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NBG Bank Malta Limited

Directors’ report

For the year ended 31 December 2010

The directors present their annual report together with the audited financial statements of the Bank
for the year ended 31 December 2010.

Board of directors

Ms. Garyfallia Spyriouni (resigned on 8 April 2011)
Mr. Konstantinos Bratos

Mr. Cenk Kahraman

Mr. Ivan Isola (Appointed 11 January 2010)

Mr. George Derbentlis (Appointed 30 March 2011)

Review of business developments and financial position

During the year ended 31 December 2010, NBG Bank Malta Limited (“the Bank™) recorded a
profit before tax of EUR21,020,059 as compared to EUR32,417,231 generated in the previous
year. After deducting taxation, the profit after tax amounted to EUR19,350,760 (2009:
EUR29,902,394) representing an earnings of EUR1.59 (2009: EUR2.99) per ordinary share.

During the year under review, interest income decreased by 37.21% to EUR79,800,228 when
compared to the previous year (2009: EUR127,090,183) as a result of a decrease of 29.47% in
loans to customers and investment securities. During the year, loan business to Turkish market
was kept on hold in anticipation of business plans to diversify in other South Eastern European
markets.

During the year the Bank increased its issued share capital by EUR 75,000,000 (refer to note 26).

As at 31 December 2010, the fair value of the Bank’s investment in Greek Government Bonds,
which are classified as Held-to-Maturity, amounted to EUR217,362,000 compared to its carrying
amount of EUR 373,645,571. These losses reflect the deterioration in the Hellenic Republic’s
credit rating and the widening of the government bonds’ credit spreads as a result of the adverse
developments regarding the Greek public debt and fiscal deficit. No impairment loss has been
recognised as the Bank believes that the issuer’s payment obligations associated with this position
will be met on time and the full amount will be recovered on maturity. This assessment takes into
consideration the fact that to date the Hellenic Republic had not failed to make any scheduled
interest or principal payments and in consideration of the existence of the IMF/ Eurozone
Stabilization and Recovery Program, jointly supported by the IMF and the EU, with the support of
the European Central Bank (“ECB”) which has been designed to provide significant financial
support to the Hellenic Republic of €110 billion over the next three years in the form of credit
facilities.

Future business developments

During 2011, the Bank is expected to diversify its operations to Eastern European markets. There
are no other future business developments which require disclosure in these financial statements.

Events after the reporting period

There are no events after the reporting period which require disclosure in these financial
statements.



NBG Bank Malta Limited

Directors’ report (continued)

For the year ended 31 December 2010

Dividends and reserves

During the year the Bank paid an interim dividend of EUR74,827,118 net of tax. No final dividend
is being proposed by the Board of Directors. Thus, retained earnings amounting to EUR49,253,154
are carried forward to the next financial year.

Auditors

Following an internal restructuring of the Deloitte Malta firm a resolution to appoint Deloitte
Audit Limited, a company forming part of the same firm in Malta, will be proposed at the
forthcoming annual general meeting.

Approved by the Board of Directors on 16 May 2011 and signed on its behalf by:

Mr. C ahraman sola
Digector T

Registered Address
302/304,
Townsquare,
Qui-Si-Sana Place,
Sliema SLM 3112
Malta



NBG Bank Malta Limited

Preparation of financial statements and directors’ responsibilities

The Companies Act (Chap. 386) (the “Act”) requires the directors of NBG Bank Malta Limited
(the “Bank”) to prepare financial statements for each financial period which give a true and fair
view of the financial position of the Bank as at the end of the financial period and of the profit or
loss of the Bank for that period in accordance with the requirements of International Financial
Reporting Standards as adopted by the EU.

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;

o select suitable accounting policies and apply them consistently from one accounting period
to another;

o make judgements and estimates that are reasonable and prudent;

o account for income and charges relating to the accounting period on the accruals basis; and »

. value separately the components of asset and liability items on a prudent basis.

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 (Chap. 386) and the Banking Act (Chap. 371).

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 oversight of management, are responsible to ensure that the Bank
establishes and maintains internal control to provide reasonable assurance with regard to 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.

Signed on behalf of the Board of Directors on 16 May 2011 by:

Mr. CepK Kghraman van Isola
Diregfor irg€tor



NBG Bank Malta Limited

Corporate governance statement of compliance

The Bank is committed to high standards of corporate governance. The Board of Directors
maintains direct communication with the Bank’s stakeholders and recognises its responsibility and
accountability. The Board supports initiatives that strengthen corporate governance and has
adopted, where practicable, the Corporate Guidelines for Public Interest Companies issued by the
Malta Financial Services Authority.

Board of Directors

The Board of Directors has overall responsibility for leading and controlling the Bank and is
accountable to National Bank of Greece, the Bank’s ultimate parent company, for its financial and
operational performance.

As at the date of this report, the Board consists of three executive directors and one non-executive
director, having all considerable experience in the banking industry. The Board meets regularly to
review the performance of the Bank, to evaluate corporate strategy and to ensure consistency with
Group strategy and to approve the annual report of the Bank.

In accordance with the Memorandum and Articles of Association of the Bank, all directors are
appointed until they resign or are removed from office by the shareholders in General Meeting.

Internal Control Management Bodies

The Board is ultimately responsible to establish a clear internal and external reporting system so
that board members have continuous access to accurate, relevant and timely information such that
the Board discharges its duties. Moreover, it is responsible to ensure that the Bank has appropriate
policies and procedures in place to assure that the Bank and its employees maintain the highest
standards of corporate conduct, including compliance with applicable laws, regulations, business
and ethical standards.

During the year, the Bank strengthened its risk management and compliance department to
enhance the Board’s responsibilities in managing and controlling the Bank’s risks, to ensure
compliance with applicable laws and regulations and ensuring consistency with Group policies.
Both the risk and compliance departments report to the Board and respective Group divisions on a
regular basis.

The Internal Audit Division of the Group, of which the Bank is a member, is responsible for
monitoring compliance with the Bank’s policies and procedures, and for reviewing the adequacy
of the risk management framework in relation to the risks faced by the Bank. The Internal Audit is
responsible for both regular and ad-hoc reviews of internal controls and procedures, the results of
which are reported directly to the Board of Directors and the Group Audit Committee.



NBG Bank Malta Limited

Remuneration report

HR & Remuneration Committee

On 27 July 2010 the Board of directors approved the Bank’s Remuneration Policy and the setting
up of an HR & Remuneration Committee (“HRRC”) which is currently composed of the non-
executive directors.

The HRRC shall be responsible for:

>

Reviewing the remuneration policy at least annually and monitor its implementation in direct
co-operation with the local HR and NBG Group HR;

Gathering market data regarding remuneration trends in Malta and ensure that this
information has been considered in the remuneration policy;

Supporting the Board of Directors in the decision making process for required amendments
in the remuneration policy and the relevant implementation;

Approving policies and procedures which derive from the remuneration policy; and

Approving salary adjustment, variable pay and participation in incentives schemes for all
employees.

Basic principles of the Remuneration Policy

The Remuneration Policy is based on the following principles:

>
>

Clarity and transparency for all stakeholders;

Adherence to the NBG Group and the Bank’s long-term objectives with reference to the
relevant level of risk involved in attaining these goals;

A reasonable proportion between the fixed and variable part of remuneration package should
exist;

The review of the annual staff remuneration should consider the NBG Group results, local
performance, as well as local market trends in the financial sector and individual
performance in view to the risk level involved in the long term;

Market data should be considered and target remuneration brackets per job position should
be set in view to level of expertise, years in the position, attraction of talent and high
performers.



NBG Bank Malta Limited

Remuneration report (continued)

Elements of the Remuneration Policy

The remuneration package consists of the following elements:

>

il.

iii.

iv.

vi.

Fixed element — The salary specified in the employment agreement is set after taking under
consideration the local market conditions, the level of expertise and experience as well as
individual performance in case a relevant assessment has taken place; and
Variable element — The variable element aims to motivate the performance of the Bank’s
employees as well as encourage the achievement of goals set for the Bank within the
framework of NBG Group goals. The main principles for variable pay are:

Clear link between the set objectives, achieved results and the amount of variable pay;

Objective appraisal of the employees’ achievements and performance, while at the same
time taking into account the fulfilment of non-financial criteria as well and also of criteria
for observance of the internal banking rules and customer service standards;

The launching of any variable pay and its relevant implementation should take under
consideration the input of the Risk Management department in considering any current
and future risks;

Payment of bonuses for extraordinary performance, determined above the established
limit are granted on deferment basis over a period of three years;

Without prejudice to any provision in the Maltese legislation, the Board of Directors may
require from staff to refund in full or in portion the bonuses provided to them for
achievement, based on data that has subsequently proven apparently wrong; and

Depending on the NBG Group, the Bank and individual performance, bonus amounts are
defined on an annual basis.

The remuneration paid during the year to the executive directors, whose actions have a material
impact on the risk profile of the Bank are analysed as follows:

EUR

Directors’ remuneration:
- Basic salary (including employer’s share of social security) 233,910
- Cash bonuses 52,000
285,910

No directors’ fees were paid to non-executive directors during the year.
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Report of the independent auditor

to the members of

NBG Bank Malta Limited

Report on the financial statements

We have audited the accompanying financial statements of NBG Bank Malta Limited set out on pages 9 to 55,
which comprise the statement of financial position of the company as at 31 December 2010, and the statement of
comprehensive income, statement of recognised income and expenses and statement of cash flows of the
company for the year then ended, and a summary of significant accounting policies and other explanatory notes.

