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Directors’ report

The directors present their Annual Report and the Audited Consolidated Financial Statements for the year
ended 30 April 2020.

Principal activities

The group is engaged in the retailing of food, household goods and other ancillary products through the Pavi
Shopping Complex and Pama Shopping Village, and the selling of Zara® clothing and Zara Home® household
goods as a franchisee of the Inditex Group. The group also leases a number of retail outlets within Pavi
Shopping Complex and Pama Shopping Village to third parties.

Review of the business

COVID -19 Pandemic

On 7 March 2020, the Maltese Health authorities declared the COVID-19 outbreak as a pandemic. Many
Governments around the world introduced unprecedented measures to contain and control this outbreak. In
Malta, the measures included quarantine, self-isolation and travel restrictions, the closure of schools and
universities and the closure of bars, restaurants and retail outlets. On 21 March, the airport and other non-
essential outlets were also asked to close. Social distancing and stay-at-home regulations were also enacted
to control the outbreak of this pandemic.

Whereas the outbreak of COVID-19 is, above all, a human tragedy, the unprecedented but essential
measures resulted in serious disruption to businesses in Malta and around the world. This has led to a sharp
contraction in economic activity. In the face of this serious economic downturn and the threat of massive
unemployment, many governments have introduced co-ordinated stimulus measures, business support
initiatives and employment protection programmes on a scale never witnessed before. Apart from these, the
Maltese Government also introduced business loans and guarantee schemes to assist in the liquidity of local
businesses and at the same time is encouraging banks to provide moratoria on interest and capital
repayments on mortgages and business loans.

A large uncertainty of this pandemic is how long it will last and what long term effects it is likely to leave on
local businesses especially in the areas of hospitality, tourism and travel, all of which are very important for
the Maltese economy and especially households’ consumption.

Our Pama and Pavi supermarket operations are an essential component of the food supply chain, and our
first priority since the outbreak of the COVID-19 pandemic has been that of safeguarding continuity of service
through ensuring the safety of our customers and staff. The Group has taken a number of measures to ensure
that our employees have a safe working environment and re-assure our customers, fully implementing and
going beyond the measures recommended by the Maltese public health authorities.

In line with the directives issued by the Maltese Government, all our Zara and Zara Home outlets were closed
from 23 March 2020 to 3 May 2020. At the same time, in order to assist our tenants, the Board of Directors
decided to waive all lease payments for the period March to May 2020.

For financial reporting purposes, events related to the COVID-19 pandemic are deemed to be an adjusting
event, and accordingly the financial results of the Group reported within these financial statements for the year
ended 30 April 2020 have been impacted by these events.
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Directors’ report - continued
Review of the business - continued
Trading Performance

Turnover for the year ended 30 April 2020 amounted to €119,997,000 (€107,977,000 in 2019) representing a
growth of 11%. The group performed particularly well in the first ten months of the financial year, bolstered by
the successful operation of its Sliema Zara outlet, a steady performance at Pama and sustained growth at
Pavi, which has benefited from a substantial refurbishment programme that is now in its final stages. In the
final two months of the financial year, however, the group’s operations were materially impacted by the
outbreak of COVID-19, as discussed above.

The increased turnover resulted, as expected, in a corresponding growth in direct and other costs. Margins
increased slightly, from 15.2% in 2019 to 15.7% in this financial year. This improvement was in part
attributable to new accounting rules.

The group’s financial statements have this year been materially impacted by International Financial Reporting
Standard (IFRS) 16, which deals with operating leases such as that enjoyed by the group on the Pama site.
In terms of this new standard, a new liability is recognised in the group’s balance sheet, representing the
discounted value of all future rental payments due on this site; while that a new equivalent asset has also
been recognised to reflect the right of use of the site.

IFRS 16 does not impact the ultimate economic results yielded from a lease, but it impacts how these results
are reported over the years — typically increasing costs in the early years, with a corresponding benefit later in
the lease period. The new standard has in fact negatively impacted the group’s results by €380,000 in the
financial year ended 30 April 2020. This impact is in part reflected in a reduction in cost of sales, and hence
an increase in gross profit, of €625,000; while that the group’s finance costs during the period have been
increased by €1,007,000.

The resultant operating profit amounted to €15,118,000, an increase of 19.9% over the comparative of
€12,605,000 recorded in 2019.

Excluding the IFRS 16 adjustment noted above, net finance costs amounted to €586,000, compared to
€632,000 in the previous financial year.

The group’s profit before taxation amounted to €13,437,000, compared to €11,983,000 in 2019. The group
incurred an effective tax expense of 28.2% (25.4% in 2019), which reflects in part the entitlement of incurring
a final tax of 15% on rental income received. The profit after taxation for the year under review amounted to
€9,653,000, an increase of 8.0% over the 2019 comparative of €8,937,000.

