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DIRECTORS’ REPORT

The directors present their annual report and the financial statements for the year ended 31 December 2020.

Principal activity

The principal activity, which is unchanged since last year, is the leasing of its investment property to a fellow
subsidiary.

Review of the business

For the year ended 31 December 2020, the Company madean operaing profit of €1,967,844 (2019, as restated:
€2,001,288). For the same period, despite the positive operating profit, the Company reported a loss before tax
amounting to €8,097,938 primarily as a result of a revaluation decrease on the fair value of the investment

property reflecting the impact of the Coronavirus COVID-19 pandemic on the local tourism industry and
consequently the business of the lessee of the same investment property. The Company's financial position
remains satisfactory and the directors expect the general level of operating activity to be improved in the
foreseeable future.

Events after the end of reporting period

No significant events have occurred after the end of the reporting period which require mention in this report

except for that disclosed in Note 21 to the financial statements.

Future developments

The Companyis not envisaging any changesin operating activities for the forthcoming year.

Financial risk management

The Company's activities expose it to a variety of financial risks, including market risk, credit risk and liquidity
risk. Refer to Note 19 in the financial statements.

Related Party Transactions

During the financial year, the Company conducted transactions with related parties. These are disclosed in Note
18 in the financial statements.
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DIRECTORS’ REPORT- continued

Directors

The directors who held office during the year under review were:

e MrLuke Chetcuti - Executive and Managing Director

e Ms Cheryle Falzon Chetcuti - Executive Director

e Mr Tonio Depasquale - Independent Non-Executive Director

e Dr Kari Pisani - Independent Non-Executive Director

In accordance with the Company's Memorandum and Articles of Association, all directors except for the
ManagingDirector, shall retire from office at least once every three years, but shall be eligible for re-election.

Statementof directors’ responsibilities

The Companies Act requires the directors to prepare financial statements for each financial period which give a
true andfair view of the financial position of the Company as at the end of the financial year and of the profit or

loss for that period.

In preparing the financial statements, the directors are required to:

e adopt the going concern basis unlessit is inappropriate to presume that the Companywill continue in the

business;

e select suitable accounting policies and apply them consistently;

e make judgements and estimates that are reasonable and prudent;

e accountfor income and chargesrelating to the accounting period on the accruals basis;

e value separately the componentsof asset andliability items;

e report comparative figures corresponding to those of the preceding accounting period; and

e prepare the financial statements in accordance with generally accepted accounting principles as defined in

the Companies Act and in accordance with the provision of the sameAct.

The directors are also responsible for keeping proper accounting records which disclose with reasonable
accuracy at any time the financial position of the Company and to enable the directors to ensure that the

financial statements comply with the Companies Act. This responsibility includes designing, implementing and
maintaining such internal control as the directors determine is necessary to enable the preparation offinancial
statements that are free from material misstatement, whether due to fraud or error. The directors are also
responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the

prevention and detection of fraud and otherirregularities.
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DIRECTORS’ REPORT- continued

Statementof directors’ responsibilities - continued

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

e the financial statements give a true andfair view of the financial position of the Company as at 31 December

2020, and ofits financial performance and its cash flows for the period then ended in accordance with

International Financial Reporting Standards as adopted by the European Union; and

e the annual report includes a fair review of the development and performance of the business and the position

of the Company,togetherwith a description of the principal risks and uncertainties that the Companyfaces.

Auditors

RSM Malta, Certified Public Accountants, have expressed their willingness to continue in office and a resolution
for their reappointmentwill be proposed at the Annual General Meeting.

This report was approved by the Board of Directors and duly signed onits behalf by:

= U
Luke Chetcuti Kari Pisani

 

Director Director

27 April 2021
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STATEMENT OF COMPLIANCEWITH THE PRINCIPLES OF GOOD CORPORATE
GOVERNANCE

The Company supports the Prospects MTF Rules ("the Rules").

With the exceptions mentioned hereunder, the Company adopts the Code of Principles of Good Corporate
Governance (the "Code"), which is in turn appended to Chapter 5 of the Listing Rules of the Listing Authority.
The Board of Directors of the Company (the "Board") notes that the Code does not dictate nor prescribe
mandatory rules but recommendsprinciples of good practice. Nonetheless, the Board strongly maintains that the
Principles are in the best interest of the Companyandits investors taken as a whole, since they seek to ensure

that the directors adhereto internationally recognised and high standards of corporate governance.

The Board of Directors sets the strategy and direction of the Company andretains direct responsibility for
appraising and monitoring the Company's financial statements and annual report. The activities of the Board are
exercised in a mannerdesigned to ensurethatit can effectively supervise the operations of the Company so as
to protect the interests of the bondholders, amongst other stakeholders. The Board is also responsible for
making relevant public announcements and for the Company's compliance with its continuing obligations in

terms of the Rules.

The Company's financial statements are subject to an annual audit by the Company's external auditors.
Moreover, the non-executive Directors will have direct access to the external auditors of the Company who
attend at Board meetings at which the Company's financial statements are approved. In ensuring compliance
with other statutory requirements and with continuing admission obligations, the Board is advised directly, as
appropriate, by its appointed broker, legal advisor and the external auditors. Directors are entitled to seek
independent professional advice at any time on any aspect of their duties and responsibilities, at the Company's
expense.

The Board

The Board of Directors is responsible for the Company's affairs, in particular in giving direction to the Company
and being actively involved in overseeing the systems of control and financial reporting. The Board has
discussed the Code andall directors are aware of their responsibilities as such, including those arising from

such Code.

More specifically, in the ordinary course of its business and affairs, the board of Directors of the Companyis
responsiblefor:

e defining the Company's strategy, policies, management performancecriteria and businesspolicies;

e establishing internal and external reporting systems sothat it can continuously access accurate, relevant

and timely information to discharge its duties, exercise objective judgement and make decisions;

e continuously assessing and monitoring the Company's present and future operations, opportunities,

threats and risks;

e evaluating the management's implementation of corporate strategy and financial objectives;

e reviewing the strategy, processes and policies adopted for implementation;

e ensuring that the Company has appropriate policies and proceduresin 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;

e providing the market with regular, timely andaccurate announcements where appropriate and in terms of

the applicable rules and laws governing the affairs of the Company;

The Board of the Company meets at least quarterly and more frequently if necessitated by the business and/or

the general circumstances of the Company.
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STATEMENT OF COMPLIANCE WITH THE PRINCIPLES OF GOOD CORPORATE

GOVERNANCE- continued

Current Directors

Mr Luke Chetcuti (Managing and Executive Director)

Ms Cheryle Falzon Chetcuti (Executive Director)

Mr Tonio Depasquale (Independent and Non-Executive Director)

Dr Kari Pisani (Independent and Non-Executive Director)

The Company Secretary of the Company is Dr Emma Grechas from 15 January 2020.

During the course of 2020 the Board of Directors met 14 times, with a 100% attendanceofall directors at these

meetings.