Directors’ responsibility for the financial statements

As also described in the statement of directors’ responsibilities on page 3, the directors of the company are
responsible for the preparation and fair presentation of these financial statements in accordance with
International Financial Reporting Standards as adopted by the EU. 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.

Auditor’s 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 auditor’s 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 preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the internal control of the company. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by the 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.

The firm, a civil partnership constituted between limited liability companies, is authorised to provide audit and accountancy services in terms of the Accountancy Profession Act.
Alist of the corporate partners, as well as the principals authorised to sign a report on behalf of the firm,is available at
Deloitte Place, Mriehel Bypass, Mriehel, Malta.

Member of Deloitte Touche Tohmatsu Limited 7



Deloitte.

Report of the independent auditor (continued)

to the members of

NBG Bank Malta Limited

Opinion

In our opinion, the Bank financial statements give a true and fair view of the financial position of the Bank as of
31 December 2010 and of the Bank’s financial performance and cash flows for the year then ended in accordance
with International Financial Reporting Standards as adopted by the EU.

Report on other legal and regulatory requirements
Auditor’s responsibility

The Banking Act (Chap. 371) requires us 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 the 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, the financial statements give the
information required by law in the manner so required and give a true and fair view. We are also required to state
whether the financial statements have been properly prepared in accordance with the provisions of the
Companies Act (Chap. 386).

Opinion
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. In our opinion, proper books of account have been kept so far as appears

from our examination thereof and the financial statements are in agreement with the books.

In our opinion, the financial statements have been properly prepared in accordance with the Banking Act (Chap.
371) and the Companies Act (Chap. 386).

Step. | Paris as Principal
in the name and on behalf of

DELOITTE
Registered auditor

16 May 2011



NBG Bank Malta Limited

Statement of comprehensive income

for the year ended 31 December 2010

Notes
Interest income 4
Interest expense 5
Net interest income
Fee and commission income 6
Fee and commission expense 6
Net fee and commission (expense)/income
Net trading (loss)/gain 7
Other operating (expense)/income 8
Operating income
Net impairment loss on financial assets 16
Personnel expenses 9
Operating lease expenses
Depreciation and amortisation
Other expenses 9
Profit before income tax
Income tax expense 10
Profit for the year

Other comprehensive income

Available for sale securities net of deferred tax

Other comprehensive (expense)/income for the year
Total comprehensive income for the year

Earnings per share 12

2010
EUR

79,800,228
(47,144,841)

32,655,387

803,932

(1,514,881)

(710,949)

(3,192,250)
(254,985)

(3,447,235)

28,497,203

(5,423,477)
(1,067,452)
(107,764)
(43,821)
(834,630)

21,020,059

(1,669,299)

19,350,760

(794,055)

(794,055)

18,556,705

1.59

2009
EUR

127,090,183
(83,082,191)

44,007,992

1,155,828

(440,191)

715,637

1,156,456
486,339

1,642,795

46,366,424

(12,301,736)
(890,841)
(67,848)
(28,990)
(659,778)

32,417,231

(2,514,837)

29,902,394

982,130

982,130

30,884,524

2.99



NBG Bank Malta Limited

Statement of financial position

as at 31 December 2010

Notes 2010 2009

EUR EUR

Assets
Balances with Central Bank of Malta 13 13,197,912 17,013,848
Financial assets at fair value through profit or loss 14 6,336,278 7,009,523
Loans and advances to banks 15 255,326,535 3,859,895
Loans and advances to customers 16 719,877,764 948,866,128
Investment securities 17 374,665,564 603,105,516
Property and equipment 18 106,627 104,757
Deferred tax assets 20 1,662,772 1,193,534
Other assets 21 28,673,162 60,624,659
Total assets 1,399,846,614 1,641,777,860
Liabilities
Financial liabilities at fair value through
profit or loss 14 6,917,052 3,712,374
Deposits from banks 22 760,224,728 1,164,233,140
Deposits from customers 23 386,063,212 244,387,193
Subordinated liabilities 24 14,000,000 14,000,000
Current tax liabilities 5,311,282 5,574,820
Other liabilities 25 3,074,758 4,344,338
Total liabilities 1,175,591,032 1,436,251,865
Equity
Share capital 26 175,000,000 100,000,000
Retained earnings 49,173,154 104,729,512
Other reserve 26 80,000 -
Revaluation reserve 26 2,428 796,483
Total equity 224,255,582 205,525,995
Total liabilities and equity 1,399,846,614 1,641,777,860

The financial statements on pages 9 to 55 were approved by the Board of Directors on 16 May

2011 and signed on its behalf by:

ola



NBG Bank Malta Limited

Statement of changes in equity

for the year ended 31 December 2010

Share Revaluation Other Retained
Total capital reserve reserve earnings
EUR EUR EUR EUR EUR
As at 1 January 2009 175,449,710 100,000,000 (185,647) - 75,635,357
Payment of dividends (note 11) (808,239) - - - (808,239)
Total comprehensive
income for the year 30,884,524 - 982,130 - 29,902,394
As at 1 January 2010 205,525,995 100,000,000 796,483 - 104,729,512
Payment of dividends (note 11) (74,827,118) - - - (74,827,118)
Increase in share capital 75,000,000 75,000,000 - - -
Transfer to other reserve - - - 80,000 (80,000)
Total comprehensive
income for the year 18,556,705 - (794,055) - 19,350,760
As at 31 December 2010 224,255,582 175,000,000 2,428 80,000 49,173,154

11



NBG Bank Malta Limited

Statement of cash flows

for the year ended 31 December 2010

Cash flows from operating activities
Interest and commission received
Interest and commission paid

Cash payment to employees and other suppliers

Exchange (paid)/received

Operating income before changes in
operating assets and liabilities

Cash flows from operating activities

before changes in operating assets and liabilities

Increase/(decrease) in reserve deposit with
Central Bank of Malta

Net increase/(decrease) in loans and advances

Net decrease in other assets

Net decrease in amounts owed to

banks and customers

Income tax paid

Net (decrease)/increase in other liabilities

Net cash used in operating activities

Cash flows from investing activities
Purchase of available-for-sale securities
Purchase of held-for-maturity securities
Proceeds from disposal of
available-for-sale securities

Purchase of property and equipment
Proceeds from repayment/maturity

of available-for-sale securities

Proceeds from repayment/maturity

of held-for-maturity securities

Interest received on investment securities
Net proceeds from trading investments
Net deposit in margin accounts

Net cash from/(used in) investing activities
Cash flows from financing activities
Proceeds from issue of share capital
Interest paid on subordinated liabilities

Dividends paid

Net cash used in financing activities

12

2010
EUR

55,904,298
(48,923,666)
(1,909,642)
(400,409)

4,670,581

3,815,936
220,314,887
(39,582)

(263,240,341)
(2,337,972)
(47,769)

(36,864,260)

222,039,011
(45,420)

859,329

10,848,301

31,942,693
889,922

(2,573,581)

263,960,255

75,000,000

(990,966)
(74,827,118)

(818,084)

2009
EUR

103,767,878
(91,192,462)
(1,649,733)
3,105,840

14,031,523

(3,762,704)
(4,984,601)
(14,581)

(217,958,541)
(2,469,300)
119,095

(215,039,109)

(167,719,410)
(376,040,000)

78,965,462
(27,305)

1,008,981
57,311,633

(297,921)
(4,080,973)

(410,879,533)

(990,889)
(808,239)

(1,799,128)



NBG Bank Malta Limited

Statement of cash flows (continued)

for the year ended 31 December 2010

Increase/(decrease) in cash and
cash equivalents

Cash and cash equivalents at the
beginning of the year

Cash and cash equivalents at the
end of the year

Note

27

2010
EUR

226,277,911

35,119,519

261,397,430

2009
EUR

(627,711,770)

662,837,289

35,119,519



NBG Bank Malta Limited

Notes to the financial statements

for the year ended 31 December 2010

1.

21

2.2

221

2.3

Reporting entity

NBG Bank Malta Limited is a limited liability company domiciled in Malta.
Basis of preparation

Statement of compliance

The financial statements have been prepared and presented in accordance with the
provisions of the Banking Act (Chap. 371) and the Companies Act (Chap. 386) enacted in
Malta, which requires adherence to International Accounting Standards as adopted by the
European Commission in accordance with the provisions set out in Article 3 of the
Accounting Regulation 1606/2002 (hereafter referred to “IFRSs as adopted by the EU™).