Cash flow and financing

The group generated a net cash flow from operating activities of €15,516,000 (€10,026,000 in 2019), which
was applied in the main towards the payment of dividends and towards the accelerated reduction of bank
borrowings. As at 30 April 2020, PG p.l.c. had bank borrowings, net of cash in hand, of €14,859,000
(€22,009,000 in 2019), including fixed term loans on which it bears a servicing obligation, inclusive of interest
and capital repayments, of €2,600,000 per annum. The group currently has no material capital expenditure
commitments and, in the absence of unforeseen circumstances, expects to continue to accelerate capital
repayments on its bank loans.
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Directors’ report - continued

Review of the business - continued
Financial position and associated financial and other risks and uncertainties

Group equity increased by 12.6% to €43,325,000 as at 30 April 2020 as a result of the retained profits for the
year under review.

At 30 April 2020, net bank gearing stood at 25.5% when measured on a historical cost basis, and at 6.9%
when judged by reference to the group’s enterprise value at 30 April 2020, assessed on the basis of the
market value of its equity as quoted on the Malta Stock Exchange.

The group operates in a highly competitive business environment and is subject to various risks such as
increasing pressures on margins and increased competition to attract and retain customers.

The COVID-19 pandemic has inevitably brought to an abrupt end the cycle of economic growth that Malta has
enjoyed in recent years. At the time of writing this report, the country is experiencing a surge in the number of
infections, adversely impacting travel and tourism and resulting in a material degree of economic uncertainty.
These circumstances are expected to continue to impact the group, particularly in its non-food retail and
catering related activities.

The business of the group is accordingly conducted in a prudent manner seeking to avoid undue levels of risk
that could impair its resilience when faced with unfavourable market conditions or that could inhibit its ability to
capitalise on suitable opportunities that may be identified from time to time. In particular:

e  The major part of purchases and other expenditure, and all revenues, are denominated in euro and the
group does not maintain any material assets or liabilities denominated in foreign currency. Its exposure
to currency risk is negligible.

e The group’s term borrowings carry a fixed interest rate in their initial years, when capital outstanding is
higher than later in the term of the loans, and any future increases in interest rates would have a minimal
impact on its results.

e The group’s annual term loan servicing commitments represented 16% of the net cash flow, before
interests, generated from operating activities in the year ended 30 April 2020, and this is considered by
the board of directors as a relatively contained commitment that does not unduly inhibit business
resilience.

e  The group operates retail businesses where the granting of credit is limited and the credit risk carried is
low in the overall context of the group.

e The group carries a net current liability position that results in large part from supplier credit being
extended to it in excess of its own investment in working capital. The group maintains a healthy
relationship with its suppliers and care is taken to respect agreed credit terms. Prudence is exercised in
cash management to ensure that the group maintains at any point in time a material liquidity cushion in
terms of available unutilised overdraft facilities.

Further information on the group’s financial risk management is set out in note 2 to the financial statements.
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Directors’ report - continued
Dividends and reserves
The income and equity movements statements are set out on pages 31 and 32 to 33 respectively.

An interim net dividend of €2,000,000 was distributed by the company in December 2019. A second net
dividend of €2,800,000 was distributed in July 2020. The total net dividend distributed from the profits earned
in the financial year ended 30 April 2020 therefore amounted to €4,800,000 (€4,500,000 in 2019).

Directors

The directors of the company during the financial year ended 30 April 2020 and as at the date of this report
are:

Mr John Zarb — Non-Executive Chairman

Mr Paul Gauci — Executive Vice-Chairman

Mr Charles Borg — Executive Director & Chief Executive Officer

Mrs Claire Alexia Borg Gauci — Non-Executive Director

Dr Ramona Piscopo — Non-Executive Director (resigned on 31 January 2020)
Mr William Spiteri Bailey — Non-Executive Director

Mr Lawrence Zammit — Non-Executive Director

Mr Gianluca Borg — Executive Director (appointed on 31 January 2020)

In accordance with the company’s Memorandum and Articles of Association, Mr John Zarb and Mr Gianluca
Borg will retire by rotation at the next Annual General Meeting and, being eligible, have been nominated, and
accordingly offered themselves, for re-election.

Statement of directors’ responsibilities for the financial statements

The directors are required by the Maltese Companies Act (Cap. 386 of the Laws of Malta) (the “Companies
Act”) to prepare financial statements which give a true and fair view of the state of affairs of the group and the
parent company as at the end of each reporting period and of the profit or loss for that period.

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

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

e selecting and applying appropriate accounting policies;

e making accounting estimates that are reasonable in the circumstances; and

e ensuring that the financial statements are prepared on the going concern basis unless it is inappropriate to
presume that the group and the parent company will continue in business as a going concern.