In the opinion of the Companythe Board is currently composed of members who, as a whole, have the required

diversity of knowledge, judgement and experience to properly complete their tasks to understand andfully
appreciate the business risk issues and the ability of the Companyto achieve its objectives. What is more, the
Company believes the Board to be composed of an adequate mix of executives and independent non-
executives. The latter members have no pre-existing or existing arrangements, business relationships or
circumstancesrelating to the Companyor the wider Group of which the Company forms part that impinges on
their independence of mind and judgement.

The Board has appropriate processes and systems in place to allow for the declaration, identification and
managementofconflicts of interest that may arise.

Audit Committee

The Audit Committee assists the Board in fulfilling its supervisory and monitoring responsibility by reviewing the
Company's financial statements and disclosures, monitoring the system of internal control established by
management, as well as the audit process. The Audit Committee is also responsible for monitoring, scrutinising
and advising on related party transactions.

The Companyestablished an Audit Committee. The following directors currently sit on the Audit Committee:

e Dr Kari Pisani - Chairman of the Audit Committee - Independent and Non-Executive Director

e Mr Tonio Depasquale - Independent and Non-Executive Director

e MrLuke Chetcuti - Managing and Executive Director

During the course of 2020 the Audit Committee metfive times with a 100% attendance of all members at three
of those meetings. Mr Luke Chetcuti was not able to attend two of those meetings, at which particular meetings
the other Audit Committee members were howeverpresent.

Relations with the Market

The market is kept up to date with all relevant information, and the Company regularly publishes such
information on its website to ensure consistent relations with its investors.

Remuneration Committee and Nomination Commitee

Dueto the nature of the Company's restricted operational functions, the Board does not considerit necessary to
set up a remuneration committee, nor a nomination committee. The directors received in aggregate €51,036 for
services rendered during 2020. The remuneration has been approved by the Audit Committee.
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STATEMENT OF COMPLIANCE WITH THE PRINCIPLES OF GOOD CORPORATE

GOVERNANCE- continued

Evaluation of the Board’s Performance

Underthe present circumstances, the Board does not considerit necessary to appoint a committee to carry out
a performance evaluation of its role, as the Board’s performance is always under the scrutiny of the
shareholders.

Risk ManagementandInternal Control

The Board recognises that the Company must manage a rangeofrisks in the course ofits activities, and that
failure to adequately manage these risks could adversely impact the business. Whilst no system can provide
absolute guarantees and protection against material loss, the risk management systems are designed to give
the directors reasonable assurance that problems can beidentified promptly and remedial action can be taken
whenandas appropriate.

The Board maintains sound risk management and internal control systems designed to ensure, as much as
possible, transparency, independence and segregation of duties. The processis also designed to ensurereliable
financial reporting, effective and efficient operations and compliance with applicable laws and regulations. The
Board establishes formal and transparent arrangements to apply risk management and internal control
principles, as well as maintain an appropriate relationship with the Company'sauditors.

Corporate Social Responsibility

Whilst the Company is mindful of its wider social and ethical responsibilities attaching to its activities and
decisions and the wider stakeholder interests that may be relevant in the managementof its business and
execution thereof, since the business of the Companyconsists exclusively in the renting of one immovable asset
- within a wider Group of companies operating under the Hugo’s brand that may have a morepublic destination
and offering - it does notitself in any noticeable or public way, nor through any special or dedicated programme,
pursue any separate corporate social responsibility initiatives, except through its association with those
entertained or executed by other companies in the said wider Group of companies operating under the Hugo’s
brand.

This statement of compliance with the principles of good corporate governance has been approvedby the Board
of Directors and signed onits behalf by:

bi
 

Luke Chetcuti Kari Pisani

Director Director

27 April 2021
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INDEPENDENT AUDITORS' REPORT

To the Shareholders of HH Financeplc

Report on the Audit of Financial Statements

Opinion

We have audited the accompanying financial statements of HH Finance plc ("the Company"), set out
on pages 15 - 37, which comprise the statementof financial position as at 31 December 2020, the
statement of comprehensive income, statement of changes in equity and statement of cash flows for
the year then ended, and notes to the financial statements, including a summary of significant
accountingpolicies.

In our opinion, the financial statements give a true and fair view of the financial position of the
Company as at 31 December 2020, andofits financial performance and its cash flows for the year
then endedin accordance with International Financial Reporting Standards ("IFRS") as adopted by the
European Union ("EU"), and have been properly prepared in accordance with the requirements of the
Companies Act (Cap. 386).

Our opinion is consistent with the additional report to the Audit Committee in accordance with the
provision of Article 11 of the EU Regulation No. 537/2014 on specific requirements regarding statutory
audits of public-interest entities.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing ("ISAs"). Our
responsibilities under those standards are further described in the Auditors’ Responsibilities for the
Audit of the Financial Statements section of our report. We are independent of the Companyin
accordance with the ethical requirements of both the International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants (including International Independence
Standards) ("IESBA Code") and the Accountancy Profession (Code of Ethics for Warrant Holders)

Directive issued in terms of the Accountancy Profession Act (Cap. 281) in Malta that are relevant to our
audit of the financial statements, and we havefulfilled our other ethical responsibilities in accordance
with the IESBA Code and the Code of Ethics for Warrant Holders in Malta. Webelieve that the audit
evidence wehave obtainedis sufficient and appropriate to provide a basis for our opinion.

AUDIT | TAX | CONSULTING

 



 

INDEPENDENT AUDITORS' REPORT- continued

Report on the Audit of Financial Statements - continued

Basis for Opinion - continued

To the best of our knowledge and belief, we declare that non-audit services that we have provided to

the Companyare in accordance with the applicable laws and regulations in Malta and that we have not
provided any non-audit services that are prohibited under Article 18A of the Accountancy Profession
Act (Cap. 281).

The non-audit services that we have provided to the Companyduring the year are disclosed in Note 5
to the financial statements.

Key Audit Matters

Key audit matters are those that, in our professional judgement were of most significance in our audit
of the financial statements of the current period. These matters were addressedin the context of our
audit of the financial statements as a whole, and in forming our opinion thereon, and we do not provide
a separate opinion on these matters.

Valuation of Investment Property

The Company's investment property pertains to the H Hotel located at Triq Santu Wistin, Paceville, St
Julians valued at €36 million. Valuation of this property is inherently subjected to, among otherfactors,
the individual nature of the property, its location, and the expected future revenues to be derived from
the property.

The existence of significant estimates used to arrive at the fair value of the property, could result in a
potential material misstatement by virtue of the inherent uncertainties underlying the estimations.

Consequently, specific audit focus and attention was given to this area. The valuation of the property
was performed by managementonthe basis of valuation reports prepared by an independent qualified
valuer. The valuation report of the third party was based on information provided by the Company and
assumptions and valuation model used by the valuer. The valuation approach applied in assessing the
fair value is the income approach using discounted cash flows. The mostsignificant judgements relate

to the projected cash flows, the discount rate, the annual growth rate and the capitalisation rate.

Our audit proceduresin relation to the valuation of the investment property included, amongstothers:

e Considering the objectivity, independence, competence and capabilities of the external valuer;

e Reviewing the methodology used by the external valuer and by managementto estimate the fair

value of the investment property;

e Testing the mathematical accuracyof the calculations derived from the forecast model;

e Assessing the key valuation inputs and assumptions used on whichthe forecasts were made.

