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BANIF BANK (MAL T A ) PLC

Annual Report and Financial Statements 2009
DIRECTORS’ REPORT
The Directors present their annual report together with the audited financial statements of the Bank for the year ended 31
December 2009.
The Board of Directors who served during the year are as listed under the General information section.

P ri ncip a l activities
Banif Bank (Malta) plc (the “Bank”) was incorporated on the 27 March 2007. The Bank was set up as a fully-owned subsidiary
of Banif SGPS SA with an authorised and issued share capital of EUR50 million and EUR15 million respectively.
The Bank was also granted a licence to operate as a credit institution on the 27 March 2007 in terms of the Banking Act, Cap
371 of the Laws of Malta. The Bank provides a full range of commercial banking services to both residents and non-residents
through a network of 8 branches, a corporate and business banking unit as well as an executive banking unit.
In 2008, a number of local investors were invited to participate in the ownership of the company and in total they subscribed
for 28% of the share capital in issue at the time. Later on that year, the company increased its issued share capital to 25 million
ordinary shares, which were 60% paid up. The remaining 40% was fully paid during the year under review.

Revie w of busin e ss d ev elo p m e nt a n d fi n a nci al p ositio n
Financial performance
During 2009, Banif Bank (Malta) plc continued executing its planned strategies laying down a solid infrastructure with a view
to becoming a reference and key player in the local banking market. During the second year of operations in Malta, the Bank
experienced steady growth both in terms of its lending and deposit portfolios, and the resultant operating income. Heavy
investment in the Bank’s infrastructure in terms of the branch network and back office functional capabilities was also
undertaken.
The year under review proved to be also a very challenging year due to the financial crisis and global recession, which presented
an added hurdle that the Bank had to overcome. Being part of an international Group with good standing, the Bank can rely on
the full support of its parent company and is well positioned to navigate through difficult times. Despite the current economic
scenario, the Bank is still committed to execute the penetration and growth strategies outlined in its business plan.
The Bank registered a loss after tax for the year of EUR3.530 million. During the year under review, the Bank generated a total
operating income of EUR1.855 million, representing a 197% increase over the figure reported in 2008 of EUR0.625 million.
Net interest income from business carried out with banks and non-banks amounted to EUR1.104 million. Net fee and
commission income amounted to EUR0.335 million whilst trading income amounted to EUR0.416 million.
In total, operating income covered 27.64% (2008: 11.81%) of the administrative cost base. Total administrative costs including
depreciation of fixed assets and amortisation of intangible assets amounted to EUR6.712 million, of which 42% is represented
by Directors’ emoluments and staff costs.
Impairment
In line with the Bank’s provisioning policy and in consideration of the growth in the portfolio of loans and advances registered
during the year under review, the Bank provisioned an amount of EUR0.367 million for impairment losses. This provision was
based on both a collective as well as an individual assessment for impairment.
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DIRECTORS’ REPORT - contin u ed
Revie w of busin e ss d ev elo p m e nt a n d fi n a nci al p ositio n - co nti nue d
Tax
The loss before tax for the year amounted to EUR5.224 million. Taking into consideration this loss and the possibility of having
this offset against future foreseeable profits for tax purposes, a positive deferred tax movement of EUR1.701 million was
registered.
Financial position
The Bank continues to exercise sound balance sheet management with a view to ensure strong and sustainable regulatory ratios
in terms of solvency, liquidity and capital adequacy. Total deposit liabilities amounted to EUR146.066 million as at end of
2009, with a deposit transformation into loan ratio of 40.73% (2008: 52.95%). Total assets as at same date amounted to
EUR170.366 million. The largest component of assets is represented by loans and advances to banks which amounted to
EUR84.887 million. This is attributable to the fact that the Bank mainly places excess funds, which are not employed in loans
and advances or invested in capital expenditure with its parent bank.
In 2009, the Bank started trading in a number of locally quoted-government and corporate bonds as well as other bonds issued
by other companies within the Group which are listed on foreign stock exchanges. These acquired bonds, which were
designated at inception as held-for-trading, had a fair value of EUR6.766 million at end of 2009.
Investment in property, plant and equipment and intangible assets, gross of depreciation and amortisation, as at end of year
amounted to EUR2.463 million.
Equity
In October 2009 the issued share capital was increased by EUR10 million, from EUR15 million to EUR25 million, by way of
payment of the unpaid portion of 40% of the nominal value of the shares in issue.
Operations
The Bank continued expanding its infrastructure in line with the execution of its vision of achieving the set strategic objectives.
The Bank continued to invest in the branch network and human resources to increase its business generation capability. This
was complemented with significant investment in the supporting infrastructure both in terms of the service proposition as well
as enhanced service functionalities.
The Bank started the year with four fully operational retail branches and added four more branches during the year under
review, namely the first one in the island of Gozo, followed by another one in Attard during the beginning of the second quarter
and another two in Naxxar and Fgura in the third quarter of the year.
During the year under review, the Bank also reached important milestones with the launch of personal credit cards, debit cards
and the Banif@st Business internet banking portal. In line with its strategy, the Bank also launched a number of innovative and
very competitive deposit and lending products with the aim of increasing its market share.
This required a significant enhancement of the technical infrastructure together with an increased human resource
complement both at front office and back-office levels in order to guarantee a high quality level of service coupled with
exponential growth. In fact, the staff complement was increased by 25, from 79 as at end of 2008 to 104 as at end of
December 2009.
The Bank also invested significantly in a number of marketing campaigns with a view to continue promoting the brand and
increase awareness of the Bank’s presence in the market. This was complemented by the Bank’s participation in a number of
National events such as Rockestra, The President’s Charity Fun Run and L-Istrina. The outcome of all this contributed successfully
to a noticeable increase in all areas of business.
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Revie w of busin e ss d ev elo p m e nt a n d fi n a nci al p ositio n - co nti nue d
During the year the Bank established approximately 15,000 business relationships with various clients from different segments
of the local market. As at end of December, the Bank reached a level of 11,148 active customer deposit accounts with total
deposits amounting to of EUR146.066 million. Furthermore, gross loans and advances reached EUR60.003 million as at same
date.
Outlook
The year 2010 will be characterised by further growth through the Bank’s commitment in expanding its branch network and
its corporate business. This expansion will be enabled by strengthening the supporting functions at Head Office in order to
meet the increased business demands. This will also be complemented by the launch of the ATM network as well as a range of
other new services with a view to providing customers with a comprehensive and differentiated product offer.
In doing so, the Bank will further its investment in immovable property, equipment and software as well as additional
investment in what it considers core to the banking operations, the human resource base. This will be enabled through the
recruitment of high quality, well educated and experienced persons together with ongoing development of the existent
workforce.
This, together with the undertaking of a number of other projects, will see the Bank investing approximately EUR3 million in
capital projects. Human resource and administrative costs are estimated to increase by 23% to reach an amount of EUR7.57
million.

Disclosure i n t e rms of the Si xth Sche dul e to the C o m p a n i es Act, C a p 386 of the L a w s of Malta
During the year ended 31 December 2009, no shares in the Bank were:
•
•
•

purchased by it or acquired by it by forfeiture or surrender or otherwise;
acquired by another person in circumstances where the acquisition was by the Bank’s nominee, or by another with the
Bank’s financial assistance, the Bank itself having a beneficial interest;
made subject to pledge or other privileges, to a hypothec or to any other charge in favour of the Bank.

P r e p a r atio n of fin a nci al statem e nts a n d Di r ectors’ r e s p o n sibilities
The Companies Act, Cap 386 of the Laws of Malta (the “Act”) requires the Directors of Banif Bank (Malta) plc to prepare
financial statements for each financial year which give a true and fair view of the financial position of the Bank as at the end of
the financial year and of the profit or loss of the Bank for that year in accordance with the requirements of International
Financial Reporting Standards, as adopted by the European Union.
In preparing such financial statements, the Directors are required to:
•
•
•
•

adopt the going concern basis unless it is inappropriate to presume that the Bank will continue in business;
select suitable accounting policies and apply them consistently from one accounting year to another;
make judgements and estimates that are reasonable and prudent; and
account for income and charges relating to the accounting year on the accruals basis.
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P r e p a r atio n of fin a nci al statem e nts a n d Di r ectors’ r e s p o n sibilities - co nti nue d
The Directors are responsible for keeping proper accounting records which disclose with reasonable accuracy, at any time, the
financial position of the Bank and to enable them to ensure that the financial statements have been properly prepared in
accordance with the provisions of the Companies Act, Cap 386 of the Laws of Malta and the Banking Act, Cap 371 of the
Laws of Malta.
The Directors are also responsible for safeguarding the assets of the Bank and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities.
The Directors, through management oversight, are responsible to ensure that the Bank establishes and maintains internal
control to provide reasonable assurance with regards to the reliability of financial reporting, effectiveness and efficiency of
operations and compliance with applicable laws and regulations.
Management is responsible, with oversight from the Directors, to establish a control environment and maintain policies and
procedures to assist in achieving the objective of ensuring, as far as possible, the orderly and efficient conduct of the Bank’s
business. This responsibility includes establishing and maintaining controls pertaining to the Bank’s objective of preparing
financial statements as required by the Act and managing risks that may give rise to material misstatements in those financial
statements. In determining which controls to implement, to prevent and detect fraud, management considers the risks that
the financial statements may be materially misstated as a result of fraud.

Auditors
Messrs. Ernst & Young have signified their willingness to continue in office as auditors of the Bank and a resolution proposing
their reappointment will be put to the Annual General Meeting.

Approved by the Board of Directors on 13 April 2010 and signed on its behalf by:

JOSEP H SAMMUT
Chairman

JOAQU IM F . D A SI L VA P I N TO
Chief Executive Officer
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ST AT EMENT OF COMPLIANCE WITH THE PRINCIPLES OF GOOD
CORPORAT E GO VERN ANCE
Banif Bank (Malta) plc believes that good corporate governance should be the basis of every decision and action taken by the
Bank. Despite the fact that the Corporate Governance Guidelines for Public Interest Companies are not mandatory, Banif Bank
(Malta) plc has endorsed such Guidelines and is committed to implement high standards of corporate governance, except
where the business circumstances merit a different treatment.
This statement indicates the extent to which the Bank has adopted these Guidelines.
BOARD OF D IRE C T ORS
The Board of Directors manages the affairs of the Bank and is composed of a Chairman, a Secretary and nine Directors. The
Directors are all highly experienced and of the appropriate calibre which is needed in order to provide the necessary leadership
and integrity when directing the Bank. All Directors have occupied or currently occupy senior positions in various organisations.
The Directors have access to the advice and services of the Company Secretary who is responsible for ensuring that the Board
procedures and all applicable rules and regulations are followed.
The shareholders appoint or remove Directors on the Board using a transparent approach. Each Director shall remain in office
for a period of three years. The remuneration of the Directors is determined from time to time during a General Meeting of the
Board of Directors.
The Chairman leads and sets the agenda of each of the Board of Directors’ meetings. The Directors who have a direct or indirect
interest in any decision taken by the Board of Directors shall inform the same Board, the nature of their interest at the meeting
and shall not participate and vote in respect of that decision. The Board of Directors determines the strategic goals and
formulates the policies of the Bank, sets the Bank’s values and standards and regularly reviews the management’s performance
towards the attainment of such goals. The Board of Directors delegates the day-to-day running of the Bank to the Executive
Committee (EC) which meets on a weekly basis. The roles of the Chief Executive Officer and the Chairman of the Board are
kept separate.
Minutes of all resolutions and proceedings taken at the meetings of the Board of Directors are documented by the Board
Secretary. Such documents are available for scrutiny and perusal by the external audit and regulatory inspection.
During 2009, the Board of Directors met 10 times. The Directors who served on the Board during the period under review were
the following:
Mr. Joseph Sammut
Mr. Joaquim F. Da Silva Pinto
Mr. Nuno Pedro Martins
Mr. Artur Fernandes
Dr. Carlos David Duarte de Almedia
Mr. Edward Cachia Caruana
Eng. Fernando Rodrigues
Mr. Kenneth Mizzi
Mr. Mark Portelli
Chev. Maurice Mizzi
Dr. Simon Tortell
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ST AT EMENT OF COMPLIANCE WITH THE PRINCIPLES OF GOOD
CORPORAT E GO VERN ANCE – contin u ed
C OMMI T TEES EST AB L IS H ED B Y T H E BOARD
The Board has established a number of Committees with specific responsibilities, as follows:The Executive Committee
The Executive Committee (EC) meets on a weekly basis to oversee the overall management of the Bank. The EC may be
composed of three members although at present it is composed of two members, the Chief Executive Officer and the Chief
Operating Officer, both of whom are also Directors. In this way there is an enduring and ongoing link between the Board of
Directors and the Executive Committee. Formulation of risk strategies and risk profiles, including policies conducive to the
achievement of organisational goals are the responsibility of the EC, however implementation is delegated to the Departmental
Heads through a formally documented organisational structure with clear and transparent demarcation of functional
responsibilities. The EC is also responsible for assessing credit facilities and taking credit decisions.
The EC also appointed the following committees within the Bank, namely, the Assets and Liabilities Committee, the Budget and
Planning Committee, the Credit Committee and the Products Committee.
The Audit Committee
The Audit Committee meets on a regular basis in order to monitor and review the effectiveness of the Bank’s internal audit
function and also to monitor the financial reporting process and review the Bank’s internal financial controls.
The Audit Committee makes recommendations to the Board of Directors regarding the appointment of the Bank’s external
auditors, their remuneration and terms of engagement.
The Properties Committee
This committee meets in order to discuss and advice the EC on any proposals for the acquisition or the rental of properties to be
utilised for the Bank’s activities. At present, the members of this committee are the Chief Operating Officer and two nonexecutive Directors. This committee meets on a monthly basis.

C OMMI T TEES EST AB L IS H ED B Y T H E EXE C U T I VE C OMMITTEE
The EC has established a number of Committees with specific responsibilities, as follows:The Assets and Liabilities Committee
The purpose of the Assets and Liabilities Committee (ALCO) is to meet on a regular basis to analyse financial information in
relation to historic and projected data and to assess the impact that the various types of risks arising from changes in interest
rates, exchange rates and the market have on the profitability of the Bank and the various other components of the financial
statements. This committee also drives the commercial activity of the Bank and reviews liquidity risk, compliance risk and
capital adequacy risk. It also sets the framework for the design of policies to address and manage all these types of risk with a
view to ensure that adequate mitigating actions are taken to reduce the negative impacts of adverse movements on the
operations of the Bank and on the financial statements.
The ALCO is made up of the Members of the Executive Committee, and the coordinators of the Commercial Department, the
Risk Department, the Strategy and Image Department, the Treasury Department, the Finance & Reporting Department and
the Control & Compliance Department.
The Budget and Planning Committee
The purpose of the Budget and Planning Committee is to liaise closely with the members of the Executive Committee of the
Bank in transposing the vision and strategic objectives adopted by the Board of Directors into detailed plans. The committee is
responsible for coordinating and assisting in the preparation of the budgets of all the commercial departments and all
supporting back-office units. Furthermore, the committee takes care of communicating the budgets, once these are approved
by the Board of Directors, and also oversees the actual implementation of the Bank’s financial plans.
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CORPORAT E GO VERN ANCE – contin u ed
This committee meets on a monthly basis and is made up of the Members of the Executive Committee, and the coordinators of
the Commercial Department, the Finance & Reporting Department, the Human Resources Department, the Corporate
Services Department and the Information Technology Department.
The Credit Committee
This committee is responsible for assessing credit facilities and taking credit decisions within a certain monetary band.
Additionally, it makes recommendations to the Executive Committee on credit facilities which exceed its upper discretionary
threshold. It meets regularly on a weekly basis and is chaired by the director responsible for the commercial activity of the Bank,
who is presently the Chief Executive Officer. Other members are the coordinators of the Commercial and the Risk
Management departments.
The Products Committee
The Products Committee meets on a weekly basis in order to maintain a structured approach towards assessing and developing
new products. This committee is chaired by the coordinator of the Strategy and Image Department and its members consist of
coordinators from the Finance & Reporting Department, the Information Technology Department, the Treasury Department,
the Control & Compliance Department, the Risk Management Department, the Quality Control & Processes Department and
the Commercial Department.

IN TERNA L C ON TROL
The Board of Directors is ultimately responsible for internal control within the Bank. The Board is also responsible for ensuring
that the basic roles of corporate responsibility, namely accountability, monitoring, strategy formulation and policy development
are implemented throughout the Bank. From time to time the Board approves procedures which are aimed at ensuring risk
mitigation and the achievement of the Bank’s objectives. The Board of Directors delegates to the Executive Committee the
authority to operate the Bank within the limits set by the same Board.
On a regular basis, the Bank issues Rules and Procedures to control and/or mitigate material operational risks. Such policies are
subject to a periodic review so as to adjust the process in accordance with the current operational risk profile. These Rules and
Procedures are circulated and adhered to by staff at all times. Any deviance from policy parameters must be sanctioned outside
such policy by the applicable sanctioning level. The institution prides itself on practising high ethical and professional standards
and a very serious view of any deviance is taken. A robust internal control mechanism premised on separate Compliance, Audit
and Risk functions is followed.
The central plank of the organisation’s risk management strategy is the fact that not only is the risk function totally
independent of all other Bank functions, but additionally the Risk Management Department officials cannot interact directly
with customers in respect of business matters in any way. The function’s independence facilitates the implementation of risk
policies because it is completely insulated from customer interaction and thus free from any customer induced bias.
Achievement of an adequate management of the institution’s risks is accomplished through a holistic approach, designed to
ensure that the entire organisation is aware of the nature and scale of the risks involved in the Bank’s operations.
In addition, the Bank believes in and practices an internal control mechanism founded on the four-eyes principle, functional
segregation and audit procedures. The Compliance and Anti-Money Laundering Unit advises and keeps senior management
informed on the implication of compliance laws and regulations that have a bearing on the Bank’s operations. The unit also
identifies, documents and assesses the compliance risks associated with the Bank’s operational activities, including the
development of new products and business practices. On the other hand, the Internal Audit Unit monitors the conformity of
the Bank’s operations with the set policies and standards and reviews key business processes and controls. The frequency of the
internal audit reviews depends on the risk profile of the audited function.
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CORPORAT E GO VERN ANCE – contin u ed
The responsibility for the development of financial forecasts of the Bank in line with the strategic plans devised by the Board is
delegated to the Budget and Planning Committee. These financial forecasts provide the basis for continuous monitoring and
control at various levels within the Bank. The relevant functions are then responsible to report on financial performance against
plans to the Board on a monthly basis, identifying reasons for variances and, if necessary, corrective actions that need to be
taken to ensure that objectives and targets set by the Board are achieved.