The directors are also responsible for designing, implementing and maintaining internal control as necessary
to enable the preparation of financial statements that are free from material misstatement, whether due to
fraud or error, and that comply with the Companies Act. They are also responsible for safeguarding the
assets of the group and the parent company and hence for taking reasonable steps for the prevention and
detection of fraud and other irregularities.
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Directors’ report - continued
Statement of directors’ responsibilities for the financial statements - continued

The financial statements of PG p.l.c. for the year ended 30 April 2020 are included in the Annual Report 2020
which is published on the group’s website (www.pggroup.com.mt) and available in hard copy printed form
upon request. The directors are responsible for the maintenance and integrity of the Annual Report on the
website in view of their responsibility for the controls over, and the security of, the website. Access to
information published on the group’s website is available in other countries and jurisdictions, where legislation
governing the preparation and dissemination of financial statements may differ from requirements or practice
in Malta.

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 parent
company as at 30 April 2020, 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 EU; and

e the Annual Report includes a fair review of the development and performance of the business and the
position of the group and the parent company, together with a description of the principal risks and
uncertainties that the group and the parent company face.

Going concern basis

After making due enquiries and taking account of all known factors that could impact the group’s operations,
including the COVID-19 pandemic, the directors, at the time of approving the financial statements, have
determined that there is reasonable expectation that the group and the parent company have adequate
resources to continue operating for the foreseeable future. For this reason, the directors have adopted the
going concern basis in preparing the financial statements.

Additional information pursuant to Listing Rule 5.64
Details of the company’s share capital are disclosed in note 12 of the financial statements on page 67.

The issued share capital consists of one class of ordinary shares with equal voting rights attached. All shares
are freely transferable.

Mr Paul Gauci owns 70.14% of the issued share capital of the company. No other shareholder holds 5% or
more of the share capital of the company.

By means of public deeds executed on 16 January 2020, Mr Paul Gauci donated 2,250,000 ordinary shares,
equivalent to 2.07% of the company’s issued share capital, to five charitable institutions operated by a number
of registered non-governmental organisations in Malta. The terms of the donation stipulate that the ownership
of the shares should be retained by the institutions, whereas the dividend income therefrom would be freely
applied by them to meet their ongoing needs. The institutions concerned have expressed their preference not
to be involved in the decision making of a commercial concern, and the voting rights of the shares in question
will accordingly continue to be exercised by Mr Gauci.

At present, in terms of the Articles of Association of the company, the board of directors shall consist of a
maximum of seven (7) directors, one of whom shall be the Chief Executive Officer. Once appointed to office in
accordance with the provisions of the Articles of Association of the Company, a director (not being the Chief
Executive Officer, who shall be appointed to the board by virtue of his office following his engagement by the
company) may serve in office for a minimum period of three (3) years and a maximum period of five (5) years,
unless s/he resigns or is earlier removed or is due to retire by rotation in accordance with the Articles of
Association of the company, provided that a director whose term of office expires shall be eligible for re-
appointment.
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Directors’ report - continued
Additional information pursuant to Listing Rule 5.64 - continued

The appointment of the directors (not being the Chief Executive Officer, as aforesaid) shall take place at the
Annual General Meeting of the company. In every Annual General Meeting two directors (except for the Chief
Executive Officer) shall retire from office but shall be eligible for re-appointment. Unless they otherwise agree
among themselves in accordance with the company's Articles of Association, the directors to retire first shall
be those who have been longest in office.

The Articles of Association of the company provide for a mechanism pursuant to which recommendations of
prospective directors to the RemNom Committee may be made by any shareholder or shareholders holding in
the aggregate not less than €250,000 in nominal value of shares having voting rights in the company. No
person shall be or become entitled to act or take office as a director of the company unless approved by the
RemNom Committee, which is empowered by the Articles of Association of the company to reject any
recommendation made if in its considered opinion, the appointment of the person so recommended as a
director could be detrimental to the company’s interests or if such person is not considered as fit and proper to
occupy that position. Where the number of candidates approved by the RemNom Committee is more than the
number of vacancies on the board of directors, then an election would take place in accordance with the
provisions of the Articles, pursuant to which those candidates obtaining the highest number of votes overall
from amongst the candidates listed on the ballot paper distributed in advance of the general meeting shall be
elected and appointed directors.

Any director may be removed at any time by the ordinary resolution of the shareholders of the company in
accordance with the Companies Act, in accordance with any other applicable law, or in the specific cases set
out in the Articles of Association of the company.

The administration and management of the company shall be conducted by the directors, who shall appoint
one of their number to act as chairman. The Articles of Association of the company do not contemplate any
specific instances of administration and management of the company which are reserved for the decision, or
the prior approval of, the shareholders of the company and/or any committee of the company.