10



 

INDEPENDENT AUDITORS' REPORT- continued

Report on the Audit of Financial Statements - continued

Key Audit Matters - continued

Valuation of Loans Receivable

Weidentified the recoverability, and hence the valuation, of the loans receivable from a fellow
subsidiary as a key audit matter due to the significant degree of judgement made by managementin
assessing whether such loans were subject to impairment and consequently in determining the extent

of allowance for expected credit losses ("ECL").

As at 31 December 2020, the Companyhad loans receivable amounting to €3,903,505.

Ourproceduresin relation to the recoverability of receivables included:

e Reviewing the terms surrounding the receivable to the agreements; and

e Assessing the financial soundness of the fellow subsidiary. In doing this, we referred to the

managementaccounts and the projections madeavailable to us.

OtherInformation

The directors are responsible for the other information. The other information comprises the general
information, the directors’ report, and the statement of compliance with the principles of good corporate
governance. Our opinion on the financial statements does not cover the other information, including

the directors’ report.

In connection with our audit of the financial statements, our responsibility is to read the other
information identified above and, in doing so, consider whether the other information is materially

inconsistent with the financial statements or our knowledge obtainedin the audit, or otherwise appears
to be materially misstated. If, based on the work we have performed on the other information that we
have obtained prior to the date of this auditors’ report, we conclude that there is a material
misstatementofthis other information, we are required to report that fact. We have nothing to report in

this regard.

Under Article 179(3) of the Companies Act (Cap. 386), we are required to consider whether the
information given in the directors’ report is compliant with the disclosure requirements of Article 177 of

the sameAct.

Based on the work we have performed,in our opinion:

e the directors’ report has been prepared in accordance with the Companies Act (Cap. 386);

e the information given in the directors’ report for the financial year for which the financial statements

had been prepared is consistent with those in the financial statements; and

e in light of our knowledge and understanding of the Company and its environment obtained in the

course of the audit, we have notidentified material misstatements in the directors’ report.

11



 

INDEPENDENT AUDITORS' REPORT- continued

Report on the Audit of Financial Statements - continued

Responsibilities of the Directors for the Financial Statements

The directors are responsible for the preparation of financial statements that give a true and fair view in

accordance with IFRS as adopted by the EU andthe requirements of the Companies Act (Cap. 386),
and for such internal control as the directors determine is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the Company'sability
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 Companyor to

ceaseoperations, or have norealistic alternative but to do so.

The directors have delegated the responsibility for overseeing the Company's financial reporting

processto the Audit Committee.

Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whetherthe financial statements as a whole
are free from material misstatement, whether dueto fraud or error, and to issue an auditors’ report that
includes our opinion. Reasonable assuranceis a high level of assurance, but is not a guarantee that
an audit conducted in accordance with ISAswill always detect a material misstatement whenit 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 thesefinancial statements.

As part of an audit in accordance with ISAs, we exercise professional judgement and maintain

professional scepticism throughout the audit. Wealso:

e Identify and assess the risks of material misstatement of the financial statements, whether due to

fraud or error, design and perform audit procedures responsive to those risks, and obtain audit

evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not

detecting a material misstatement resulting from fraud is higher than for one resulting from error, as

fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of

internal control.

e 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 Company's internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting

estimates and related disclosures madebythe directors.

e 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 Company's ability to continue as a going

concern. If we conclude that a material uncertainty exists, we are required to draw attention in our

auditors’ 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 auditors’ report. However, future events or conditions may cause the Companyto

cease to continue as a going concern.

12



 

INDEPENDENT AUDITORS' REPORT- continued

Report on the Audit of Financial Statements - continued

Auditors’ Responsibilities for the Audit of the Financial Statements - continued

e Evaluate the overall presentation, structure and content of the financial statements, including the

disclosures, and whetherthe financial statements represent the underlying transactions and events

in a mannerthat achieves fair presentation.

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.

We also provide the directors 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 whereapplicable, related
safeguards.

From the matters communicated with the directors, we determine those matters that were of most
significancein 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

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

The Prospects MTF Rules 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 Prospects MTF Rules also require the auditor to include a report on the Statement of Compliance
preparedbythe directors.

Weread the Statement of Compliance 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 statementis consistent

with any otherinformation included in the Annual Report.

Weare 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 Company’s corporate governance proceduresorits risk and control procedures.

In our opinion, the Statement of Compliance has been properly prepared in accordance with the

requirements of the Prospects MTF Rules issued by the Malta Stock Exchange.

13



 

INDEPENDENT AUDITORS’ REPORT- continued

Report on Other Legal and Regulatory Requirements - continued

Other matters on which we are required to report by exception

Under the Companies Act (Cap. 386), we are also responsible to report to you if, in our opinion:

e Adequate accounting records have not been kept, or that returns adequate for our audit have not

been received from branches notvisited by us.

e The financial statements are not in agreement with the accounting records and returns.

e Wehave notreceivedall the information and explanations we require for our audit.

e Certain disclosures of directors' remuneration specified by law are not madein the financial

statements, giving the required particulars in our report.

Wehavenothingto report in this regard.

Appointment

Wewere first appointed to act as statutory auditors of the Company by the shareholders of the
Company on 28 November2018 for the period ended 31 December 2018, and we were subsequently
reappointed by the shareholders at the Company's general meeting for the financial years thereafter.
The period of uninterrupted engagementasstatutory auditor of the Companyis three financial years.

This copy of the audit report has been signed by

Jo Ellul Falzon (Principal)
for and on behalf of

RSM Malta
Certified Public Accountants

27 April 2021
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STATEMENT OF COMPREHENSIVE INCOME

Revenue

Administrative expenses

Operatingprofit

Interest income

Interest expense

Changein fair value of investment property

(Loss)/profit before tax

Taxation

(Loss)/profit for the financial year

Total comprehensive (loss)/incomefor the year

(Loss)/Earnings per share

Basic

Diluted

 

 

 

 

 

Restated

2020 2019

€ €

2,070,905 2,070,905

(103,061) (69,617)

1,967,844 2,001,288

154,523 52,942

(1,220,305) (1,210,237)

(9,000,000) 12,960,959

(8,097,938) 13,804,952

389,065 (3,915,361)

(7,708,873) 9,889,591

(7,708,873) 9,889,591

(51.39) 65.93

(0.73) 1.00
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STATEMENT OF FINANCIAL POSITION

As at 31 December

Restated

2020 2019

Note € €

ASSETS

Non-current assets

Investment property 9 36,000,000 45,000,000

Loans receivable 10 3,903,505 2,325,035

Other receivables 11 1,112,235 793,330
 

41,015,740 48,118,365
 

Current assets

 

 

Otherreceivables 11 2,755 20,392

Cash andcash equivalents 17 136,094 431,289

138,849 451,681

TOTAL ASSETS 41,154,589 48,570,046
 

EQUITY AND LIABILITIES

Capital and reserves

 