International Financial Reporting Standards in issue but not yet effective
IFRS 9 — Financial Instruments

IFRS 9 - Financial Instruments issued in November 2009 and amended in October 2010
introduces new requirements for the classification and measurement of financial assets
and financial liabilities.

e  IFRS 9 requires all recognised financial assets that are within the scope of IAS 39
Financial Instruments: Recognition and Measurement to be subsequently measured
at amortised cost or fair value. Under IFRS 9, financial assets that are held within a
business model whose objective is to collect the contractual cash flows, and that
have contractual cash flows that give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal outstanding are generally
measured at amortised cost unless the entity applies the fair value option. All other
financial assets, including equity investments are measured at their fair values at the
end of subsequent accounting periods.

e Under IFRS 9, for financial liabilities that are designated as at fair value through
profit or loss, the amount of change in the fair value of the financial liability that is
attributable to changes in the credit risk of that liability is recognised in other
comprehensive income, unless the recognition of the effects of changes in the
liability's credit risk in other comprehensive income would create or increase an
accounting mismatch in profit or loss. Changes in the fair value attributable to a
financial liability's credit risk are not subsequently reclassified to profit or loss.

IFRS 9 is effective for annual periods beginning on or after 1 January 2013, with earlier
application permitted. This standard had not yet been endorsed by the EU at the date of
authorisation of these financial statements.

Functional and presentation currency

The financial statements are presented in Euro, which currency represents the functional
currency of the Bank.

14



NBG Bank Malta Limited

Notes to the financial statements

for the year ended 31 December 2010

2.

24

25

31

Basis of preparation (continued)
Basis of measurement

The financial statements have been prepared on the historical cost basis except for the
following:

e derivative financial instruments are measured at fair value;
financial instruments at fair value through profit or loss are measured at fair value;
and

e available-for-sale financial assets are measured at fair value.

Use of estimates and judgements

The preparation of financial statements in conformity with IFRSs requires management to
make judgements, estimates and assumptions that affect the application of policies and
reported amounts of assets and liabilities, income and expenses. Actual results may differ
from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions
to accounting estimates are recognised in the period in which the estimate is revised and
any future periods affected.

In particular, information about significant areas of estimation uncertainty and critical
judgements in applying accounting policies that have the most significant effect on the
amount recognised in the financial statements are described in note 31.

Significant accounting policies

The accounting policies set out below have been applied consistently to all periods
presented in these financial statements.

Foreign currency transactions

Transactions in foreign currencies are translated into the functional currency at the
foreign exchange rate prevailing at the date of the transaction. Monetary assets and
liabilities denominated in foreign currencies at the end of the reporting period are
translated to Euro at the foreign exchange rate ruling at that date. Foreign exchange
differences arising on translation are recognised in the statement of comprehensive
income. Non-monetary assets and liabilities that are measured in terms of historical cost
in a foreign currency are translated using the exchange rate at the date of the transaction.
Non-monetary assets and liabilities denominated in foreign currencies that are stated at
fair value are translated to Euro at foreign exchange rates ruling at the date the fair value
was determined.

15



NBG Bank Malta Limited

Notes to the financial statements

for the year ended 31 December 2010

3.

3.2

3.3

34

35

Significant accounting policies (continued)
Interest

Interest income and expense are recognised in the statement of comprehensive income
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.

Interest income and expense presented in the statement of comprehensive income include:

e interest on financial assets and liabilities at amortised cost on an effective interest rate
basis;
interest on available-for-sale investment securities on an effective interest basis;
interest on financial assets and liabilities held-for-trading.

Fees and commission

Fees and commission income and expenses that are integral to the effective interest rate
on a financial asset or liability are included in the measurement of the effective interest
rate.

Other fees and commission income are recognised as the related services are performed.
Other fees and commission expense relate mainly to transaction and service fees, which
are expensed as the services are received.

Net trading income

Net trading income comprises gains less losses related to trading assets and liabilities, and
includes only realised and unrealised fair value changes.

Lease payments made

Leases are classified as finance leases whenever the terms of the lease transfer substantially
all the risks and rewards incidental to ownership to the lessee. All other leases are classified
as operating leases. Lease classification is made at the inception of the lease, which is the
earlier of the date of the lease agreement and the date of commitment by the parties to the
principal provisions of the lease.

Payments made under operating leases are recognised in profit or loss on a straight-line
basis over the term of the lease.

16



NBG Bank Malta Limited

Notes to the financial statements

for the year ended 31 December 2010

3.

3.6

3.7

3.7.1

Significant accounting policies (continued)
Income tax expense

Income tax expense comprises current and deferred tax. Income tax expense is
recognised in the statement of comprehensive income except to the extent that it relates to
items recognised directly in other comprehensive income or directly in equity, in which
case it is also dealt with in the statement of comprehensive income or in equity as
appropriate.

Current tax is the expected tax payable on the taxable income for the year, using tax rates
enacted or substantively enacted at the end of the reporting period, and any adjustment to
tax payable in respect of previous years.

Deferred tax is provided using the balance sheet liability method, providing for temporary
differences between the carrying amounts of assets and liabilities for financial reporting
purposes and the amounts used for taxation purposes. Deferred tax is measured at the tax
rates that are expected to be applied to the temporary differences when they reverse based
on the laws that have been enacted or substantively enacted by the reporting date.

A deferred tax asset is recognised only to the extent that it is probable that future taxable
profits will be available against which the asset can be utilised. Deferred tax assets are
reviewed at each reporting date and are reduced to the extent that it is no longer probable
that the related tax benefit will be realised.

Current tax assets and liabilities are offset when the company has a legally enforceable
right to set off the recognised amounts and intends either to settle on a net basis, or to
realise the asset and settle the liability simultaneously.

Deferred tax assets and liabilities are offset when the company has a legally enforceable
right to set off its current tax assets and liabilities and the deferred tax assets and
liabilities relate to income taxes levied by the same taxation authority on either the same
taxable entity or different taxable entities which intend either to settle current tax
liabilities and assets on a net basis, or to realise the assets and settle the liabilities
simultaneously, in each future period in which significant amounts of deferred tax
liabilities or assets are expected to be settled or recovered.

Financial assets and liabilities

Recognition -

Financial assets and financial liabilities are recognised when the company becomes a
party to the contractual provisions of the instrument. Financial assets and financial
liabilities are initially recognised at their fair value plus directly attributable transaction

costs for all financial assets or financial liabilities not classified at fair value through
profit or loss.
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3.
3.7

3.7.1

3.7.2

Significant accounting policies (continued)
Financial assets and liabilities (continued)
Recognition (continued)

The Bank initially recognises loans and advances, deposits and subordinated liabilities on
the date that they are originated. All other financial assets and liabilities (including assets
and liabilities designated at fair value through profit or loss) are initially recognised on
the trade date at which the Bank becomes a party to the contractual provisions of the
instrument.

Derecognition

The Bank derecognises a financial asset when the contractual rights to the cash flows
from the asset expire, or it transfers the rights to receive the contractual cash flows on the
financial asset in a transaction in which substantially all the risks and rewards of
ownership of the financial asset are transferred. Any interest in transferred financial assets
that is created or retained by the Bank is recognised as a separate asset or liability.

The Bank derecognises a financial liability when its contractual obligations are
discharged or cancelled or expire.

The Bank enters into transactions whereby it transfers assets recognised on its statement
of financial position, but retains either all risks and rewards of the transferred assets or a
portion of them. If all or substantially all risks and rewards are retained, then the
transferred assets are not derecognised from the statement of financial position. Transfers
of assets with retention of all or substantially all risks and rewards include, for example,
securities lending and repurchase transactions.

When assets are sold to a third party with a concurrent total rate of return swap on the
transferred assets, the transaction is accounted for as a secured financing transaction
similar to repurchase transactions. In transactions where the Bank neither retains nor
transfers substantially all the risks and rewards of ownership of a financial asset, it
derecognises the asset if control over the asset is lost.

The rights and obligations retained in the transfer are recognised separately as assets and
liabilities as appropriate. In transfers where control over the asset is retained, the Bank
continues to recognise the asset to the extent of its continuing involvement, determined by
the extent to which it is exposed to changes in the value of the transferred asset.

In certain transactions the Bank retains rights to service a transferred financial asset for a
fee. The transferred asset is derecognised in its entirety if it meets the derecognition
criteria. An asset or liability is recognised for the servicing rights, depending on whether
the servicing fee is more than adequate to cover servicing expenses (asset) or is less than
adequate for performing the servicing (liability). The Bank also derecognises certain
assets when it charges off balances pertaining to the assets deemed to be uncollectible.

18



NBG Bank Malta Limited

Notes to the financial statements

for the year ended 31 December 2010

3.74

3.7.5

Significant accounting policies (continued)
Financial assets and liabilities (continued)
Offsetting

Financial assets and liabilities are set off and the net amount presented in the statement of
financial position when, and only when, the Bank has a legal right to set off the amounts
and intends either to settle on a net basis or to realise the asset and settle the liability
simultaneously.

Income and expenses are presented on a net basis only when permitted by the accounting
standards, or for gains and losses arising from a Bank of similar transactions such as in
the Bank’s trading activity.

Amortised cost measurement

The amortised cost of a financial asset or liability is the amount at which the financial
asset or liability is measured at initial recognition, minus principal repayments, plus or
minus the cumulative amortisation using the effective interest method of any difference
between the initial amount recognised and the maturity amount, minus any reduction for
impairment.