The directors are empowered to act on behalf of the company and, in this respect, have the authority to enter
into contracts, sue and be sued in representation of the company. They may transact all business of whatever
nature of the company not expressly reserved to the shareholders in general meeting or by any provision
contained in any law for the time being in force.

The primary provisions regulating the board of directors’ workings, as well as the appointment and
replacement of directors, may be found in Articles 12-15 and 17-23 of the Articles of Association of the
company.

In terms of Article 3.16 of its Articles of Association, the company may, subject to the provisions of the
Companies Act acquire or hold any of its shares.

An extraordinary resolution approved by the shareholders in the general meeting is required to amend the
Articles of Association, however, no deletion, amendment or addition to the Articles of Association shall have
effect unless prior written approval has been sought and obtained from the Listing Authority therefor.

It is hereby declared that, as at 30 April 2020, with the exception listed below, the company is not party to any
significant agreement pursuant to Listing Rule 5.64.10.
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Directors’ report - continued
Additional information pursuant to Listing Rule 5.64 - continued

The franchise agreement with Inditex Group re Zara® and Zara Home® requires its prior consent to any
change in control of the group. In the absence of such prior consent, Inditex would be entitled to exercise its
rights under an option agreement whereby Inditex could terminate the franchise agreements and assume the
ownership of the operation of the stores.

The board declares that the information required under Listing Rules 5.64.4, 5.64.5, 5.64.6 and 5.64.11 is not
applicable to the company.

Auditors

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

By order of the board.

John Zarb Paul Gauci
Chairman Vice-Chairman

Registered Address:

PG Group Head Office,
PAMA Shopping Village,
Valletta Road,

Mosta,

Malta

Telephone (+356) 2349 6100

Dr Emma Grech
Company Secretary

27 August 2020
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Corporate governance statement
A. Introduction

PG p.l.c. was incorporated on 25 November 2016 and acquired control of the subsidiaries and associates that
constitute the group’s business on 10 March 2017. The company’s equity was admitted to the Official List of
the Malta Stock Exchange on 4 May 2017.

Pursuant to the Listing Rules issued by the Listing Authority, the company should endeavour to adopt the
Code of Principles of Good Corporate Governance contained in Appendix 5.1 to Chapter 5 of the Listing
Rules (the “Code”). In terms of Listing Rule 5.94, the company hereby reports on the extent of its adoption of
the principles of the Code covering the financial year ended 30 April 2020.

The company acknowledges that the Code does not prescribe mandatory rules, but recommends principles of
good practice. However, the board strongly believes that such practices are generally in the best interests of
the company and its shareholders, and that compliance with the principles of good corporate governance is
not only expected by investors but also evidences the directors’ and the company’s commitment to a high
standard of good governance.

Good corporate governance is the responsibility of the board of directors, and in this regard the board has
carried out a review of the company’s compliance with the Code for the financial period being reported upon.

B. General

The company’s governance lies principally with its board of directors, which is responsible for the overall
determination of the company’s business strategies and policies. The company has adopted a corporate
decision-making and supervisory structure that is tailored to suit its requirements and designed to ensure the
existence of adequate controls and procedures within the company, whilst retaining an element of flexibility
essential to allow the company to react promptly and efficiently to circumstances arising in respect of its
business, taking into account its size and the economic conditions in which it operates. The directors are of
the view that it has employed structures which are most suitable and complementary for the size and
operations of the company. Accordingly and in general the directors believe that the company has adopted
appropriate structures to achieve an adequate level of good corporate governance, together with an adequate
system of control in line with the company’s requirements.

This corporate governance statement (the “Statement”) sets out the structures and processes in place within
the company and explains how these effectively achieve the goals set out in the Code. For this purpose, this
Statement will make reference to the pertinent principles of the Code and then set out the manners in which
the directors believe that these have been adhered to. Where the company has not complied with any of the
principles of the Code, this Statement will provide an explanation for non-compliance.

C. Compliance with the Code
Principle 1: The Board

The board’s role and responsibility is to provide the necessary leadership, to set strategy and to exercise good
oversight and stewardship. In terms of the Memorandum of Association of PG p.l.c., the affairs of the
company are managed and administered by a board composed of up to seven (7) directors.

The board is in regular contact with the Chief Executive Officer, who is a board member, in order to ensure
that it is in receipt of timely and appropriate information in relation to the business of the group and
management performance. This enables the board to contribute effectively to the decision-making process,
whilst at the same time exercising prudent and effective controls.
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Corporate governance statement - continued
C. Compliance with the Code - continued
Principle 1: The Board - continued

The board delegates specific responsibilities to the Audit Committee and to the RemNom Committee. Further
detail in relation to the committees and the responsibilities of the board is found in Principles 4, 5 and 8 of this
Statement.