 

 

Share capital 12 150,000 150,000

Retained earnings 6,447,682 14,156,555

TOTAL EQUITY 6,597,682 14,306,555

Provisionsforliabilities and charges

Deferred tax liabilities 14 3,269,283 3,877,666

Non-currentliabilities

Borrowings 13 29,548,933 29,257,628

Other payables 15 1,301,417 622,417
 

30,850,350 29,880,045
 

Currentliabilities

 

 

 

Trade and other payables 15 217,781 302,036

Current tax payable 219,493 203,744

437,274 505,780

TOTALLIABILITIES 34,556,907 34,263,491

TOTAL EQUITY ANDLIABILITIES 41,154,589 48,570,046
 

Thefinancial statements on pages 15 to 37 have been authorised for issue by the Board of Directors on 27 April
2021 and were signed onits behalf by:

= li
/

Luke Chetcuti Kari Pisani

Director Director
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STATEMENT OF CHANGESIN EQUITY

Share Retained Total

capital earnings equity

€ € €

Financial year ended 31 December 2019

Balance at 1 January 2019 as previously restated 150,000 3,958,588 4,108,588

Prior period adjustment (Note 20) 308,376 308,376
 

Balance at 1 January 2019 as restated 150,000 4,266,964 4,416,964

Total comprehensive incomeforthe year:

9,889,591 9,889,591Profit for the financial year - as restated
 

Balance at 31 December 2019 as restated 150,000 14,156,555 14,306,555

Financial year ended 31 December 2020

 

Balance at 1 January 2020 as previously reported 150,000 13,640,891 13,790,891

Prior period adjustment (Note 20) - 515,664 515,664

Balance at 1 January 2020 asrestated 150,000 14,156,555 14,306,555

Total comprehensiveloss for the year:

Lossfor the financial year - (7,708,873) (7,708,873)
 

Balance at 31 December 2020 150,000 6,447,682 6,597,682
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STATEMENT OF CASH FLOWS

Cash from operatingactivities:

(Loss)/profit before tax

Adjustmentfor:

Interest expense

Interest income

Changein fair value of investment property

Profit from operations

(Increase)/decreasein other receivables

(Decrease)/increasein trade and other payables

Cashfrom operating activities

Paymentof income taxes

Net cash flows from operating activities

Cashflows from financing activities:

Repayments from a fellow subsidiary

Advancesto a fellow subsidiary

Paymentsofinterest

Net cashflows usedin financing activities

Net cash decreasein cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalentsat end of year

Note

17

 

 

 

 

 

 

 

Restated

2020 2019

€ €

(8,097,938) 13,804,952

1,220,305 1,210,237

(154,523) (52,942)

9,000,000 (12,960,959)

1,967,844 2,001,288

(301,268) 324838

(84,255) 98,298

1,582,321 2,424,424

(203,569) -

1,378,752 2,424,424

174,482 224,664

(1,598,429) (2,496,757)

(250,000) (250,500)

(1,673,947) (2,522,593)

(295,195) (98,169)

431,289 529,458

136,094 431,289
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NOTESTO THE FINANCIAL STATEMENTS

1. GENERAL INFORMATION

HH Financeplc (“the Company’)is a public limitedliability company incorporated in Malta with its registered
address at 2, St Georges Court A, St Augustine Street, St Julians STJ 3200, Malta. The Company's bonds
are listed at the Prospects Multilateral Trading Facility (MTF) of the Malta Stock Exchange. The principal

activity of the Companyis the leasing of its investment property to a fellow subsidiary.

Hugo's Hotel Limited, a private limited liability company registered in Malta, is the immediate parent of the
Company. Lifetime Limited, a companyregistered in Malta, is the ultimate parent of the Company.

The ultimate controlling individual of the Company is Mr. Luke Chetcuti, a resident in Malta.

SIGNIFICANT ACCOUNTING POLICIES

Basis of measurement and statement of compliance

The financial statements of the Company have been prepared in accordance with International Financial
Reporting Standards (IFRS) as adopted by the European Union (EU) and the requirements of the

Companies Act (Cap. 386) enacted in Malta.

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

property and the amounts owed to the parent companywhicharecarried atfair value.

Functional and presentation currency

Thefinancial statements are presented in Euro (€) which is also the Company's functional currency.

New orrevised standards,interpretations and amendments adopted

The Company adopted several new orrevised interpretations or amendments issued by the International

Accounting Standards Board (IASB) and the IFRS Interpretations Committee and endorsed by the EU. The
adoption of these newor revised standards, interpretations and amendments did not have a material impact

on thesefinancial statements.

New or revised standards, interpretations and amendments issued butnotyet effective

At the end of the reporting period, certain new standards,interpretations or amendments thereto, were in
issue and endorsed by the EU, but not yet effective for the current financial period. There have been no
instances of early adoption of standards, interpretations or amendments ahead oftheir effective date. The
directors anticipate that the adoption of the new standards,interpretations or amendmentsthereto,will not
have a material impact on the financial statements uponinitial application.

The accounting policies set out in the pages that follow have been applied consistently to all periods

presentedin thesefinancial statements.
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NOTES TO THE FINANCIAL STATEMENTS- continued

2. SIGNIFICANT ACCOUNTING POLICIES- continued

Leases

The Company assesses at contract inception whether a contract is, or contains, a lease, that is, if the
contract conveys the right to control the use of an identified asset for a period of time in exchange for
consideration.

The companyas a lessor

Leases in which the Company does not transfer substantially all the risks and rewards incidental to
ownership of an asset are classified as operating leases. Rental income arising is accounted for on a
straight-line basis over the lease term andis included in revenue in the statementof profit or loss duetoits
operating nature. Initial direct costs incurred in negotiating and arranging an operating lease are added to
the carrying amountof the leased asset and recognised over the lease term on the samebasis as rental
income. Contingent rents are recognised as revenuein the period in which they are earned.

Investment property

Investment properties are freehold land and/or buildings held for long-term rental and capital appreciation
that are not occupied by the Company. Investment properties are initially recognised at cost, including
transaction costs, and are subsequently remeasured at fair value. Movements in fair value are recognised
directly in profit or loss.

Investment properties are derecognised when disposed of or when there is no future economic benefit
expected. Transfers to and from investment properties to property, plant and equipment are determined by
a change in use of owner-occupation. The fair value on the date of change of use from investment
properties to property, plant and equipment are used as deemedcost for the subsequent accounting. The
existing carrying amount of property, plant and equipment is used for the subsequent accounting cost of
investment properties on the date of changeofuse.

Financial instruments

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability
or equity instrument of another entity. Financial assets and financial liabilities are recognised when the
Company becomesa party to the contractual provisions of the financial instrument.

Financial assets are derecognised whenthe contractual rights to the cash flows from the financial asset
expire, or when the financial asset and all substantial risks and rewards are transferred. Financial liabilities

are derecognised whenthey are extinguished, discharged, cancelled or expire.

Financial assets are classified at initial recognition in accordance with how they are subsequently measured,
as follows:

e financial assets at amortised cost;

e financial assets at fair value through other comprehensive income; and

e financial assets at fair value throughprofit or loss.

