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Hal Mann Vella Group plc

Chairman’s Statement
for the year ended 31 December 2018

I am pleased to report that 2018 has been another successful year for Hal Mann Vella Group. Following the
restructuring and reorganisation exercise that was implemented in the Group, the results for the financial
year under review once again show that the Group is on course to continue benefitting from the resultant
improvement in its profit margins. We remain committed to growth using our resources and technologies
to their full potential.

Performance
With respect to the Group's performance, reference is to be made to page 4, the Directors' report.

Our work

The Hal Mann Vella Group’s history is testament to our ability to adapt research and innovation in our
field to the creation of beautiful living spaces. Over the years, the Hal Mann Vella Group has successfully
upheld the industry’s best practices. Our name has long been associated with natural stone and other
surfacing materials, reflecting the company’s success from sourcing the best quality surfacing materials to
installation and project management both in residential as well as in projects of a much larger scale. We
are proud to be one of the preferred partners of architects, interior designers as well as private home
owners.

In 2018, the Hal Mann Vella Group was once again involved in many ambitious projects. These include the
Tipico Tower and the Laguna Development at Portomaso, the Farsons Brewery, The Centre Development
at Tigne Point, the Bet365 Offices, Crane Currency and the Ta' Qali Crafts Village. Hal Mann Vella Group
also completed works in a number of private residences as well as hotels such as The Cumberland Hotel,
Solana Hotel, Merchant Suites and Sally Port Suites. Internationally, Hal Mann Vella Group was entrusted
with ongoing works at the Corinthia Hotel in Budapest.

Our people

Our work is a reflection of our people, and we are proud of both our projects as well as our highly
experienced and qualified human resources. I have always found the full support of all board members
whom I must thank for the guidance and advice provided during the year. I also want to applaud our
management team as well as all the staff for their hard work and dedication.

My sincere gratitude also extends to our clients who keep on entrusting us with the biggest projects of
their lives - their homes and their largest investments.

Extended Product Line

We seek to add value to our customers and one way to do so is through enhancement of our product
offerings. Apart from exclusively representing international brands such as Dekton, Silestone, Marca
Corona and Ceramiche Keope, in 2018 we also secured the exclusive distributorship of Infinity Surfaces.
Infinity specialises in the production of high performance slabs in porcelain stoneware. Infinity surfaces
are ideal for a number of applications, such as kitchen tops due to their various benefits. Infinity is part of
the Gruppo Concorde, the largest Italian manufacturer of wall and floor coverings, which has been in the
industry for over 50 years.



Hal Mann Vella Group plc

Chairman’s Statement
for the year ended 31 December 2018

The introduction of this new range will satisfy the growing demand for engineered stone, which in the
recent years has become the most demanded product by clients especially when it comes to countertops,
due to the product’s durability. Adding more options, in terms of brands and colours is expected to attract
more clients, thereby contributing positively on our bottom line.

Corporate Social Sustainability

As one of the largest Groups in Malta we want to make a real difference - for our customers and for the
environment in which we operate. We have a responsibility to operate in a responsible and ethical
manner. Climate change is one of the greatest challenges of our time and we are aware of the need to use
natural resources more efficiently. Therefore, at Hal Mann Vella Group sustainability is an integral part of
all our business activities.

In 2018, we have installed the final solar panel system on our factories, so that we currently generate over
1,320kWh of energy.

Water is also an important factor in the production process. The systems installed in both our factories
make it possible to filter and reuse at least 200,000 litres of water per day.

We are also aware that waste that results from the fabrication of marble is detrimental to the environment,
especially if it is disposed of. For this reason, we utilise marble trimmings and waste to produce recycled
marble aggregates which are later used in flooring.

The local Industry

The performance of the local economy continues to augur well in terms of the opportunities this can
present for our Group. The country is currently experiencing a booming economic growth that is projected
to stabilise but remain strong in the near future. The local construction industry is still one of the main
drivers of the Maltese economy contributing €694.12 million in gross value added. Full-time employment
in the sector grew by 8.9% to 37,428 in 2018.

Whilst the opportunities are ample, we need to keep on investing in research and development to enable
us to take on these opportunities whilst remaining profitable and competitive both within the local and
international markets. Human resource recruitment remains one of the main challenges for the company,
as the human resource pool is small when compared to the needs of the industry.



Hal Mann Vella Group plc

Chairman’s Statement
for the year ended 31 December 2018

Joseph Tabone - A recognition

Whilst 2018 was overall a successful year, it was unfortunately marked by the sudden passing away of
Joseph Tabone, who had held the position of CEO of the Hal Mann Vella Group since November 2015.
Joseph Tabone joined Hal Mann Vella Group in 2012 as Director of Finance. His contributions to our
company have been indispensable and his presence, work ethic and motivational words are sorely missed.
We will strive to continue bringing his visions to life.

Looking Forward

The year 2018 was another year of progress in Hal Mann Vella Group’s journey towards sustainable
growth. More work still needs to be done to achieve greater efficiency and growth, and the Group’s
transformation needs to maintain its momentum, without hesitation, and continue to be given priority by
the Board of directors and all the management team. We look at the future with optimism. We are a
committed team that is ready to satisfy the needs of different stakeholders, from delivering an excellent
business performance for the benefit of our shareholders to exceeding the expectations of our clients. Our
goals for 2019 are to continue with our focus on growth and financial stability for the Group, as well as
focusing on the improvement of our productivity and processes to continually improve our service to our
residential customers as well as developers and to continue investing in our human resources.

I am honoured to lead the company through such positive times and confident that through our ambitious
goal setting, the Group will continue going from strength to strength.