Fair value measurement

The determination of fair values of financial assets and financial liabilities is based on
quoted market prices or dealer price quotations for financial instruments traded in active
markets. For all other financial instruments fair value is determined by using valuation
techniques. Valuation techniques include net present value techniques, the discounted
cash flow method, comparison to similar instruments for which market observable prices
exist, and valuation models. The Bank uses widely recognised valuation models for
determining the fair value of common and more simple financial instruments like options
and interest rate and currency swaps. For these financial instruments, inputs into models
are market observable.

The value produced by a model or other valuation technique is adjusted to allow for a
number of factors as appropriate, because valuation techniques cannot appropriately
reflect all factors market participants take into account when entering into a transaction.
Valuation adjustments are recorded to allow for model risks, bid-ask spreads, liquidity
risks, as well as other factors. Management believes that these valuation adjustments are
necessary and appropriate to fairly state financial instruments carried at fair value on the
statement of financial position.
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3.
3.7

3.7.6

Significant accounting policies (continued)
Financial assets and liabilities (continued)
Identification and measurement of impairment

At the end of each reporting period, the Bank assesses whether there is objective evidence
that financial assets not carried at fair value through profit or loss are 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 then collectively assessed for impairment by bringing together
financial assets (carried at amortised cost) with similar risk characteristics.

Objective evidence that financial assets (including equity securities) 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 class 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.

Impairment losses on assets carried at amortised cost are 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. Losses are recognised
in profit or loss and reflected in an allowance account against loans and advances. Interest
on the impaired asset continues to be recognised through the unwinding of the discount.

When a subsequent event causes the amount of impairment loss to decrease, the
impairment loss is reversed through profit or loss.

Impairment losses on available-for-sale investment securities are recognised by
transferring the difference between the amortised 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 other comprehensive income. Changes in
impairment provisions attributable to time value are reflected as a component of interest
income.
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3.

3.8

3.9

3.10

3.11

3.11.1

Significant accounting policies (continued)

Cash and cash equivalents

Cash and cash equivalents includes highly liquid financial assets with original maturities
of less than three months, which are subject to insignificant risk of changes in their fair
value, and are used by the Bank in the management of its short-term commitments.

Cash and cash equivalents are carried at amortised cost in the statement of financial
position.

Trading assets and liabilities

Trading assets and liabilities are those assets and liabilities that the Bank acquires or
incurs principally for the purpose of selling or repurchasing in the near term, or holds as
part of a portfolio that is managed together for short-term profit or position taking or a
derivative held for risk management purposes (except for a derivative that is a financial
guarantee or a designated and effective hedging instrument).

Trading assets and liabilities are initially recognised and subsequently measured at fair
value in the statement of financial position with transaction costs taken directly to profit
or loss. All changes in fair value are recognised as part of net trading income in profit or
loss. Trading assets and liabilities are not reclassified subsequent to their
initial recognition.

Loans and advances

Loans and advances are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market and that the Bank does not intend to sell
immediately or in the near term.

Loans and advances are initially measured at fair value plus incremental direct transaction
costs, and subsequently measured at their amortised cost using the effective interest
method, except when the Bank chooses to carry the loans and advances at fair value
through profit or loss.

Investment securities

Investment securities are initially measured at fair value plus incremental direct
transaction costs and subsequently accounted for depending on their classification as
either held-to-maturity or available-for-sale.

Available-for-sale

Available-for-sale investments are non-derivative investments that are not designated as
another category of financial assets. Unquoted equity securities whose fair value cannot be

reliably measured are carried at cost. All other available-for-sale investments are carried at
fair value.
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3.
3.11

3.11.1

3112

3.12

3.12.1

Significant accounting policies (continued)
Investment securities (continued)
Available-for-sale (continued)

Interest income is recognised in profit or loss using the effective interest method.
Dividend income is recognised in profit or loss when the Bank becomes entitled to the
dividend. Foreign exchange gains or losses on available-for-sale debt security investments
are recognised in profit or loss.

Other fair value changes are recognised directly in equity until the investment is sold or
impaired and the balance in equity is recognised in profit or loss.

Held-to-maturity

Non-derivative financial assets with fixed or determinable payments and fixed maturity
that the company has the positive intention and ability to hold to maturity other than those
that upon initial recognition are designated as at fair value through profit or loss, those
that are designated as available-for-sale financial assets and those that meet the definition
of loans and receivables are classified as held-to-maturity investments.

After initial recognition, held-to-maturity investments are measured at amortised cost
using the effective interest method. Gains and losses are recognised in profit or loss when
the financial asset is derecognised or impaired and through the amortisation process.

When applying the effective interest method, the annual amortisation of any discount or
premium is aggregated with other investment income receivable over the term of the

instrument, if any, so that the revenue recognised in each period represents a constant
yield on the investment.

Property and equipment
Recognition and measurement

Items of property and equipment are measured at cost less accumulated depreciation and
impairment losses.

Cost includes expenditures that are directly attributable to the acquisition of the asset.
Purchased software that is integral to the functionality of the related equipment is
capitalised as part of that equipment.

When parts of an item of property or equipment have different useful lives, they are
accounted for as separate items (major components) of property and equipment.
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3.
3.12

3.12.2

3.12.3

3.13

Significant accounting policies (continued)

Property and equipment (continued)

Subsequent costs

The cost of replacing part of an item of property or equipment is recognised in the
carrying amount of the item if it is probable that the future economic benefits embodied
within the part will flow to the Bank and its cost can be measured reliably. The costs of
the day-to-day servicing of property and equipment are recognised in profit or loss as
incurred.

Depreciation

Depreciation is recognised in profit or loss on a straight-line basis over the estimated
useful lives of each part of an item of property and equipment. Leased assets are

depreciated over the shorter of the lease term and their useful lives.

The estimated useful lives for the current and comparative periods are as follows:

Years
Improvements to leasehold premises Term of lease
Furniture and fittings 10
Office equipment 5
Computer hardware 5
Motor vehicles 5

Depreciation methods, useful lives and residual values are reassessed at the reporting
date.

Impairment of non-financial assets

The carrying amounts of the Bank’s non-financial assets, other than deferred tax assets,
are reviewed at each reporting date to determine whether there is any indication of
impairment. If any such indication exists then the asset’s recoverable amount is estimated.

An impairment loss is recognised if the carrying amount of an asset or its cash-generating
unit exceeds its recoverable amount. A cash-generating unit is the smallest identifiable
asset group that generates cash flows that largely are independent from other assets and
groups. Impairment losses are recognised in profit or loss.

The recoverable amount of an asset or cash-generating unit is the greater of its value in
use and its fair value less costs to sell. In assessing value in use, the estimated future cash
flows are discounted to their present value using a pre-tax discount rate that reflects
current market assessments of the time value of money and the risks specific to the asset.
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3.

3.13

3.14

3.15

Significant accounting policies (continued)
Impairment of non-financial assets (continued)

In respect of other assets, impairment losses recognised in prior periods are assessed at
each reporting date for any indications that the loss has decreased or no longer exists. An
impairment loss is reversed if there has been a change in the estimates used to determine
the recoverable amount. An impairment loss is reversed only to the extent that the asset’s
carrying amount does not exceed the carrying amount that would have been determined,
net of depreciation or amortisation, if no impairment loss had been recognised.

Deposits and subordinated liabilities
Deposits and subordinated liabilities are the Bank’s sources of debt funding.

When the Bank sells a financial asset and simultaneously enters into a “repo” or “stock
lending” agreement to repurchase the asset (or a similar asset) at a fixed price on a future
date, the arrangement is accounted for as a deposit, and the underlying asset continues to
be recognised in the Bank’s financial statements.

The Bank classifies capital instruments as financial liabilities or equity instruments in
accordance with the substance of the contractual terms of the instrument.

Deposits and subordinated liabilities are initially measured at fair value plus transaction
costs, and subsequently measured at their amortised cost using the effective interest
method, except where the Bank chooses to carry the liabilities at fair value through profit
or loss.

Provisions

A provision is recognised if, as a result of a past event, the Bank has a present legal or
constructive obligation that can be estimated reliably, and it is probable that an outflow of
economic benefits will be required to settle the obligation. Provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market
assessments of the time value of money and, where appropriate, the risks specific to the
liability.

A provision for onerous contracts is recognised when the expected benefits to be derived
by the Bank from a contract are lower than the unavoidable cost of meeting its obligations
under the contract. The provision is measured at the present value of the lower of the
expected cost of terminating the contract and the expected net cost of continuing with the
contract. Before a provision is established, the Bank recognises any impairment loss on
the assets associated with that contract.
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3.

3.16

3.17

3.18

Significant accounting policies (continued)

Employee benefits

The Bank contributes towards a defined contribution state pension plan in accordance
with Maltese legislation. The Bank does not have a commitment beyond the payment of
fixed contributions. Related costs are recognised as an expense during the year in which
these are incurred.

Earnings per share

The Bank presents basic earnings per share (EPS) data for its ordinary shares. Basic EPS
is calculated by dividing the profit or loss attributable to ordinary shareholders of the
Bank by the weighted average number of ordinary shares outstanding during the period.
Dividends

Dividends to holders of equity instruments are recognised as liabilities in the period in
which they are declared.