REMUNERATION REPORT
Directors’ remuneration for the financial year under review was as follows:
EUR
Directors’ salaries paid to full-time Bank employees
Directors’ fees

182,825
153,931

The Directors’ fees were paid to non-executive Directors as follows:
EUR
Artur Fernandes
Carlos David Duarte de Almeida
Edward Cachia Caruana
Joseph Sammut
Kenneth Mizzi
Mark Portelli
Maurice Mizzi

14,093
14,093
15,384
69,881
11,250
13,846
15,384
______________

153,931
___________

C ORPORA TE SOC I A L RESPONSIB I L I T Y
Banif Bank (Malta) plc regards corporate social responsibility as an essential element of its core business. It is crucial for the
growth of the Bank, and is an important factor in wealth creation of the community we form part of.
The Bank’s sustainability strategy has been developed through a structured process aimed to enable the Bank to capitalise on
the new opportunities presented by a changing society and sustain the social well-being of the Bank’s staff, clients and the
community in general.
The Bank is committed to supporting art, culture, sports and social activities, which are the main pillars of the Bank’s Corporate
Social Responsibility policy. In order to achieve improved social wellbeing, the Bank is in continuous dialogue with stakeholders
to find partners of high standing who share equal values. For the Bank, supporting society means much more than just writing a
cheque: it means investing in the future of our society. The Bank also provides further support to the local community by
offering innovative, high quality and competitive financial products and services that offer added value to the clients.
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Community
Banif Bank (Malta) plc is also very satisfied that within a relatively brief period it established an excellent relationship with a
number of entities including the Malta Community Chest Fund (MCCF) under the patronage of H.E. The President of Malta,
Dr. George Abela and Mrs. Abela. Apart from contributing towards the organisation of the August Moonball and Rockestra, the
Bank is the proud sponsor and co-organiser of The President’s Charity Fun Run. This event exceeded all expectations by
successfully attracting thousands of participants, raising EUR47,400 in aid of the MCCF whilst at the same time promoting a
healthy lifestyle. The Bank was actively involved in this event and made its branches available to the general public for the
submission of their application to participate in the Fun Run. Thereafter, the Bank topped up the amount raised during the
Fun Run by donating a total of EUR107,384 during the live transmission of the 2009 edition of L-Istrina, making Banif Bank
(Malta) plc the biggest contributor during its second year of operation in Malta.
During 2009, the Bank supported the Maltese national football team for the 2010 World Cup qualifying match against
Portugal. The affiliations that the Bank has with Portugal made it even more natural for Banif Bank (Malta) plc to participate in
such an important activity in order to emphasise the Bank’s commitment towards the strengthening of the relationship
between Malta and Portugal. Our support was not only limited to financial backing, but also shown support to the Maltese
team by taking a contingent of Maltese nationals to Portugal. This was made possible during the last edition of the Malta Trade
Fair where the Bank gave some clients the opportunity to win a trip to watch the football match held in Portugal. Prior to the
football match, the Maltese delegation also had the chance to visit Guimareas, which is also the city of origin of Portugal.
The Bank also made a contribution towards art and heritage and also supported Din l-Art Helwa, in the launch of the Heritage
Saved Pen and Ink Watercolour Collection and Limited Edition Prints by Kenneth Zammit Tabona, as a major fund raising
initiative to support Malta’s heritage. All funds raised through the sale of the Heritage Saved Limited Edition prints are to be
used for the restoration of the Church of Our Lady of Victory in Valletta where urgent work remains to be done to its vault
paintings and precious collections, some of which date to the time of the Order of St John. The Heritage Saved Collection and
its Limited Edition Prints painted by Kenneth Zammit Tabona were on public display at the Auberge de Castille and were
printed on a limited edition calendar published by the Bank.
Customers
The Bank has also extended its support to the Malta Chamber of Advocates. Part of this sponsorship agreement involves the
Bank’s support to the Chamber in the setting up of a business centre equipped with the necessary infrastructure to enable
Maltese lawyers to carry out any duties related to their profession at the Chamber’s premises located inside the Law Courts.
This initiative is in line with the Bank’s philosophy to provide a differentiated service to its clients.
The Bank has also partnered with the Ministry for Foreign Affairs in the printing of a manual for Maltese travellers, giving
practical and convenient information on necessary travel documents, as well as information relating to the procedures to follow
in certain circumstances, such as getting married abroad, accidents and other situations. Other information which can be
found in the manual relates to the relevant information regarding the embassies and the consuls that are found outside Malta.
Banif Bank (Malta) plc is also the first Maltese Bank to provide debit and credit cards that are more user friendly for the visually
impaired. The special crop on these cards helps blind users to easily insert them in ATMs or EPOS machines. This innovative
concept is in line with the Bank’s corporate philosophy of providing innovative banking products and services aimed to improve
the quality of life of all its clients, reaffirming the Bank’s commitment towards the local community.
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Employees
Apart from offering financial products and services aimed to improve the quality of life of its clients, Banif Bank (Malta) plc is
engaged in various initiatives intended to enhance the social wellbeing of the community in which it operates. Some of these
social projects involve direct support from its employees, through invaluable work done by the Banif Sports and Social
Committee.
During one of these events organised by the Sports and Social Committee of the Bank, a number of the Bank’s employees
volunteered to donate blood at the Blood Donation Mobile Unit, which was stationed in front of the Bank’s Head Office
premises in Gzira.
The Bank is committed to making an effective contribution to the local community in proportion with the Bank’s business
activities, which means that such contribution will be increasing in the years to come. The Bank believes that the way forward is
not only to offer innovative banking products and service but also to make its presence felt in the Maltese community.

GOING C ON C ERN
Having taken into consideration the Bank’s performance and the Bank’s future strategic goals, the Directors declare that the
Bank is able to continue operating as a going concern for the foreseeable future.

Approved by the Board of Directors on 13 April 2010 and signed on its behalf by:

JOSEP H SAMMUT
Chairman

JOAQU IM F . D A SI L VA P I N TO
Chief Executive Officer
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Ernst & Young
Regional Business Centre
Achille Ferris Street
Msida MSD 1751, Malta
Tel: +356 2134 2134
Fax: +356 2133 0280
Email: ey.malta@mt.ey.com
Web: www.ey.com

INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF
BANIF BANK (MALTA) PLC
We have audited the accompanying financial statements of Banif Bank (Malta) plc (‘the Bank’), set on pages
15 to 65, which comprise the statement of financial position as at 31 December 2009 and the statement of
comprehensive income, statement of changes in equity and the statement of cash flows for the year then ended,
and a summary of significant accounting policies and other explanatory notes.
Directors’ Responsibility for the Financial Statements
The directors are responsible for the preparation and fair presentation of these financial statements in accordance
with International Financial Reporting Standards as adopted by the European Union and the requirements of the
Companies Act, Cap. 386 and the Banking Act, Cap. 371 of the Laws of Malta. As described in the directors’
report on pages 3 to 6, this responsibility includes: designing, implementing and maintaining internal control
relevant to the preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting
estimates that are reasonable in the circumstances.
Auditors’ Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our
audit in accordance with International Standards on Auditing. Those standards require that we comply with
ethical requirements and plan and perform the audit to obtain reasonable assurance whether the financial
statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgement, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate for the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by directors, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.
Opinion
In our opinion, the financial statements:
·
·

give a true and fair view of the financial position of the Bank as at 31 December 2009, and of its financial
performance and its cash flows for the year then ended in accordance with International Financial Reporting
Standards as adopted by the European Union; and
have been properly prepared in accordance with the requirements of the Companies Act, Cap. 386 and the
Banking Act, Cap. 371 of the Laws of Malta.
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A member firm of Ernst & Young Global Limited
Certified Public Accountants
Partners: Mario P. Galea, Ronald Attard, Emanuel Azzopardi,
Anthony Doublet, Christopher J. Naudi

INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF
BANIF BANK (MALTA) PLC - continued
Report on other legal and regulatory requirements
Auditors’ Responsibility
We are required by the Banking Act, Cap. 371 of the Laws of Malta, to report whether we have obtained all the
information and explanations which to the best of our knowledge and belief are necessary for the purposes of our
audit, whether in our opinion proper books of account have been kept by the Bank so far as appears from our
examination thereof, whether these financial statements are in agreement with the books, and whether in our
opinion, and to the best of our knowledge and according to the explanations given to us, these financial
statements give the information required by law or regulations in the manner so required and give a true and fair
view.
We have obtained all the information and explanations which to the best of our knowledge and belief were
necessary for the purposes of our audit. In our opinion proper books of account have been kept by the Bank so
far as appears from our examination thereof and the financial statements are in agreement with the books.
We also have responsibilities under the Companies Act, Cap. 386 of the Laws of Malta to report to you if in our
opinion:
·
·
·
·
·

The information given in the directors’ report is not consistent with the financial statements.
Adequate accounting records have not been kept, or that returns adequate for our audit have not been
received from branches not visited by us.
The financial statements are not in agreement with the accounting records.
We have not received all the information and explanations we require for our audit.
If certain disclosures of directors’ remuneration specified by law are not made in the financial statements,
giving the required particulars in our report.

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

This copy of the audit report has been signed by
Mario P. Galea (Partner) for and on behalf of

Ernst & Young
Certified Public Accountants
13 April 2010
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ST AT EMENT OF COMPREHENSIVE INCOME

Notes
Interest receivable and similar income
on loans and advances and balances with the
Central Bank of Malta
Interest payable and similar expense

5
6

2009
EUR’000

2,206
(1,102 )
________________

N et i nt er e st i ncom e

Fees and commission income
Fees and commission expense

Net trading income

8

T otal o p e r ati ng i nc om e

Personnel expenses
Other administrative expenses
Depreciation of property and equipment
Amortisation of intangible assets

9
10
18
19

552
_______________

Net impairment losses

60
_______________

416

13

________________

_______________

1,855

625

________________

_______________

(2 ,834 )
(3 ,321 )
(4 63 )
(9 4 )
(6 ,712 )

(4 ,857 )

11

(3 67 )
________________

L oss befor e t a x
Income tax credit

(5 ,224 )
12

L oss fo r the y e a r

Loss per share

_______________

(5,293)
_______________

(4,668)

(149)
_______________

(4,817)

1,694

1,661
_______________

(3 ,530 )

(3 ,530 )

13

(1,750)
(3,128)
(341)
(74)

________________

____________

T otal com p r ehe n sive i nco m e fo r the y e a r , n et of ta x

_______________

335

________________

N et o p e r ati ng l oss befor e im p a ir m e nt
a n d p r ovisio ns

84
(24)

________________

________________

T otal o p e r ati ng e x p e n s es

_______________

1,104

396
(6 1 )
7

866
(314)

________________

________________

N et fe e a n d co mmissio n i nc om e

2008
EUR’000

(3,156)
___________

(3,156)

____________

___________

EUR

EUR

(1 4.1c)

(13.1c)

____________

___________

The accounting policies and explanatory notes on pages 20 to 65 form an integral part of the financial statements.
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ST AT EMENT OF FINANCIAL POSITION
as at 31 Decemb er 2009
Notes
ASSETS
Cash and balances with Central Bank of Malta
Cheques in course of collection
Financial assets held-for-trading
Loans and advances to banks
Loans and advances to customers
Property and equipment
Intangible assets
Derivative financial instruments
Prepayments and accrued income
Deferred tax assets
Other assets

14
15
16
17
18
19
21
22
20

TOT A L ASSETS
L I A BI L I T I ES
Amounts owed to banks
Amounts owed to customers
Derivative financial instruments
Other liabilities
Accruals and deferred income

23
24
21
25
26

TOT A L L I AB I L I T IES
EQUI T Y
Issued capital
Retained earnings

27
28

2009
EUR’000

2008
EUR’000

5,051
2,255
6,766
84,887
59,487
5,781
442
895
728
3,905
169

614
47
15,143
11,445
3,872
445
401
2,205
134

______________

______________

170,366

34,306

___________

___________

3,835
146,066
878
1,604
896

21,616
819
1,254

______________

______________

153,279

23,689

______________

______________

25,000
(7 ,913 )
______________

TOT A L EQU I T Y
TOT A L L I AB I L I T IES AND E QUI T Y

15,000
(4,383)
______________

17,087

10,617

______________

______________

170,366

34,306

___________

___________

Memo randu m i tems

Contingent liabilities
Commitments

31
31

2,902

1,172

______________

______________

37,250

13,376

______________

______________

The accounting policies and explanatory notes on pages 20 to 65 form an integral part of the financial statements.
The financial statements on pages 15 to 65 were authorised for issue by the Board of Directors on 13 April 2010 and signed on its behalf by:

JOSEP H SAMMUT
Chairman

JOAQU IM F . D A SI L VA P I N TO
Chief Executive Officer
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ST AT EMENT OF CHANGES IN EQUITY
Issue d
ca pital
EUR’000

Retai n e d
e a r n i n gs
EUR’000

T otal
EUR’000

At 1 J a nua ry 2008

9,000

(1,227)

7,773

Increase in issued share capital

6,000

-

6,000

-

(3,156)

(3,156)

Total comprehensive income

___________________________________________________________

B al a nc e at 31 D ec embe r 2008

15,000

(4 ,383 )

(1 0,617 )

____________________________________________

At 1 J a nua ry 2009

15,000

(4,383)

10,617

Increase in paid up value

10,000

-

10,000

-

(3,530)

(3,530)

Total comprehensive income

___________________________________________________________

B al a nc e at 31 D ec embe r 2009

25,000

(7 ,913 )

(1 7,087 )

____________________________________________

The accounting policies and explanatory notes on pages 20 to 65 form an integral part of the financial statements.
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ST AT EMENT OF CASH FLOWS
2009
EUR’000
Op e r ati ng activities
Interest received
Fees and commission received
Interest paid
Fees and commission paid
Proceeds from trading activities
Payments to employees and suppliers

2,033
396
(8 28 )
(6 1 )
275
(6 ,557 )
________________

Op e r ati ng l oss befor e cha n g e s i n o p e r ati ng a ss ets/liabilities

2008
EUR’000

652
84
(135)
(24)
13
(4,156)
_______________

(4 ,742 )

(3,566)

I ncr e as e i n o p e r ati ng a ss ets
Reserve deposit with Central Bank of Malta
Loans and advances to banks
Loans and advances to customers
Financial assets held-for-trading
Other receivables

(3 ,213 )
(6 ,063 )
(4 8,409 )
(6 ,640 )
(2 ,244 )

(239)
(9,401)
(11,594)
(181)

I ncr e as e i n o p e r ati ng li abilities
Amounts owed to customers
Other payables

124,450
578

21,614
371

________________

_______________

Op e r ati ng p r ofit / (loss ) after cha n g es i n o p e r ati ng a ss e ts/liabilities
Income tax paid

53,717
(7 )
________________

Ne t cash flo w fr o m / (us ed) in oper ating activities

53,710
________________

I nv esting activities
Purchase of property and equipment and
intangible assets

(2 ,639 )
________________

Ne t cash flo ws us ed in inves ting ac tiv ities

(2 ,639 )
________________

(2,996)
(3)
_______________

(2,999)
_______________

(3,794)
_______________

(3,794)
_______________
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ST AT EMENT OF CASH FLOWS - contin u ed
2009
EUR’000
Fi n a nci ng activities
Proceeds from increase in paid up value of issued share capital10,000

6,000
________________

Ne t cash flo ws fr o m f ina ncing activities

2008
EUR’000

_______________

10,000

6,000

________________

_______________

I ncr e as e / ( d ec r e a s e ) i n c ash a n d c ash equival e nts

61,071

(793)

Effects of exchange rate changes on cash and cash
equivalents
Net increase/(decrease) in cash and cash equivalents

(7 )
61,078

(793)

________________

I ncr e as e / ( d ec r e a s e ) i n c ash a n d c ash equival e nts

C a sh a n d c ash equival e nts at begi n n i ng of ye a r
C a sh a n d c ash equival e nts at e n d of y e a r (note 29)

61,071

_______________

(793)

6,117

6,910

________________

_______________

67,188

6,117

____________

___________

The accounting policies and explanatory notes on pages 20 to 65 form an integral part of the financial statements.
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NOTES TO THE FIN ANCIAL ST AT EMENT S
1.

C ORPORA TE I N F ORMAT ION
Banif Bank (Malta) plc (“the Bank”) is a public limited liability company domiciled and incorporated in Malta. The
company was incorporated on 27 March 2007. It started operating as a fully-fledged retail bank during January 2008.

2.