Principle 2: Chairman and Chief Executive

The statute of PG p.l.c. provides for the board to appoint a Chairman from amongst the directors. It also
provides for the appointment of a Chief Executive Officer who serves, by virtue of his office, as a director of
the company. Mr John Zarb and Mr Charles Borg were appointed Chairman and Chief Executive Officer
respectively.

The Chairman is responsible to lead the board and set its agenda, ensure that the directors of the board
receive precise, timely and objective information so that they can take sound decisions and effectively monitor
the performance of the company, ensure effective communication with shareholders and encourage active
engagement by all directors during board discussions.

The Chief Executive Officer leads the management team of the group. He reports regularly to the Board on
the business and affairs of the group and the commercial, economic and other challenges facing it. He is also
responsible to ensure that all submissions made to the board are timely, give a true and correct picture of the
issue or issues under consideration, and are of a professional standard suited to the subject matter
concerned.

The Chief Executive Officer is supported by Mr Paul Gauci, the founder and major shareholder of the
company, who serves as Executive Vice-Chairman. Mr Gauci also takes a leading role in the business
development of the group and in identifying and developing opportunities for expansion.

The Chief Executive Officer chairs a Management Committee composed of the group’s senior executives. The
committee meets on a weekly basis to review the conduct of operations, to review and discuss monthly
management accounts and to review and approve annual plans and budgets prior to their presentation to the
board. The heads of the respective business areas are invited to attend the Management Committee and to
answer any questions of the members of the Management Committee.

The Deputy Chief Executive Officer, Mr Malcolm Camilleri, chairs a Purchasing Committee charged with
assisting the Chief Purchasing Officer in the operation of the group’s purchasing activities and in negotiations
with suppliers. The Purchasing Committee also exercises oversight on the group’s relationships with its
principal suppliers.

Principle 3: Composition of the Board
The composition of the company’s board of directors was designed to attain a diverse mix of professional and

business skills and backgrounds appropriate to the needs of the group; an appropriate balance between
executive and non-executive directors.

10
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Corporate governance statement - continued
C. Compliance with the Code - continued

Principle 3: Composition of the Board - continued
The board of directors is composed of:

Non-Executive Directors

Mr John Zarb FCCA FIA CPA - Chairman

Dr Ramona Piscopo LL.M., LL.D (resigned on 31 January 2020)
Mr William Spiteri Bailey FIA CPA

Mr Lawrence Zammit MA (Econ)

Mrs Claire-Alexia Borg Gauci

Executive directors

Mr Paul Gauci - Executive Vice-Chairman
Mr Charles Borg BA Banking & Finance, MA Financial Services, FCIB - Chief Executive Officer
Mr Gianluca Borg (appointed on 31 January 2020)

Independence of Non-Executive Directors

In line with supporting principle 3 (iii) of main Principle 3, at least one third of the board consists of non-
executive directors. With the exception of Mrs Claire-Alexia Borg Gauci, who resigned from employment by
the group in May 2020, all the non-executive directors are considered as independent within the meaning of
the Code. None of the independent non-executive directors:

(a) are or have been employed in any capacity by the company;

(b) receive significant additional remuneration from the company;

(c) have close family ties with any of the executive members of the board,;

(d) have been within the last three years an engagement partner or a member of the audit team of the
present or past external auditor of the company; and

(e) have a significant business relationship with the company.

In terms of Code Provision 3.4, each non-executive director has committed to the board that he/she
undertakes:

€) to maintain in all circumstances his/her independence of analysis, decision and action;

(b) not to seek or accept any unreasonable advantages that could be considered as compromising
his/her independence; and

(©) to clearly express his/her opposition in the event that he/she finds that a decision of the board

may harm the company.
Appointment and Removal of Directors

Pursuant to generally accepted practices, as well as the company’s Articles of Association, the appointment of
directors to the board is reserved exclusively to the company’s shareholders, except in so far as an
appointment is made to fill a vacancy on the board, which may be filled by co-option made by the board on the
recommendation of the RemNom Committee.

11
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Corporate governance statement - continued

C. Compliance with the Code - continued
Principle 3: Composition of the Board - continued

The Articles of Association regulate the appointment of directors. Any one or more shareholders who in
aggregate hold not less than €250,000 in nominal value of shares having voting rights in the company are
entitled to recommend fit and proper persons for appointment as directors of the company, such nominations
being subject to the approval of the RemNom Committee, which is empowered by the Articles of Association
of the company to reject any recommendation made if, in its considered opinion, the proposed appointment
could be detrimental to the company’s interests or if such person is not considered as fit and proper to occupy
that position. In addition, nominations may be made by the board or the RemNom Committee itself for
consideration by the shareholders at the Annual General Meeting of the company. The RemNom Committee
is also empowered on its own initiative to take steps to ensure that the board remains constituted by a diverse
mix of professional and business skills and backgrounds appropriate to the needs of the group.

