reclassified to profit or loss, before tax (15,712) (19,173)
Income tax relating to other comprehensive income 7,319 {6,3086)
Fair value movement on a subsidiary - -
Other comprehensive income, net of tax (13,602) 11,713
Total comprehensive income, net of tax (2,286) 41,752

(2,462) 41,713

The notes on pages 37 to 145 are an integral part of these financial statements.
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