Interest income
2010 2009
EUR EUR
On reserve deposit with Central Bank of Malta 179,023 262,637
On derivatives held for risk management 8,788,618 15,046,439
On loans and advances to banks 3,207,373 11,316,451
On loans and advances to customers 47,689,622 72,668,234
On investment securities 19,935,592 27,796,422
79,800,228 127,090,183

The reserve deposit with the Central Bank of Malta is not available for use in the Bank’s
day to day operations and bears interest at 1% p.a. (2009 —1%).

Interest expense
2010 2009
EUR EUR
On deposits from banks 17,279,648 45,799,632
On deposits from customers 28,871,505 36,288,948
On subordinated liabilities 993,688 993,611
47,144,841 83,082,191
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6.

Net fee and commission (expense)/income

Fees and commission income
Corporate banking credit related fees

Fees and commission expense
Inter bank transactions fees
Stock brokerage fees

Net fee and commission (expense)/income

Net trading (loss)/gain

Net loss on derivative financial
instruments held for trading

Net foreign exchange gain/(losses)
Units in Exchange Traded Fund

Net trading (loss)/gain

Other operating (expense)/income

(Loss)/gain on sale of available-for-sale
securities to other related companies
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2010
EUR

803,932

(1,052,957)
(461,924)

(1,514,881)

(710,949)

2010
EUR

(1,464,826)
99,761
(1,827,185)

(3,192,250)

2010
EUR

(254,985)

2009
EUR

1,155,828

(226,388)
(213,803)

(440,191)

715,637

2009
EUR

(2,984,434)
(1,670,245)
5,811,135

1,156,456

2009
EUR

486,339
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9.

9.1

9.2

9.3

Other expenses

Administrative expenses incurred during the year are analysed as follows:

2010 2009

EUR EUR

Auditor’s remuneration 27,000 22,500
Other administrative expenses 807,630 637,278
834,630 659,778

Personnel expenses incurred during the year are analysed as follows:

2010 2009
EUR EUR

Directors’ emoluments:
- Directors’ remuneration 285,910 183,264
- Directors’ fees - 7,500
285,910 190,764
Wages and salaries 751,526 674,812
Social security contributions 30,016 25,265
1,067,452 890,841

The average number of persons employed during the year was as follows:

2010 2009
Executive Director 2 1
Managerial 7 5

Supervisory and clerical 12 13

21 19
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10. Taxation

10.1 Taxation, which is based on the taxable profit for the year comprises:

2010
EUR
Current tax expense
Current year 2,074,745

Deferred tax credit
Origination and reversal of temporary differences (405,446)

1,669,299

2009
EUR

3,433,777

(918,940)

2,514,837

The current tax expense is made up of Malta tax payable calculated at the applicable rate

of 35%.

10.2  Taxation for the year and the result of the accounting profit multiplied by the tax rate
applicable in Malta, the Bank’s country of incorporation, are reconciled as follows:

2010

EUR
Profit before income tax 21,020,059
Tax @ 35% 7,357,021
Tax effect of:
Flat rate foreign tax credit (7,183,085)
Untaxed income 1,737
Tax effect of deferred tax calculated
at effective tax rate 1,495,293
Disallowed depreciation 229
Disallowed expenses -
Temporary differences not recognised 1,578
Total income tax expense 1,669,299

11. Dividends

2009
EUR

32,417,231

11,346,031

(12,017,665)
(205,307)

3,390,687
701

390

2,514,837

The net dividend of EUR 74,827,118 (EUR 7.48 per ordinary share) proposed by the
directors in respect of the prior years was paid on 16 September 2010 (2009: EUR

808,239 - EUR 8 cents per ordinary share).
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12.

13.

14.

Earnings per share

The calculation of basic earnings per share at 31 December 2010 was based on the profit
attributable to ordinary shareholders of EUR 19,350,760 (2009: EUR 29,902,394) and a
weighted average number of ordinary shares outstanding of 12,198,630 (2009:
10,000,000). There is no difference between the basic and diluted earnings per share as
the Bank has no potential dilutive ordinary shares.

Balance with Central Bank of Malta

The balance with Central Bank of Malta comprises the reserve deposits requirement in
terms of Article 37 of the Central Bank of Malta Act (Chap. 204) amounting to EUR
13,117,912, and a Depositor Compensation Scheme Reserve amounting to EUR 80,000
pursuant to Para 5 of the Second Schedule of the Depositors Compensation Scheme
Regulations. This reserve is pledged in favour of the Depositor Compensation Scheme in
guarantee of the bank’s liabilities under Regulation 16.

Financial assets and liabilities at fair value through profit or loss

2010 2009
EUR EUR
Financial assets classified as held for trading:
Units in Exchange Traded Fund 370,013 3,087,120
Derivative assets:
- OTC interest rate instruments 3,070,991 2,054,556
- OTC foreign exchange instruments 2,895,274 1,867,847
6,336,278 7,009,523
Financial liabilities classified as held for trading:
Derivative liabilities:
- OTC interest rate instruments 4,406,622 2,555,654
- OTC foreign exchange instruments 2,424,291 1,120,106
- Futures exchange traded indices 86,139 36,614
6,917,052 3,712,374

During the year the Bank has actively traded in units of an equity fund created by a group
undertaking which is tracking the Istanbul Stock Exchange Index. The Units in the Fund
are listed on the Istanbul Stock Exchange and are hedged by short positions in exchange
traded futures on the index being tracked.
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15. Loans and advances to banks

Repayable on call and at short notice (note 27)
Term loans and advances

Amounts include:
Due from parent company
Due from group undertakings

16. Loans and advances to customers

Term loans and advances
Less specific allowances for impairment
Less collective allowances for impairment

Amounts include:
Due from group undertakings

Specific allowances for impairment
Balance at 1 January
Charge for the year

Balance at 31 December

Collective allowances for impairment
Balance at 1 January
Charge for the year

Balance at 31 December

Total allowances for impairment

30

2010 2009
EUR EUR
8,507,085 3,859,895
246,819,450 -
255,326,535 3,859,895
200,000,353 -
47,501,738 2,067,451
2010 2009
EUR EUR
742,139,721 965,704,608
(17,803,873) (16,730,198)
(4,458,084) (108,282)
719,877,764 948,866,128
3,880,648 4,983,750
(16,730,198) (4,536,744)
(1,073,675) (12,193,454)
(17,803,873) (16,730,198)
(108,282) -
(4,349,802) (108,282)
(4,458,084) (108,282)
(22,261,957) (16,838,480)
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17.

Investment securities

Quoted:
Government securities
Corporate bonds

As at 01.01.2010
Additions
Disposal/maturities
Reclassification
Changes in fair value
Exchange adjustment
Amortisation of
premia/discounts

As at 31.12.2010

Held-to- Available- Held-to- Available-
maturity for-sale maturity for-sale
2010 2010 2009 2009
373,645,571 - 375,738,079 215,389,862
- 1,019,993 10,277,065 1,700,510
373,645,571 1,019,993 386,015,144 217,090,372
386,015,144 217,090,372 10,174,084 161,481,108
- - 376,040,000 139,218,005
(10,848,300) (223,153,510) - (77,202,884)
- (48,579) - 1,439,801

245,787 (917,623) (215,225)  (4,206,890)
(1,767,060) 8,049,333 16,285 (3,638,768)
373,645,571 1,019,993 386,015,144 217,090,372

The Government securities classified as Held-to-Maturity are pledged against borrowings
from the Central Bank of Malta (refer to Note 22).
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18.

19.

Property and equipment
Improvements
to leasehold Furniture Office  Computer Motor
premises & fittings equipment hardware  vehicles Total
EUR EUR EUR EUR EUR EUR

Cost
As at 31.12.2008 23,242 60,908 13,088 32,551 35997 165,786
Additions 1,104 7,272 1,636 17,282 - 27,294
As at 31.12.2009 24,346 68,180 14,724 49,833 35997 193,080
Additions 20,707 6,627 11,455 6,631 - 45,420
Disposals (12,500) (13,897) - (2,350) - (28,747)
As at 31.12.2010 32,553 60,910 26,179 54,114 35,997 209,753
Depreciation
As at 31.12.2008 4,709 12,562 5,298 16,695 20,080 59,344
Charge for the year 3,599 6,468 2,742 8,990 7,180 28,979
As at 31.12.2009 8,308 19,030 8,040 25,685 27,260 88,323
Charge for the year 3,414 5,699 3,694 8,592 7,180 28,579
Disposals (5,826) (6,203) (1,747) - (13,776)
As at 31.12.2010 5,896 18,526 11,734 32,530 34,440 103,126
Carrying amounts
As at 31.12.2009 16,038 49,150 6,684 24,149 8,737 104,757
As at 31.12.2010 26,657 42,384 14,445 21,584 1,557 106,627
Operating leases

At the end of the reporting period the company had outstanding commitments under
operating leases, which fall due as follows:

Less than one year
Between one and five years
Over five years
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2010
EUR

70,725
292,451
219,606

582,782

2009
EUR

69,220
161,522

230,742
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19.

20.

21.

Operating leases (continued)

The Bank leases the office premises under an operating lease. During 2010, the Bank
changed offices and entered in a new lease which runs for a period of nine years. Lease

payments are to increase every year to reflect market rates.