Mr. Martjh Vella
Chairmén



Hal Mann Vella Group plc

Directors' Report
for the year ended 31 December 2018

The Board of Directors are hereby presenting their annual report together with the audited financial
statements of the Group and the Company for the year ended 31 December 2018.

Principal activities
The principal activity of the Company is to hold assets for the Group and also acts as the financing arm of
the Group.

The principal activities of the Group relate to the manufacture and business of stone, marble and granite as
well as the manufacture of patterned tiles, terrazzo and precast related products. The Group owns two
hotels in the North of Malta - Huli Hotel with an underlying Bistro and the Mavina Hotel. The Group
leased the Lovage Bistro and Hotels to third parties. The Group is also involved in the rental of property as
well as property development and resale.

Review of business
The Company registered a profit before tax of €167,792 during the year ended 31 December 2018 (2017:
€3,470,031).

The Group registered a consolidated profit before tax of €4,973,040 during the year ended 31 December
2018 (2017: €6,421,562). Notwithstanding this, operating profit of the Group increased by €568,591.

Given the Group’s and Company’s financing structure and the positive net assets position of the Group
and the Company at the end of the financial year, the directors consider the Group’s and Company’s state
of affairs as at the close of the financial year to be satisfactory.

Performance
The decrease in profit before tax is due to lower change in fair value of investment property, higher
administrative expenses, and higher finance costs, as compared to the previous reporting period.

There was a decrease in revenue of €1,746,011 for the Group, however rental income increased as
compared to prior year, by €1,497,532 which offsets the decrease in revenue. Finance cost for the year
amounted to €2,206,573 (2017: €1,774,034). The EBITDA margin from continuing operations decreased to
47.29% (2017: 47.95%).

The Group commissioned Messrs TBA Periti and JB Architects to carry out a thorough valuation exercise
of various properties owned by the Group. The fair value of the properties was determined on the basis of
open market values taking cognizance of the specific location of the properties, their size and development
potential. Another method of fair value measurement was the discounted cash flow technique, whereby
significant inputs were used, namely: long-term pre-tax rate, inflation rate, risk premium, gross profit rate,
estimated rental value and extrapolated residual land value. The valuation report issued by TBA Periti is
dated 30 September 2018. All of the Group’s properties are now measured at the fair values. This has
resulted in the reporting of a change in fair value of investment property of €2,821,933 (2017: €4,406,586) in
the statement of comprehensive income.

Income Generation

The Group has for the last ten years focused on stone, marble and granite. The Group had sought to
discontinue non-core and non-related businesses to strengthen and develop further complimentary and
related business, in particular property development, trading and leasing.
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Directors' Report
for the year ended 31 December 2018

The Bond Issue

In November 2014, the Company issued a Bond for €30,000,000. Out of the funds received, €12,000,000
were intended for two specific projects namely: the development of a 19,000 sqm property intended to be
leased and the extension, deployment and commissioning of new equipment for its stone core business.
Both projects together with an extra additional 14,000 sqm new factory installation in Hal-Far have been
successfully commissioned by the end of 2017.

Outlook for financial year ending 31 December 2019
The Group has a positive outlook for 2019 in view of the number of already contracted projects and also a
result of its growing order book.

The Board will continue to monitor the progress of the Group’s plans and expects the implementation of
projects and the Group’s reorganization to translate into improved operating margins and efficiencies.

Dividends and Reserves

The results for the year are set in the Consolidated Statement of Comprehensive Income on page 24 and
25.

The Board of Directors does not propose the payment of a dividend in order to further strengthen the
financial position of the Group. Retained profits carried forward at the reporting date amounted to
€8,955,896 (2017: €2,960,983) for the Group and €2,266,535 (2017: €2,638,655) for the Company.

Directors
The directors of the Company since the beginning of the year up to the date of this report were:

Mr. Martin Vella - Chairman

Mr. Mark Vella - Director and CEO

Mr. Joseph Vella - Director

Mr. William Van Buren - Non-executive director

Dr. Arthur Galea Salomone - Non-executive director
Ms. Miriam Schembri - Non-executive director

Statement of Directors” Responsibilities for the financial statements

The Companies Act Cap. 386 of the Laws of Malta requires the Directors of Hal Mann Vella Group plc to
prepare annual financial statements for each financial year which give a true and fair view of the state of
affairs of the Group and the Company as at the end of the financial year and of the profit or loss for the
year in accordance with the requirements of International Financial Reporting Standards as adopted by the
European Union.

In preparing such financial statements, the Directors are required to:

- adopt the going concern basis unless it is inappropriate to presume that the Group and the Company will
continue in business;

- select suitable accounting policies and apply them consistently from one accounting year to another;

- make judgments and estimates that are reasonable and prudent; and

- account for income and charges relating to the accounting year on the accruals basis.
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Directors' Report
for the year ended 31 December 2018

The Directors are responsible for keeping proper accounting records which disclose with reasonable
accuracy at any time, the financial position of the Group and the Company and enable them to ensure that
the financial statements have been properly prepared in accordance with the provisions of the Companies
Act, Cap. 386 of the Laws of Malta. The directors are also responsible for safeguarding the assets of the
Group and the Company and hence for taking reasonable steps for the prevention and detection of errors,
fraud and other irregularities.

The financial statements of Hal Mann Vella Group plc for the year ended 31 December 2018 are included
in the Annual Report 2018, which is published in hard-copy printed form and is available on the
Company’s website.