Any director may be removed at any time by the ordinary resolution of the shareholders of the company in
accordance with the Companies Act, in accordance with any other applicable law, or in the specific cases set
out in the Articles of Association of the company.

Principles 4 and 5: The Responsibilities of the Board and Board Meetings

The board meets regularly, usually on a monthly basis in addition to other occasions as may be needed from
time to time. Individual directors, apart from attendance at formal board meetings, participate in other ad hoc
meetings during the year as may be required, and are also active in board committees as mentioned further
below.

During the financial year ended 30 April 2020, fourteen (14) board meetings were held. Attendance at these
meetings was as follows:

Board member Meetings attended
Mr John Zarb 14
Mr Paul Gauci 12
Mr Charles Borg 14
Mrs Claire-Alexia Borg Gauci 13
Dr Ramona Piscopo (resigned on 31 January 2020) 9
Mr William Spiteri Bailey 14
Mr Lawrence Zammit 14
Mr Gianluca Borg (appointed on 31 January 2020) 3

The board is entrusted with the overall direction, administration and management of the group. The board, in
fulfilling this mandate, assumes responsibility for the following:

* reviewing and approving the business plan and budgets that are submitted by management, and working
with management in the implementation of the business plan;

+ identifying the principal business risks for the group and overseeing the implementation and monitoring of
appropriate risk management systems;

» ensuring that effective internal control and management information systems for the group are in place;
» assessing the performance of the group’s executive officers, including monitoring the establishment of

appropriate systems for succession planning, and for approving the compensation levels of such executive
officers; and

12
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Corporate governance statement - continued
C. Compliance with the Code - continued
Principles 4 and 5: The Responsibilities of the Board and Board Meetings - continued

» ensuring that the group has in place a policy to enable it to communicate effectively with shareholders,
other stakeholders and the public generally.

The board regularly reviews and approves various management reports as well as annual financial plans,
including capital budgets. In addition, the strategy, processes and policies adopted for implementation are
regularly reviewed by the board.

The Chairman ensures that all issues relevant to long-term strategic and short-term performance of the group
are placed on the agenda of board meetings and, for the purpose of discussion thereon, are 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 the discussion.

Principle 6: Information and Professional Development

The recruitment and selection of senior management is the responsibility of the Chief Executive Officer acting
in consultation with the board. Likewise, the Chief Executive Officer consults with the board on matters
relating to succession planning for senior management within the company. The board considers and
discusses succession planning measures at all senior management levels taking into account the size and
depth of the management team of the group.

The board, acting through the RemNom Committee, is also concerned with ensuring the ongoing professional
training and development of the group’s management team.

The directors have access to the advice and services of the Company Secretary, Dr Emma Grech, who is
responsible for ensuring that board procedures are adhered to. Additionally, directors may seek independent
professional advice on any matter should they deem such necessary in order to discharge their
responsibilities as directors at the company’s expense.

Principle 7: Evaluation of the Board’s Performance

The RemNom Committee has carried out an evaluation of the performance of the board and of the
contribution made by the individual board members, and of their continued suitability (including, but not limited
to, the two directors retiring by rotation at the next Annual General Meeting), and is of the view that over the
period under review, all members of the board, individually and collectively, contributed to proceedings in line
with the required levels of diligence and skill. In addition, the board believes that its current composition
endows the board with a cross-section of skills and experience and achieves the appropriate balance required
for it to function effectively.

Principle 8: Committees

The directors have constituted the following board committees, the terms of reference of which are
determined by the board from time to time with the purpose of fulfilling the below mentioned purposes:

Audit Committee
As at year end the Audit Committee is composed of Mr William Spiteri Bailey (Chairman), Mr John Zarb and

Mr Lawrence Zammit (who replaced Dr Ramona Piscopo on 31 January 2020), all occupying an independent
Non-Executive Director role within the company.
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Principle 8: Committees — continued

Audit Committee - continued

In light of their qualifications as well as their valuable experience, Mr William Spiteri Bailey and Mr John Zarb
are the Audit Committee members who are considered to be competent in accounting and/or auditing in terms
of the Listing Rules.

The committee is responsible for reviewing the financial reporting processes and policies, the system of
internal control and management of financial risk, the audit process, any transactions with related parties and
the company’s process for monitoring compliance with laws and regulations. When the Audit Committee’s
monitoring and review activities reveal cause for concern or scope for improvement, it shall make
recommendations to the board on the action needed to address the issue or make improvements.