The Company's financial assets are mainly financial assets at amortised cost.
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NOTESTO THE FINANCIAL STATEMENTS- continued

2. SIGNIFICANT ACCOUNTING POLICIES - continued

Financial instruments - continued

Financial liabilities are classified at initial recognition in accordance with how they are subsequently

measured, asfollows:

e financial liabilities at amortised cost; and

e financial liabilities at fair value through profit or loss.

The Company'sfinancial liabilities are mainly financialliabilities at amortised cost.

Financial assets at amortised cost

On initial recognition, financial assets at amortised cost are recognised at fair value plus transaction costs
that are directly attributable to the acquisition of the financial asset. Discounting is omitted where the effect

of discounting is immaterial.

Financial assets at amortised cost are subsequently carried at amortised cost using the effective interest
method less impairment losses, if any. Gain or losses are recognised in profit or loss when the assetis

derecognised, modified, or impaired.

The Company's financial assets under this classification include loans receivable, other receivables, and

cashat banks.

Impairmentof financial assets

The Company recognises an allowance for expected credit losses (ECLs) on debt instruments that are
classified as financial assets at amortised cost. ECLs are based onthe difference between the contractual
cash flows due in accordancewith the contract and all the cash flows that the Company expects to receive,

discounted at an approximation of the original effective interest rate.

ECLs are recognised in two stages. For credit exposures for which there has not beena significant increase
in credit risk since initial recognition, ECLs are provided for credit losses that result from default events that
are possible within the next 12-months (12-month ECL). For those credit exposures for which there has
been a significant increase in credit risk since initial recognition, a loss allowance is required for credit
losses expected over the remaining life of the exposure, irrespective of the timing of the default (lifetime

ECL).

Financialliabilities at amortised cost

Financial liabilities at amortised cost are initially recognised at fair value, net of transaction cost and are
subsequently measured at amortised cost using the effective interest method. All interest-related charges
underthe interest amortisation process are recognisedin profit or loss.

On derecognition, the difference between the carrying amountof the financial liability (or part of a financial
liability) extinguished or transferred to another party and the consideration paid, including any non-cash
assets transferredorliabilities assumed, are recognisedin profit or loss.

Financial liabilities under this classification include borrowings and trade and other payables.
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NOTES TO THE FINANCIAL STATEMENTS- continued

2. SIGNIFICANT ACCOUNTINGPOLICIES - continued

Financial instruments - continued

Offsetting financial assets andfinancialliabilities

Financial assets andliabilities are offset and the net amount reported in the statementof financial position
whenthereis a legally enforceable right to set off the recognised amounts andthereis an intention to settle
on a netbasis,or realise the asset and settle theliability simultaneously.

Cash and cash equivalents

Cash in hand and at banks and short-term deposits which are held to maturity are carried at cost.

Cash and cash equivalents are defined as cash in hand, demand deposits and short-term, highly liquid
investments readily convertible to known amounts of cash and subject to insignificant risk of changes in
value.

Ordinary shares

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of ordinary
shares are recognised as a deduction from equity.

Tax

The tax charge/(credit) in the profit or loss for the year normally comprises current and deferred tax.

Current tax is the expected tax payable on the taxable incomefor the year, using tax rates enacted at the
end of the reporting period.

Deferred incometax is provided using theliability method, for all temporary differences arising between the
tax bases of assets andliabilities and their carrying values for financial reporting purposes. The amountof
deferred tax provided is based on the expected mannerofrealisation or settlement of the carrying amount
of assets and liabilities, based on tax rates that have been enacted or substantively enacted at the end of
the reporting period.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be
available against which the assets can be utilised and/or sufficient taxable temporary differences are
available. Deferred tax assets are reduced to the extent that is no longer probable that the related tax
benefit will be realised.

Foreign currencies

Transactions underlying items in these financial statements are measured in the Company's functional
currency, whichis the currency of the primary economic environmentin which the entity operates.

Transactions in foreign currencies have been converted into Euro at the rates of exchangeruling on the
date of the transaction. Monetary assets and liabilities denominated in foreign currencies have been
translated into Euro at the rates of exchange ruling at the end of reporting period. All resulting differences
are takento profit or loss.
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NOTES TO THE FINANCIAL STATEMENTS- continued

2. SIGNIFICANT ACCOUNTING POLICIES - continued

Fair value measurement

Whenanassetorliability, financial or non-financial, is measured at fair value for recognition or disclosure
purposes,the fair value is based on the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date; and assumesthat

the transaction will take place either in the principal market, or in the absence of a principal market, in the
most advantageous market.

Fair value is measured using the assumptions that market participants would use whenpricing the asset or
liability, assuming they act in their economic best interests. For non-financial assets, the fair value
measurement is based on its highest and best use. Valuation techniques that are appropriate in the
circumstances andfor which sufficient data are available to measure fair value, are used, maximising the
use of relevant observable inputs and minimising the use of unobservable inputs.

Assets andliabilities measured at fair value are classified into three levels, using a fair value hierarchy that
reflects the significance of the inputs used in making the measurements. Classifications are reviewed at

each reporting date and transfers between levels are determined based on a reassessment of the lowest
level of input that is significant to the fair value measurement.

For recurring and non-recurring fair value measurements, external valuers may be used when internal
expertise is either not available or when the valuation is deemedto be significant. External valuers are
selected based on market knowledge and reputation. Where there is a significant changein fair value of an
assetorliability from one period to another, an analysis is undertaken, which includes a verification of the
major inputs applied in the latest valuation and a comparison, where applicable, with external sources of
data.

Earnings per share

Earnings per share have been calculated using the weighted average number of ordinary shares
outstanding during the year. Diluted earnings per share are calculated using the weighted average number
of additional ordinary shares that would have been outstanding during the year assuming the conversion of
all dilutive potential ordinary shares.

SIGNIFICANT JUDGEMENTS ANDCRITICAL ESTIMATION UNCERTAINTIES

The preparation of financial statements in conformity with IFRS as adopted by the EU requires management
to make judgements, estimates and assumptions that affect the application of policies and reported
amounts of assets andliabilities, income and expenses. The directors have considered the development,
selection and disclosure of the Company'scritical accounting policies and estimates and the application of
these policies and estimates. Estimates and judgements are continually evaluated and are based on
historical and other factors, including expectations of future events that are believed to be reasonable under
the circumstances.

The areas involving a higher degree of judgement or complexity, or areas where assumptions and estimates
are significant to the financial statements, are outlined below.
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NOTES TO THE FINANCIAL STATEMENTS- continued

3. SIGNIFICANT JUDGEMENTSAND CRITICAL ESTIMATION UNCERTAINTIES- continued

Coronavirus (COVID-19) pandemic

Judgement has been exercised in considering the impacts that the Coronavirus (COVID-19) pandemic has
had, or may have, on the Company based on knowninformation. This consideration extends to the nature
and operations of the sole lessee of the Company,the operations of the bigger group which the Companyis
a part of, and the sector in which the Company,its lessee, and group companies operate. The COVID-19
pandemic hasinevitably resulted in a significant and substantial disruption to the tourism industry in Malta
for over a year, which has significantly impacted the business of the lessee. Whilst it is expected for mass

vaccination efforts locally and abroad to support the gradual revival of the tourism industry and the
business of the lessee a return to pre-COVIDlevels is not expected in 2021 or the immediate future. That
notwithstanding the lessee continues to benefit from Government sanctioned business support schemes
and the support of the wider group in the continued sustenanceofits business and obligations.