The directors confirm that, to the best of their knowledge:

* the financial statements give a true and fair view of the financial position of the Group and the Company
as at 31 December 2018, and of the financial performance and the cash flows for the year then ended in
accordance with International Financial Reporting Standards as adopted by the European Union; and

* the annual report includes a fair review of the development and performance of the business and the
position of the Group and the Company, together with a description of the principal risks and
uncertainties that the Group and the Company face.

Going Concern Basis

After reviewing the Group’s forecasted financial statements, the directors are satisfied at the time of
approving the financial statements that the Group and the Company have adequate resources to continue
operating for the foreseeable future and therefore it is appropriate to adopt the going concern basis in
preparing the financial statements.

Shareholder register information pursuant to Listing Rule 5.64

- Structure of Capital

The Company has an authorised share capital of €5,000,000 Ordinary Shares of €1 each and issued and
fully paid up share capital of €4,999,820 with a nominal value of €1 each. Each Ordinary Share is entitled
to one vote. The Ordinary Shares in the Company shall rank pari passu for all intents and purposes at
law. There are currently no different classes of Ordinary Shares in the Company and accordingly all
Ordinary Shares have the same rights, voting rights and entitlements in connection with any distribution
whether of dividends or capital.

- Appointment and removal of Directors

Article 55.1 of the Company’s Memorandum and Articles of Association states that the Directors of the
Company shall be appointed by the Members in the annual general meeting of the Company. An election
of the Directors shall take place every year. All Directors, except a managing director (if any), shall retire
from office every 3 years, but shall be eligible for re-election. The Directors shall be elected as provided in
Article 55.1.1 & 55.1.2 of the Memorandum and Articles of Association, that any Member or number of
Members who in the aggregate hold not less than 200,000 shares having voting rights in the Company
shall be entitled to nominate a fit and proper person for appointment as director of the Company. In
addition to the nominations that may be made by Members pursuant to the provisions of Article 55.1.1, the
Directors themselves or a committee appointed for the purpose by the Directors, may make
recommendation and nominations to the Members for the appointment of Directors at the next following
annual general meeting.
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- Powers of Directors
The powers and duties of directors are outlined in the Company’s Articles of Association.

- General Meetings

The Company shall in each year hold a General Meeting as its Annual General Meeting in addition to any
other meetings in that year. All general meetings other than annual general meetings shall be called
extraordinary general meetings. The Directors may convene an extraordinary general meeting whenever
they think fit. If at any time there are not sufficient Directors capable of acting to form a quorum for a
meeting of the Directors, any Director, or any two Members of the Company holding at least 10% of the
Equity Securities conferring a right to attend and vote at general meetings of the Company, may convene
an extraordinary general meeting in the same manner, as nearly as possible, as that in which meetings may
be convened by the Directors and shall give notice thereof.

A General Meeting of the Company shall be called by not less than 14 days notice in writing. The notice
shall be exclusive of the day on which it is served or deemed to be served and of the day for which it was
given and shall specify the place, the day and the hour of the meeting, and in case of special business, the
general nature of that business, and shall be accompanied by a statement regarding the effect and scope of
any proposed resolution in respect of such special business.

Auditors
A resolution to re-appoint HLB CA Falzon as auditors of the company will be proposed at the forthcoming
annual general meeting. HLB CA Falzon have expressed their willingness to continue in office.

By order of the Board:
7/
/ //// / //
A Nt
Mr. Martinr'Vella - Chairman Mr. MarKVella - Director and CEO
/

Registered Office
The Factory,
Mosta Road,
Lija LJA 9016

17 April 2019



Hal Mann Vella Group plc

Corporate Governance Statement
for the year ended 31 December 2018

Pursuant to the Listing Rules as issued by the Listing Authority of the Malta Financial Services Authority,
Hal Mann Vella Group plc (“the Company”) is hereby reporting on the extent of its own adoption of the
Code of Principles of Good Corporate Governance (”the Code”) contained with the Listing Rules.

Introduction

Pursuant to the Listing Rules issued by the Malta Financial Services Authority, Hal Mann Vella Group
p-l.c. (“the Company”) is hereby reporting on the extent of its adoption of the Code of Principles of Good
Corporate Governance (“the Principles”) with respect to the financial year under review.

The Company became subject to the principles when its bonds were admitted to listing and subsequent
trading on the Malta Stock Exchange. Accordingly this report of the Company on this matter covers the
whole year.

The Company acknowledges that although the Code does not dictate or prescribe mandatory rules,
compliance with the principles of good corporate governance recommended in the Code is in the best
interests of the Company, its shareholders and other stakeholders.

The Company has only issued debt securities which have been admitted to trading on the Malta Stock
Exchange accordingly it is exempt from reporting on the matters prescribed in Listing Rules 5.97.1 to
5.97.3, 5.97.6 and 5.97.7 in this corporate governance statement (“the Statement”). It is in the light of this
exemption afforded to the Company that the directors are herein reporting on the corporate governance of
the Company.

General

Good corporate governance is the responsibility of the Board of Directors of the Company (“the Board”) as
a whole, and has been and remains a priority for the Company. In deciding on the most appropriate
manner in which to implement the Code, the Board took cognisance of the Company’s size, nature and
operations, and formulated the view that the adoption of certain mechanisms and structures which may be
suitable for companies with extensive operations may not be appropriate for the Company. The
limitations of size and scope of operations inevitably impact on the structures required to implement the
Code, without however diluting the effectiveness thereof.

The Board considers that, to the extent otherwise disclosed herein, the Company has generally been in
compliance with the Principles throughout the year under review.

