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1. Overview
1.1 General Information

Fidelis Wealth Management LLC (The Company) was incorporated in Thilisi, Georgia on 27 June 2017
as a Brokerage company with registration number 405214726 and its principal activity is the provision
of Brokerage services. The Company was licensed by decree of the President of the National Bank of
Georgia with number 154 to provide Brokerage services and the licence was activated on 28 December
2017.

In accordance with Art. 23 of the Law of Georgia on Securities Market

The brokerage licence authorises a brokerage company to engage in operations and services related to
equity share, shares, bonds, certificates, bills of exchange, cheques and other securities, and as such a
brokerage company may:

a) direct consultations to investors on investments, including the price of securities, investment in
securities, trading in securities and related foreign

exchange transactions;

b) conduct research related to financial instruments and their issuers and ensure the dissemination of the
research results and/or recommendations on

investments strategies;

c) provide consultations to issuers on the issuance of securities and the attractiveness of investments;

d) prepare and distribute an issuer's securities on a non-guaranteed basis;

e) receive and transmit clients' orders related to securities, and conduct securities transactions with a
clients' funds in their interests;

f) manage clients' investment portfolios, including pension schemes, and funds allocated for operations in
securities;

g) store and record clients' investment funds and/or securities, as well as provide services to a nominee
holder of securities, and open cash and securities

accounts for clients for this purpose and conduct operations on those accounts;

h) enter into securities transactions in their own interests with their own funds;

i) prepare and distribute an issuer's securities on a guaranteed basis;

J) lend and borrow securities to and from clients, as well as use their

k) trade in foreign currency;

I) conduct other operations related to financial instruments, and shares in an entrepreneurial company and
exercise other powers provided for by this

Law.

Moreover, the Company is categorised as brokerage activity company with minimum capital requirement
of GEL500,000.

1.2. Risk management objectives and policies

The Company recognises that risk management and internal control are key elements of good
corporate governance. This Policy describes the manner in which the Company identifies, assesses,
monitors and manages risk.

The goals of establishing and maintaining risk management procedures are as follows:-
e More effective strategic planning
e Better cost control
e Enhancing Shareholder value by minimising losses and maximising opportunities



¢ Increased knowledge and understanding of exposure to risk
e A systematic, well-informed and thorough method of decision making
e Minimised disruptions

To ensure effective risk management, the Company has adopted different levels of control, with clearly
defined roles and responsibilities.

First Level Control: Managers are responsible for establishing an effective control framework within
their area of operation and identifying and controlling all risks so that they are operating within the
organisational risk appetite and are fully compliant with Company policies and where appropriate
defined thresholds. First Level controls act as an early warning mechanism for identifying (or
remedying) risks or failures.

Second Level Control — The Risk Management Function is responsible for proposing to the Board
appropriate objectives and measures to define the Company’s risk appetite and for devising the suite of
policies necessary to control the business including the overarching framework and for independently
monitoring the risk profile, providing additional assurance where required. The Risk Management
Function will leverage their expertise by providing frameworks, tools and techniques to assist
management in meeting their responsibilities, as well as acting as a central coordinator to identify
enterprise wide risks and make recommendations to address them. Integral to the mission of Second
Level Controls is identifying risk areas, detecting situations/activities, in need of monitoring and
developing policies to formalise risk assessment, mitigation and monitoring.

¢ Risk Management Framework

Managing risk effectively in a Company operating in a continuously changing risk environment,
requires a strong risk management culture. As a result, the Company has established an effective risk
oversight structure and the necessary internal organisational controls to ensure that the Company
undertakes the following:

» The adequate risk identification and management

» The establishment of the necessary policies and procedures

» The setting and monitoring of the relevant limits and

» Compliance with the applicable legislation

The Board of Directors receives updates on risk and regulatory capital matters from the respective
people concerned. The Board of Directors reviews regularly (at least annually) written reports
concerning compliance, risk management and internal audit policies, procedures and work as well as the
Company*'s risk management policies and procedures as implemented by Management.

As part of its business activities, the Company faces a variety of risks, the most significant of which are

described further below. The Company holds regulatory capital against three all- encompassing main
types of risk: credit risk, market risk and operational risk.