Fair value of investment property

Thefair value of the Company's investment property is determined by using valuation techniques. This was
based on the income approach using the discounted cash flows (DCF) method prepared by an
management. Thefair value is dependent on inherent assumptions madeincluding assumptionsrelating to
the discount rate, annual growth rate and capitalisation rate. These assumptions are subjective in nature
and involve uncertainties and matters of significant judgement, and therefore cannot be determined with
precision. This year with the effects and the uncertainties of the COVID-19 pandemic, these assumptions
involved a higher elementof significant judgement.

Expected credit losses on loans receivable

In assessing the recoverability of the amounts owed by the fellow subsidiary, the directors took into
consideration the expected future outcomeof the fellow subsidiary whose operations were impacted by the
effects of the COVID-19 pandemic. The fellow subsidiary has taken measures to reduce its costs and also
benefitted from the COVID-19 wage supplement for its employees. To compensate for the reduction in
inflows in the coming months the Groupwill continue to support the fellow subsidiary to be able to meetits
financial obligations. In fact, in the past year, the fellow subsidiary has duly continued to honourits
obligations to the Company.

As a result of the above assessment, the directors consider that there has not beena significant increase in
the credit risk on the amounts owed bythe fellow subsidiary as at 31 December 2020 and any expected
credit losses are deemed not material to be recognised in these financial statements.

REVENUE

Restated

2020 2019

€ €

Rental income 2,070,905 2,070,905
 

Revenuerepresents lease incomefrom a fellow subsidiary on the lease of the investment property.
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NOTESTO THE FINANCIAL STATEMENTS- continued

5. OPERATING PROFIT

The operating profit is stated after charging:

Auditors’ remuneration

Directors' remuneration
 

Fees chargedbythe auditor for services rendered during the financial year are as follows:

Annualstatutory audit

Tax compliance

INTEREST INCOME

Onrelated party loans

INTEREST EXPENSE

Interest on bonds

Interest on related party borrowings

Effective interest amortisation on related party borrowings

 

 

 

 

2020 2019

€ €

6,300 6,000

51,036 39,657

2020 2019

€ €

6,300 6,000

750 600

7,050 6,600

2020 2019

€ €

154,523 52,942

2020 2019

€ €

250,000 250,500

679,000 622,417

291,305 337,320

1,220,305 1,210,237
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NOTESTO THE FINANCIAL STATEMENTS- continued

8. TAXATION

The tax charged to profit or loss comprised of the following:

Restated

2020 2019

€ €

Local incometax - current period tax charge 219,493 203,744

Adjustmentrelating to tax chargeof prior year (175) -
Deferred tax (credit)/charge (608,383) 3,711,617

 

(389,065) 3,915,361

The tax on the Company's (loss)/profit before tax differs from the theoretical tax expense that would arise
using the applicable tax rate in Malta of 35% asfollows:

 

Restated

2020 2019

€ €

(Loss)/profit before tax (8,097,938) 13,804,952

Theoretical tax (credit)/expense at 35% (2,834,278) 4,831,733

Tax effect of:

Disallowed expenses 138,028 142,603

Maintenance allowance (122,640) (122,640)

Adjustmentrelating to tax charge ofprior year (175) -
Different tax rate 2,430,000 (936,335)

 

(389,065) 3,915,361
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NOTES TO THE FINANCIAL STATEMENTS- continued

9. INVESTMENT PROPERTY

2020 2019

€ €

At fair value

Opening balance 45,000,000 32,039,041

Changein fair value (9,000,000) 12,960,959
 

36,000,000 45,000,000

The investmentproperty is a hotel and is being leased out to a fellow subsidiary andis carried at fair value.
Rental income from investment property for the year ended 31 December 2020 amounted to €2,070,905
(2019: €2,070,905). The Company has notincurred direct operating expensesarising from its investment
property.

The Company has no restrictions on the realisability of its investment property and no contractual
obligations to purchase, construct, or develop investment properties or for repairs, maintenance and
enhancements.

The fair value of the investment property is reviewed annually by the directors. The valuation approach
applied in assessing the fair value is the income approach using discounted cash flows (DCF) method.
Under the DCF method, the property's fair value is estimated using explicit assumptions regarding the
benefits andliabilities of ownership over the asset'slife including an exit or terminal value. As an accepted
method within the income approachto valuation, the DCF method involves the projection of a series of cash
flows on the property. To this projected cash flow series, a discount rate is applied to establish the present
value of the incomestream associated with the property.

In deriving the fair value of the investment property as at 31 December 2020, the directors used an updated
cash flow forecasts but applied the same methodology and assumptions with respect to the discountrate,
growth rate, and exit yield from that of the last independent valuation which wascarried out on 31 December
2019. In developing the updated cash flow forecasts, the directors adopted more prudent estimates and
assumptions and also took into consideration the effects of the COVID-19 pandemic which negatively
impacted the projected activities within the next two to four years. The COVID-19 pandemic hasinevitably
resulted in a significant and substantial disruption to the tourism industry in Malta for over a year, which has
significantly impacted the business of the lessee. Whilst it is expected for mass vaccination efforts locally
and abroad to support the gradual revival of the tourism industry and the businessof the lessee a return to
pre-COVID levels is not expected in 2021 or the immediate future. These resulted in a decreased EBITDA
evolution from a weighted average of €3.9 million/year to €3.3 million/year and consequently the fair value of
the investment property decreased to €36 million.

 

27



HH FINANCE PLC
Annual Report and Financial Statements - 31 December 2020

 

NOTES TO THE FINANCIAL STATEMENTS- continued

 

 

 

 

9. INVESTMENT PROPERTY- continued

The fair value hierarchy of investment property is that of Level 3. The level valuation inputs for the valuation
of the property and sensitivity are as follows:

Valuation input Year-end Range (weighted average) Sensitivity Impact

EBITDAevolution 2020: €0.1 - €4.1 (€3.3) million/year +/-5.0% €0.8 / (€0.4) million

2019: €3.5-€4.3 (€3.9) million/year +/-5.0% €1.1 / (€1.2) million

Discountrate 2020: 8% +/-0.5% (€1.9) / €2.4 million

2019: 8% +/-5.0% (€2.3) / €2.4 million

Growthrate 2020: 1% +/-0.5% €1.0 / (€0.2) million

2019: 1% +/-5.0% €0.7 / (€0.4) million

Exit yield 2020: 6.7% +/-0.5% (€0.8) / €1.3 million

2019: 6.7% +/-5.0% (€1.0) / €1.1 million

Minimum lease commitments receivable but not recognised in the financial statements are as follows:

2020 2019

€ €

Within 12 months 1,752,000 1,752,000

After one year butwithin five years 7,884,000 7,592,000

After five years 18,398,000 20,442,000

28,034,000 29,786,000

10. LOANS RECEIVABLE

2020 2019

€ €

Loansreceivable 3,903,505 2,325,035
 

The loans receivable pertain to the credit facility and loan facility granted by the Companyto a fellow
subsidiary company.