This Statement shall now set out the structures and processes in place within the Company and how these
effectively achieve the goals set out in the Code for the year under review. For this purpose, this Statement
will make reference to the pertinent principles of the Code and then set out the manner in which the Board
considers that these have been adhered to.

For the avoidance of doubt, reference in this Statement to compliance with the principles of the Code
means compliance with the Code’s main principles and the Code provisions.
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Compliance with the Code

The directors believe that for the financial year under review the Company has generally complied with
the requirements for each of these principles. Further information in this respect is provided hereunder.

Principle One - The Board

The directors report that for the financial year under review, the directors have provided the necessary
leadership in the overall direction of the Company and have performed their responsibilities for the
efficient and smooth running of the Company with honesty, competence and integrity. The Board is
composed of members who are competent and proper to direct the business of the Company with honesty,
competence and integrity. All the members of the Board are fully aware of, and conversant with, the
statutory and regulatory requirements connected to the business of the Company. The Board is
accountable for its performance and that of its delegates to shareholders and other relevant stakeholders.

The Board has throughout the period under review provided the necessary leadership in the overall
direction of the Company, and has adopted prudent and effective systems which ensure an open dialogue
between the Board and senior management.

The Company has a structure that ensures a mix of executive and non-executive directors and that enables
the Board to have direct information about the Company’s performance and business activities.

Principle Two - Chairman and Chief Executive
The position of the Chairman and that of the Chief Executive Officer are occupied by different individuals.
There is a clear division of responsibilities between the running of the Board and the Chief Executive
Officer's responsibility in managing the Group's business. This separation of roles of the Chairman and
Chief Executive Officer avoids concentration of authority and power in one individual and differentiates
leadership of the Board from the running of the business.

The Chairman exercises independent judgement and is responsible to lead the Board and set its agenda,
whilst also ensuring that the directors receive precise, timely and objective information so that they can
take sound decisions and effectively monitor the performance of the Company. The Chairman is also
responsible for ensuring effective communication with shareholders and encouraging active engagement
by all members of the Board for discussion of complex or contentious issues. The CEO is then accountable
to the Board for all business operations of the Company.

Principle Three - Composition of the Board
The Board is composed of 6 members, with 3 executive and 3 non-executive directors, two of whom are
independent from the Group. It is responsible for the overall long term strategy and general policies of the
Company, of monitoring the Company’s systems of control and financial reporting and that it
communicates effectively with the market as and when necessary.

The CEO, upon board meeting attendance, provides the rest of the directors with immediate access to the
information on the Company’s financial position and systems. He acts as the main point of communication
between the Board and overall corporate operations as he is responsible for proper implementation of
sustainable business solutions, effective framework of internal controls over risk in relation to the business
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The Board of Directors consists of the following:

Mr. Martin Vella - Chairman

Mr. Mark Vella - Director and CEO

Mr. Joseph Vella - Director

Mr. William Van Buren - Non-executive director

Dr. Arthur Galea Salomone - Non-executive director
Ms. Miriam Schembri - Non-executive director

Dr. Louis de Gabriele - Company Secretary

In accordance with the provisions of the Company’s Articles of Association, the appointment of directors
to the Board is exclusively reserved to the Company’s shareholders, except in so far as appointment is
made by the Board to fill a casual vacancy, which appointment would be valid until the conclusion of the
next Annual General Meeting of the Company following such an appointment. In terms of the Articles of
Association a director shall hold office for a period of three years from the date of his appointment.

Dr. Arthur Galea Salomone and Mr. William Van Buren are considered by the Board to be independent
non-executive members of the Board. Ms. Miriam Schembri is a non-executive member of the Vella family.

None of the independent non-executive directors:

a) are or have been employed in any capacity with the Company and/or the Group;

b) have or had a significant business relationship with the Company and/or the Group;

c) has received or receives significant additional remuneration from the Company and/or the
Group;

d) has close family ties with any of the Company’s executive directors or senior employees;

e) has served on the board for more than twelve consecutive years; or

f) is or has been within the last three years an engagement partner or a member of the audit team
of the present or former external auditor of the Company and/or the Group.

Each non-executive director has declared in writing to the Board that he/she undertakes:
a) to maintain in all circumstances his independence of analysis, decision and action;not to seek or
b) accept any unreasonable advantages that could be considered as compromising his/her
independence; and
c) to clearly express his/her opposition in the event that he finds that a decision of the Board may
harm the Company.

Principle Four - The Responsibilities of the Board

The Board acknowledges its statutory mandate to conduct the administration and management of the
Company. The Board, in fulfilling this mandate and discharging its duty of stewardship of the Company,
assumes responsibility for the Company’s strategy and decisions with respect to the issue, servicing and
redemption of its bonds in issue, and for monitoring that its operations are in conformity with its
commitments towards bondholders, shareholders, and all relevant laws and regulations. The Board is also
responsible for ensuring that the Company establishes and operates effective internal control and
management information systems and that it communicates effectively with the market.

10
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The executive officers of the Company may be asked to attend board meetings or general meetings of the
Company, although they do not have the right to vote thereat until such time as they are also appointed to
the Board. The rest of the directors may entrust to and confer upon the Chief Executive Officer any of the
powers exercisable by them upon such terms and conditions and with such restrictions as they may think
fit, and either collaterally with or to the exclusion of their own powers, and may from time to time revoke,
withdraw, alter or vary all or any of such powers.