BASIS OF PRE P ARA T ION

2.1

Statem e nt of com p li a nc e
The financial statements have been prepared and presented in accordance with the provisions of the Banking Act, Cap.
371 and the Companies Act, Cap. 386 (the “Act”) of the Laws of Malta, which requires adherence to International
Financial Reporting Standards (IFRSs) as adopted by the European Union.
The Act specifies that in the event that any one of its provisions is in conflict or not compatible with IFRSs and their
interpretation as adopted by the European Union or its application is incompatible with the obligation for the financial
statements to give a true and fair view, that provision shall be departed from in order to give a true and fair view. The
Bank has not departed from any IFRS provisions as adopted by the European Union.

2.2

B asis of m e a sur em e nt
The financial statements have been prepared under the historical cost basis except for the following:
•
derivative financial instruments are measured at fair value; and
•
financial assets held-for-trading are measured at fair value.

2.3

Functio n a l a n d p r e s e nt atio n curr e ncy
The financial statements are presented in Euro (EUR), which currency represents the functional currency of the Bank.
All values are rounded to the nearest EUR thousand.

2.4

Us e of estim ates a n d judg e m e nts
In preparing the financial statements, management is required to make judgements, estimates and assumptions that
affect reported income, expenses, assets, liabilities and disclosure of contingent assets and liabilities. Use of available
information and application of judgement are inherent in the formation of estimates. Actual results in the future could
differ from such estimates and the differences may be material to the financial statements. These estimates are reviewed
on a regular basis and if a change is needed, it is accounted in the period the changes become known.
In the opinion of the management, the accounting estimates, assumptions and judgements made in the course of
preparing these financial statements are not difficult, subjective or complex to a degree which would warrant their
description as critical in terms of the requirements of IAS 1 (revised)-‘Presentation of financial statements’, except as
disclosed below.
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NOTES TO THE FIN ANCIAL ST AT EMENT S - contin u ed
2.

BASIS OF PRE P ARA T ION - co nti nue d

2.4

Us e of estim ates a n d judg e m e nts - co nti nue d
The most significant uses of judgement and estimates are as follows:
Going concern
The Bank’s management has made an assessment of the Bank’s ability to continue as a going concern and is satisfied that
the Bank has the resources to continue in business for the foreseeable future. Furthermore, the management is not aware
of any material uncertainties that may cast significant doubt upon the Bank’s ability to continue as a going concern.
Therefore, the financial statements continue to be prepared on the going concern basis.
Fair value of financial instruments
Where the fair value of financial assets and financial liabilities recorded on the statement of financial position cannot be
derived from active markets, it is determined using a variety of valuation techniques that include the use of mathematical
models. The inputs to these models are derived from observable market data where possible, but where observable
market data are not available, judgement is required to establish fair values. The judgements include considerations of
liquidity and model inputs such as volatility for longer dated derivatives and discount rates, prepayment rates and
default rate assumptions for asset backed securities. The valuation of financial instruments is described in more detail in
Note 33.
Impairment losses on loans and advances
The Bank reviews its individually significant loans and advances at each statement of financial position date to assess
whether an impairment loss should be recorded in the income statement. In particular, judgement by management is
required in the estimation of the amount and timing of future cash flows when determining the impairment loss. In
estimating these cash flows, the Bank makes judgements about the borrower’s financial situation and the net realisable
value of the collateral. These estimates are based on assumptions about a number of factors and actual results may differ,
resulting in future changes to the allowance.
Loans and advances, that have been assessed individually and found not to be impaired and all individually insignificant
loans and advances are then assessed collectively, in groups of assets with similar risk characteristics, to determine
whether provision should be made due to incurred loss events for which there is objective evidence but whose effects are
not yet evident. The collective assessment takes account of data from the loan portfolio (such as credit quality, level of
arrears, credit utilisation, loan to collateral ratios etc.), concentrations of risks and economic data (including levels of
unemployment, real estate prices indices, country risk and the performance of different individual groups).
The impairment loss on loans and advances is disclosed in more detail in Note 11 and Note 17.
Deferred tax assets
Deferred tax assets are recognised in respect of tax losses to the extent that it is probable that taxable profit will be
available against which the losses can be utilised. Judgement is required to determine the amount of deferred tax assets
that can be recognised, based upon the likely timing and level of future taxable profits, together with future tax planning
strategies.
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2.

BASIS OF PRE P ARA T ION - co nti nue d

2.5

Sta n d a r ds , i nt e r p r et atio ns a n d a m e n d m e nts to publishe d sta n d a r ds as a d o pt e d by the Eur o p e a n
U nio n effective i n 2009
The accounting policies adopted are consistent with those of the previous financial year except as follows:
The Bank has adopted the following new and amended IFRS and IFRIC interpretations as of 1 January 2009:
IAS 1
IAS 23
IAS 32
IAS39
IFRS 1
IFRS 2
IFRS 7
IFRS 8
IFRIC 13
IFRIC 15
IFRIC 16

Presentation of Financial Statements (Revised) effective 1 January 2009
Borrowing Costs (Revised) effective 1 January 2009
Financial Instruments: Presentation (Amended) and IAS 1 Puttable Financial Instruments and Obligations
Arising on Liquidation (Amended) effective 1 January 2009
Financial Instruments: Recognition and Measurement and IFRS 7 Financial Instruments: Disclosures;
Reclassification of Financial Assets effective 1 July 2008
First-time Adoption of International Financial Reporting Standards (Amended) and IAS 27 Consolidated
and Separate Financial Statements (Amended) effective 1 January 2009
Share-based Payment: Vesting Conditions and Cancellations (Amended) effective 1 January 2009
Financial Instruments: Disclosures (Amended) effective 1 January 2009
Operating Segments effective 1 January 2009
Customer Loyalty Programmes effective 1 July 2008
Agreements for the Construction of Real Estate effective 1 January 2009
Hedges of a Net Investment in a Foreign Operation effective 1 October 2008

Improvements to IFRSs (May 2008)
When the adoption of the standard or interpretation was deemed to have an impact on the financial statements or
performance of the Bank, its impact is described below:
IAS 1 has been revised to enhance the usefulness of information presented in the financial statements. The statement of
changes in equity includes only transactions with shareholders. In addition, the standard introduces the statement of
comprehensive income that combines all items of income and expense recognised in profit or loss together with “other
comprehensive income”. The Bank has made the necessary changes to the presentation of its financial statements.
IFRS 7 requires additional disclosures about fair value measurement and liquidity risk. Fair value measurements related
to items recorded at fair value that are to be disclosed by the source of inputs, using a three-level hierarchy, by class, for all
financial instruments recognised for fair value. In addition, a reconciliation between the beginning and ending balance
for level 3 fair value measurements is required, as well as significant transfers between the levels in the fair value
hierarchy. The amendments also clarify the requirements for liquidity risk disclosures with respect to derivative
transactions and assets used for liquidity management. Such amendments were reflected by additional disclosures in the
financial statements.
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BASIS OF PRE P ARA T ION - co nti nue d

2.6

Sta n d a r ds , i nt er p r et atio ns a n d a m e n d m e nts to publishe d sta n d a r d s as a d o pt e d by the Euro p e a n
U nio n that a r e n ot yet effective
Up to the date of approval of these financial statements, certain new standards, amendments and interpretations to
existing standards have been published but are not yet effective for the current reporting period and which the Bank has
not early adopted. These are as follows:
IAS 32 Amendment ‘Classification of Rights Issue’ (effective for financial years beginning on or after 1 February 2010). For
rights issued offered for a fixed amount of foreign currency, if such rights are issued pro-rata to an entity’s existing
shareholders in the same class for a fixed amount of currency, they should be classified as equity regardless of the currency
in which the exercise price is denominated. The amendment to IAS 32 is not relevant to the Bank.
IAS 39, ‘Financial Instruments: Recognition and Measurement - Eligible Hedged Items’ (effective for financial years
beginning on or after 1 July 2009). The amendment clarifies that an entity is permitted to designate a portion of the fair
value charges or cash flow variability of a financial instrument as a hedged item. This also covers the designation of
inflation as a hedged risk or portion in particular situations. The Bank has concluded that the amendment will have no
impact on the financial position or performance of the Bank, as it has not entered into any such hedges.
IFRS 1 Revised ‘First Tome Adoption of IFRS’ (effective for annual periods beginning on or after 1 July 2009). The revised
version of the standard does not make any changes to the substance of accounting by first-time adopters but aims to
improve its readability. IFRS 1 (revised) is not relevant to the Bank.
IFRS 3 Revised ‘Business Combinations’ and IAS 27 Revised ‘Consolidated and Separate Financial Statements’ (effective
for annual periods beginning on or after 1 July 2009). IFRS 3 (revised) introduces a number of changes in the accounting
for business combinations occurring after this date that will impact the amount of goodwill recognised, the reported results
in the period that an acquisition occurs, and future reported results. IAS 27 (revised) requires that a change in the
ownership interest of a subsidiary (without loss of control) is accounted for as an equity transaction. Therefore such
transactions will no longer give rise to goodwill, nor will they give rise to a gain or loss. Furthermore, the amended Standard
changes the accounting for losses incurred by the subsidiary as well as the loss of control of a subsidiary. Other
consequential changes were made to IAS 7, IAS 21, IAS 28, IAS 31 and IAS 39. The amendments to IFRS 3 (revised)
and IAS 27 (revised) are not relevant to the Bank.
IFRIC 9 ‘Reassessment of Embedded Derivatives’ and IAS 39 ‘Financial Instruments: Recognition and Measurement’ –
Embedded derivatives’ (effective for annual periods beginning on or after 30 June 2009). These amendments require an
entity to assess whether an embedded derivative must be separated from a host contract when the entity reclassifies a
hybrid financial asset out of the fair value through profit or loss category. The amendments to IFRIC 9 and IAS 39 will not
have any impact on the financial position or performance of the Bank.
IFRIC 17 ‘Distributions of Non-Cash Assets to Owners’ (effective for annual periods beginning on or after 1 July 2009).
IFRIC 17 provides guidance on how to account for non-cash distributions to owners. The interpretation clarifies when to
recognise a liability, how to measure it and the associated assets, and when to derecognise the asset and liability. The Bank
does not expect IFRIC 17 to have an impact on the financial statements as the Bank has not made non-cash distributions
to shareholders in the past.
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BASIS OF PRE P ARA T ION - co nti nue d

2.6

Sta n d a r ds , i nt er p r et atio ns a n d a m e n d m e nts to publishe d sta n d a r d s as a d o pt e d by the Euro p e a n
U nio n that a r e n ot yet effective - co ntinue d
IFRIC 18 ‘Transfers of Assets from Customers’ (effective for annual periods beginning on or after 30 June 2009). IFRIC 18
provides guidance on how to account for items of property, plant and equipment received from customers or cash that is
received and used to acquire or construct specific assets. It is only applicable to such assets that are used to connect the
customer to a network or to provide ongoing access to a supply of goods or services or both. This interpretation is not
relevant to the Bank.
IFRS 2 Amendments – Group cash-settled share based payment transactions (effective for annual period beginning on or
after 1 January 2010). It clarifies the scope and the accounting for group cash-settled share-based payment transaction.
The amendments to IFRS 2 are not relevant to the Bank.
Improvements to IFRS – Second omnibus of improvements to IFRSs issued on 16 April 2009. These amendments were
issued with a view to removing inconsistencies and clarifying wording. There are separate transitional provisions for each
standard affected. The adoption of these improvements will only result in changes to accounting policies but will not have
any impact on the financial position or performance of the Bank.

2.7

Sta n d a r ds , i nt er p r et atio ns a n d a m e n d m e nts issue d by the I nt er n atio n al Accounting Sta n d a r d s
Bo a r d (I ASB ) but n ot yet a d o pt e d by the Eur o p e a n U ni o n :
The following standards, interpretations and amendments have been issued by the IASB but not yet adopted by the
European Union:







3.

IFRS 1 Amendments – Additional exemptions for First Time Adopters
IFRS 9 – Financial Instruments
IAS 24 Revisions – Related Party Disclosures
Amendment to IFRS 1 Limited Exemption from Comparative IFRS 7 disclosures for First-time Adoption
IFRIC 14 Amendments – Prepayment of a Minimum Funding Requirement
IFRIC 19 – Extinguishing Financial Liabilities with Equity Instruments

SUMMARY OF SIG NI F I C A N T A C C OU N TIN G POL I C I ES
Reve nue r ecog n itio n
Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Bank and the revenue
can be reliably measured. The following specific recognition criteria must also be met before revenue is recognised:
Interest income and expense
Interest income and expense are recognised in the income statement using the effective interest method. The effective
interest rate is the rate that exactly discounts the estimated future cash payments and receipts through the expected life
of the financial asset or liability (or, where appropriate, a shorter period) to the carrying amount of the financial asset or
liability. The effective interest rate is established on initial recognition of the financial asset and liability and is not revised
subsequently.
The calculation of the effective interest rate includes all fees paid or received, transaction costs, and discounts or
premiums that are an integral part of the effective interest rate. Transaction costs are incremental costs that are directly
attributable to the acquisition, issue or disposal of a financial asset or liability.
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SUMMARY OF SIG NI F I C A N T A C C OU N TIN G POL I C I ES - co nti nue d
Fee and commission income
Fee and commission income is accounted for in the period when receivable, except where such income is charged to
cover the cost of a continuing service to, or risk borne for, the customer, or is interest in nature. In these cases, such
income is recognised on an appropriate basis over the relevant period.
Dividend income
Revenue is recognised when the right to receive payment is established.
L e asi n g
The determination of whether an arrangement is a lease, or it contains a lease, is based on the substance of the
arrangement and requires an assessment of whether the fulfilment of the arrangement is dependent on the use of a
specific asset or assets and the arrangement conveys a right to use the asset.
Bank as a lessee
Leases which do not transfer to the Bank substantially all the risks and benefits incidental to ownership of the leased
items are operating leases. Operating lease payments are recognised as an expense in the statement of comprehensive
income on a straight-line basis over the term of the lease. Contingent rents payable are recognised as an expense in the
period in which they are incurred.
F o r e ig n curr e ncy tr a nsl atio n
These financial statements are presented in Euro, which is the Bank’s functional and presentation currency. Transactions
in foreign currencies are initially recorded in the functional currency rate ruling at the date of the transaction. Monetary
assets and liabilities denominated in foreign currencies are retranslated at the functional currency rate of exchange ruling
at the reporting date, whereas non-monetary items that are measured in terms of historical cost in a foreign currency are
translated using the exchange rates as at the dates of the initial transactions. Non-monetary items measured at fair value
in a foreign currency are translated using the exchange rates at the date when the fair value was determined.
Gains and losses arising from such foreign exchange translations are taken to profit or loss, except for gains and losses
resulting from the translation of available-for-sale non-monetary assets, which are recognised in equity.
Fi n a nci al i nstrum e nts
Financial assets in the scope of IAS 39 are classified as either financial assets at fair value through profit or loss, held-fortrading, loans and receivables, held-to-maturity investments, or available-for-sale financial assets, as appropriate. When
financial assets or financial liabilities are recognised initially, they are measured at fair value, plus, in the case of financial
assets or financial liabilities not at fair value through profit or loss, transaction costs that are directly attributable to the
acquisition or issue of the financial assets or financial liabilities. The Bank determines the classification of its financial
assets after initial recognition and, where allowed and appropriate, re-evaluates this designation at each financial periodend.
All regular way purchases and sales of financial assets are recognised on the trade date, which is the date that the Bank
commits to purchase or sell the asset. Regular way purchases or sales are purchases or sales of financial assets that require
delivery of assets within the period generally established by regulation or convention in the market place.
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SUMMARY OF SIG NI F I C A N T A C C OU N TIN G POL I C I ES - co nti nue d
Fi n a nci al i nstrum e nts - co nti nue d
Derivatives recorded at fair value through profit and loss
The Bank uses derivatives such as cross currency swaps and forward foreign exchange contracts. Derivatives are recorded
at fair value and carried as assets when their fair value is positive and as liabilities when their fair value is negative.
Changes in the fair value of derivatives are included in ‘Net trading income’.
Financial assets and financial liabilities held-for-trading
Financial assets or financial liabilities held-for-trading, comprising financial instruments held-for-trading other than
derivatives, are recorded in the statement of financial position at fair value. Changes in fair value are recognised in
income. Interest and dividend income or expenses are recorded in income according to the terms of the contract, or when
the right to the payment has been established.
Included in this classification are debt securities, equities and short positions in debt securities and securities which have
been acquired principally for the purpose of selling or repurchasing in the near term.
Financial assets and financial liabilities at fair value through profit or loss
Financial assets and financial liabilities at fair value through profit or loss are recorded in the statement of financial
position at fair value. Changes in fair value are recognised in income. Interest earned or incurred is accrued in interest
income or expense, respectively, according to the terms of the contract.
Held-to-maturity financial investments
Non-derivative financial assets with fixed or determinable payments and fixed maturity are classified as held-to-maturity
when the Bank has the positive intention and ability to hold to maturity. Investments intended to be held for an
undefined period are not included in this classification. Other long-term investments that are intended to be held-tomaturity, such as bonds, are subsequently measured at amortised cost. This cost is computed as the amount initially
recognised minus principal repayments, plus or minus the cumulative amortisation using the effective interest method of
any difference between the initially recognised amount and the maturity amount. This calculation includes all fees and
points paid or received between parties to the contract that are an integral part of the effective interest rate, transaction
costs and all other premiums and discounts. For investments carried at amortised cost, gains and losses are recognised in
income when the investments are derecognised or impaired, as well as through the amortisation process.
The Bank did not include any assets in this category during 2009 and 2008.
Loans and advances to banks and to customers
‘Loans and advances to banks’ and ‘Loans and advances to customers’ are non-derivative financial assets with fixed or
determinable payments and fixed maturities that are not quoted in an active market. They are not entered into with the
intention of immediate or short-term resale and are not classified as ‘Financial assets held-for-trading’, designated as
‘Financial investment – available-for-sale’ or ‘Financial assets designated at fair value through profit or loss’. These
comprise loans and advances to banks and customers. After initial measurement, loans and advances to banks and to
customers are subsequently measured at amortised cost using the effective interest rate method, less allowance for
impairment. Amortised cost is calculated by taking into account any discount or premium on acquisition and fees and
costs that are an integral part of the effective interest rate. The amortisation is included in ‘Interest receivable and similar
income’ in the statement of comprehensive income. The losses arising from impairment are recognised in ‘Net impairment
losses’.
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Available-for-sale financial assets
Available-for-sale financial assets are those non-derivative financial assets that are designated as available-for-sale or are not
classified in any of the three preceding categories. After initial recognition, available-for sale financial assets are measured
at fair value with gains or losses being recognised as a separate component of equity until the investment is derecognised
or until the investment is determined to be impaired, at which time the cumulative gain or loss previously reported in
equity is included in profit or loss. The fair value of investments that are actively traded in organised financial markets is
determined by reference to quoted market bid prices at the close of business on the reporting date.
The Bank did not include any assets in this category during 2009 and 2008.
D e r ecog nitio n of fin a nci al a ss ets a n d fi n a nci al li abilities
Financial assets
A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial assets) is
derecognised where:
•
•
•

the rights to receive cash flows from the asset have expired; or
the Bank has transferred its rights to receive cash flows from the asset, or has assumed an obligation to pay the
received cash flows in full without material delay to a third party under a ‘pass-through’ arrangement; and
either (a) has transferred substantially all the risks and rewards of the asset, or (b) has neither transferred nor
retained substantially all the risks and rewards of the asset, but has transferred control of the asset.