Thecredit facility has a monthly drawdown of €128,093. The credit facility is unsecured, bears interest at 5%

per annum andwill mature on 18 May 2023. As at 31 December 2020, the loan balance from this credit
facility consists of outstanding principal balance of €2,561,860 (2019: €1,024,744) and €112,424 (2019:
€19,214) interest accrued thereon.

The loan facility pertains to the €1,472,014 original loan granted to a fellow subsidiary company. Theloan is
unsecured, bears interest at 5% per annum andwill mature on 19 May 2023. As at 31 December 2020, the

loan balance from this loan consists of an outstanding principal balance of €1,134,181 (2019: €1,247,350)
and €95,040 (2019: €33,727) interest acrued thereon.

The Company's exposureto credit risk related to loans receivable is disclosed in Note 19.
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NOTES TO THE FINANCIAL STATEMENTS- continued

11. OTHER RECEIVABLES

 

 

Restated

2020 2019

€ €

Non-current

Accrued income(i) 1,112,235 793,330

Current
Amounts owedbyrelated parties (ii) 51 20,392

Prepayments 2,704 -

2,755 20,392
 

(i) Accrued incomepertains to the accumulated excess lease income recognised on straight-line basis
over the lease payments. This will be utilised beginning 2028 when the lease payment exceeds the
lease income recognised ona straight-line basis.

(ii) The amounts owedbyrelated parties are unsecured, interest-free and are repayable on demand.

The Company's exposureto credit risk related to other receivables is disclosed in Note 19.

12. SHARE CAPITAL

 

2020 2019

€ €

Authorised, issued and fully paid up

149,999 Ordinary A shares at €1 each 149,999 149,999

1 Ordinary B shareat €1 1 1

150,000 150,000
 

All ordinary shares rank equally in all respects except that the holder of the Ordinary A sharesis entitled to
one vote in general meetings of the Companywhilst the holder of the Ordinary B shareis not entitled to any
vote in respectof the share.
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NOTES TO THE FINANCIAL STATEMENTS- continued

13. BORROWINGS

14.

2020 2019

€ €

Amounts owedto the parent company(i) 24,548,933 24,257,628

€5,000,000 bonds, 5%, 2023-2028(ii) 5,000,000 5,000,000

(ii)

 

29,548,933 29,257,628

The amounts owed to the parent company whicharein relation to the acquisition of the investment
property, are unsecured, of which, €16,975,000 is subject to 4% interest per annum accruing from 30

January 2019, and the remaining €10,000,000is interest-free. The amountis repayable upon the lapse
of 90 days from 30 January 2028. For the €10,000,000, however, the Companyhasthe option to either
repay the amountin cashorto capitalize the debt through the allotment of a fresh issue of 10,000,000
ordinary shares of a nominal value of €1 each. The carrying amount as at 31 December2020is net of
the discounting of €2,426,067 (2019: €2,717,372) based on a discount rate of 4% per annum. The

nominal amount owed to the parent company amounts to €26,975,000.

In 2018, the Companyissued an aggregate principal amount of €5,000,000 unsecured bonds,having a

nominal value of €100 each, bearing an interest rate of 5% per annum. The bonds are redeemable on
19 May 2028. However, between 19 May 2023 and 19 May 2028, the Companyhasthe option to repay
all or part of the principal amount of the bondsandall accrued interest up to the date of the repayment
by giving 30 day prior written notice of such repayment. The quoted market price as at 31 December
2020 of the bonds was €99 (2019: €100).

DEFERREDTAX LIABILITY

Deferred taxes are calculated on all temporary differences undertheliability method and are measured at
the tax rates that are expected to apply to the period when the assetis realised or the liability is settled
based ontax rates (and tax laws) that have been substantively enacted by the end of the reporting period.

The balance represents temporary differences attributable to:

Restated

2020 2019

€ €

Accrued income 389,283 277,666

3,600,000Fair valuation of investment property 2,880,000
 

3,269,283 3,877,666
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15. TRADE AND OTHER PAYABLES

2020 2019

€ €

Non-current

Accruedinterest 1,301,417 622,417

Current
Trade payables 4,721 4,179

Accruedinterest 154,795 154,795

Accruals 9,305 7,250

Othertaxes 1,038 2,049

VATpayable 46,595 129,936

Other payables 1,327 3,827

217,781 302,036

16.

 

The Company's exposureto liquidity risk related to trade and other payables as disclosed in Note 19.

LOSS/(EARNINGS) PER SHARE

Basic (loss)/earnings per share

The basic (loss)/earnings per share at 31 December 2020 is calculated by dividing the (loss)/profit
attributable to owners of the Company by the weighted average numberof ordinary shares in issue during
the year, as follows:

Restated

2020 2019

(Loss)/Profit for the financial year € (7,708,873) € 9,889,591

Weighted average numberof ordinary shares 149,999 149,999
 

Basic (loss)/earnings per share € (51.39) € 65.93
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NOTES TO THE FINANCIAL STATEMENTS- continued

16. LOSS/(EARNINGS) PER SHARE- continued

17.

Diluted (loss)/earnings per share

The calculation of diluted (loss)/earnings per share for the year is based on the net(loss)/profit attributable

to ordinary shareholders and a weighted average numberof ordinary shares outstanding during the year.

 

 

 

 

Restated

2020 2019

(Loss)/Profit for the financial year € (7,708,873) € 9,889,591

Interest on convertible debts 291,305 280,730

(Loss)/Profit attributable to ordinary shareholders (diluted) € (7,417,568) € 10,170,321

Weighted average numberofordinary shares, beginning of period 149,999 149,999

Effect of conversion of convertible loan 10,000,000 10,000,000

Weighted average numberofordinary shares (diluted) 10,149,999 10,149,999

Diluted (loss)/earnings per share € (0.73) € 1.00
 

The portion of the amount due to the parent companywhich maybesettled in ordinary shares or cashat the
option of the Company, is considered to be potential ordinary shares and has been included in the
determination of diluted earnings per share from its date of issue. This has not been included in the
determination of basic (loss)/earnings per share. Details relating to this amount due to the parent company
are set out in Note 13.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents consist of balances with banks. Cash and cash equivalents included in the
statementof cash flows reconcile to the amounts shownin the statementoffinancial position as follows:

2020 2019

€ €

Bank balances 136,094 431,289
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NOTES TO THE FINANCIAL STATEMENTS- continued

18. RELATED PARTY TRANSACTIONS

19.