In fulfilling its mandate, the Board:

a) has a clearly-defined Company strategy, policies, management performance criteria and
business policies which can be measured in a precise and tangible manner;

b) has established a clear internal and external reporting system so that the Board has continuous
access to accurate, relevant and timely information such that the Board can discharge its duties,
exercise objective judgment on corporate affairs and take pertinent decisions to ensure that an
informed assessment can be made of all issues facing the board;

c) establishes an Audit Committee in terms of Listing Rules 5.117 - 5.134;

d) continuously assesses and monitors the Company'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 corporate strategy and financial objectives, and
regularly reviews the strategy, processes and policies adopted for implementation using key
performance indicators so that corrective measures can be taken to address any deficiencies
and ensure the future sustainability of the Company; and

f) ensures that the Company has appropriate policies and procedures in place to assure that the
Company and its employees maintain the highest standards of corporate conduct, including
compliance with applicable laws, regulations, business and ethical standards.

As part of succession planning, the Board ensure that the Company implements appropriate schemes to
recruit, retain and motivate employees and senior management. Directors are entitled to seek independent
professional advice at any time on any aspect of their duties and responsibilities, at the Company’s
expense.

During the course of the year under review the board has held one extended training session on the legal
responsibilities of directors as part of on-going training and professional development with respect to the
proper discharge of their duties as directors.

Principle Five - Board meetings

The directors meet regularly to dispatch the business of the Board. The Directors are notified of
forthcoming meetings by the Company Secretary with the issue of an agenda and supporting board
papers, which are circulated in advance of the meeting. Minutes are prepared during Board meetings
recording faithfully attendance, and resolutions taken at the meeting. These minutes are subsequently
circulated to all directors as soon as practicable after the meeting. The Chairman ensures that all relevant
issues are on the agenda supported by all available information, whilst encouraging the presentation of
views pertinent to the subject matter and giving all directors every opportunity to contribute to relevant
issues on the agenda. The agenda on the Board seeks to achieve a balance between long-term strategic and
short-term performance issues.

11
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The Board meets as often and as frequently required in line with the nature and demands of the business
of the Company. Directors attend meetings on a frequent and regular basis and dedicate the necessary time
and attention to their duties as directors of the Company. The Board met 4 times during the financial year
under review. The following directors attended meetings as follows:

Mr. Martin Vella - Chairman - 4 meetings

Mr. Mark Vella - Director - 4 meetings

Mr. Joseph Vella - Director - 4 meetings

Mr. William Van Buren - Non-executive director - 4 meetings

Dr. Arthur Galea Salomone - Non-executive director - 4 meetings
Ms. Miriam Schembri - Non-executive director - 4 meetings

Principle Six - Information and Professional Development
The Directors believe that for the financial year under review they conducted sufficient professional
development for its officers. The Company will continue with this commendable practice. As part of
succession planning and employee retention, the Board ensure that the Company implements appropriate
schemes to recruit, retain and motivate employees and senior management and keep a high morale
amongst employees.

Principle Seven - Evaluation of the Board's performance
The current composition of the Board allows for a cross-section of skills and experience and achieves the
appropriate balance required for it to function effectively. During the year, the directors carried out a self-
evaluation performance analysis, including the Chairman and the CEO. The results of this analysis did not
require any material changes in the Company’s corporate governance structure.

Principle Eight - Committees
Principle Eight A of the Code deals with the establishment of a remuneration committee for the Company
aimed at developing policies on remuneration for directors and senior executives and devising appropriate
remuneration packages.
In view of the size and type of operation of the Company, the Board does not consider the Company to
require the setting up of a remuneration committee, and the Board itself carries out the functions of the
remuneration committee specified in, and in accordance with, Principle Eight A of the Code, given that the
remuneration of directors is not performance-related.

The Board has established a remuneration policy for directors and senior executives, underpinned by
formal and transparent procedures for the development of such a policy and the establishment of the
remuneration packages of individual directors.

The Board confirms that there have been no changes in the Company’s remuneration policy during the
year under review and the Company does not intend to effect any changes in its remuneration policy for
the following financial year.

The maximum annual aggregate emoluments that may be paid to the Directors is, pursuant to the
Company’s Memorandum and Articles of Association, approved by the shareholders in general meeting.

During the financial year under review, Mr. Martin Vella, Mr. Mark Vella and Mr. Joseph Vella each held
an indefinite full-time contract of service with Sudvel Limited and Hal Mann Vella Limited.

12
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The remuneration policy for directors has been consistent since inception; no director (including the
chairman) is entitled to profit sharing, share options or pension benefits. There is no linkage between the
remuneration and the performance of directors. A fixed honorarium is payable at each financial year to
the non-executive directors.

For the financial year under review the aggregate remuneration of the directors of the Company was as
follows:

Fixed remuneration from Company €13,532

Fixed remuneration from Subsidiaries €125,827

Principle Eight B of the Code deals with the formal and transparent procedure for the appointment of
directors.

In view of the size and type of operation of the Company, the Board does not consider the Company to
require the setting up of a nomination committee. Reference is also made to the information provided
under the subheading ‘Principle Three” above, which provides for a formal and transparent procedure for
the appointment of new directors to the Board.

Principle Nine - Relations with shareholders and with the market
Pursuant to the Company’s statutory obligations in terms of the Companies Act (Cap. 386 of the Laws of
Malta) and the Listing Rules issued by the Malta Financial Services Authority, the Annual Report and
Financial Statements, the election of directors and approval of directors’ fees, the appointment of the
auditors and the authorisation of the directors to set the auditors’ fees, and other special business, are
proposed and approved at the Company’s Annual General Meeting.

With respect to the Company’s bondholders and the market in general, during the financial year under
review, there was no need to issue any Company announcements to the market.

The Company’s Articles of Association allow minority shareholders to call special meetings on matters of
importance to the Company, provided that the minimum threshold of ownership established in the
Articles of Association is met.