Deferred tax assets

Recognised deferred tax assets

Deferred tax assets are attributable to the following:

2010

EUR

Allowances for loan losses 1,662,968
Available-for-sale securities (196)

1,662,772

Other assets

2010
EUR
Prepayments 60,896
Accrued income 11,657,534
Items in transit (note 27) 10,228,843
Margin account on futures 6,654,554
Other 71,335
28,673,162

2009
EUR

1,257,835
(64,301)

1,193,534

2009
EUR

42,925
25,209,384
31,259,624

4,080,973

31,753

60,624,659

Included in accrued income for the year ended 31 December 2010 is a total of

EUR3,076,302 (2009 — EUR875,035) accrued on doubtful loans to customers.

Items in transit comprise funds through the stock exchange clearing system between trade

and settlement date of the equity securities.
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22.  Deposits from banks

Repayable on call and at short notice (note 27)
Term deposits

Amounts include:

Borrowings from Central Bank of Malta
Due to ultimate parent company

Due to other related companies

23.  Deposits from customers

Repayable on demand
Term deposits

Amounts include:
Due to other related companies

24. Subordinated liabilities

Dated loan capital

Amounts include:
Due to former intermediate parent company

2010 2009

EUR EUR
907,948 -
759,316,780 1,164,233,140
760,224,728 1,164,233,140
200,000,000 315,000,000
200,000,000 378,862,500
- 1,142,670

2010 2009

EUR EUR
35,606,068 42,366,015
350,457,144 202,021,178
386,063,212 244,387,193
22,283,948 25,352,298
2010 2009

EUR EUR
14,000,000 14,000,000
14,000,000 14,000,000

The subordinated liabilities bear interest at 7% (2009: 7%) per annum. EUR 6,000,000 is
repayable in full on 22 August 2013 and EUR 8,000,000 is repayable in full on 5 January

2014.
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25. Other liabilities

2010 2009
EUR EUR
Accrued interest 2,398,780 3,653,691
Deferred income 450,724 536,072
Accrued expenses 175,233 27,500
Others 50,021 127,075
3,074,758 4,344,338
26. Capital and reserves

Share capital
2010 2009
No of shares EUR No of shares EUR

Authorised

Ordinary shares of EUR 10 50,000,000 500,000,000 30,000,000 300,000,000

Issued, called up and fully
paid up

Ordinary shares of EUR 10 17,500,000 175,000,000 10,000,000 100,000,000

The holders of ordinary shares are entitled to receive dividends as declared from time to
time and are entitled to one vote per share at meetings of the Bank.

Other reserve

The other reserve represents the Depositor Compensation Scheme Reserve pursuant to Para
5 of the Second Schedule of the Depositors Compensation Scheme Regulations.

Revaluation reserve

The revaluation reserve represents the cumulative net change in the fair value of available-
for-sale investments, net of deferred taxation.
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27. Cash and cash equivalents

2010
EUR
Balances of cash and cash equivalents as
reported in Statement of
Financial Position:
Loans and advances to banks (note 15) 255,326,535
Less: Term loans and advances with original
maturities of more than three months (3,250,000)
252,076,535
Items in transit (note 21) 10,228,843
262,305,378
Less: Deposits from banks repayable on call
and at short notice (note 22) (907,948)
Balances of cash and cash equivalents as

shown in the cash flow 261,397,430

28.  Related parties

Related party transactions during the year were as follows:

Ultimate
parent
company
EUR
2010
Interest income:
On derivatives held for risk management  (88,437)
On loans and advances to banks 1,683,968
On loans and advances to customers -
Interest expense:
On deposits from banks 2,005,415

On deposits from customers -
On subordinated liabilities -

Fees and commission expense:
Inter bank transactions fees -
Stock brokerage fees -

Net trading gains/(losses):

Interest rate -

Foreign exchange -

Commodities -
36

Former
parent
company
EUR

8,628,761
1,906,545

49,772

993,688

760,884

(7,102,232)
(1,771,650)
1,817,873

2009
EUR

3,859,895

3,859,895
31,259,624

35,119,519

35,119,519

Other
related
company
EUR

233,000

5,713,994

484,638

225,347
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28.

Related parties (continued)

Ultimate
parent
company
EUR
2009
Interest income:
On derivatives held for risk management -
On loans and advances to banks 29,483
On loans and advances to customers -
Interest expense:
On deposits from banks 4,004,737

On deposits from customers -
On subordinated liabilities -

Fees and commission expense:
Inter bank transactions fees -
Stock brokerage fees -

Net trading gains/(losses):

Interest rate -
Foreign exchange -
Commodities -

Former
parent
company
EUR

15,046,439
11,285,104

280,773

993,611

96,722

(3,145,774)
703,740
143,585

Other
related
company
EUR

15,274

5,367,538

213,803

472,666

No expense has been recognised in the period for bad and doubtful debts in respect of
amounts due from related parties and there are no provisions for doubtful debts in respect

of outstanding amounts due by related parties.
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29.

29.1

29.2

Financial risk management

Introduction and overview

The Bank has exposure to the following risks from its use of financial instruments:
credit risk

liquidity risk

market risk

operational risk

Risk management framework

The Board of Directors has overall responsibility for the establishment and oversight of
the Bank’s risk management framework.

The Bank’s risk management policies are established to identify and analyse the risks
faced by the Bank, to set appropriate risk limits and controls, and to monitor risks and
adherence to limits. Risk management policies and systems are reviewed regularly to
reflect changes in market conditions, products and services offered. The Bank, through its
training and management standards and procedures, aims to develop a disciplined and
constructive control environment, in which all employees understand their roles and
obligations.

The Internal Audit of the Group, of which the Bank is a member, is responsible for
monitoring compliance with the Bank’s risk management policies and procedures, and for
reviewing the adequacy of the risk management framework in relation to the risks faced
by the Bank. The Internal Audit is responsible for both regular and ad-hoc reviews of risk
management controls and procedures, the results of which are reported to the Board of
Directors.

Credit risk

Credit risk is the risk of financial loss to the Bank if a customer or counterparty to a
financial instrument fails to meet its contractual obligations, and arises principally from
the Bank’s loans and advances to customers and other banks and investment securities.
For risk management reporting purposes, the Bank considers and consolidates all
elements of credit risk exposure (such as individual obligor default risk, country and
sector risk).

For risk management purposes, credit risk arising on trading securities is managed
independently, but reported as a component of market risk exposure.

The Board of Directors is responsible of credit risk management which includes:
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29.

29.2

Financial risk management (continued)
Credit risk (continued)

e  Formulating credit policies, covering credit assessment, risk grading and reporting,
documentary and legal procedures, and compliance with regulatory and statutory
requirements.

o  Establishing the authorisation structure for the approval and renewal of credit
facilities. The approval and renewal of credit facilities are under the direct
responsibility of the Board of Directors.

e Reviewing and assessing credit risk. Group Credit assesses all credit exposures.
Renewals and reviews are subject to the same review process.

e Limiting concentrations of exposure to counterparties, geographies and industries
(for loans and advances), and by issuer, credit rating band, market liquidity and
country (for investment securities).

Exposure to credit risk

Impaired loans and securities

Impaired loans and securities are loans and securities for which the Bank determines that it
is probable that it will be unable to collect all principal and interest due according to the
contractual terms of the loan / securities agreement(s). These loans are graded as “Doubtful”
in the Bank’s internal credit risk grading system.

Past due but not impaired loans

Loans and securities where contractual interest or principal payments are past due but the
Bank believes that impairment is not appropriate on the basis of the level of security /
collateral available and / or the stage of collection of amounts owed to the Bank.

Loans with renegotiated terms

Loans with renegotiated terms are loans that have been restructured due to deterioration in
the borrower’s financial position and where the Bank has made concessions that it would

not otherwise consider. Once the loan is restructured it remains in this category independent
of satisfactory performance after restructuring.
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29.2

Financial risk management (continued)
Credit risk (continued)
The table below shows the Bank’s credit exposures, gross of impairment allowances:

Loans and advances Loans and advances Investment
to customers to banks securities
2010 2009 2010 2009 2010 2009

EUR EUR EUR EUR EUR EUR
Individually
impaired
Grade:
Doubtful 49,087,492 10,931,656 - - - -

Past due but

not impaired

Up to 30 days ~

Grade: Watch 11,513,584 785,785 - - - -
31— 60 days —

Grade: Watch - - - - - -
61— 90 days —

Grade: Watch - 12,921,746 - - - -
90 days and over—

Grade: Waltch 2,352,936 - - - - -

Neither past due

nor impaired

Grade — Regular 642,446,562 882,404,008 255,326,535 3,859,895 374,665,564 603,105,516
Grade: Watch 36,739,147 58,661,413 - - - -

Total gross
amount 742,139,721 965,704,608 255,326,535 3,859,895 374,665,564 603,105,516

Allowances for impairment

The Bank establishes an allowance for impairment losses that represents its estimate of
incurred losses in its loan portfolio. The main components of this allowance are a specific
loss component that relates to individually significant exposures, and a collective loan
loss allowance for homogeneous assets in respect of losses, if any, that have been
incurred but have not been identified on loans subject to individual assessment for
impairment.