The Company hasrelated party relationships with companies under common control and over which the

directors exercise significant influence. Transactions are carried out with related parties on a regular basis
andin the ordinary course of the business. The following are the transactions with related parties during the
year:

 

 

 

Restated

2020 2019

€ €

Rental income
Fellow subsidiary company 2,070,905 2,070,905

Interest income/(expense)
Fellow subsidiary company 154,523 52,942
Parent company (679,000) (622,417)

Loans
Fellow subsidiary (1,537,116) (2,272,093)

Remuneration
Directors 51,036 39,657

 

The outstanding balances arising from the above transactions are disclosed in Notes 10, 11, 13 and 15 to
these financial statements.

FINANCIAL RISK MANAGEMENT

At year end, the Company's main financial assets in the statement of financial position comprise of loans

receivable and other receivables. Except as disclosed in Note 9, there were no other off-balance sheet
financial assets.

At year end, the Company's main financial liabilities in the statement of financial position comprise
borrowings,trade and other payables. There were no off-balance sheetfinancialliabilities.

Exposureto credit andliquidity risks arise in the normal course of the company's operations.

Timing of cash flows

The presentation of the financial assets and liabilities listed above under the current and non-current
headings within the statementof financial position is intended to indicate the timing in which cash flowswill
arise.
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19. FINANCIAL RISK MANAGEMENT- continued

Capital risk management

HH Finance plc managesits capital to ensure that it will be able to continue as a going concern while

maximising the return to stakeholders through the optimisation of the debt and equity balance. The
Company's strategy remains unchanged from 2019.

The capital structure of the Companyconsists of debt, which includes the borrowings disclosed in Note 13,
and equity attributable to equity holders, comprising issued share capital and retained earnings as disclosed
in Note 12 to these financial statements and in the statement of changesin equity.

Credit risk

Credit risk is the risk that one party to a financial instrumentwill fail to discharge an obligation and cause the
otherparty to incura financial loss. Financial assets which potentially subject the company to concentrations
of credit risk consist principally of loans receivable, other receivables and cashat bank.

The loans receivable and other receivables are mainly receivables from a fellow subsidiary. The exposure of
the Companyto credit risk from this related party are the carrying amounts as disclosed in Notes 10 and 11
to these financial statements. The directors have evaluated the credit risk of the fellow subsidiary taking into
consideration its financial position, financial performance and cash flow projections. Accordingly, the
directors have concluded that no significant increase in credit risk has been noted sinceinitial recognition
and that the credit risk remains low. Consequently, the resulting expected credit loss has been assessed to
be not material to these financial statements and thus was not recognised.

The credit risk relating to cash at bank is considered to be low in view of management's policy of placingit
with reputable financial institutions.

Liquidity risk

Liquidity risk arises in the general funding of the Company's activities and in the managementof positions.It
includes the risk that obligations cannot be met as and whentheyfall due. Liquidity risk is managed by
maintaining significant levels of liquid funds, and identifying and monitoring changes in funding required to
meet business goals driven by management.

The directors monitor the liquidity risk by forecasting the expected cash flows in order to ensure that
adequate fundingis in place for the Companyto be in a position to meet its commitments as and whenthey
fall due. Moreover, financing from the parent companyis readily available in order to support the Company
in meeting its obligations when theyfall due.
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NOTES TO THE FINANCIAL STATEMENTS- continued

19. FINANCIAL RISK MANAGEMENT- continued

Liquidity risk - continued

The following table analyses the Company's contractual cash flow maturities of the Company's financial
liabilities:

Amounts

Trade and due to

other parent

payables Bonds company Total

€ € € €

Financial year ended 31 December 2020

Due within one year 53,681 250,000 - 303,681

Dueafter one yearbut within five years - 1,000,000 - 1,000,000

Dueafter five years - 5,750,000 33,086,000 38,836,000
 

53,681 7,000,000 33,086,000 40,139,681

Financial year ended 31 December 2019

Due within one year 139,991 250,000 - 389,991

Due after one yearbut within five years - 1,000,000 - 1,000,000

Dueafter five years - 6,000,000 33,086,000 39,086,000
 

139,991 7,250,000 33,086,000 40,475,991

Fair values

The carrying amounts of cash at bank, other receivables, trade and other payables are stated their face
values which approximatestheir fair values due to their short-term maturities.

The carrying amounts of loan receivable and borrowings are stated at their amortised cost, which is
equivalent to their present values using the effective interest method and thus a reasonable approxiation of
the fair values as at the end of the reporting period.
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NOTES TO THE FINANCIAL STATEMENTS- continued

20. PRIOR YEAR ADJUSTMENT AND RECLASSIFICATION OF COMPARATIVE FIGURES

Adjustment of lease income underopertaing leases andthe related deferred tax

The Companyis a lessor on an operating lease of its investment property for about 15 years with varying
lease payments every 5 years. Under IFRS 16, a lessor in an operating lease shall recognise lease
payments as income oneither a straight-line basis or another systematic basis. The lessor shall apply
another systematic basis if that basis is more representative of the pattern in which benefit from the use of
the underlying assetis diminished.

In previous periods, the Company recognised the lease income based on the lease payments schedule as
per the lease contract which was not accordance with the requirements of the standard. The financial
statements have therefore been restated to reflect the straight-line recognition as income of the lease
payments andthe related deferred tax impact.

The following presents the restatement impact on prior year's reported figures:

Statement of Financial Position

Assets

Otherreceivable

Equity

Retained earnings

Provisionsforliabilities and charges

Deferred taxliability

Statement of Comprehensive Income

Revenue

Taxation

Profit for the year

Basic EPS

Diluted EPS

31.12.2019

As previously

€

31.12.2019

reported Adjustment As restated

€ €

793,330 793,330

13,640,891

3,600,000

1,752,000

(3,803,744)
9,682,303

64.55

0.98

515,664 14,156,555

277,666 3,877,666

318,905 2,070,905

(111,617) (3,915,361)
207,288 9,889,591

1.38 65.93

0.02 1.00
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NOTESTO THE FINANCIAL STATEMENTS- continued

20. PRIOR YEAR ADJUSTMENT AND RECLASSIFICATION OF COMPARATIVE FIGURES- continued

21.

Adjustmentof lease income underopertaing leases and the related deferred tax - continued

01.01.2019
As previously 01.01.2019

restated Adjustment As restated

€ € €

Statement of Financial Position

Assets

Otherreceivable - 474,425 474,425

Equity

Retained earnings 3,958,588 308,376 4,266,964

Provisionsforliabilities and charges

Deferred taxliability - 166,049 166,049
 

Reclassification of comparative information

In addition to the foregoing, comparative figures of the accrued interest receivable has beenreclassified to
non-current assetto correctly reflect its maturity profile.

EVENTS AFTER THE END OF THE REPORTING PERIOD

The impact of the Coronavirus (COVID-19) pandemic is ongoing and while its impacts on the fair value of
the investment property of the Company up to 31 December 2020 are as disclosed in Note 9,it is not
practicable to identify and estimate the potential impact, positive or negative, after the reporting date. The
situation is rapidly developing and is dependent on measures imposed by the Government and other
countries, such as maintaining social distancing requirements, quarantine, travel restrictions and any
economic stimulus that may be provided.
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