When the Bank has transferred its rights to receive cash flows from an asset or has entered into a pass-through
arrangement, and has neither transferred nor retained substantially all the risks and rewards of the asset nor transferred
control of the asset, the asset is recognised to the extent of the Bank’s continuing involvement in the asset.
Financial liabilities
A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires. Where an
existing financial liability is replaced by another from the same lender on substantially different terms, or the terms of an
existing liability are substantially modified, such an exchange or modification is treated as a derecognition of the original
liability and the recognition of a new liability, and the difference in the respective carrying amounts is recognised in the
statement of comprehensive income.
D ete rmi n atio n of fair v alue
The fair value for financial instruments traded in active markets at the reporting date is based on their quoted market
price or dealer price quotations (bid price for long positions and ask price for short positions), without any deduction for
transaction costs.
For all other financial instruments not traded in an active market, the fair value is determined by using appropriate
valuation techniques. Valuation techniques include the discounted cash flow method, comparison to similar instruments
for which market observable prices exist, options pricing models, credit models and other relevant valuation models.
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D ete rmi n atio n of fair v alue - co nti nue d
Certain financial instruments are recorded at fair value using valuation techniques in which current market transactions
or observable market data are not available. Their fair value is determined using a valuation model that has been tested
against prices or inputs to actual market transactions and using the Bank’s best estimate of the most appropriate model
assumptions. Models are adjusted to reflect the spread for bid and ask prices to reflect costs to close out positions,
counterparty credit and liquidity spread and limitations in the models. Also, profit or loss calculated when such financial
instruments are first recorded is deferred and recognised only when the inputs become observable or on derecognition of
the instrument.
An analysis of fair values of financial instruments and further details as to how they are measured are provided in Note
33.
Im p ai rm e nt of fin a nci al ass ets
The Bank assesses at each reporting date whether there is evidence that a financial asset or group of financial assets is
impaired. Financial assets are impaired when objective evidence demonstrates that a loss event has occurred after the initial
recognition of the asset, and that the loss event has an impact on the future cash flows on the asset that can be estimated
reliably.
The Bank considers evidence of impairment at both a specific asset and collective level. All individually significant financial
assets are assessed for specific impairment. All significant assets found not to be specifically impaired are then collectively
assessed for any impairment that has been incurred but not yet identified. Assets that are not individually significant are
collectively assessed for impairment by bringing together financial assets (carried at amortised cost) with similar risk
characteristics.
For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis of the Bank’s internal credit
grading system that considers credit risk characteristics such as asset type, industry, geographical location, collateral type,
past-due status and other relevant factors.
Objective evidence that financial assets are impaired can include default or delinquency by a borrower, restructuring of a loan
or advance by the Bank on terms that the Bank would not otherwise consider, indications that a borrower or issuer will enter
bankruptcy, the disappearance of an active market for a security, or other observable data relating to a group of assets such as
adverse changes in the payment status of borrowers or issuers in the Bank, or economic conditions that correlate with defaults
in the Bank.
Loans and advances to banks and to customers
For loans and advances to banks and loans and advances to customers carried at amortised cost, the amount of the loss is
measured as the difference between the carrying amount of the financial assets and the present value of estimated cash flows
discounted at the assets’ original effective interest rate. If a loan has a variable interest rate, the discount rate for measuring any
impairment loss is the current effective interest rate. The calculation of the present value of the estimated future cash flows of a
collateralised loan reflects the cash flows that may result from foreclosure less costs for obtaining and selling the collateral,
whether or not foreclosure is probable. The carrying amount of the asset is reduced through the use of an allowance account
and the amount of the loss is recognised in the statement of comprehensive income. Interest income continues to be accrued
on the reduced carrying amount based on the original effective interest rate of the asset. Loans together with the associated
allowance are written off when there is no realistic prospect of future recovery and all collateral has been realised or has been
transferred to the Bank.
If, in a subsequent year, the amount of the estimated impairment loss increases or decreases because of an event occurring
after the impairment was recognised, the previously recognised impairment loss is increased or reduced by adjusting the
allowance account. If a future write-off is later recovered, the recovery is credited to the ‘Net impairment losses’.
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Available-for-sale financial investments
Impairment losses on available-for-sale investment securities are recognised by transferring the difference between the
acquisition cost and current fair value out of equity to profit or loss. When a subsequent event causes the amount of
impairment loss on an available-for-sale debt security to decrease, the impairment loss is reversed through profit or loss.
However, any subsequent recovery in the fair value of an impaired available-for-sale equity security is recognised directly in
equity. Changes in impairment provisions attributable to time value are reflected as a component of interest income.
P ro p e rty a n d equipm e nt
All property and equipment is stated at cost (excluding the costs of day-to-day servicing), less accumulated depreciation
and accumulated impairment. Changes in the expected useful life are accounted for by changing the depreciation
period or method, as appropriate, and treated as changes in accounting estimates.
Depreciation is calculated on the straight line basis so as to write off the cost of each asset to its residual value over its
estimated useful economic life. The estimated useful lives are as follows:
Land and buildings:
Freehold
Leasehold
Computer equipment
Other equipment

20 years
10 years
4 years
6 - 10 years

Property and equipment is derecognised upon disposal or when no future economic benefits are expected from its use or
disposal. Any gain or loss arising on derecognition of the asset (calculated as the difference between the net disposal
proceeds and the carrying amount of the asset) is included in profit and loss in the period the asset is derecognised. The
asset’s residual value, useful life and method is reviewed, and adjusted if appropriate, at each financial period end.
I nt a n gible ass ets
Intangible assets consist of computer software and other intangibles which include licenses. Intangible assets acquired
separately are measured on initial recognition at cost. Following initial recognition, intangible assets are carried at cost less
any accumulated amortisation and any accumulated impairment losses. The useful lives of intangible assets are assessed
to be either finite or indefinite.
Intangible assets with finite lives are amortised over the useful economic life and assessed for impairment whenever there
is an indication that the intangible asset may be impaired. The amortisation period and the amortisation method for an
intangible asset with a finite useful life is reviewed at least at each financial period end. Changes in the expected useful
life or the expected pattern of consumption of future economic benefits embodied in the asset is accounted for by
changing the amortisation period or method, as appropriate, and treated as changes in accounting estimates. The
amortisation expense on intangible assets with finite lives is recognised in the statement of comprehensive income in the
expense category consistent with the function of the intangible asset.
Amortisation is calculated using the straight-line method to write down the cost of intangible assets to their residual values
over their estimated useful lives. Computer software is amortised over 4 years.
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Intangible assets with indefinite useful lives are not amortised, but are tested for impairment annually either individually
or at the cash generating unit level. The assessment of indefinite life is reviewed annually to determine whether the
indefinite life continues to be supportable. If not, the change in useful life from indefinite to finite is made on a
prospective basis. Other intangibles are assessed as having an indefinite useful life.
A summary of the policies applied to the Bank’s intangible assets is as follows:
Computer Software

Other intangibles

Useful lives

Finite

Indefinite

Amortisation method used

Amortised on a straight
line basis

No Amortisation

Im p ai rm e nt of n o n-fin a nci al a ss ets
The Bank assesses at each reporting date or more frequently if events or changes in circumstances indicate that the
carrying value may be impaired. If any such indication exists, or when annual impairment testing for an asset is required,
the Bank makes an estimate of the asset’s recoverable amount. Where the carrying amount of an asset exceeds its
recoverable amount, the asset is considered impaired and is written down to its recoverable amount. Impairment losses
are recognised in the statement of comprehensive income in those expense categories consistent with the function of the
impaired asset.
For assets excluding goodwill, an assessment is made at each reporting date as to whether there is any indication that
previously recognised impairment losses may no longer exist or may have decreased. If such indication exists, the
recoverable amount is estimated. A previously recognised impairment loss is reversed only if there has been a change in
the estimates used to determine the asset’s recoverable amount since the last impairment loss was recognised. If that is
the case the carrying amount of the asset is increased to its recoverable amount. That increased amount cannot exceed
the carrying amount that would have been determined, net of depreciation, had no impairment loss been recognised for
the asset in prior years. Such reversal is recognised in profit or loss. After such a reversal the depreciation charge is
adjusted in future periods to allocate the asset’s revised carrying amount, less any residual value, on a systematic basis over
its remaining useful life.
T a x atio n
Current income tax
Current income tax assets and liabilities for the current and prior periods are measured at the amount expected to be
recovered from or paid to the taxation authorities. The tax rates and tax laws used to compute the amount are those that
are enacted or substantively enacted by the reporting date. Current income tax relating to items recognised directly in
equity is recognised in equity and not in profit or loss.
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Deferred income tax
Deferred income tax is provided using the liability method on temporary differences at the reporting date between the
tax bases of assets and liabilities and their carrying amounts for financial reporting purposes. Deferred income tax
liabilities are recognised for all taxable temporary differences, except:
•

•

where the deferred income tax liability arises from the initial recognition of goodwill or of an asset or a liability in a
transaction that is not a business combination and, at the time of the transaction, affects neither the accounting
profit nor taxable profit or loss; and
in respect of taxable temporary differences associated with investments in subsidiaries, associates and interests in
joint ventures, where the timing of the reversal of the temporary differences can be controlled and it is probable
that the temporary differences will not reverse in the foreseeable future.

Deferred income tax assets are recognised for all deductible temporary differences, carry forward of unused tax credits
and unused tax losses, to the extent that it is probable that taxable profit will be available against which the deductible
temporary differences, and the carry forward of unused tax credits and unused tax losses can be utilised except:
•

•

where the deferred income tax asset relating to the deductible temporary difference arises from the initial
recognition of an asset or liability in a transaction that is not a business combination and, at the time of the
transaction, affects neither the accounting profit nor taxable profit or loss; and
in respect of deductible temporary differences associated with investments in subsidiaries, associates and interests
in joint ventures, deferred income tax assets are recognised only to the extent that it is probable that the
temporary differences will reverse in the foreseeable future and taxable profit will be available against which the
temporary differences can be utilised.

The carrying amount of deferred income tax assets is reviewed at each reporting date and reduced to the extent that it is
no longer probable that sufficient taxable profit will be available to allow all or part of the deferred income tax asset to be
utilised. Unrecognised deferred income tax assets are reassessed at each balance sheet date and are recognised to the
extent that it has become probable that future taxable profit will allow the deferred tax asset to be recovered.
Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply to the period when the
asset is realised or the liability is settled, based on tax rates (and tax laws) that have been enacted or substantively enacted
at the reporting date. Deferred income tax relating to items recognised directly in equity is recognised in equity and not
in profit or loss.
Deferred income tax assets and deferred income tax liabilities are offset, if a legally enforceable right exists to set off
current tax assets against current income tax liabilities and the deferred income taxes relate to the same taxable entity
and the same taxation authority.
Retire m e nt be n efit costs
The Bank contributes towards the Government pension defined contribution plan in accordance with local legislation
and to which it has no commitment beyond the payment of fixed contributions. These obligations are recognised as an
expense in the statement of comprehensive income as they accrue. The Bank does not contribute towards any other
retirement benefit plans.
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C a sh a n d c ash equival e nts
For the purpose of the cash flow statement, cash and cash equivalents comprise:
(i)

cash in hand and deposits repayable on call or short notice or with a contractual period to maturity of less than
three months, with any bank or financial institution;

(ii)

short-term highly liquid investments which are readily convertible into known amounts of cash without notice,
subject to an insignificant risk of changes in value and with a contractual period of maturity of less than three
months; and

(iii)

advances to/from banks repayable within three months from the date of the advance.

Fi n a nci al guar a nt e e s
In the ordinary course of business, the Bank gives financial guarantees, consisting of letters of credit, guarantees and
acceptances. Financial guarantees are initially recognised in the financial statements at fair value, being the premium
received. Subsequent to initial recognition, the Bank’s liability under each guarantee is measured at the higher of the
amortised premium and the best estimate of expenditure required to settle any financial obligation arising as a result of
the financial guarantee.
The premium received is recognised in the statement of comprehensive income in ‘Fees and commission income’ on a
straight line basis over the life of the guarantee.

4.

SEGMENT IN F ORMAT ION
The segment reporting of the Bank is made in terms of the business segments which it conducts its business in, as the
risks and rates of return are affected predominantly by differences in the products and services produced. The Bank is
currently organised into three main business segments:
Retail banking
Corporate banking
Other

– Principally handling customers’ deposits, providing consumer loans, overdrafts and
funds transfer facilities.
– Principally handling loans and other credit facilities and deposit and current
accounts for corporate and institutional customers.
– Principally treasury and other central functions.

Management monitors the operating results of its business units separately for the purpose of making decisions about
resource allocation and performance assessment. Segment performance is evaluated based on operating profit or loss.
Income taxes are managed on a group basis and are not allocated to operating segments.
Interest income is reported net as management primarily relies on net interest revenue as a performance measure, not the
gross income or expense.
Other than revenue generated from business carried out with the Banif SGPS SA, being the parent company, no revenue
from transactions with a single external customer or counterparty amounted to 10% or more of the Bank’s total revenue
in 2009 or 2008. This is included with the ‘Other’ business segment in the tables below and a detailed analysis of all the
balances held and income earned is included in Note 30 dealing with Related Party Disclosures.
No reconciliation is required since there are no differences between the measurements of the reportable segments’ profits
or losses, assets and liabilities and the entity’s profit or loss, assets and liabilities.
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The following tables present income, profit and certain asset and liability information regarding the Bank’s business
segments for the years ended 31 December 2009 and 2008:

External operating income
Net interest income
Net fees and commission income
Net trading income

Retail
B a n ki n g
2009
EUR’000

C o r p o r at e
B a n ki n g
2009
EUR’000

Other
2009
EUR’000

T otal
2009
EUR’000

289
132
-

390
130
-

425
73
416

1,104
335
416

__________________________________________________________________________________

Total operating income
Net impairment losses

421
(222)

520
(145)

914
-

1,855
(367)

__________________________________________________________________________________

N et o p e r ati ng i nco m e
Personnel expenses
Other administrative expenses
Depreciation of property and
equipment
Amortisation of
intangible assets

199

375

914

1,488

(1,467)
(1,292)

(816)
(1,000)

(551)
(1,029)

(2,834)
(3,321)

(282)

(106)

(75)

(463)

(34)

(30)

(30)

(94)

__________________________________________________________________________________

Segm e nt r e sult

(2 ,876 )

(1 ,577 )

(7 71 )

Income tax credit

(5 ,224 )

1,694
______________

L oss fo r the y e a r

(3 ,530 )
_____ ___ _

Asse ts an d liab il ities
Segment assets
Unallocated assets

41,341

24,369

99,520

165,230
5,136
______________

T otal a ss ets

170,366
____ ____ _

Segment liabilities
Unallocated liabilities

71,036

75,499

5,688

152,223
1,056
______________

T otal li abilities

153,279
__ ______ _
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External operating income
Net interest income
Net fees and commission income
Net trading income

Retail
B a n ki n g
2008
EUR’000

C o r p o r at e
B a n ki n g
2008
EUR’000

Other
2008
EUR’000

T otal
2008
EUR’000

13
10
-

4
40
-

535
10
13

552
60
13

_________________________________________________________________________________

Total operating income
Net impairment losses

23
(82)

44
(67)

558
-

625
(149)

_________________________________________________________________________________

N et o p e r ati ng i nco m e
Personnel expenses
Other administrative expenses
Depreciation of property and
equipment
Amortisation of
intangible assets

(5 9 )

(2 3 )

558

476

(747)
(1,161)

(547)
(998)

(456)
(969)

(1,750)
(3,128)

(181)

(92)

(68)

(341)

(25)

(25)

(24)

(74)

_________________________________________________________________________________

Segm e nt r e sult

(2 ,173 )

(1 ,685 )

(9 59 )

Income tax credit

(4 ,817 )

1,661
____________

L oss fo r the y e a r

(3 ,156 )
_________

Asse ts an d liab il ities
Segment assets
Unallocated assets

9,838

5,236

15,728

30,802
3,504
____________

T otal a ss ets

34,306
_________

Segment liabilities
Unallocated liabilities

9,736

12,065

383

22,184
1,505
____________

T otal li abilities

23,689
_________

There was no other segmental information of relevance to report as at end of financial year ended 31 December 2009.
Geographical segmentation information is not appropriate due to the limited size of the market.
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IN TEREST RE CE I VAB L E A ND SIMI L AR IN C OME

On loans and advances to banks (note i)
On loans and advances to customers (note ii)
On balances with Central Bank of Malta
Other

i.
ii.