The Audit Committee has the task to ensure that any potential conflicts of interest are resolved in the best
interests of the group. Its primary objective is to assist the board in dealing with issues of risk, control and
governance and in reviewing the group’s reporting processes, financial policies and internal control structure.
The Audit Committee also oversees the conduct of the external audit and facilitates communication between
the board, management and external auditors. The Audit Committee is a committee appointed by the board
and is directly responsible and accountable to the board. Its main role and responsibilities are:

(a) to review procedures and assess the effectiveness of the internal control systems, including financial
reporting;

(b) to assist the board in monitoring the integrity of the financial statements, the internal control structures,
the financial reporting processes and financial policies of the company;

(c) to make recommendations to the board in relation to the appointment of the external auditor and to
approve the remuneration and terms of engagement of the external auditor following appointment by the
shareholders in general meeting;

(d) to monitor and review the external audit functions, including the external auditor's independence,
objectivity and effectiveness;

(e) to establish internal procedures and to monitor these on a regular basis;

(f) to establish and maintain access between the internal and external auditors of the company and to
ensure that this is open and constructive;

(g) to review and challenge where necessary, the actions and judgements of management, in relation to the
interim (if applicable) and annual financial statements before submission to the board, focusing
particularly on:

(@ critical accounting policies and practices and any changes in them;

(i)  decisions requiring a major element of judgement;

(i)  the extent to which the financial statements are affected by any unusual transactions in the year
and how they are disclosed;

(iv) the clarity of disclosures and compliance with International Financial Reporting Standards;

(v)  significant adjustments resulting from the audit;

(vi) compliance with stock exchange and other legal requirements; and

(vii) reviewing the company’s Statement on Corporate Governance prior to endorsement by the board.
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Principle 8: Committees - continued

(h) to gain an understanding of whether significant internal control recommendations made by internal and
external auditors have been implemented by management;

(i) to establish and exercise oversight upon the internal audit function of the Company, and to review its
plans, activities, staffing and organisational structure;

() to monitor the statutory audit of the annual and consolidated accounts;

(k) to discuss Company policies with respect to risk assessment and risk management, review contingent
liabilities and risks that may be material to the Company; and

() to consider other matters that are within the general scope of the committee that are referred to it by the
Board of Directors.

The terms of reference of the Audit Committee, approved by the Board, are modelled on the
recommendations of the Listing Rules.

The Audit Committee has met eight (8) times in the financial year ended 30 April 2020, and the attendance at
these meetings was as follows:

Committee member Meetings attended

Mr William Spiteri Bailey

Mr John Zarb

Dr Ramona Piscopo (resigned on 31 January 2020)

Mr Lawrence Zammit (appointed to the Audit Committee on 31 January 2020)

N © N 0

RemNom Committee

In view of its size, the company has taken the view that whilst it considers the role and function of each of the
Remuneration Committee and the Nomination Committee as important, it would be more efficient for these
committees to be merged into a single, ‘RemNom Committee’ that would serve a dual role.

The RemNom Committee is composed of Mr John Zarb (Chairman), Mr Paul Gauci and Mr Lawrence Zammit.

In its function as Remuneration Committee, the RemNom Committee is charged with the oversight of the
remuneration policies implemented by the company with respect to its management and employees. Its
objectives are those of deciding a remuneration policy aimed to attract, retain and motivate directors, whether
executive or non-executive, as well as senior management with the right qualities and skills for the benefit of
the company. It is responsible for making proposals to the board on the individual remuneration packages of
directors and senior management and is entrusted with monitoring the level and structure of remuneration of
the non-executive directors.

In its function as Nomination Committee, the RemNom Committee’s task is to propose to the board
candidates for the position of director, including persons considered to be independent in terms of the Listing
Rules, whilst also taking into account any recommendation from shareholders. It is to periodically assess the
structure, size, composition and performance of the board and make recommendations to the board regarding
any changes, as well as consider issues related to succession planning. It is also entrusted with reviewing the
board’s policy for selection and appointment of senior management.
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The RemNom Committee met three times during the financial year ended 30 April 2020 and these meetings
were attended by all RemNom Committee members.

Remuneration of directors and senior management

Please refer to the Remuneration Report (see page 19) for information regarding the remuneration of the
company’s directors and senior executives.

Principles 9 and 10: Relations with Shareholders and with the Market, and Institutional Shareholders

The company recognises the importance of maintaining a dialogue with its shareholders and of keeping the
market informed to ensure that its strategies and performance are well understood.

The company will communicate effectively with shareholders by publishing its results on a six-monthly basis
during the year, by way of half yearly and annual reports and financial statements, through interim Directors’
Statements, through periodical company announcements and through press releases in the local media to the
market in general. The financial results will be made available on the group’s website www.pggroup.com.mt.