Write-off policy

The Bank writes off a loan / security balance (and any related allowances for impairment
losses) when Bank Credit determines that the loans / securities are uncollectible. This
determination is reached after considering information such as the occurrence of
significant changes in the borrower / issuer’s financial position such that the borrower /
issuer can no longer pay the obligation, or that proceeds from collateral will not be
sufficient to pay back the entire exposure. For smaller balance standardised loans, charge
off decisions generally are based on a product specific past due status.
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29.2

Financial risk management (continued)
Credit risk (continued)

The Bank holds collateral against loans and advances to customers in the form of mortgage
interests over property, other registered securities over assets, and guarantees. Estimates of
collateral’s fair value are based on the value of collateral at the time of loan’s origination.
However, the Bank also considers on a regular basis other factors and events in the market
environment that may have affected the current fair value of the collateral since its initial
appraisal and where necessary it adjusts collateral’s fair value so that it reflects current
market condition. Collateral generally is not held over loans and advances to banks, except
when securities are held as part of reverse repurchase and securities borrowing activity.
Collateral usually is not held against investment securities, and no such collateral was held
at 31 December 2010 or 2009.

An estimate of the fair value of collateral and other security enhancements held against
financial assets is shown below:

Loans and advances
to customers

2010 2009
EUR EUR
Cash collateral 43,567,883 35,235,776
Property 207,831,374 572,509,896
Guarantees by credit and
financial institutions - 14,631,750
Others 121,186,130 41,364,243

Total 372,585,387 663,741,665
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29.  Financial risk management (continued)
29.2  Credit risk (continued)
Concentrations of credit risk

The Bank monitors concentrations of credit risk by sector, industry and by geographical
location. An analysis of concentrations of credit risk at the reporting date, gross of
impairment allowance is shown below:

Loans and advances Loans and advances Investment
to customers to banks securities

2010 2009 2010 2009 2010 2009

EUR EUR EUR EUR EUR EUR
Concentration by
sector:
Corporate 741,408,301 964,624,835 - - 1,019,993 11,977,573
Sovereign - : - - - 373,645,571 591,127,943
Banks - - 255326,535 3,859,895 - -
Households 731,420 1,079,773 - - - -

742,139,721 965,704,608 255,326,535 3,859,895 374,665,564 603,105,516

Concentration
by location:
EU Countries 1,287,811 22,268 204,544,135 1,045252 373,645,571 386,015,142
OECD
Countries 738,780,753 963,764,013 50,782,400 2,613,657 - 215,389,864
Others 2,071,157 1,918,327 - 200,986 1,019,993 1,700,510

742,139,721 965,704,608 255,326,535 3,859,895 374,665,564 603,105,516

Concentration by location for loans and advances is measured based on the location of the
Bank entity holding the asset, which has a high correlation with the location of the
borrower. Concentration by location for investment securities is measured based on the
location of the issuer of the security.
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29.2

29.3

Financial risk management (continued)
Credit risk (continued)

Concentration of loans and advances to customers by industry, gross of impairment
allowance is analysed below:

2010 2009
% EUR % EUR
Mining and quarrying 1.56 11,631,079 1.50 14,444,161
Manufacturing 32.39 241,410,635 36.14 348,991,492
Construction 13.99 104,306,864 16.30 157,407,626
Wholesale and retail trade; Repair of
Motor vehicles and motor cycles 2.50 18,643,132 3.12 30,019,532
Accommodation and food service
activities 4.13 30,814,598 4.04 38,992,696
Transportation and storage 12.75 95,015,827 11.03 106,543,935
Financial and insurance activities 1.99 11,593,747 7.36 71,117,630
Real estate activities 281 20,917,826 0.36 3,457212
Electricity, gas, and steam supply 9.88 73,628,307 8.04 77,598,360
Agriculture 0.00 - 0.03 306,668
Arts, entertainment and recreation 0.63 4,704,315 0.95 9,222,322
Human health and social work activities  10.52 78,384,586 6.05 58,455,631
Household 0.10 731,420 0.11 1,079,773
Education 1.63 12,148,340 1.26 12,191,020
Administrative and support service
activities 0.21 1,582,751 0.27 2,618,866
Information and communication 0.89 6,625,984 0.40 3,873,830
Professional, scientific and technical
activities ] 4.02 30,000,310 3.04 29,383,854
100 742,139,721 100 965,704,608
Liquidity risk

Liquidity risk is the risk that the Bank will encounter difficulty in meeting obligations
from its financial liabilities.

Management of liquidity risk

The Bank’s approach to managing liquidity is to ensure, as far as possible, that it will
always have sufficient liquidity to meet its liabilities when due, under both normal and
stressed conditions, without incurring unacceptable losses or risking damage to the
Bank’s reputation.

The Bank maintains a portfolio of short-term liquid assets, largely made up of short-term
liquid investment securities, loans and advances to banks and other inter-bank facilities,
to ensure that sufficient liquidity is maintained within the Bank as a whole. All liquidity
policies and procedures are subject to review and approval by the Board of Directors.
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29.3

Financial risk management (continued)
Liquidity risk (continued)

The Bank is subject to a liquidity limit imposed by the local regulator. The Bank is
responsible for managing its overall liquidity within the regulatory limit in co-ordination
with the Treasury Department.

Exposure to liquidity risk

The key measure used by the Bank for managing liquidity risk is the same calculation used
to measure the Bank’s compliance with the liquidity limit established by the Malta
Financial Services Authority, that is, the ratio of net liquid assets to deposits from customers
and banks. For this purpose net liquid assets are considered as including cash and cash
equivalents and investment grade debt securities for which there is an active and liquid
market whereas eligible deposits include deposits from banks and other borrowings
excluding intra-group borrowings with less than seven days term to maturity and deposits
from customers with three months remaining term to maturity. As at 31 December 2010,
the Bank’s liquidity ratio was above the regulatory liquidity ratio of 30% prescribed by
Banking Rule 5.

Residual contractual maturities of financial liabilities

The table below shows the undiscounted cash flows on the Bank’s financial liabilities and
unrecognised loan commitments on the basis of their earliest possible contractual maturity.

The Gross nominal inflow/(outflow) disclosed in the table is the contractual, undiscounted
cash flow on the financial liability or commitment. The net inflow/outflow in respect of
derivatives is not included in this maturity analysis since the amounts are considered to be
immaterial.
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29.3

294

Financial risk management (continued)

Liquidity risk (continued)

2010 Over 3
Carrying Gross Less than 1to3 months and 1toS OverSs
amount outflow 1 month months  up to 1 year years years
EUR EUR EUR EUR EUR EUR EUR
Non-derivative
liabilities
Deposits from
banks 760,224,728 762,028,339 659,005,973 96,937,254 6,085,112 - -
Deposits from
customers 386,063,212 389,502,963 191,235,951 157,830,903 40,436,110 - -
Subordinated
liabilities 14,000,000 17,886,940 141,556 106,167 1,610,384 16,028,833 -
1,160,287,940  1,169,418,242 850,383,480 254,874,323 48,131,606 16,028,833 -
2009 Over 3
Carrying Gross Less than 1t0o3  months and 1to5 OverS5s
amount outflow 1 month months  up to 1 year years years
EUR EUR EUR EUR EUR EUR EUR
Non-derivative
liabilities
Deposits from
banks 1,164,233,140  1,167,361,098 1,082,925,076 74,514,362 9,921,660 - -
Deposits from
customers 244,387,193 246,903,702 152,696,966 53,963,118 40,243,618 - -
Subordinated
liabilities 14,000,000 18,010,612 141,556 106,167 743,167 17,019,722 -
1,422,620,333 1432275411 1235,763,598 128,583,647 50,908,445 17,019,722 -
Market risk

Market risk is the risk that changes in market prices, such as interest rate, equity prices, foreign
exchange rates and credit spreads (not relating to changes in the obligor’s/issuer’s credit standing) will
affect the Bank’s income or the value of its holdings of financial instruments. The objective of market
risk management is to manage and control market risk exposures within acceptable parameters, while
optimising the return on risk.

Exposure to interest rate risk

The Bank’s operations are subject to the risk of interest rate fluctuations to the extent that interest-
earning assets and interest-bearing liabilities mature or reprice at different times or in different amounts.
Risk management activities are aimed at optimising net interest income, given market interest rate levels
consistent with the Bank’s business strategies.