¢ Risk Appetite
Risk Appetite is the amount and type of risk that the Company is able and willing to accept in pursuing
its business objectives. Risk appetite is expressed in both quantitative and qualitative terms and covers
all risks.

An effective risk appetite enables the decisive accumulation of risk in line with the strategic objectives



of the Company while giving the board and management confidence to avoid risks that are not in line
with the strategic objectives.

The Company has established a robust Risk Appetite Framework. The Board expresses the Risk
Appetite through a number of key measures which define the level of risk acceptable across three
categories:

Table 2 — Risk Appetite areas

Risk Area Risk Area Risk Types
Financial e Credit Risk
e Market Risk
e Liquidity Risk

e Conduct Risk
e Customer Risk

e Regulatory Risk

e External reputational Risk

Operational & People The risk associated with the failure of key processes or systems
and the risks of not having the right quality and quantity of people
tooperate those processes

Reputational

The Risk Appetite framework has been designed to create links to the strategic long term plan,
capital planning and the Company’s risk management framework.

e Risk Culture

Risk culture is a critical element in the Company’s risk management framework and procedures.
Management considers risk awareness and risk culture within the Company as an important part of the
effective risk management process. Ethical behaviour is a key component of the strong risk culture and
its importance is also continuously emphasised by the management.

The Company is committed to embedding a strong risk culture throughout the business where everyone
understands the risks they personally manage and are empowered and qualified to take accountability
for them. The Company embraces a culture where each of the business areas is encouraged to take risk—
based decisions, while knowing when to escalate or seek advice.

1.4. Declaration of the Management Body

The Board and its Management are responsible for reviewing the effectiveness of the Company’s risk
management arrangements and systems of financial and internal control. These are designed to mitigate
rather than eliminate the risks of not achieving business objectives, and — as such — offer reasonable but
not absolute assurance against fraud, material misstatement and loss. The Board considers that it has in
place adequate systems and controls with regard to the Company’s profile and strategy and an
appropriate array of assurance mechanisms, properly resourced and skilled, to avoid or minimise loss.

2. Governance - Board and Committees

2.1. The Board of Directors



The Board of Directors has the overall responsibility for the establishment and oversight of the
Company’s Risk Management Framework. The Board satisfies itself that financial controls and systems
of risk management are robust. The Board currently comprises 1 executive director.

The Company has in place the Internal Operations Manual laying down the activities and respective
procedures of those employed within the company.

The Company implements and maintains adequate risk management policies and procedures which
identify the risks relating to the Company’s activities, processes and systems, and where appropriate, set
the level of risk tolerated by the Company. The Company adopts effective arrangements, processes and
systems, in light of that level of risk tolerance, where applicable.

2.2. Governance Committees
Management Committee

By the principles of proportionality, the company is too small to have its own Risk Management
Committee. However, in order to support effective governance and management of the same functions
normally held by the Risk Management Committee, the applicable members of staff provide oversight,
review and challenge of the material risks both current and future affecting the business whilst ensuring
that there is effective management and control of all key risks and issues facing the Company.

The Risk Officer operates independently and monitors the adequacy and effectiveness of policies and
procedures, the level of compliance to those policies and procedures, in order to identify deficiencies
and rectify.

2.3. Information flow on risk to the management body

Risk information flows up to the Board directly from the business departments and control functions.
The Board of Directors ensures that it receives on a frequent basis, at least quarterly written reports
regarding Compliance, Money Laundering and Terrorist Financing and Risk Management issues and
approves the Company’s Risk Management Policy and procedures and any revisions done thereto.
(please refer to Appendix | for more details).

3. Own Funds

Own Funds (also referred to as capital resources) is the type and level of regulatory capital that must be
held to enable the Company to absorb losses. The Company is required to hold own funds in sufficient
quantity and quality in accordance to its licence conditions which sets out the characteristics and
conditions for own funds. The Minimum Total Capital requirement of GEL 500,000 should be
maintained by the Company throughout the year.

4. Compliance with Regulatory Capital and Risks being faced by the Company

4.1. Internal Capital

The purpose of capital is to provide sufficient resources to absorb unexpected losses over and above the
ones that are expected in the normal course of business. The Company aims to maintain a minimum
share capital as per its licencing conditions amounting to GEL500,000. The issued share capital of the
company is preferred.