Annual General Meeting

Within seven months of the end of the financial year, the Annual General Meeting of the shareholders will be
convened to consider the annual financial statements, the directors’ and auditors’ reports for the year, to
decide on any dividends recommended by the board, to elect directors, appoint auditors and to set their
remuneration. A presentation will be given to the shareholders present showing how the group operated in the
light of prevailing economic and market conditions, and an assessment on future prospects will be given. The
Chairman arranges for all directors to attend the Annual General Meeting. More information on general
meetings of the company may be found in section F below.

Principle 11: Conflicts of Interest

It is the practice of the board that when a potential conflict of interest arises in connection with any transaction
or other matter, the potential conflict of interest is declared so that steps may be taken to ensure that such
items are appropriately addressed. By virtue of the company’s Articles of Association, the directors are
obliged to keep the board advised, on an ongoing basis, of any interest that could potentially conflict with that
of the company. The board member concerned shall not take part in the assessment by the board as to
whether a conflict of interest exists. A director shall not vote in respect of any contract, arrangement,
transaction or proposal in which he has material interest in accordance with the Articles of Association. The
board believes that this is a procedure that achieves compliance with Principle 11. None of the directors save
Mr Paul Gauci have any shares in the company.

Any material transactions with related parties, which pose intrinsic potential conflicts of interests, require the
approval of the Audit Committee, which is charged with ensuring that such transactions are necessary for the
conduct of the company’s business and are transacted on an arms’ length basis.

As explained in the prospectus issued by the company on 27 March 2017, the group was re-organised in its
current form to include, as far as practicable, all the businesses that are controlled by Mr Paul Gauci, and
managed by his management team. This serves to reduce the scope for any future potential conflicts of
interests involving the majority shareholder.
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C. Compliance with the Code - continued

Principle 12: Corporate Social Responsibility

The company recognises the importance of its role in the corporate social responsibility arena and seeks to
ensure that in its operations the environment is respected. The directors are also aware of the importance of
having good relations with stakeholders and strive to work together with them in order to invest in human
capital, health and safety issues and to adopt environmentally responsible practices.

D. Non-compliance with the Code

The directors set out below the Code provisions with which the company does not comply and an explanation
as to the reasons for such non-compliance:

Principle 8: Committees (Code Provision 8.A.1.)

With respect to Code Provision 8.A.1. which sets out the composition requirements of remuneration
committees, particularly that the Remuneration Committee must be composed of non-executive directors, the
Board notes that the RemNom Committee is not composed in strict compliance with the Code, due to Mr Paul
Gauci, an executive director, being a member of the RemNom Committee.

Principle 9: Relations with Shareholders and with the Market (Code Provision 9.3)

There are no formal procedures in place within the company for the resolution of conflicts between minority
and controlling shareholders, nor do the company’s Memorandum or Articles of Association as recommended
in Code Provision 9.3 contemplate any mechanism for arbitration in these instances.

Principle 9: Relations with Shareholders and with the Market (Code Provision 9.4)

The company does not have a policy in place to allow minority shareholders to present an issue to the board.
In practice, however, the open channel of communication between the company and minority shareholders via
the office of the Company Secretary is such that any issue that may merit bringing to the attention of the
board may be transmitted via the Company Secretary, who is in attendance at all meetings of the Board of
Directors.

Other than the above, and in the opinion of the board, the company has instituted governance procedures
which shall ensure full compliance with the Code.

E. Internal Control

The board is ultimately responsible for the company’s system of internal control and risk management and for
reviewing its effectiveness. Such a system is designed to manage rather than eliminate the risk of failure to
achieve business objectives, and can only provide a reasonable, as opposed to absolute assurance against
material misstatement or loss.

The company operates through the board of directors and the management team with clear reporting lines
and delegation of powers. The board of directors has adopted and implemented appropriate policies and
procedures to manage risks and internal control. The board plans, controls and monitors business operations
in order to achieve the set objectives.
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The directors, with the assistance of management, are responsible for the identification, evaluation and
management of the key risks to which the company may be exposed. The company has clear and consistent
procedures in place for monitoring the system of internal financial controls. The directors also receive periodic
management information giving comprehensive analysis of financial and business performance including
variances against the group’s set targets. This process is applicable specifically in relation to the group’s
financial reporting framework.

Through the Audit Committee, the board reviews the effectiveness of the company’s system of internal
controls, including financial reporting, which is also monitored by an Internal Audit team. The Audit
Committee also analyses the internal audits reports prepared by the group’s internal auditors and ensures that
the recommendations therewith are adopted and implemented to further strengthen the company’s processes
and procedures. The Audit Committee also determines whether significant internal control recommendations
made by the external auditors have been implemented.

F. General Meetings

The manner in which the general meeting is conducted is outlined in Article 11 of the company’s Articles of
Association, subject to the provisions of the Companies Act.

As explained under Principles 9 and 10, within seven months of the end of the financial year, the Annual
General Meeting of the shareholders will be convened to consider the annual financial statements, the
directo