6.

2008
EUR’000

674
1,525
6
1

610
252
1
3

_______________

_______________

2,206

866

___________

___________

The income earned from loans and advances to banks is almost entirely made up of interest earned on balances
and placements held with the Bank’s parent company in Lisbon.
Interest income on loans and advances to customers includes that generated from impaired financial assets which
amounted to EUR13,926 (2008: EUR85).

IN TEREST P A Y AB L E A ND SIMI L AR EX PE NSE

On amounts owed to banks
On amounts owed to customers
On repurchase agreements

7.

2009
EUR’000

2009
EUR’000

2008
EUR’000

77
1,020
5

31
283
-

_______________

_______________

1,102

314

___________

___________

2009
EUR’000

2008
EUR’000

262
73

50
10

________________

_______________

NET F EE AND C OMMISSION I N C OME

Credit related fees and commissions
Other fees

335

60

____________

___________
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NET TR ADI NG IN C OME

Debt securities
- Interest
- Fair value gains

Foreign exchange
- From derivatives
- From other activities

T otal

2009
EUR’000

2008
EUR’000

130
161

-

________________

_______________

291

-

____________

___________

17
108

13

________________

_______________

125

13

____________

___________

416

13

____________

___________

‘Debt securities’ income includes the results of buying and selling and changes in the fair value of, debt securities as well
as the related interest income.
‘Foreign exchange income from derivatives’ includes gains and losses from spot and forward contracts and other
currency derivatives.
9.

PERSONNEL EX PENSES
2009
EUR’000
Directors’ remuneration

Wages and salaries
- executive officers and senior managerial
- other managerial, supervisory and clerical
- others
Social security costs
- executive officers and senior managerial
- other managerial, supervisory and clerical
- others

T otal p e rs o n n el e x p e n s e s

2008
EUR’000

337

269

________________

_______________

1,124
1,176
60

551
832
22

45
87
5

19
54
3

________________

_______________

2,497

1,481

________________

_______________

2,834

1,750

____________

___________
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The average number of persons employed by the Bank during the years 2009 and 2008 was as follows:

Executive officers and senior managerial
Other managerial, supervisory and clerical
Others

10.

2008
Number of
employees

31
57
4

13
34
4

________________

_______________

92

51

____________

___________

2009
EUR’000

2008
EUR’000

33
151
266
1,078
628
89
1,076

30
567
393
808
454
93
783

________________

_______________

OT H ER ADMIN ISTRA TI VE EX PENSES

Auditors' remuneration
Professional fees
Travelling and accommodation
Insurance and licences
Marketing expenses
Rent payable
Others

11.

2009
Numbe r of
e m p loy e es

3,321

3,128

____________

___________

2009
EUR’000

2008
EUR’000

172
195

148
1

________________

_______________

NET IMP AIRMENT L OSSES

W rite- d o w n s
Loans and advances to customers
- Collective impairment
- Individual impairment

367

149

____________

___________
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IN C OME T AX CREDI T
The components of income tax for the years ended 31 December 2009 and 2008 are:
2009
EUR’000
Income statement:
Current income tax
Deferred income tax

2008
EUR’000

(7 )
1,701
________________

(3)
1,664
_______________

1,694

1,661

____________

___________

The tax on loss on ordinary activities and the result of accounting loss multiplied by the applicable tax rate in Malta of
35% are reconciled as follows:
2009
EUR’000
Loss before tax

(5 ,224 )
____________

Tax at the applicable rate of 35%
Tax effect of:
- non-recoverable foreign withholding tax
- non-deductible expenses
Income tax credit

(4,817)
___________

(1 ,828 )

(1,686)

7
127

3
22

________________

_______________

(1 ,694 )
____________

13.

2008
EUR’000

(1,661)
___________

L OSS PER S H ARE
Basic loss per share amounts are calculated by dividing net loss attributable to the shareholders of the Bank as shown in
the income statement divided by the weighted average number of shares outstanding during the year.
2009
EUR’000
Net loss attributable to shareholders

(3 ,530 )
____________

31 D ec embe r 2009
000s
Weighted average number of shares*

2008
EUR’000
(3,156)
___________

31 December 2008
000s

25,000

24,167

____________

___________

* The weighted average number of shares takes into account the share capital issued during the year (note 27).
There have been no transactions involving ordinary shares between the reporting date and the date of completion of
these financial statements which would require the restatement of earnings per share.
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14.

C AS H A ND B A L A N C ES W I T H C E N TRA L B ANK OF MA L T A

Balances with Central Bank of Malta
Cash

2009
EUR’000

2008
EUR’000

3,670
1,381

240
374

_______________

_______________

5,051

614

___________

___________

Balances with Central Bank of Malta include a reserve deposit in amount of EUR3,452,254 (2008: reserve deposit
amounted to EUR239,205) required in terms of Article 37 of the Central Bank of Malta Act, Cap.204 of the Laws of
Malta.
15.

F I N AN C I A L ASSETS H E L D- FOR-TRAD ING

Government debt securities
Debt securities issued by banks
Other securities

Amounts include variable income debt securities issued by:
- Parent company
- A related company

Listing status:
- listed on Malta Stock Exchange
- listed in other EU countries

16.

2009
EUR’000

2008
EUR’000

503
1,070
5,193

-

_______________

_______________

6,766

-

___________

___________

611
2,841

-

_______________

_______________

3,452

-

___________

___________

3,314
3,452

-

_______________

_______________

6,766

-

___________

___________

2009
EUR’000

2008
EUR’000

8,044
76,843

608
14,535

_______________

_______________

L OANS AND A D VAN C ES TO B ANKS

Repayable on call and at short notice
Placements

Amounts include:
- Due from parent company

84,887

15,143

___________

___________

84,729

15,096

___________

___________
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17.

L OANS AND A D VAN C ES TO C USTOMERS

Repayable on call and at short notice
Term loans and advances
Gross loans and advances to customers
(Less) allowance for impairment losses

2009
EUR’000

2008
EUR’000

15,796
44,207

1,284
10,310

_______________

_______________

60,003
(5 16 )

11,594
(149)

_______________

Net loans and advances to customers

59,487

11,445

___________

___________

149

-

195
172

1
148

_______________

_______________

Allowance for impairment losses
At beginning of year
Charge for the year
- Individual impairment
- Collective impairment
At end of year

516

149

___________

___________

Gross amount of loans individually determined to be
impaired, before deducting the individually assessed
impairment allowance

18.

_______________

236

1

___________

___________

PROPERT Y A ND E QUI PMEN T

Cost :
At 1 January 2008
Additions
At 3 1 De cem ber 2008
Additions
At 3 1 De cem ber 2009
De precia tion:
At 1 January 2008
Depreciation charge for the year
At 3 1 De cem ber 2008
Depreciation charge for the year
At 3 1 De cem ber 2009
Net bo ok v alue:
At 3 1 De cem ber 2009
At 31 December 2008

Land and
buildings
EUR’000

Com puter
equi pmen t
EUR’000

Other
equi pmen t
EUR’000

Tota l
EUR’000

35
2,994

461
388

222
253

718
3,635

3,029
1,910

849
164

475
298

4,353
2,372

4,939

1,013

773

6,725

2
121

115
168

23
52

140
341

123
180

283
185

75
98

481
463

303

468

173

944

4,636

545

600

5,781

2,906

566

400

3,872

__________________________________________________________________________________

__________________________________________________________________________________

______________________________________________________________

__________________________________________________________________________________

__________________________________________________________________________________

______________________________________________________________

______________________________________________________________

______________________________________________________________
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18.

PROPERT Y A ND E QUI PMEN T - co nti nue d
Land and buildings include an amount of EUR2,059,525 (2008 - EUR1,329,543) relating to the cost of acquisition of
properties to serve as branches for the Bank’s retail business activities.
In the figures reported above, there is included an amount of EUR287,501 representing cost of assets still not put to use
as at year-end. Accordingly, no depreciation charge was taken on this amount.
Future capital expenditure which was authorised by the Board but has to date not yet been contracted for amounted to
EUR1,160,873. Additionally an amount of EUR335,258 has been contracted for but not provided for in the financial
statements (Note 31).

19.

IN T ANG IB L E ASSETS

C o st :
At 1 January 2008
Additions

C o m pute r
softw a r e
EUR’000

Other
int a n gibles
EUR’000

T otal
EUR’000

36
377

109

36
486

_____________________________________________________

At 31 D ec embe r 2008
Additions

413
91

109
-

522
91

_____________________________________________________

At 31 D ec embe r 2009
Am o rtisatio n :
At 1 January 2008
Amortisation charge for the year

504

109

613

3
74

-

3
74

________________________________________

_____________________________________________________

At 31 D ec embe r 2008
Amortisation charge for the year

77
94

-

77
94

_____________________________________________________

At 31 D ec embe r 2009
N et boo k v alue :
At 31 D ec embe r 2009
At 31 December 2008

171

-

171

333

109

442

336

109

445

________________________________________

________________________________________

________________________________________
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19.

IN T ANG IB L E ASSETS - co nti nue d
Computer software includes EUR126,660 worth of assets which are not put to use.
The amount of EUR108,500 disclosed under other intangibles represents an asset with an indefinite useful life. This
relates to the amount paid to VISA to be able to form part of the VISA network throughout the period during which
debit and credit cards are offered to clients of the Bank. In determining the useful life of this asset the following factors
were taken into consideration:
i.
ii.
iii.

The expected usage of the asset by the Bank in that the useful life of this asset is entirely tied to the intention
of the Bank to indefinitely continue offering VISA debit and credit cards to its customers;
The stability of the business area in which the asset operates and changes in the market demand for the service
offered through this asset; and
The period of control over the asset and legal or similar limits of the use of this asset.

This is reviewed at each reporting period to assess whether events and circumstances still support an indefinite useful
life assessment.

20.

DE FERRED T AX ASSETS
The net deferred tax asset is entirely recognised in income.
2009
EUR’000
Deferred income tax asset/(liability) is attributable
to the following:
- excess of capital allowances over depreciation
- allowances for impairment
- unused tax losses

(3 7 )
181
3,761
________________

2008
EUR’000
(29)
53
2,181
_______________

3,905

2,205

____________

___________

Unused tax losses do not expire. Deferred tax asset is expected to be utilised from available taxable profits in the
foreseeable future.

21.

DERIVA TI VE F I N AN C I A L I NSTRUMENTS
During the year, the Bank entered into a number of currency forward contracts with clients and an equivalent number
of back-to-back cross currency swaps with the parent.
The forward contracts entered into are contractual agreements to buy or sell a currency at a specified rate and date in
the future. On the other hand, in the cross currency swaps entered into, the Bank carries out a spot transaction paying a
specified amount in one currency and receiving a specific amount in another currency and agrees to do the inverse at a
specified rate and date in the future.
The table below shows the fair values of derivative financial instruments, together with their notional amounts. The
notional amount, recorded gross, is the amount of a derivative’s underlying asset, reference rate or index and is the basis
upon which changes in the value of derivatives are measured. The notional amounts indicate the volume of transactions
outstanding at the year end and are indicative of neither the market risk nor the credit risk.
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21.

DERIVA TI VE F I N AN C I A L I NSTRUMENTS
Assets
2009
EUR’000
Deriv atives h eld-for-tra ding
Forward foreign exchange
Currency swaps

Liabi lities
2009
EUR’000

Notiona l
amount
2009
EUR’000

71
(878)
27,064
824
26,937
_______________________________________________
895

(878)

54,001

___________________________________

22.

Liabilities
2008
EUR’000

Notional
amount
2008
EUR’000

__________________________________________
________________________________

PREP A YMENTS AND A C CRUED I N C OME

Prepayments
Accrued income

Accrued income include:
- Due from parent company

23.

Assets
2008
EUR’000

2009
EUR’000

2008
EUR’000

342
386

187
214

________________

_______________

728

401

____________

___________

182

144

____________

___________

2009
EUR’000

2008
EUR’000

3,701
134

-

________________

_______________

AMOUN TS OW ED T O B ANKS

Term deposits
Repayable on demand

3,835

-

____________

___________

2009
EUR’000

2008
EUR’000

126,018
20,048

15,057
6,559

________________

_______________

The amounts owed to banks are entirely due to the parent company.
24.

AMOUN TS OW ED T O C USTOMERS

Term deposits
Repayable on demand

146,066

21,616

____________

___________

Included in ‘Amounts owed to customers’ were deposits of EUR1.657 million (2008: EUR0.415 million) held as collateral
for loan commitments and irrevocable commitments under guarantees and import letters of credit.
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25.

OT H ER L I A BI L I T I ES
2009
EUR’000

2008
EUR’000

897
648
59

371
441
7

_______________

_______________

Bills payable
Accounts payable and sundry creditors
Obligations under financial guarantees

1,604

819

___________

___________

The movement in ‘Obligations under financial guarantees’ during 2009 is as follows:
EUR’000
At 1 January 2009
Arising during the year
Utilised

7
93
(41)
_______________

At 31 December 2009

59
___________

26.

A C CRU A LS A ND DE F ERRED IN C OME

Accrued interest
Accrued operating expenditure (note i)
Accrued capital expenditure

Accrued interest includes:
- Due to parent company

i.

2009
EUR’000

2008
EUR’000

453
364
79

179
867
208

_______________

_______________

896

1,254

___________

___________

4

-

___________

___________

Accrued operating expenditure mainly includes professional fees, marketing expenses and day-to-day running
expenses such as security and water and electricity.
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27.

ISSUED C A P I T A L
2009
Shar e s of
EUR 1 e ach
000s
Authoris e d
Ordinary shares
Issue d a n d fully p ai d up
At beginning of year
Proceeds from paid up capital
At end of year

2009

2008
Shares of
EUR 1 each
000s

EUR’000

2008

EUR’000

50,000

50,000

50,000

50,000

__________

__________

__________

__________

25,000
-

15,000
10,000

15,000
10,000

9,000
6,000

_____________

_____________

_____________

_____________

25,000

25,000

25,000

15,000

__________

__________

__________

__________

The issued ordinary shares rank pari passu for all purposes and, in the event that a poll is demanded, each share entitles
the holder thereof to one vote.
28.

RETA INED E ARNIN GS
Retained earnings represent accumulated losses registered since the incorporation of the company. The majority of
these losses are attributable to costs incurred in the setting up of the banking operations.

29.

C AS H A ND C AS H E QUI VA L E N TS
Analysis of balances of cash and cash equivalents as shown in the cash flow statement:

Cash
Balances with Central Bank of Malta
(excluding reserve deposit)
Loans and advances to banks
Amounts owed to banks
Cash and cash equivalents
Adjustment to reflect balances with
contractual maturity of more than three months
Per statement of financial position
Analysed as follows:
Cash and balances with Central Bank of Malta
(excluding reserve deposit)
Loans and advances to banks
Reserve deposit with Central Bank of Malta
Amounts owed to banks

2009
EUR’000

2008
EUR’000

1,381

374

218
69,424
(3 ,835 )

1
5,742
-

_______________

_______________

67,188

6,117

18,915

9,640

_______________

_______________

86,103

15,757

___________

___________

1,599
84,887
3,452
(3 ,835 )
_______________

375
15,143
239
_______________

86,103

15,757

___________

___________
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30.

REL A TED P AR T Y D IS C L OSURES
During the course of its business, the Bank conducted business on commercial terms with various related parties.
The following table provides the total amount of transactions and balances, which have been entered into with related
parties for the relevant financial year:
20 0 9
Relate d pa rty
Parent company

Related company

Income
fro m
relate d
part ies
EUR’0 00

Expe nse s
charge d
by relate d
part ies
EUR’0 00

Amou nts
owed
by relate d
part ies
EUR’0 00

Amou nts
owed
to r elate d
part ies
EUR’0 00

674

-

84,729
182

-

-

76

-

3,835
4

-

-

611
861

-

-

-

3

-

140
-

-

2,841
5

-

Loans and adv.
to customers
Financial asset
held-for-trading
Trading income
Interest receivable

-

2

-

827
-

Amounts owed
to customers
Interest payable

-

106
89
27
49

-

-

-

19

-

535
2

32

-

597
9

-

Professional fees
Rent
Motor vehicle leases
Accomodation
Amounts owed
to customers
Interest payable
Loans and adv.
to customers
Interest receivable

-

-

-

39

Operating expenses

-

18

-

1,021
5

4

-

130
-

-

Shareholders

Entities controlled by
non-executive Directors

Directors

Ty pe of
tra nsacti o ns
Loan to banks
Interest receivable
Amounts owed
to banks
Interest payable
Financial asset
held-for-trading
Derivative asset

Amounts owed
to customers
Interest payable
Loans and adv.
to customers
Interest receivable

____________________________________________________________

850

386

89,968

6,268

_____________________________________________
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30.

REL A TED P AR T Y D IS C L OSURES - co nti nue d
20 0 8
Relate d pa rty
Parent company

Related company
Entities controlled by
non-executive Directors

Directors

Income
fro m
relate d
part ies
EUR’0 00

Expe nse s
charge d
by relate d
part ies
EUR’0 00

Amou nts
owed
by relate d
part ies
EUR’0 00

Amou nts
owed
to r elate d
part ies
EUR’0 00

609

-

15,240
144

-

Loan to banks
Interest receivable

-

-

9

-

Loans and adv.
to customers

-

106
93
27
134

-

-

-

5

-

333
126
-

Professional fees
Rent
Motor vehicle leases
Accomodation
Amounts owed
to customers
Operating expenses
Interest payable

-

6

-

586
-

Amounts owed
to customers
Interest payable

Ty pe of
tra nsacti o ns

___________________________________________________________

609

371

15,393

1,045

____________________________________________

The Bank also issued demand and bank guarantees on behalf of entities controlled by non-executive Directors amounting
to EUR1,509,465 of which EUR1,469,465 is secured. No guarantees were issued on behalf of related parties in 2008.
T e r ms a n d c o n ditio ns of tr a n s actio ns w ith r e l at e d p a rti e s
The above mentioned outstanding balances arose from the ordinary course of business. The interest charged to and by
related parties are at normal commercial rates.
There have been no guarantees provided or received for any related party receivables or payables. For the year ended 31
December 2009, the Bank has not made any specific provision for doubtful debts relating to amounts owed by related
parties.
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30.