The following are a list of possible risks that the company may face during the course of its business.



4.2. Credit Risk and Counterparty Credit Risk

In the ordinary course of business any company is exposed to credit risk, which is then monitored
through various control mechanisms. Credit risk arises when a failure by counterparties to discharge
their obligations could reduce the amount of future cash inflows from financial assets on hand at the
balance sheet date. The company operates a variety of currencies for its Trading operations including
CHF, USD and EURO. Operating expenses are all paid in the month they are incurred whereas
Commissions payable - the only direct expense of the company — is paid out every quarter.

The company makes margin cash deposits as funded credit protection (collateral) for derivatives and
therefore does not create a credit risk to its counterparties.

In the case of Counterparty Credit Risk, the Company is at risk that the counterparty to a transaction
could default before the final settlement of the transaction's cash flows. Such transactions relate to
contracts for financial derivative instruments, repurchase agreements and long settlement transactions.

Counterparty Credit Risk is non-existent because the clients transfer the funds destined for investment
before any investment according to the clients’ instructions and redeem any funds deposited with the
Company when they so require. Any fees receivable therefore due to the company are deducted from
the client funds as per brokerage agreement.

4.3. Use of External Credit Assessment Institutions

The Company shall disclose the names of the nominated ECAIs and the exposure values along with
the association of the external rating with the credit quality steps. ECAI’s are usually used only to
ensure investment in the appropriate asset class as per agreement with client and when the case
applies.

The Company uses external credit ratings from Moody’s, S&P as well as Fitch.

5.3. Market Risk

Market risk can be defined as the risk of losses arising from adverse movements in market prices. From
a regulatory perspective, market risk stems from all the positions included in the trading book as well as
from foreign exchange risk positions- if any, prevailing during any given time.

The Company actively manages the market risk in its trading activities in the financial markets. Most
notably, the Company hedges the market risk incurred from its market-making activities and client
flows by taking positions in financial instruments, assets and liabilities that offset this market risk.

5.3.1. Foreign Exchange Risk

Foreign exchange risk is the risk that the value of financial instruments will fluctuate due to changes in
foreign exchange rates. For the Company, this is non-existent because any instructions related to Foreign
exchange transactions emanate from the client and as such it is the latter that bears the whole risk and not
the Company.



From an operational point of view, the company’s reporting currency is Georgian Lari. The transactions
relating to the operating activity of the transactions are carried out in CHF, USD, and EURO. Therefore,
the Company is directly exposed to foreign currency when reporting the expense, paying it and ultimately
converting said transactions in GEL. The company does not speculate in currencies and just uses all
currencies other than GEL to pay any dues to its suppliers.

5.3.2. Interest Rate Risk

Interest rate risk is the risk that the value of financial instruments will fluctuate due to changes in
market interest rates. The Company is exposed to interest rate risk in relation to its bank deposits that
remain open overnight.

The Company's management monitors the interest rate fluctuations on a continuous basis and acts
accordingly.

5.6. Operational Risk

Operational risk is the risk of loss arising from fraud, unauthorized activities, error, omission,
inefficiency, systems failure or external events. It is inherent in every business organization and covers
a wide range of issues.

The Company manages operational risk through a control-based environment in which processes are
documented and transactions are reconciled and monitored. This is supported by continuous monitoring
of operational risk incidents to ensure that past failures are not repeated.

Furthermore, the Company has in place processes whose implementation assists with the evaluation and
management of any exposures to operational risk.

5. Other Risks
5.1. Concentration Risk

Concentration Risk includes large individual exposures and significant exposures to companies whose
likelihood of default is driven by common underlying factors such as the economy, geographical
location, instrument type etc.

Concentration risk was partly addressed through diversification of counterparties, namely banking
institutions.

The Company’s experience in the collection of trade receivables has never caused debts which are past
due and have to be impaired. While the Company has a policy in place to monitor debts overdue by
preparing debtors ageing reports, it is important to understand that as previously mentioned, the
company in the vast majority of the cases has its fees paid directly from the funds of the respective
clients already held with the company.