Principle Ten - Relations with Institutional shareholders
The directors are of the view that this Principle is not applicable to the Company.

Principle Eleven - Conflicts of Interest
Principle Eleven deals with conflicts of interest and the principle that directors should always act in the
best interests of the Company
All of the directors of the Company, except for Ms. Miriam Schembri, Dr. Arthur Galea Salomone and
Mr. William Van Buren are executive officers of the Company. The other executive directors have a direct
beneficial interest in the share capital of the Company, and as such are susceptible to conflicts arising
between the potentially diverging interests of the shareholders and the Company. During the financial
year under review, no private interests or duties unrelated to the Company were disclosed by the directors
which were or could have been likely to place any of them in conflict with any interests in, or duties
towards, the Company.
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The Audit Committee has the task to ensure that any potential conflicts of interest are resolved in the best
interests of the Company. Furthermore, in accordance with the provisions of article 145 of the Companies
Act (Cap. 386 of the Laws of Malta), every Director who is in any way, whether directly or indirectly,
interested in a contract or proposed contract with the Company is under the duty to fully declare his
interest in the relevant transaction to the Board at the first possible opportunity and he will not be entitled
to vote on matters relating to the proposed transaction and only parties who do not have any conflict in
considering the matter will participate in the consideration of the proposed transaction .

Principle Twelve - Corporate Social Responsibility
Principle Twelve encourages directors of listed companies to adhere to accepted principles of corporate
social responsibility
The Company seeks to adhere to sound Principles of Corporate Social Responsibility in its management
practices, and is committed to enhance the quality of life of all stakeholders and of the employees of the
Company and the Group.

The Board is mindful of the environment and its responsibility within the community in which it operates.
To this end the Group has taken initiatives such as; investment in renewable energy; implementation of
water management systems within its operations and manufacturing companies to curtail waste and better
manage the use of water.

Furthermore, the Group also seeks to minimise waste by seeking to deploy what are by products of its
manufacturing, in its terrazzo line ensuring a cheaper product complimentary to its social policy of
reducing waste.

In carrying on its business the Group is fully aware and at the forefront to preserving the environment and
continuously review its policies aimed at respecting the environment and encouraging social responsibility
and accountability.

The Audit Committee

The Audit Committee’s primary objective is to assist the Board in fulfilling its responsibilities: in dealing
with issues of risk, control and governance; and review the financial reporting processes, financial policies
and internal control structure. During the financial year under review, the Audit Committee met four
times.

Although the Audit Committee is set up at the level of the Company its main tasks are also related to the
activities of the subsidiaries and operational companies.

The Board has set formal terms of establishment and the terms of reference of the Audit Committee that
establish its composition, role and function, the parameters of its remit as well as the basis for the processes
that it is required to comply with. The Audit Committee is a sub-committee of the Board and is directly
responsible and accountable to the Board. The Board reserves the right to change these terms of reference
from time to time.

Furthermore, the Audit Committee has the role and function of scrutinising and evaluating any proposed
transaction to be entered into by the Company and a related party, to ensure that the execution of any such
transaction was at arm’s length and on a commercial basis and ultimately in the best interests of the
Company.
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The Audit Committee is composed of 3 independent, non-executive directors:

¢ Dr. Arthur Galea Salomone - Member
e Mr. William Van Buren - Member
¢ Ms. Miriam Schembri - Member

Mr. William Van Buren is a non-executive director and a qualified accountant, who the Board considers as
independent and competent in accounting as required in terms of the Listing Rules.

Internal Control

The Board is ultimately responsible for the Company’s system of internal controls and for reviewing its
effectiveness. The Directors are aware that internal control systems are designed to manage, rather than
eliminate, the risk of failure to achieve business objectives, and can only provide reasonable, and not
absolute, assurance against normal business risks.

During the financial year under review the Company operated a system of internal controls which
provided reasonable assurance of effective 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 Company.

Other key features of the system of internal control adopted by the Company in respect of its own internal
control as well as the control of its subsidiaries and affiliates are as follows:

Risk identification

The board of directors, with the assistance of the Management team, is responsible for the identification
and evaluation of key risks applicable to the areas of business in which the Company and its subsidiaries
are involved. These risks are assessed on a continual basis.

Information and communication

Periodic strategic reviews which include consideration of long-term financial projections and the
evaluation of business alternatives are regularly convened by the Board. Regular budgets are prepared and
performance against these plans is actively monitored and reported to the Board.

In conclusion, the Board considers that the Company has generally been in compliance with the Principles
throughout the period under review as befits a company of this size and nature.
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Non-compliance with the principles and the reasons therefor have been identified below.

Code Provision

Explanation

4.2

The Board has not formally developed a succession
policy for the future composition of the Board of
Directors as recommended by Code Provision 4.2.7. In
practice, however, the Board are actively engaged in
succession planning and involved in ensuring that
appropriate schemes to recruit, retain and motivate
employees and senior management are in place.

7.1

The Board has not appointed a committee for the
purpose of undertaking an evaluation of the Board’s
performance. The Board believes that the size of the
Company and the Board itself does not warrant the
establishment of a committee specifically for the purpose
of carrying out a performance evaluation of its role. The
size of the Board is such that it should enable it to
evaluate its own performance without the requirement of
setting up an ad-hoc committee for this purpose. The
Board shall retain this matter under review over the
coming year.

8B

The Board has not appointed a Nominations Committee,
particularly of the appointment process being specifically
set out in the Articles of Association. The Board,
however, intends to keep under review the utility and
possible advantages of having a Nominations Committee
and following an evaluation may, if the need arises,
make recommendations to the shareholders for a change
to the Articles of Association.