REL A TED P AR T Y D IS C L OSURES - co nti nue d
Trans actio ns with ke y manag e me nt p ers onn el of the Ba nk
During the year under review, the following banking transactions were carried out with key management personnel.
Se ni o r e x ecutive m a n a g e m e nt
2009

Residential mortgages
Other personal lending

Customer deposits

Balance as at
31.12.09
EUR’000

Income
from key
management
EUR’000

463
23

6
1

Balance as at
31.12.09
EUR’000

Interest
paid to key
management
EUR’000

194

1

Balance as at
31.12.08
EUR’000

Income
from key
management
EUR’000

434
15

3
1

Balance as at
31.12.08
EUR’000

Interest
paid to key
management
EUR’000

38

1

2008

Residential mortgages
Other personal lending

Customer deposits

Directors’ remuneration and salaries to executive officers are separately disclosed in note 9 to these financial statements.
T e r ms a n d c o n ditio ns of tr a n s actio ns w ith key m a n ag e m e nt p e rs o n n el
The above mentioned outstanding balances arose from the ordinary course of business on substantially the same terms as
for comparable transactions with persons of a similar standing, or where applicable, other employees.
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30.

REL A TED P AR T Y D IS C L OSURES - co nti nue d
Imme diate an d ul tima te par en t co mpa ny
The immediate and ultimate parent company of Banif Bank (Malta) plc is Banif SGPS, SA, a company registered in
Portugal, with its registered address at 30, Rua de Joao Tavira, 9004-509, Funchal, Madeira, Portugal.

31.

C ON T INGE N T L I A BI L I T I ES AND C OMMI TMENTS
As part of its business activities, the Bank enters into various irrevocable commitments and contingent liabilities. Letters of
credit, guarantees (including standby letters of credit) commit the Bank to make payments on behalf of customers in the
event of a specific act, generally related to the import or export of goods.
Commitments to extend credit represent contractual commitments to make loans and revolving credits. Commitments
generally have fixed expiry dates, or other termination clauses. Since commitments may expire without being drawn
upon, the total contract amounts do not necessarily represent future cash requirements.
However, the potential credit loss is less than the total unused commitments since most commitments to extend credit
are contingent upon customers meeting specific conditions. The Bank monitors the term to maturity of credit
commitments because longer-term commitments generally have a greater degree of credit risk than shorter-term
commitments.
Even though these obligations are not recognised on the balance sheet, they do contain credit risk and are therefore part
of the overall risk of the Bank.
The total outstanding commitments and contingent liabilities are as follows:

C o nti ng e nt liabilities
Guarantees
Documentary credits

C o m mitme nts
Undrawn commitments to lend

C a pit al commitme nts (note 18)
Authorised but not contracted for
Contracted for

T otal commitme nts

2009
EUR’000

2008
EUR’000

2,199
703

1,172
-

______________

______________

2,902

1,172

__________

__________

35,754

10,802

______________

______________

1,161
335

2,405
169

______________

______________

1,496

2,574

______________

______________

37,250

13,376

__________

__________
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31.

C ON T INGE N T L I A BI L I T I ES AND C OMMI TMENTS - co nti nue d
Op e r ati ng l e a s e co mmitme nts - B a n k a s l ess e e
In 2008, the Bank has entered into three contracts of commercial leases for immovable property. Details of the contracts
are as follows:
i.
ii.
iii.

10 year commercial lease for immovable property which is cancellable by giving one year’s notice;
20-year term contract which is cancellable after the first 10 years of the contract by giving one year’s notice; and
5-year term contract with the option to terminate upon the expiry of the first three years.

Prior to this, in 2007, the Bank also entered into a commercial lease for software licenses. This lease has a life of 5 years
with a renewal option included in the contract.
Future minimum lease payments under non-cancellable operating leases as at 31 December are as follows:

Within one year
After one year but not more than five years
After more than five years

2009
EUR’000

2008
EUR’000

854
2,349
600

1,106
4,100
630

______________

______________

3,803

5,836

__________

__________

L e g al claims
Litigation is a common occurrence in the banking industry due to the nature of the business. The Bank has an
established protocol for dealing with such legal claims. Once professional advice has been obtained and the amount of
damages reasonably estimated, the Bank makes adjustments to account for any adverse effects which the claims may
have on its financial standing. At year end, there were no significant unresolved legal claims.

32.

F I N AN C I A L I NSTRUMENTS AND RISK MAN AGEMEN T
Fi n a nci al risk m a n a g e m e nt
The Bank’s main activities are subject to a combination of financial risks which are inherent in the business of banking.
Financial risks are managed by the Bank within statutory limits and within internal parameters established by the Board
of Directors.
Fa ir valu es
The reporting of fair values is intended to guide users as to the amount, timing and certainty of cash flows.
The amounts stated for cash balances, balances with the Central Bank of Malta and loans and advances to banks are
highly liquid assets. The Directors regard the amount shown in the balance sheet for these items as reflecting their fair
value in that these assets will be realised for cash in the immediate future.
The fair value of derivative financial instruments and financial assets held for trading are detailed in note 33.
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32.

F I N AN C I A L I NSTRUMENTS AND RISK MAN AGEMEN T - co ntinue d
Amounts owed to customers are entirely deposit liabilities, with short maturities. Their carrying amounts at the reporting
date are therefore approximating their fair value.
Loans and advances to customers are reported net of allowances to reflect their estimated recoverable amounts which are
not deemed to defer materially from their fair value. The carrying value approximates the fair value in case of loans
which are repriceable at the Bank’s discretion.
The amounts for contingent liabilities and commitments fairly reflect the cash outflows that are expected to arise upon
their occurrence.
Mar ke t r isk
Market risk is the risk that the fair value of future cash flows of financial instruments will fluctuate due to changes in
market variables such as foreign exchange rates and interest rates. The Bank classifies exposures to market risk into either
trading or non-trading portfolios. During the year under review a non-trading portfolio was held, predominantly made up
of placements with the parent bank as well as a trading portfolio made up of a mix of locally listed bonds and foreign
listed bonds issued by Banif Group entities.
Except for the concentrations with currency risk and interest rate risk, the Bank has no significant concentration of
market risk.
Currency ris k
Currency risk is the risk of the exposure of the Bank’s financial position and cash flow to adverse movements in foreign
exchange rates.
The Directors set limits on the level of exposure by currency and in total, which are monitored daily, and hedging
strategies are used to ensure that positions are maintained within established limits.
During the year under review, the Bank’s financial assets and liabilities were mainly held in Euro, United States Dollar
and Great Britain Pound as indicated below. The Bank did not have any significant exposure to currency risk at 31
December.

Euro
United States Dollar
Great Britain Pound
Other

Ass ets
EUR’000

2009
Li abilities
EUR’000

Assets
EUR’000

2008
Liabilities
EUR’000

155,766
12,325
965
1,310

138,536
12,217
1,325
1,201

32,906
779
618
3

22,298
776
613
2

_________________________________

170,366

153,279

_________________________

______________________________

34,306

23,689

_______________________
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32.

F I N AN C I A L I NSTRUMENTS AND RISK MAN AGEMEN T - co ntinue d
Inte res t ra te r is k
Interest rate risk arises in the Bank’s operations due to interest rate fluctuations resulting from interest earning assets and
interest bearing liabilities, which mature or are repriced at different times or in different amounts. Floating rate assets
and liabilities are also exposed to basis risk, which is the difference in repricing characteristics of the various floating rate
indices.
The Bank adopts a policy to match the currency and maturity of individual transactions through treasury operations to
minimise the risk of adverse fluctuations in interest rates or exchange rates affecting financial assets and financial
liabilities.
The table below analyses interest-bearing assets and liabilities between those that have a fixed rate and a variable rate:
2009
2008
Fi x e d
Va ri abl e
Fixed
Variable
EUR’000
EUR’000
EUR’000
EUR’000
Ass ets
Reserve deposit with Central Bank of Malta
Loans and advances to banks
Loans and advances to customers

76,843
-

3,452
8,044
60,003

_______________________________

76,843

71,499

_______________________

Li abilities
Amounts owed to banks
Amounts owed to customers

3,701
126,018

134
20,048

_______________________________

129,719

20,182

_______________________

14,971
-

239
172
11,594

____________________________

14,971

12,005

_____________________

15,057

6,559

____________________________

15,057

6,559

_____________________

Sensitivity analysis - effect on profit before tax
The table below indicates the sensitivity of the loss before tax to a reasonable possible change in interest rates, with all
other variables held constant.
The sensitivity of the loss before tax is the effect of the assumed changes in interest rates on the net interest and trading
income for one year, based on the floating rate of trading and non-trading financial assets and financial liabilities held at
31 December 2009.
2009

Increase in
basis points

Sensitivity
of net interest
income
EUR’000

Sensitivity
of trading
income
EUR’000

Assets repriced
Liabilities repriced

+100/-100
+100/-100

1,179/(1,179)
(822)/822

30/(30)
-

_____________

_____________

357/(357)

30/(30)

_____________

_____________
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Inte res t ra te r is k - co ntinu ed
2008

Increase in
basis points

Sensitivity
of net interest
income
EUR’000

Sensitivity
of trading
income
EUR’000

Assets repriced
Liabilities repriced

+100/-100
+100/-100

186/(186)
(127)/127

-

_____________

_____________

59/(59)

-

_____________

_____________

Cred it r is k
Credit risk is the risk that a counterparty will be unable to fulfil the terms of his obligations when due. The Bank manages
and controls credit risk by setting limits on the amount of risk it is willing to accept for individual counterparties and for
industry concentrations, and by monitoring exposures in relation to such limits.
In view of the nature of its business, the Bank’s financial assets are inherently and predominately subject to credit risk.
Thus, management has put in place internal control systems to evaluate, approve and monitor credit risks relating to both
investments and loan portfolios.
The Bank has also established a credit quality review process to provide early identification of possible changes in the
creditworthiness of counterparties, including regular collateral revisions.
With respect to credit risk arising for the components of the balance sheet, which comprise amounts due from banks,
loans and advances to customers, prepayments and accrued income and commitments, the Bank’s exposure to credit risk
arises from default of the counterparty, with a maximum exposure equal to the carrying amount of these instruments.
The table below shows the maximum exposure to credit risk for the components of the balance sheet. The maximum
exposure is shown gross, before the effect of mitigation through the use of master netting and collateral agreements.

Notes
Cash and balances with Central Bank
(excluding cash at hand)
Financial assets held-for-trading
Loans and advances to banks
Loans and advances to customers
Other assets

14
15
16
17

T otal
Contingent liabilities
Undrawn commitments to lend
T otal
T otal cr e d it risk e x p osur e

31
31

Gr oss m a x imum
e x p osur e
2009
EUR’000

Gross maximum
exposure
2008
EUR’000

3,670
6,766
84,887
59,487
3,152

240
15,143
11,445
582

_____________

_____________

157,962

27,410

_____________

_____________

2,902
35,754

1,172
10,802

_____________

_____________

38,656

11,974

_____________

_____________

196,618

39,384

__________

__________
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Risk co nc e nt r atio ns of the m a xi mum e x p o sur e to cr e d it r isk
Concentration risk is the risk that one particular exposure or group of exposures leads to significant losses as a result of
an inadequate diversification of the credit exposures. This risk is managed by setting levels within which risk
coefficients calculated for each of the following risk drivers should be kept. These coefficients are arrived at through the
calculation of a concentration index on each of the following:

•
•
•
•
•

Industry sector
Client/counterparty
Collateral
Currency
Product

The index is organised into five levels of concentration with the maximum level having a coefficient of 0.04 assigned to
calculated risk concentrations of between 25 and 100. This calculation then provides the basis for allocating economic
capital as per Banking Rule 12.
The maximum on-balance sheet credit exposure to any client, group of connected clients or counterparty as at 31
December 2009 amounted to EUR2,300,000 (2008 – EUR1,034,000) before taking account of collateral or other
credit enhancements and no value exposure when considering it net of such protection.
An industry sector analysis of the Bank’s financial assets including commitments, before and after taking into account
collateral held or other credit enhancements, is as follows:

Agriculture
Fishing
Financial services
Real estate, renting and business activities
Households and individuals
Construction
Manufacturing
Wholesale and retail trade
Transport, storage and communication
Hotels and restaurants
Public administration
Health and social work
Community
Other

Gr oss
m a xi mum
e x p osur e
2009
EUR’000

N et
m a xi mum
e x p osur e
2009
EUR’000

Gross
maximum
exposure
2008
EUR’000

Net
maximum
exposure
2008
EUR’000

490
147
94,969
18,350
56,741
4,078
2,912
13,779
3,867
504
515
37
60
169

490
82
94,947
6,925
27,915
2,425
595
8,850
2,617
463
515
37
59
169

15,611
11,117
9,279
1,450
1,098
641
35
19
134

15,611
613
1,328
306
261
489
35
134

___________________________________

196,618

146,089

____________ ______________

________________________________

39,384

18,777

___________ _____________
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Analysed as follows in statement of financial position :

Balances with Central Bank
Cheques in course of collection
Financial assets held-for-trading
Loan and advances to banks
Loans and advances to customers
Prepayments and accrued income
Other assets

Guarantees
Documentary credits
Undrawn commitments to lend

2009
EUR’000

2008
EUR’000

3,670
2,255
6,766
84,887
59,487
728
169

240
47
15,143
11,445
401
134

_______________

_______________

157,962

27,410

2,199
703
35,754

1,172
10,802

_______________

_______________

196,618

39,384

___________

___________

C oll at e r al a n d othe r cr e d it e nha nc e m e nts
The amount and type of collateral required depends on an assessment of the credit risk of the counterparty. Guidelines
are implemented regarding the acceptability of types of collateral and valuation parameters.
The main types of collateral obtained are as follows:
•
•

For commercial lending, charges over real estate properties, cash or securities,
For retail lending, mortgages over residential properties, cash or securities.

Management monitors the market value of collateral, requests additional collateral in accordance with the underlying
agreement, and monitors the market value of collateral obtained during its review of the adequacy of the allowance for
impairment losses.
It is the Bank's policy to dispose of repossessed properties in an orderly fashion. The proceeds are used to reduce or
repay the outstanding claim. In general, the Bank does not occupy repossessed properties for business use.
C r e dit quality p e r cl ass of fin a nci al ass ets
The credit quality of financial assets is managed by the Bank using internal credit ratings. The table below shows the
credit quality by class of asset for loan-related balance sheet lines, based on the Bank's credit rating system.
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Neither past due n or im pair ed

_______________________________________________

Notes

High
Gra de
EUR’000

Standar d
Gra de
EUR’000

SubStandar d
Gra de
EUR’000

Past due or
indivi du ally
impaire d
EUR’000

Total
EUR’000

6,766
84,887
2,255

-

-

-

6,766
84,887
2,255

23,306
4,568
25,550
5,480

267
2

80
-

194
7
3
546

23,847
4,575
25,553
6,028

58,904

269

80

750

60,003

152,812

269

80

750

153,911

15,143
47

-

-

-

15,143
47

4,448
646
5,628
431

360
25

-

32
24

4,840
646
5,628
480

11,153

385

-

56

11,594

26,343

385

-

56

26,784

At 31 Decembe r 2009
Financial assets held-for-trading
Loans and advances to banks
Cheques in course of collection

15
16

Loans and advances to customers
Small business and
corporate lending
Consumer lending
Residential mortgages
Other

17

Sub-total
Total

_________________________________________________________________________
_________________________________________________________________________

_________________________________________________________________________

At 31 Decembe r 2008
Loans and advances to banks
Cheques in course of collection

16

Loans and advances to customers
Small business and
corporate lending
Consumer lending
Residential mortgages
Other

17

Sub-total
Total

_________________________________________________________________________
_________________________________________________________________________

_________________________________________________________________________

Aging anal ysis of p ast due but n ot impa ire d pe r class of f in ancial ass et
L ess tha n
30 d ays
EUR’000

From
31 to 60
d ays
EUR’000

From
61 to 90
d ays
EUR’000

Over 90
d ays
EUR’000

T otal
EUR’000

96
7
3
401

1
-

7
-

-

104
7
3
401

At 31 D ec embe r 2009
Loans and advances to customers
Small business and corporate lending
Consumer lending
Residential mortgages
Other

_________________________________________________________________________

507

1

7

-

515

_________________________________________________________________________
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L ess tha n
30 d ays
EUR’000

From
31 to 60
d ays
EUR’000

From
61 to 90
d ays
EUR’000

T otal
EUR’000

27
15

3
-

11

30
26

At 31 D ec embe r 2008
Loans and advances to customers
Small business and corporate lending
Other

__________________________________________________________________

42

3

11

56

__________________________________________________________________

Aging anal ysis of f air value of th e colla te ral o n pas t du e b ut n o t imp air ed l oans
The table below analyses the fair value of the collateral amount of loans and advances to customers which was past due
but not impaired.