5.2. Reputation Risk

Reputation risk is the current or prospective risk to earnings and capital arising from an adverse
perception of the image of the Company on the part of customers, counterparties, shareholders,
investors or regulators. Reputation risk could be triggered by poor performance, the loss of one or more



of the Company’s key directors, the loss of large clients, poor customer service, fraud or theft, customer
claims, legal action and regulatory fines.

The Company has transparent policies and procedures in place when dealing with possible customer
complaints in order to provide the best possible assistance and service under such circumstances. The
possibility of having to deal with customer claims is very low as the Company provides high quality
services to clients.

5.3. Strategic Risk

Strategic Risk could occur as a result of adverse business decisions, improper implementation of

decisions or lack of responsiveness to changes in the business environment. The Company’s exposure to
strategic risk is moderate as policies and procedures to minimize this type of risk are implemented in the
overall strategy of the Company.

5.4. Business Risk

Business Risk includes the current or prospective risk to earnings and capital arising from changes in
the business environment including the effects of deterioration in economic conditions. Research on
economic and market forecasts are conducted with a view to minimize the Company’s exposure to
business risk. These are analyzed and taken into consideration when implementing the Company’s
strategy.

5.5. Capital Risk Management

Capital Risk is the risk that the Company will not comply with capital adequacy requirements. The
Company's objectives when managing capital are to safeguard the Company's ability to continue as a
going concern in order to provide returns for shareholders and benefits for other stakeholders. The
Company has a regulatory obligation to monitor and implement procedures for capital risk management.
Specifically, the Company is required to test its capital against regulatory requirements and has to
maintain a minimum level of capital. This ultimately ensures the going concern of the Company. Such
procedures are explained in the Procedures Manual of the Company.

Management monitors such reporting and has procedures in place to help meet the specific regulatory
requirements. This is achieved through the preparation on a monthly basis of management accounts to
monitor the financial and capital position of the Company.

5.6. Regulatory Risk

Regulatory risk is the risk the Company faces by not complying with relevant Laws and Directives
issued by its supervisory body. If materialized, regulatory risk could trigger the effects of reputation and
strategic risk. The Company has documented procedures based on the requirements of relevant Laws
and Directives issued by the Commission; these can be found in the Procedures Manual. Compliance
with these procedures and policies are further assessed and reviewed by the Company’s external
reviewers and suggestions for improvement are implemented by management. The Internal Auditors
evaluate and test the effectiveness of the Company’s control framework at least annually. Therefore the
risk of non-compliance is very low.

5.7. Legal and Compliance Risk

Legal and Compliance Risk could arise as a result of breaches or non-compliance with legislation,
regulations, agreements or ethical standards and have an effect on earnings and capital. The probability



of such risks occurring is relatively low due to the detailed internal procedures and policies
implemented by the Company and regular reviews by the external reviewers appointed for such a task.
The structure of the Company is such to promote clear coordination of duties and the management
consists of individuals of suitable professional experience, ethos and integrity, who have accepted
responsibility for setting and achieving the Company’s strategic targets and goals. In addition, the board
meets at least annually to discuss such issues and any suggestions to enhance compliance are
implemented by management.

5.8. IT Risk

IT risk could occur as a result of inadequate information technology and processing, or arise from an
inadequate IT strategy and policy or inadequate use of the Company’s information technology.
Specifically, policies for Disaster Recovery and Business Continuity have been implemented regarding
back-up procedures, software maintenance, hardware maintenance, use of the internet and anti-virus
procedures. Materialization of this risk has been minimized to the lowest possible level.

5.9. Risk Reporting

The Company maintains a system in place to record any risk event incurred on a special form duly
completed by personnel of each department and is submitted to the Compliance and Risk officer when
such events occur.

5.10. Liquidity Risk

Liquidity risk is defined as the risk when the maturity of assets and liabilities does not match. An unmatched
position potentially enhances profitability, but can also increase the risk of losses. The Company has policies
and procedures with the object of minimizing such losses.

Appendix I — Information flow on risk to management body

Report Name | Owner of Report | Recipient Frequency
1 | Risk Risk Officer BoD The earlier of
Management reportable
Report issue or
Quarterly
2 | Compliance Anti-money BoDs The earlier of
Report laundering reportable
Compliance issue or
Officer Quarterly
3 | Anti-money Anti-money BoDs The earlier of
laundering laundering reportable
report Compliance issue or
Officer Quarterly
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