Approved by the Board on 17 April 2019 and signed on its behalf by:

Mr. Martiy/@a - Chairman

(A

Mr. Mark V/ella - Director and CEO
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Independent Auditor's Report
to the shareholders of Hal Mann Vella Group plc

Report on the Financial Statements for the year ended 31 December 2018

Opinion

We have audited the individual financial statements of Hal Mann Vella Group plc (“the Company”) and the
consolidated financial statements of the Company and its subsidiaries (together, “the Group”), set out on
pages 24 to 90, which comprise the statement of financial position as at 31 December 2018, statement of
comprehensive income, statement of changes in equity and the statement of cash flows for the year then
ended, and notes to the financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying financial statements give a true and fair view of the financial position of the
Group and the Company as at 31 December 2018, and of the Group’s and the Company’s financial
performance and cash flows for the year then ended in accordance with International Financial Reporting
Standards as adopted by the European Union and have been properly prepared in accordance with the
requirements of the Companies Act, Cap. 386 of the Laws of Malta.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities
under those standards are further described in the Auditor's Responsibilities for the Audit of the Financial
Statements section of our report. We are independent of the Group in accordance with the International Ethics
Standards Board for Accountants' Code of Ethics for Professional Accountants (IESBA Code), together with
the ethical requirements that are relevant to our audit of the financial statements in accordance with the
Accountancy Profession (Code of Ethics for Warrant Holders) Directive issued in terms of the Accountancy
Profession Act (Cap.281) in Malta, and we have fulfilled our other ethical responsibilities in accordance with
the IESBA code. We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that in our professional judgement were of most significance in our audit
of the financial statements of the current period. These matters where addressed in the context of our audit of
the financial statements as a whole and in forming our opinion thereon.

We do not provide a separate opinion on these matters.

1. Investment property valuations
Risk description
The Group carries its investment property at fair value, with changes in fair value being
recognised in the profit or loss. Fair value is based on market valuation performed by
independent professional architects. The last market valuation was performed on 30 September
2018. Investment property amounted to €46,689,617 as at 31 December 2018 and is deemed
material to the financial statements.

Estimating the fair value is a complex process involving a number of judgements and estimates
regarding various inputs. Consequently, we have determined the valuation of the investment
property to be a key audit matter.
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Relevant references in the Annual Report and Financial Statements:

- Accounting policy: notes 2.7 and 2.21

- Note on Investment Property: note 18

- Judgements in applying accounting policies and key sources of estimation uncertainty: Note 3

How the scope of our audit responded to the risk

We obtained an understanding of the Group’s process for determining fair value measurements
and disclosures and the relevant control procedures. We assessed inherent and control risk
related to the fair value measurements and disclosures and evaluated whether the fair value
measurements and disclosures are in accordance with the Group’s financial reporting framework
and are consistently applied.

We evaluated the professional competence and independence of the architects employed by the
Group. We assessed whether the scope of the architects” work was adequate for the purpose of
our audit. We evaluated the assumptions and the basis of valuation and the completeness of
information used by the architects. We assessed whether the architects’ report is complete and
reasonable and whether all pertinent information therein is properly reflected in the financial
statements.

Findings
The result of our testing was satisfactory and we concur that the valuation of the investment
property is appropriate.

2. Deferred tax asset
Risk description
As at 31 December 2018, the Group has recognised a deferred tax asset amounting to €3,645,397
arising primarily from deductible temporary differences in respect of unabsorbed capital
allowances and unutilized tax losses that it believes are recoverable. The recoverability of
recognised deferred tax asset is in part dependent on the Group’s ability to generate future
taxable profits sufficient to utilise deductible temporary differences and tax losses. We have
determined this to be a key audit matter, due to the inherent uncertainty in forecasting the
amount and timing of future taxable profits and the reversal of temporary difference.
Relevant references in the Annual Report and Financial Statements:
- Accounting policy: notes 2.19
- Note on Deferred Tax: note 25
- Judgements in applying accounting policies and key sources of estimation uncertainty: Note 3

How the scope of our audit responded to the risk

We ensured that IAS 12 Income Taxes has been correctly applied in respect of deferred tax,
paying particular attention to the following situations: (a) the revaluation of an asset; (b) the
disposal of an asset and (c) unabsorbed capital allowances and unutilized tax losses and (d)
investment tax credits.
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We assessed the accuracy of forecast future taxable profits by evaluating historical forecasting
accuracy and comparing assumptions with our expectations of those assumptions derived from
our knowledge of the industry and our understanding obtained during the audit.

Findings
We are satisfied that the deferred tax asset has been properly recognised and measured in view of

the fact that taxable profits will be available against which the deductible temporary differences
can be utilized.

3. Impact of new accounting standards

Risk description

Significant changes in accounting standards relevant to the Company and the Group came into
effect for the financial year ended 31 December 2018. In particular, IFRS 15 - Revenue from
Contracts with Customers established a comprehensive framework for considering whether, how
much and when revenue is recognised, and included in IFRS 9 - Financial Instruments (as revised
in 2014) is a new model of expected credit losses to calculate impairment of financial assets. IFRS
16 - Leases is effective as from the financial year ending 31 December 2019, and brings most leases
on-balance sheet for lessees under a single model, thus eliminating for lessees the distinction
between operating and finance leases, Given the significance of the Group's leasing transactions,
the application of this standard is expected to result in significant adjustments to the financial
statements for the year ending 31 December 2019.