L ess tha n
30 d ays
EUR’000

From
31 to 60
d ays
EUR’000

From
61 to 90
d ays
EUR’000

Over 90
d ays
EUR’000

T otal
EUR’000

28
3
-

2
-

-

-

30
3
-

At 31 D ec embe r 2009
Loans and advances to customers
Small business and corporate lending
Consumer lending
Residential mortgages
Other

__________________________________________________________________

31

2

-

-

33

__________________________________________________________________

The amount of loans and advances to customers which was past due but not impaired as at end of 2008 was entirely
unsecured.
C oll at e r al r e p o ss ess e d
During the year, the Bank took possession of three term deposits pledged in favour of the Bank with a carrying value of
EUR64,851. No assets were repossessed during 2008.
Re n eg otiate d cr e d it
The Bank did not renegotiate any credit granted during 2009 and 2008.
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Im p ai rm e nt a ss essm e nt
Allowances are assessed collectively for losses on loans and advances that are not individually significant (including credit
cards, residential mortgages and unsecured consumer lending) and for individually significant loans and advances where
there is not yet objective evidence of individual impairment. Allowances are evaluated on each reporting date with each
portfolio receiving a separate review.
The collective assessment takes account of impairment that is likely to be present in the portfolio even though there is not
yet objective evidence of the impairment in an individual assessment. Impairment losses are estimated by taking into
consideration the following information: historical losses on the portfolio, current economic conditions, the approximate
delay between the time a loss is likely to have been incurred and the time it will be identified as requiring an individually
assessed impairment allowance, and expected receipts and recoveries once impaired. Local management is responsible
for deciding the length of this period which can extend for as long as one year. The impairment allowance is then
reviewed by credit management to ensure alignment with the Bank's overall policy.
Financial guarantees and letters of credit are assessed and provision made in a similar manner as for loans.
C r e dit risk e x p osur e f or e ach i nt e r n al risk r ati ng
The Bank adopts a Credit Policy whereby each borrowing party or a group of borrowing parties are assigned an Internal
Rating which is based on the Internal Rating System (IRS) defined by MFSA Directive BR/09. Such rating is periodically
reviewed, at least once a year, with borrowers being assigned a new rating when conditions change. Exposures with
deteriorating ratings are subject to intensive monitoring by the responsible unit. Deteriorating exposures are clearly
identified and brought to the attention of senior management.
The credit grading classes adopted in terms of the Credit Policy are mapped to the Standard & Poor’s Credit Rating
definitions. The S&P’s ratings are converted into probability of defaults which are used in the calculation of the collective
allowance for impairment of financial assets.
The table below indicates the level of exposures of the loan-related balance sheet items (before taking into account
collateral) in each risk rating class.
2009

High Grade
Risk rating class A1
Risk rating class A2
Risk rating class A3
Standard
Risk rating class B
Past Due or Individually Impaired
Risk rating class B

S&P’s
equival e nt
gr a d e s

Average
unsecured
share of
exposure
%

Total
EUR’000

AAA
AA- to AA+
A- to A+

11.23
19.79

4,529
54,374

BBB+ to BB-

23.26

349

B+ and below

94.68

751
_____________

60,003
__________
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2008

High Grade
Risk rating class A1
Risk rating class A2
Risk rating class A3
Standard
Risk rating class B
Past Due or Individually Impaired
Risk rating class B

S&P’s
equival e nt
gr a d e s

Average
unsecured
share of
exposure
%

Total
EUR’000

AAA
AA- to AA+
A- to A+

11.64
10.55

65
3,794
7,294

BBB+ to BB-

19.32

386

B+ and below

100.00

55
_____________

11,594
__________

Liqu id ity r isk
Liquidity risk is the risk of the exposure of the Bank’s mismatches in its portfolio of assets, liabilities and commitments.
The Bank continuously monitors liquidity risk by identifying and monitoring changes in funding required to meet
liquidity requirements. Its policy to match currency exposures and maturity positions almost entirely results in few or no
open risk positions.
The liquidity position is assessed and managed under a variety of scenarios, giving due consideration to stress factors
relating to both the market in general and specifically to the Bank. From a regulatory point of view, the Bank adheres to
Banking Directive 5, which stipulates that every credit institution is required to maintain a minimum liquid-asset
proportion of 30% of the total deposit liabilities net of deductions. As at end of December 2009, the Bank’s proportion
of liquid-assets to short-term liabilities as reduced stood at 51.25% (2008 - 36.89%).
The table below summarises the maturity profile of the Bank’s financial liabilities at 31 December 2009 based on
contractual undiscounted repayment obligation.
Repayments which are subject to notice are treated as if notice were to be given immediately. However, the Bank
expects that many customers will not request repayment on the earliest date the Bank could be required to pay and the
table does not reflect the expected cash flows indicated by the Bank's deposit retention history.
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Liqu id ity r isk - c on tinue d
Less
than th ree
mont hs
EUR’0 00

Between
three
mont hs a nd
one ye ar
EUR’0 00

Between
one a nd
two yea rs
EUR’0 00

Mo re Th an
two yea rs
EUR’0 00

Othe rs
EUR’0 00

Total
EUR’0 00

3,851
84,846
164
2,245

35,529
714
174

25,669
35

2,247
30

15

3,851
148,291
878
2,499

Financial lia bilities
At 3 1 Decemb er 2 0 09
Amounts owed to banks
Amounts owed to customers
Derivative financial instruments
Other liabilities

____ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ____ __ ___ ___

Total u nd isco unt ed lia bilit ies 2 00 9

At 3 1 Decemb er 2 0 08
Amounts owed to customers
Other liabilities
Total u nd isco unt ed lia bilit ies 2 00 8

91 ,1 0 6

36 ,4 1 7

25 ,7 0 4

2,27 7

15

15 5,5 19

12,819
1,934

9,034
118

128
1

139
1

17

22,120
2,071

14 ,7 5 3

9,15 2

12 9

14 0

17

24 ,1 9 1

____ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ____ __ ___ ___

____ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ____ __ ___ ___ _

____ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ____ __ ___ ___ _

The table below shows the contractual expiry by maturity of the Bank’s commitments.

At 3 1 Decemb er 2 0 09
Capital commitments
Loan commitments
Guarantees
Documentary credits
Total
At 3 1 Decemb er 2 0 08
Capital commitments
Loan commitments
Total

Not late r t ha n
1 ye ar
EUR’0 00

1 - 5 ye ar s
EUR’0 00

Ove r 5 yea rs
EUR’0 00

Total
EUR’0 00

1,496
35,754
2,199
703

-

-

1,496
35,754
2,199
703

40,152

-

-

40,152

2,574
10,802

-

-

2,574
10,802

13,376

-

-

13,376

____ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ _

____ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ _

____ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ __

____ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ __
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Ma tur ity an alysis of asse ts an d lia bil ities
The table below shows an analysis of assets and liabilities analysed according to when they are expected to be recovered
or settled.

At 3 1 Decemb er 2 0 09
Assets
Balances with the Central Bank and
cash
Cheques in course of collection
Financial assets held-for-trading
Loans and advances to banks
Loans and advances to customers
Property and equipment
Intangible assets
Derivative financial instruments
Prepayments and accrued income
Deferred tax
Other assets
Total
Liabil itie s
Amounts owed to banks
Amounts owed to customers
Derivative financial instruments
Other liabilities
Accruals and deferred income
Total
At 3 1 Decemb er 2 0 08
Assets
Balances with the Central Bank and
cash
Cheques in course of collection
Loans and advances to banks
Loans and advances to customers
Property and equipment
Intangible assets
Prepayments and accrued income
Deferred tax
Other assets
Total
Liabil itie s
Amounts owed to customers
Other liabilities
Accruals and deferred income
Total

Less t ha n
three
mont hs
EUR’0 00

Between
three
mont hs a nd
one ye ar
EUR’0 00

Between
one a nd
two yea rs
EUR’0 00

Mo re t ha n
two yea rs
EUR’0 00

Othe rs
EUR’0 00

Total
EUR’0 00

5,051
2,255
515
75,977
12,614
135
687
4

2,943
8,910
4,555
760
35
-

611
5,744
6
-

2,697
36,574
130

5,781
442
3,905
35

5,051
2,255
6,766
84,887
59,487
5,781
442
895
728
3,905
169

97 ,2 3 8

17 ,2 0 3

6,36 1

39 ,4 0 1

10 ,1 6 3

17 0,3 66

3,835
84,367
164
1,589
657

34,967
714
174

24,691
35

2,041
30

15
-

3,835
146,066
878
1,604
896

90 ,6 1 2

35 ,8 5 5

24 ,7 2 6

2,07 1

15

15 3,2 79

614
47
8,717
1,191
314
4

6,426
448
87
-

2,404
-

7,402
130

3,872
445
2,205
-

614
47
15,143
11,445
3,872
445
401
2,205
134

10 ,8 8 7

6,96 1

2,40 4

7,53 2

6,52 2

34 ,3 0 6

12,686
815
1,134

8,687
4
118

122
1

121
1

-

21,616
819
1,254

14 ,6 3 5

8,80 9

12 3

12 2

-

23 ,6 8 9

____ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ____ __ ___ ___ ___

____ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ____ __ ___ ___ ___

____ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ____ __ ___ ___ ___ _

____ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ____ __ ___ ___ ___ _

____ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ____ __ ___ ___ ___ __

____ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ____ __ ___ ___ ___ __

____ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ____ __ ___ ___ ___ ___

____ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ___ ___ ___ ___ __ ____ __ ___ ___ ___ ___
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Oper atio nal r isk
Operational risk is the risk of loss arising from systems failure, human error, fraud or external events. When controls fail to
perform, operational risks can cause damage to reputation, have legal or regulatory implications, or lead to financial loss.
The Bank cannot expect to eliminate all operational risks, but through control framework and by monitoring and
responding to potential risks, the Bank is able to manage and mitigate the risks. Controls include effective segregation of
duties, access, authorisation and reconciliation procedures, staff education and assessment processes, including the use
of internal audit.

33.

F A IR VA L UE OF F I N AN C I A L I NSTRUMENTS
The Bank uses the following hierarchy for determining and disclosing the fair value of financial instruments by valuation
technique:
Level 1: quoted (unadjusted) prices in active markets for identical assets or liabilities;
Level 2: other techniques for which all inputs which have a significant effect on the recorded fair value are observable,
either directly or indirectly; and
Level 3: techniques which use inputs which have a significant effect on the recorded fair value that are not based on
observable market data.
The following table shows an analysis of financial instruments recorded at fair value by level of the fair value hierarchy:
L ev el 1
EUR’000

L ev el 2
EUR’000

-

71
824

L ev el 3
T otal
EUR’000 EUR’000

At 31 D ec embe r 2009
Fi n a nci al a ss ets
Derivative financial instruments
Forward foreign exchange
Currency swaps

-

71
824

___________________________________________________________________

Sub-total

-

895

-

895

___________________________________________________________________

Other financial assets held-for-trading
Government debt securities
Debt securities issued by banks
Other securities

503
-

1,070
5,193

-

503
1,070
5,193

___________________________________________________________________

Sub-total

503

6,263

-

6,766

___________________________________________________________________

T otal

503

7,158

-

7,661

___________________________________________________________________

Fi n a nci al li abilities
Derivative financial instruments
Forward foreign exchange

-

878

-

878

___________________________________________________________________

The Bank did not hold any similar financial instruments as at end of December 2008.
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The following is a description of the determination of fair value for financial instruments which are recorded at fair value
using valuation techniques. These incorporate the Bank’s estimate of assumptions that a market participant would make
when valuing the instruments.
Deriv atives
Derivative products valued using a valuation technique with market observable inputs are mainly, currency swaps and
forward foreign exchange contracts. The most frequently applied valuation techniques include forward pricing and
swap models, using present value calculations. The models incorporate various inputs including the foreign exchange
spot and forward rates and interest rate curves.
Other tra ding asse ts
Other trading assets valued using a valuation technique consists of certain debt securities. The Bank values the securities
using valuation models which use discounted cash flow analysis which incorporates either only observable data or both
observable and non-observable data. Observable inputs include assumptions regarding current rates of interest and real
estate prices; unobservable inputs include assumptions regarding future default rates, prepayment rates and market
liquidity discounts.

34.

C A P I T A L MAN AGEMENT
It is the Bank’s policy to actively manage its capital base to cover risks inherent in the business and at the same time to
support the development of the business, to maximise shareholders’ value and to meet all the regulatory requirements.
The Bank manages its capital structure and makes adjustments to it in the light of changes in economic conditions and
the risk characteristics of its activities.
Ex tern ally imp ose d cap ital requ ire men ts
The Malta Financial Services Authority (MFSA) requires each bank and banking group, to maintain a minimum ratio of
total capital to risk-weighted assets of 8%, taking into account both balance sheet assets and off-balance sheet
transactions.
In 2007, the Malta Financial Services Authority (MFSA) started transposing the EU Capital Requirements Directive
2006/48/EC into local regulations by introducing a number of Banking Rules. The Directive, which is commonly
referred to as Basel II, lays down rules concerning the taking up and pursuit of the business of credit institutions and
their prudential supervision. In particular, the Directive aims to align the institutions’ risk profile and their risk
management systems to their capital. All this is addressed by way of three sets of rules, commonly referred to as Pillar 1, 2
and 3.
Pillar 1 capital requirements are based on standard rules and set the minimum own funds requirements to cover credit
risk, market risk and operational risk of the credit institution.
Pillar 2 involves an assessment of the additional capital that is required to mitigate those risks that are not adequately
covered by Pillar 1. This is a two-tier process that involves the internal assessment that needs to be carried out by the
institution and the review process that has to be carried out by the Regulator.
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C A P I T A L MAN AGEMENT - co nti nue d
In terms of Banking Rule 12, during the year, the Bank embarked on an exercise to start allocating capital to cover Pillar
II risks. A working group composed of members from Risk, Treasury, Finance and Reporting and Control and
Compliance Departments has been set up to steer this exercise forward. This Working Group reports to the Asset and
Liability Committee (ALCO). The Working Group meets on a regular basis to monitor the adequacy of the Bank’s capital,
assists ALCO members in devising strategies to make efficient use of capital and assists in devising the level and structure
of capital required.
Pillar 3 covers the quantitative and qualitative disclosure requirements that an institution has to abide with to ensure
transparency about its conduction of business activities. This is addressed by MFSA Banking Rule BR/07. In terms of
BR/07, the Bank is a ‘significant local subsidiary’ of Banif SGPS SA which is an entity registered in Portugal and is
therefore exempted from full risk disclosure requirements under Pillar 3.
The table below reconciles the risk weighted assets to the positions reported in the statement of financial position.
2009
2008
F ac e
W e ighte d
Face
Weighted
value
a m ount
value
amount
EUR’000
EUR’000
EUR’000
EUR’000
On-bal a nc e she et ass ets
Cash and balances with Central Bank of Malta
5,051
614
Cheques in course of collection
2,255
452
47
10
Financial assets held-for-trading
6,766
5,408
15,143
3,029
Loans and advances to banks
84,887
30,617
Loans and advances to customers (gross)
60,003
30,238
11,594
6,773
Property and equipment
5,781
5,781
3,872
3,872
Intangible assets
442
442
445
445
Derivative financial instruments
895
17
Other assets
4,074
4,074
2,339
2,339
Prepayments and accrued income
728
728
401
401
__________________________________

170,882

77,757

__________________________

Off-bal a nc e she et items
Guarantees
Documentary credits
Undrawn commitments

2,199
703
35,754

2,097
527
13,445

__________________________________

38,656

Total adjusted assets and off-balance sheet items
Operational risk - notional weighted assets
Foreign exchange risk - notional weighted assets
T otal a djuste d ass ets

16,069

_____________________________

34,455

16,869

______________________

1,172
10,802

1,172
4,358

_____________________________

11,974

5,530

__________________________

______________________

93,826

22,399

2,057
218

730
9

_____________

_____________

96,101

23,138

_____________

_____________
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2009
EUR’000
Ow n fun d s
Origi n al o w n fun d s
Ordinary shares
Income statement
Intangible assets
Other

2008
%

25,000
(7 ,913 )
(4 42 )
-

T otal o w n fun d s
C a pit al solve ncy r atio

%

15,000
(4,383)
(445)
35

_____________

A d ditio n a l o w n fun d s
Collective impairment allowances

EUR’000

_____________

16,645

10,207

__________

__________

320

149

__________

__________

16,965

10,356

__________

__________

17.65

44.86

__________

__________
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Pilla r 1 - All ocatio n of mi nimum r e gulatory c a pit al
The Bank started operational activity in January 2008 when its main focus was to set up the necessary structures to support
business operations in a comprehensive manner and ensuring the minimum set of risk assessment and control activities aligned
with the Banif Group’s strategy.
The Bank complies with the Basel II requirements as far as Pillar 1 requirements are concerned allocating regulatory capital to
cover the following types of risk exposure:
i.
ii.
iii.