Interest rate risk is managed principally through monitoring interest rate gaps and by having pre-
approved limits for repricing bands. These interest rate gap analysis are reported to the intermediate
parent company’s risk management for its day-to-day group monitoring activities. Derivatives are used
to manage any interest rate position arising.
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29. Financial risk management (continued)

29.4  Market risk (continued)

The following table sets out the carrying amount, by reference to the earlier of the next contractual interest rate

repricing date and maturity:
Effective
Interest
Rate
2010 %
Financial trading assets
Financial assets held for
trading -
Investments 5.89

Loans and advances to
banks 1.67

Loans and advances to

customers 481
Other assets 1.00
Financial trading
liabilities
Deposits from banks 2.09
Deposits from customers

5.20
Subordinated liabilities 7.00
Financial liabilities held
for trading -
Other liabilities -

Shareholders’ funds -

Gap -
Cumulative gap -

Over 3 months Over 1 year

Less than 3 anduptol andupto$
months year years Over 5years  Non-interest Total
EUR EUR EUR EUR EUR EUR
- - - - 6,336,278 6,336,278
- - 1,019,993 373,645,571 - 374,665,564
243,569,450 3,250,000 - - 8,507,085 255,326,535
71,819,499 159,934,590 398,122,503 90,001,173 - 719,877,764
10,228,843 - - - 33,411,630 43,640,473
325,617,792 163,184,590 399,142,496 463,646,744 48,254,993  1,399,846,614
754,256,915 5,967,813 - - - 760,224,728
311,631,419 38,825,726 - - 35,606,067 386,063,212
- - 14,000,000 - - 14,000,000
- - - - 6,917,052 6,917,052
- - - - 8,386,040 8,386,040
1,065,888,334 44,793,539 14,000,000 - 50,909,159  1,175,591,032
- - - - 224,255,582 224,255,582
1,065,888,334 44,793,539 14,000,000 - 275,164,741  1,399,846,614
(740,270,542) 118,391,051 385,142,496 463,646,743  (226,909,748) -
(740,270,542)  (621,879,491) (236,736,995) 226,909,748 - -
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29.4  Market risk (continued)

Effective
Interest
Rate
2009 %
Financial trading
assets
Financial assets
held for trading -
Investments 8.03
Loans and
advances to banks -
Loans and
advances to 5.64
customers
Other assets 1.00
Financial trading
liabilities
Deposits from 223
banks
Deposits from
customers 5.56
Subordinated 7.00

liabilities

Financial

liabilities held for -
trading

Other liabilities -

Shareholders’ -
funds

Gap -

Cumulative gap -

Over 3 Over 1 year

Less than 3 months and andupto$
months up to 1 year years OverSyears  Non-interest Total
EUR EUR EUR EUR EUR EUR
- - - - 7,009,523 7,009,523
215,389,862 10,277,063 1,700,510 375,738,079 - 603,105,514
- - - - 3,859,895 3,859,895
543,192,822 219,952,782 115,134,420 70,586,104 - 948,866,128
31,259,624 - - - 47,677,176 78,936,800
789,842,308 230,229,845 116,834,930 446,324,183 58,546,594 1,641,777,860
1,104,039,643 58,758,498 1,435,000 - - 1,164,233,141
162,725,639 25,311,217 13,984,323 - 42,366,014 244,387,193
- - 14,000,000 - - 14,000,000
- - - - 3,712,374 3,712,374
- - - - 9,919,158 9,919,158
1,266,765,282 84,069,715 29,419,323 - 55,997,546 1,436,251,866
- - - - 205,525,995 205,525,995
1,266,765,282 84,069,715 29,419,323 - 261,523,541 1,641,777,861
(476,922,974) 146,160,130 87,415,607 446,324,183  (202,976,947) -
(476,922.974)  (330,762,844) (243347237) 202,976,946 - -
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29.4 Market risk (continued)

Exposure to foreign currency risk

The Bank is exposed to currency risk through transactions in foreign currencies. These transactional exposures
give rise to foreign currency gains and losses that are recognised in the statement of comprehensive income.
These exposures comprise the monetary assets and liabilities of the Bank that are not denominated in the

functional currency.

The Bank through its treasury function continually assesses its currency risk on a daily basis. Treasury manages
its foreign currency positions by matching its assets and liabilities and by entering into overnight and short-term
currency swap transactions.

The following table provides an analysis of the financial assets and liabilities of the Bank into relevant currency

rankings:

2010

Trading assets
Investments
Loans to banks

Loans to customers
Other assets

Functional USD TRL GBP CHF Others Total

Currency

5,966,265 - 370,013 - - - 6,336,278
373,645,571 1,019,993 - - - - 374,665,564
203,375,343 4,783,692 43,966,573 2,428,218 704,469 68,240 255,326,535
267,362,704 427,976,727 5,501,195 - 19,037,138 - 719,877,764
22,000,128 4,021,446 17,325,481 - 293,418 - 43,640,473
872,350,011 437,801,858 67,163,262 2,428,218 20,035,025 68,240 1,399,846,614
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294  Market risk (continued)

2010

Trading liabilities
Deposits from
banks

Deposits from
customers
Subordinated
liabilities

Other liabilities
Equity

2010

Net financial
assets/(liabilities) on
statement of
financial

position

Net financial
assets/(liabilities)
recorded off-
statement

of financial position

Functional USD TRL GBP CHF Others Total
Currency
6,917,052 - - - - - 6,917,052
511,733,948 228,546,138 19,944,642 - - - 760,224,728
61,531,635 177,830,866 146,526,735 158,772 6,620 8,584 386,063,212
14,000,000 - - - - - 14,000,000
6,596,998 804,331 984,711 1 - - 8,386,040
224,255,582 - - - - - 224,255,582
825,035,215 407,181,335 167,456,088 158,773 6,620 8,584 1,399,846,614
Functional USD TRL GBP CHF Others Total
Currency
47,314,797 30,620,523 (100,292,826) 2,269,445 20,028,405 59,656 -
(47,111,943)  (30,175,297) 99,633,394 (2,288,437) (19,832,336)  (19,700) 205,681
202,854 445,226 (659,432) (18,992) 196,069 39,956 205,681
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294  Market risk (continued)

2010 Functional USD
Currency

Market Value change:

+10% - (3,062,052)

-10% - 3,062,052

TRL

10,029,283
(10,029,283)

GBP

(226,945)
226,945

CHF

(2,002,340)
2,002,840

Others

(5,966)
5,966

Effect on P/L

4,731,480
(4,731,480)

An analysis of the Bank’s sensitivity to an increase or decrease in foreign exchange rates to the functional
currency (assuming no movement in other variables and a constant statement of financial position) is as

follows:
2009 Functional USD TRL GBP CHF Others Total
Currency

Trading assets 3,922,403 - 3,087,120 - - - 7,009,523

Investments 375,738,079 11,977,574 215,389,861 - - - 603,105,514

Loans to banks 1,439,200 1,170,985 809,010 202,792 189,125 48,783 3,859,895

Loans to customers 391,108,253 539,044,444 1,390,118 - 17,323,313 - 948,866,128

Other assets 27,172,540 7,028,837 44,661,732 - 73,691 - 78,936,800

799,380,475 559,221,840 265,337,841 202,792 17,586,129 48,783 1,641,777,860
2009 Functional USD TRL GBP CHF Others Total
Currency

Trading 3,712,374 - - - - - 3,712,374

liabilities

Deposits from

banks 563,960,000 449,349,245 145,280,596 - 5,643,299 - 1,164,233,140

Deposits from

customers 36,270,208 126,680,074 81,281,971 151,993 8 2,939 244,387,193

Subordinated

liabilities 14,000,000 - - - - - 14,000,000

Other liabilities 6,601,644 1,257,074 2,029,589 1 30,850 - 9,919,158

Equity 205,525,995 - - - - - 205,525,995
830,070,221 577,286,393 228,592,156 151,994 5,674,157 2,939 1,641,777,860
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294

Financial risk management (continued)

Market risk (continued)

2009

Net financial
assets/(liabilities) on
statement of financial

position

Net financial
assets/(liabilities)
recorded off-statement

of financial position

Functional USD TRL GBP CHF Others
Currency
(30,689,746) (18,064,553) 36,745,685 50,798 11,911,972 45,844
29,178,470 19,365,918 (36,332,103) (15,697)  (11,467,700) -
(1,511,276) 1,301,365 413,582 35,101 444272 45,844
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29.

29.5

29.6

Financial risk management (continued)

Operational risk

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes
associated with the Bank’s processes, personnel, technology and infrastructure, and from
external factors other than credit, market and liquidity risk such as those arising from
legal and regulatory requirements and generally accepted standards of corporate
behaviour. Operational risks arise from all of the Bank’s operations.

The Bank’s objective is to manage Bank’s operational risk so as to balance the avoidance
of financial losses and damage to the Bank’s reputation with overall cost effectiveness
and to avoid control procedures that restrict initiative and creativity.

The primary responsibility for the development and implementation of controls to address
operational risk is assigned to senior management. This responsibility is supported by the
development of overall Group standards for the management of operational risk in the
following areas:

° requirements for appropriate segregation of duties, including the independent
authorisation of transactions

requirements for the reconciliation and monitoring of transactions

compliance with regulatory and other legal requirements

documentation of controls and procedures

requirements for the periodic assessment of operational risks faced and the
adequacy of controls and procedures to address the risks identified

requirements for the reporting of operational losses and proposed remedial action
development of contingency plans

training and professional development

ethical and business standards

risk mitigation, including insurance where this is effective.

Capital management

Regulatory capital

In implementing current capital requirements the Malta Financial Services Authority
requires the Bank to maintain a prescribed ratio of total capital to total risk-weighted
assets.

The Group’s regulatory capital is analysed into two tiers:

Tier 1 capital, which includes ordinary share capital and retained earnings; and

. Tier 2 capital, which includes qualifying subordinated labilities, collective

impairment allowances and the element of the fair value reserve relating to
unrealised gains on investments classified as available-for-sale.

52



are w0se Qervea Irom (uortea pricea (Unaajusiea) In active markets Ior identical assets or
liabilities.

53














































