Relevant references in the Annual Report and Financial Statements:
- Accounting policy: notes 2.4 and 2.16

- Notes on Revenue from Contracts with Customers and Financial Assets and Liabilities: notes 6
and 17, respectively.

How the scope of our audit responded to the risk

Our audit procedures included use of IFRS expertise to assess in particular (a) the manner in
which the Group implemented the new standards on revenue and expected credit losses for the
financial year ended 31 December 2018, including the revision of applicable accounting policies
and the inclusion of the required additional disclosures; and (b) the Group's assessment of the
impact of the implementation of the new requirements on lessee accounting for the financial year
ending 31 December 2019, including the nature and extent of the required disclosures thereon in
the financial statements for the year ended 31 December 2018.

Findings

We are satisfied that the Impact of new accounting standards been properly implemented and
disclosed.
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Other Information

The directors are responsible for the other information. The other information comprises of the Chairman’s
Statement, Directors' Report and Corporate Governance Statement of Compliance. Our opinion on the
financial statements does not cover this information. Except for our opinion on the Directors’ Report in
accordance with the Companies Act, Cap. 386 of the Laws of Malta and on the Corporate Governance
Statement of Compliance in accordance with the Listing Rules issued by the Malta Listing Authority, our
opinion on the financial statements does not cover the other information and we do not express any form of
assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information
and, in doing so, consider whether the other information is materially inconsistent with the financial
statements or our knowledge obtained in the audit, or otherwise appears to be materially misstated.

With respect to the Directors' Report, we also considered whether the Directors' Report includes the
disclosures required by Article 177 of the Companies Act, Cap. 386 of the Laws of Malta. Based on the work
we have performed, in our opinion:

- the information given in the Directors' Report for the year ended 31 December 2018 is consistent with the
financial statements; and

- the Directors' Report has been prepared in accordance with the Companies Act, Cap. 386 of the Laws of
Malta.

In addition, in light of the knowledge and understanding of the Group and its environment, obtained in the
course of the audit, we are required to report if we have identified material misstatements in the Directors'
Report.

Based on the work we have performed, we have nothing to report in this regard.

Responsibilities of the Directors and Those Charged with Governance

The directors are responsible for the preparation of the financial statements that give a true and fair view in
accordance with the International Financial Reporting Standards as adopted by the European Union, and for
such internal controls as the directors determine is necessary to enable the preparation of financial statements
that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the Group's ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless the directors either intend to liquidate the Group or to cease operations, or
have no realistic alternative to do so. Misstatements can arise from fraud or error and are considered material
if, individually or in the aggregate, they could reasonably be expected to influence the economic decisions of
users taken on the basis of these financial statements.

Auditors' Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor's report that includes our
opinion.
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Reasonable Assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with ISAs will always detect a material misstatement when it exists. Misstatements can arise from
fraud or error and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these.

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

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional
skepticism throughout the audit. We also:

- Identify and assess the risk of material misstatement of the financial statements, whether due to fraud or
error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement
resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations or the override of internal control.

- Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Group's internal control.

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

- Conclude on the appropriateness of the directors' use of the going concern basis of accounting and based on
the audit evidence obtained, whether a material uncertainty exists related to events or conditions that may
cast significant doubt on the Group's ability to continue as a going concern. If we conclude that a material
uncertainty exists, we are required to draw attention in our auditor's report to the related disclosures in the
financial statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based
on the audit evidence obtained up to the date of our auditor's report. However, future events or conditions
may cause the Group to cease to continue as a going concern.

- Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

- Obtain sufficient appropriate evidence regarding the financial information of the entities or business
activities within the Group to express an opinion on the consolidated financial statements. We are responsible
for the direction, supervision and performance of the group audit. We remain solely responsible for our audit
opinion.

We communicate with the directors regarding, among other matters, the planned scope and timing of the
audit and significant audit findings, including any significant deficiencies in internal control that we identify
during our audit.
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' We also provide those charged with governance with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other matters that
may reasonably be thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters that were
of most significance in the audit of the financial statements of the current period and are therefore the key
audit matters. We describe these matters in our auditor's report unless law or regulation precludes public
disclosure about the matter or when, in extremely rare circumstances, we determine that a matter should not
be communicated in our report because the adverse consequences of doing so would reasonably be expected
to outweigh the public interest benefits of such communication.

Report on other legal and regulatory requirements

Other matters on which we are required to report by exception
We also have responsibilities:

- under the Maltese Companies Act (Cap. 386) to report to you if, in our opinion:
- adequate accounting records have not been kept, or that returns adequate for our audit have not
been received from branches not visited by us;
- the financial statements are not in agreement with the accounting records and returns;
- we have not received all the information and explainations we require for our audit; and
- certain disclosures of directors' remuneration specified by law are not made in the financial
statements, giving the required particulars in our report.
- under the Listing Rules to review the statement of 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 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 Corporate Governance Statement providing an explanation of the extent to which they have
adopted the Code of Principles of Good Corporate Governance and the effective measures that have taken to
ensure compliance with those Principles.

The Listing Rules also require the auditor to include a report on the Corporate Governance Statement
prepared by the directors. We read the Corporate Governance Statement and consider the implications for our
report if we become aware of any apparent misstatements 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 Corporate Governance Statement cover all risks and controls, or form an opinion on the effectiveness of
the Company’s corporate governance procedures or its risk and control procedures.

In our opinion, the Corporate Governance Statement set out on pages 8 to 16 has been properly prepared in
accordance with the requirements of the Listing Rules 5.94 and 5.97 issued by the Malta Listing Authority.
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