Credit risk using the Standardised Approach;
Operational risk using the Basic Indicator Approach; and
Market risk

Under the Standardised Approach, the exposure value of an asset is made up of the balance-sheet value, and the resultant value
of the off-balance sheet items after the application of the relevant credit conversion factors, as defined in Annex II of Banking
Rule 04/07.
Each exposure is assigned to one of the following exposure classes:
i.
ii.
iii.
iv.
v.
vi.
vii.
viii.
ix.
x.
xi.
xii.
xiii.
xiv.
xv.
xvi.

claims or contingent claims on central governments or central banks;
claims or contingent claims on regional governments or local authorities;
claims or contingent claims on administrative bodies and non-commercial undertakings;
claims or contingent claims on multilateral development banks;
claims or contingent claims on international organisations;
claims or contingent claims on institutions – including banks;
claims or contingent claims on corporate – including entities not considered as a small or medium sized entity;
claims or contingent retail claims – including exposures to individual persons or to a small or medium sized entity;
claims or contingent claims secured on real estate property;
past due items;
items belonging to regulatory high-risk categories;
claims in the form of covered bonds;
securitisation positions;
short-term claims on institutions and corporate;
claims in the form of collective investment undertakings (CIU);
other items.

Allocatio n of mi nimum r e gulatory c a pit al
The table below summarises the on-balance sheet and off-balance sheet assets organised in the respective exposure classes and
the respective risk-weighted amounts together with the associated capital required calculated at 8% of the risk-weighted amount
as reported to MFSA in line with Banking Rule 04.
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On-balan ce sh eet assets
Claims on government or central banks
Claims on institutions
Claims on corporates
Claims on retail
Claims secured by real estate
Past due items
Other items

Face
value
EUR’000

2009
Weighted
amount
EUR’000

Ca pital
req uire d
EUR’000

Face
value
EUR’000

2008
Weighted
amount
EUR’000

Capital
required
EUR’000

4,525
85,906
5,245
13,492
45,924
236
15,554

30,820
5,245
9,042
21,177
30
11,443

2,466
420
723
1,694
2
915

240
15,143
1,968
9,627
7,477

3,029
1,136
5,636
7,068

242
91
451
565

170,882

77,757

6,220

34,455

16,869

1,349

398
7,047
31,209
2

4,321
11,746
2

346
940
-

954
11,020
-

527
5,003
-

42
400
-

38,656

16,069

1,286

11,974

5,530

442

93,826

7,506

22,395

1,791

2,057

165

730

58

218

17

9

1

96,101

7,688

23,134

1,850

EUR’000

%

EUR’000

%

_______________________________________________
___________________________________

Off-balan ce s heet items
Claims on government or central banks
Claims on retail
Claims secured by real estate
Past due items

_______________________________________________
___________________________________

Sub-total
Operational risk - notional weighted assets
Foreign exchange risk - notional weighted assets
Total weig hted as sets and ca pita l re qui red

Own funds
Original own f unds
Ordinary shares
Income statement
Intangible assets
Other

Additi onal o wn fun ds
Collective impairment allowances
Total own f unds
Ca pital so lven cy r atio

_______________________________
_______________________________

____________________________________________
_________________________________

___________________________________________

_________________________________

________________________________
________________________________

25,000
(7,913)
(442)
-

15,000
(4,383)
(445)
35

___________

___________

16,645

10,207

_________

_________

320

149

_________

_________

16,965

10,356

_________

_________

17.65

44.86

_________

_________
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Pilla r 2 - I nt e r n a l C a p ital A d equacy Ass essm e nt P r ocess
In order to comply with Pillar 2 requirements emanating from MFSA Banking Rule 12/08 as well as to better manage its overall
risk-taking activities, the Bank has, during 2009, embarked on a project to start allocating capital to cover other risks not
adequately covered by Pillar 1. As an initial step, the Bank conducted its first Internal Capital Adequacy Assessment Process
(ICAAP) exercise in July 2009 and submitted a report to MFSA accordingly.
Having done that, the Bank is now geared towards going beyond mere technical compliance with Pillar 2 requirements by
further reinforcing the soundness of the risk culture and economic capital management with active participation from all areas of
the Bank, namely the Board of Directors, Executive Committee, Risk Management Department, Treasury Department, Finance &
Reporting Department, Control & Compliance Department, and other relevant business areas/functions.
The international financial crisis posed new challenges that banks have to be prepared to address. This goes beyond meeting the
regulatory standards and is more related to the continuous management and control of the inherent risks in the day-to-day
activities that a bank carries out. In this respect, the Bank is committed to further reinforce the processes of identification and
quantification of risks in line with the evolution of its risk profile. This will be complemented by increased internal control
efficiency and better use of mitigation techniques.
In line with the overall thrust of Banif Group, the Bank is set to pursue a business growth strategy based not just on compliance,
quality and performance criteria, but also on having a sound internal capital adequacy management and risk control measures.
The initial ICAAP exercise and yearly updates thereof rest on the following main phases:
Risk strategy definition
This is based on strategic guidelines set by the Group which include the following six main components:
(a)
(b)
(c)
(d)
(e)
(f)

Risk culture;
Tolerance and risk appetite;
Risk methodology;
Capital adequacy strategy;
Capital planning and allocation; and
Policies, control and reporting.

Risk identification and quantification
Using a “Risk Assessment Model” suggested by the Bank of Portugal, the Bank identified the most relevant risks related to its
activities and therefore subject to economic capital quantification. In line with the Banif Group’s risk appetite, a confidence level
of 99.93% was considered to calculate the economic capital requirements. The Bank determined the most suitable measurement
approach based on the internal data available for each relevant risk type and the Bank’s economic perspective on risk exposures.
Following the economic capital calculation for each risk typology, an aggregation of all risk exposures was carried out, applying the
diversification effect that was used to determine the economic capital amount. This was supplemented by considering extreme
but plausible stress scenarios to evaluate the economic capital model behaviour and impact, according to different risk factor
magnitudes. Such stress tests factored in both adverse situations on intrinsic risk variables, and exogenous macroeconomic
variables correlated to the Bank’s material risks.
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Risk taking capacity model
This process involved the identification of available financial resources (by types and amounts) within the Bank to cover different
severity loss scenarios. This was organised in the following four levels in the order of easy availability in case of need:
(a)
(b)
(c)
(d)

Operational results;
Easily accessible original own funds – including issued but not paid up and authorised but not yet issued share capital;
Capital reserves; and
Debt instruments.

The first two levels take a going concern perspective whereas the latter two consider a more adverse going concern perspective. All
the levels take into consideration the ability to absorb losses, availability, liquidity and reputational effects within the market if
and when they have to be resorted to.
Capital and business planning
In terms of the capital planning model used, the business functions may use a workable capital consumption perspective to
estimate on a day-to-day basis the capital allocation entailed by their emerging business activities in a way that actively promotes
the diffusion of risk management within the Bank.
The internal capital allocation by the different business functions is designed to attain the following:
(a)
(b)

Determine the function’s relative performance measure according to the risk assumed (e.g. using risk-adjusted
performance measures like RARORAC, RAROC, EVAR and others).
Provide key information to support strategic and management decisions as a basis for business planning and to establish a
threshold system designed to control exposures assumed by risk type and business area. The diversification effect
between areas is taken into account in capital and business planning.

Governance, control and reporting
This involves a revision of procedures to ensure the adequacy of existing processes, definition of control mechanisms and
development of new risk management practices to support the Bank’s ICAAP. The Bank will be conducting annual reviews of
such ICAAP as required by the Regulator but above all to adapt the process to the emerging characteristics and requirements of
a business operation that is still in the early stage of the organisational life cycle (as a Bank within Banif Group operating in
Malta).
All along, great attention is given to maintain and increase the overall risk awareness throughout the Bank but in particular by the
most relevant Bank entities vis-à-vis the ICAAP namely, the Board of Directors, the Executive Committee, the Risk Management
Department, the Treasury Department, the Finance & Reporting Department, the Information Technology Department, and the
Control and Compliance Department. The process is ongoing and the first submission of the ICAAP report to the Regulator,
whilst a milestone, is considered to be only a first step of a continuous process that has just started. Subsequently the Bank
embarked on the implementation and an update report is due later on in 2010. This is done with continuous collaboration with
Banif Group’s Corporative Risk Management Department both to keep within the overall risk profile and appetite of the Banif
Group and to benefit from their experience, knowhow, advice and assistance.
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Through the first ICAAP exercise, the Bank has developed an internal capital assessment process designed in harmony with its
specific risk profile and risk exposure. Such assessments go hand in hand with the development of a detailed contingency plan,
in order to ensure a continuing balance between internal capital and risk exposure.
The ICAAP has confirmed that the Bank’s internal capital level is adequate to the risk strategy defined and the overall risk
exposure undertaken.
The Bank’s Board of Directors is of the opinion that capital supply and demand can be reasonably managed by balancing capital
efficiency and prudence thereby steering the Bank in a course which lies within the Banif Group’s approach, preserves
competitive position in respect of capital requirements and maintains/enhances the Bank’s and the Banif Group’s reputation in
the financial services industry.
The Board is also of the opinion that the ICAAP exercise carried out covered all material risks in order to determine the capital
requirement over a three-year time horizon as well as the potential effect on additional capital required as a result of the stress
scenarios taken into consideration.
Following quantification of the overall risk exposure (economic capital) and available financial resources (risk taking capacity), the
capital adequacy is assessed through the following ratio:
Capital Adequacy Ratio (CAR) CAR = Risk Taking Capacity/ Economic Capital
Traditionally, any CAR equal to or in excess of 100% is considered as a sound result. Using two different stress scenarios, one
more rigorous than the other, and in both cases factoring in the diversification effect, the Bank result obtained is a very
satisfactory one which, considering the presently-available financial resources, attests to its sound and robust capital structure
enabling the Bank to adequately cover its current risk exposure.
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Statem e nt of C o m p r ehe n sive I nco m e

Interest receivable and similar income
on loans and advances and balances with the
Central Bank of Malta
Interest payable and similar expense

2009
EUR’000

2008
EUR’000

2,206
(1 ,102 )

866
(314)

________________

N et i nt er e st i ncom e

Fees and commission income
Fees and commission expense

Net trading income

T otal o p e r ati ng i nc om e

Personnel expenses
Other administrative expenses
Depreciation of property and equipment
Amortisation of intangible assets

552

219

_______________

_______________

396
(6 1 )

Net impairment losses

Income tax credit
L oss fo r the y e a r

Loss per share

_______________

60

-

_______________

_______________

416

13

-

________________

_______________

_______________

1,855

625

219

________________

_______________

_______________

(2 ,834 )
(3 ,321 )
(4 63 )
(9 4 )
(6 ,712 )

(4 ,857 )

(3 67 )
(5 ,224 )

(1,750)
(3,128)
(341)
(74)
_______________

(5,293)
_______________

(4,668)

(149)
_______________

(4,817)

(422)
(1415)
(140)
(3)
_______________

(1,980)
_______________

(1,761)

_______________

(1,761)

1,694

1,661

534

________________

_______________

_______________

(3 ,530 )
____________

T otal com p r ehe n sive i nco m e fo r the y e a r , n et of ta x

_______________

-

335

________________

L oss befor e t a x

84
(24)

________________

________________

N et o p e r ati ng l oss befor e im p a ir m e nt
a n d p r ovisio ns

_______________

1,104

________________

T otal o p e r ati ng e x p e n s es

219
-

________________

________________

N et fe e a n d co mmissio n i nc om e

_______________

2007
EUR’000

(3 ,530 )

(3,156)
___________

(3,156)

(1,227)
___________

(1,227)

____________

___________

___________

EUR

EUR

EUR

(1 4.1c)

(13.1c)

____________

___________

(8.1c)
___________
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ASSETS
Cash and balances with Central Bank of Malta
Cheques in course of collection
Financial assets held-for-trading
Loans and advance to banks
Loans and advances to customers
Property and equipment
Intangible assets
Derivative financial instruments
Prepayments and accrued income
Deferred tax assets
Other assets
TOT A L ASSETS

L I A BI L I T I ES
Amounts owed to banks
Amounts owed to customers
Derivative financial instruments
Other liabilities
Accruals and deferred income
TOT A L L I AB I L I T IES

EQUI T Y
Issued capital
Retained earnings
TOT A L EQU I T Y

TOT A L L I AB I L I T IES AND E QUI T Y

2009
EUR’000

2008
EUR’000

2007
EUR’000

5,051
2,255
6,766
84,887
59,487
5,781
442
895
728
3,905
169

614
47
15,143
11,445
3,872
445
401
2,205
134

6,910
578
33
355
541
-

_______________

_______________

_______________

8,417

170,366

34,306

___________

___________

3,835
146,066
878
1,604
896

21,616
819
1,254

2
398
244

_______________

_______________

_______________

153,279

23,689

644

_______________

_______________

_______________

25,000
(7 ,913 )

15,000
(4,383)

9,000
(1,227)

_______________

_______________

_______________

17,087

10,617

7,773

_______________

_______________

_______________

170,366

34,306

8,417

___________

___________

Memo randu m i tems

Contingent liabilities
Commitments

2,902

1,172

-

_______________

_______________

_______________

37,250

13,376

1,229

_______________

_______________

_______________
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2009
EUR’000

2008
EUR’000

2007
EUR’000

2,033
396
(8 28 )
(6 1 )
275
(6 ,557 )

652
84
(135)
(24)
13
(4,156)

219
(1,374)

________________

_______________

(4 ,742 )

(3,566)

(1,155)

I ncr e as e i n o p e r ati ng a ss ets
Reserve deposit with Central Bank of Malta
Loans and advances to banks
Loans and advances to customers
Financial assets held-for-trading
Other receivables

(3 ,213 )
(6 ,063 )
(4 8,409 )
(6 ,640 )
(2 ,244 )

(239)
(9,401)
(11,594)
(181)

-

I ncr e as e i n o p e r ati ng li abilities
Amounts owed to customers
Other payables

124,450
578

21,614
371

2
-

________________

_______________

_______________

Op e r ati ng activities
Interest received
Fees and commission received
Interest paid
Fees and commission paid
Proceeds from trading activities
Payments to employees and suppliers
Op e r ati ng l oss befor e cha n g e s i n
o p e r ati ng a ss ets/liabilities

Op e r ati ng p r ofit / (loss ) after cha n g es i n
o p e r ati ng a ss ets/liabilities
Income tax paid

53,717
(7 )
________________

Ne t cash flo w fr o m / (us ed) in
oper ating activities
I nv esting activities
Purchase of property and equipment and
intangible assets

53,710
________________

(2 ,639 )
________________

Ne t cash flo ws us ed in inves ting ac tiv ities

(2 ,639 )
________________

(2,996)
(3)
_______________

(2,999)
_______________

(3,794)
_______________

(3,794)
_______________

_______________

(1,153)
(7)
_______________

(1,160)
_______________

(930)
_______________

(930)
_______________

73

BANIF BANK (MAL T A ) PLC

Annual Report and Financial Statements 2009
THREE YE AR SUMMARY FIGURES - contin u ed
Statem e nt of C a sh F l o w s - co nti nue d

Fi n a nci ng activities
Proceeds from increase in paid up
value of issued share capital
Ne t cash flo ws fr o m f ina ncing activities

Movem e nt i n c ash a n d c ash equival e nts
Effects of exchange rate changes on cash and cash
equivalents
Net movement in cash
and cash equivalents
Movem e nt i n c ash a n d c ash equival e nts

C a sh a n d c ash equival e nts at
begi n ni n g of ye a r
C a sh a n d c ash equival e nts at e n d of y e a r

2009
EUR’000

2008
EUR’000

2007
EUR’000

10,000

6,000

9,000

________________

_______________

_______________

10,000

6,000

9,000

________________

_______________

_______________

61,071

(793)

6,910

(7 )

-

-

61,078

(793)

6,910

________________

_______________

_______________

61,071

(793)

6,910

6,117

6,910

-

________________

_______________

_______________

67,188

6,117

6,910

____________

___________
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Accounting R atios
2009
%

2008
%

2007
%

Net interest income and other operating income to
total assets

1.1

1.8

2.6

Operating expenses to total assets

3.9

15.4

23.5

361.83

846.88

904.11

(3 .1 )

(14.04)

(20.92)

Loss before tax to equity

(3 0.57 )

(45.37)

(22.66)

Loss after tax to equity

(2 0.66 )

(29.73)

(15.79)

2009

2008

2007

Shares in issue (millions)

25

25

15

Net assets per share (Euro cents)

68

42

52

14.1

13.1

8.1

Cost to income ratio
Loss before tax to total assets

Loss per share (Euro cents)
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Shar ehol di ng i nf or m atio n
Banif Bank (Malta) p.l.c. authorised share capital is EUR50,000,000.
On the 21 January 2008, the issued share capital was increased to EUR25,000,000. Each share was 60% paid up. The new
shares were subscribed and allotted as follows:
No. of shares
Banif SGPS, SA (511 029 730)
PG Holdings Ltd (C 8569)
Virtu Investments Ltd (C 42860)
Mizzi Capital Projects Ltd (C 42406)
SAK Ltd (C 3240)

3,000,000
1,750,000
1,750,000
1,750,000
1,750,000
________________

10,000,000
____________

The percentage holding following the new allotment stand as follows:
%
Banif SGPS, SA (511 029 730)
PG Holdings Ltd (C 8569)
Virtu Investments Ltd (C 42860)
Mizzi Capital Projects Ltd (C42406)
SAK Ltd (C 3240)

72
7
7
7
7
________________

100
____________

Each of the new shareholders owning seven per centum (7%) of the ordinary issued share capital, were entitled to appoint one
Director in line with the Bank’s Articles of Association.
st

Consequently, the issued share capital stood at EUR25,000,000 as at 31 December 2008. This was divided into 25,000,000
shares of a nominal value of EUR1 each.
The remaining unpaid portion of 40% on the issued shares was eventually paid in October 2009. Each share is now fully paid up.
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