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Chairman’s Statement
to the Members

Notwithstanding the challenging operating environment
prevailing during 2013, Lombard Bank Malta p.l.c. (the
‘Bank’) turned in a satisfactory performance. Domestic market
conditions were characterised by increased competition for
customer deposits in a generally low-interest rate setting
and by subdued credit growth, such that interest margins
remained under pressure throughout. This was compounded
by the impact of a regulatory regime that has become more
stringent with regard to the grading of loans, provisioning

and dividend distribution.

The Bank responded to these challenges with measures
designed to sustain its underlying profitability while
maintaining robust fundamentals. On the assets side,
interest income was supported by new lending activity,
which nevertheless continued to be based on a selective
strategy oriented towards quality; and by judicious treasury
management such that the Bank’s investment portfolio was
diversified to give greater weight to higher-yielding securities
yet without departing from the policy of not holding
any bonds issued by non-Maltese sovereign or corporate
entities. Further growth in transaction banking within our
International Business Banking Unit also contributed to the
diversification of revenue sources. With regard to liability
management, the Bank’s efforts were mainly reflected in a
reduction in interest paid, achieved without any impact on
the retail deposit base, which continued to expand during the
year in a sign of customer confidence and remained by far the

largest single funding source.

As a result of these measures we are pleased to report that
the Bank registered a 10% growth, to €10.5 million, in
profit before tax and impairment. Net profit after tax of €4.1
million, compared with €5.6 million in 2012, is the result of
an impairment charge of €4.1 million, reflecting the Bank’s

prudent application of provisioning criteria.

On a Group level, principally the Bank and MaltaPost p.l.c.,
the consolidated profit after tax declined to €4.5 million,
which is in the main attributable to the drop in the Bank’s

profits explained above.

Preserving the Bank’s financial strength in the best interests
of all stakeholders remained the primary concern of the
Board of Directors during the year under review. The capital
base was further strengthened, with a capital adequacy ratio
of 19%, compared to a regulatory minimum of 8%, while
shareholders’ funds increased to €77.8 million. This strong
capital position continued to be accompanied by a high
level of liquidity, reflected in two important indicators: the
liquidity ratio, which at 87.4% was well above the required
level of 30%; and the advances-to-deposits ratio, which
stood at 63.7%. In spite of this high degree of liquidity and
the consequent pressure on interest income due to record
low market rates, an increase in net interest income was

nevertheless recorded.

Looking ahead, the Bank’s performance will continue to
be conditioned by ongoing developments in the economic
environment and in the regulatory regime. The world
economy is progressively improving, but the latest sentiment
indicators suggest a subdued growth rate in 2014 of both
output and trade. In the euro area, the economy is expected
to recover gradually, partly on the back of stronger export
demand. Unemployment levels in Europe, however, remain
high and will continue to act as a drag on the pace of the
recovery. Furthermore, credit growth and underlying price
pressures remain weak, suggesting that euro interest rates
will stay at present or lower levels for an extended period

of time.

This modest improvement in the economies of our major
trading partners is not expected to translate into significant
new domestic export activity. The Central Bank of Malta’s
latest projections in fact suggest that the acceleration in
growth forecast for this year will be driven entirely by private
consumption and investment, particularly in the energy sector.
Hopefully this will give rise to new opportunities for the Bank
to continue performing its important intermediation role in
support of the economy, while remaining committed to the
practice of sound banking principles and the maintenance of

strong balance sheet fundamentals.
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to the Members

The pursuit of this objective may be somewhat constrained
by a demanding regulatory regime. In this regard, the new
EU standards to be implemented later this year could have
unintended consequences in Malta. The understandable
need of the single European supervisor to develop a tool with
which to assess on a comparable basis across the EU the level
of non-performing exposures has resulted in a one-size-fits-
all approach, especially as regards the grading of loans and
the resultant impact on provisioning. It could be argued,
however, that systemic resilience is not incompatible with
functional diversity. High regulatory standards can still be
achieved in the presence of differentiated lending rules and
guidelines designed to accommodate national characteristics,
such as those of the Maltese property market, trade credit

terms and related lending practices.

As things stand, the chosen remedy is a prescription for a
malaise that Malta does not have. Unlike those in several
EU countries, the Maltese banking system has not been
weakened by a deterioration in asset quality, whether in loan
books or in investment portfolios. Indeed, it is universally
acknowledged to have remained both robust and resilient,
characterised by banks that are well capitalised, highly
liquid and profitable. The Board of Directors is satisfied
that Lombard Bank’s business model, in which customer
relationships are long-standing and credit facilities amply
collateralised, is sound and has stood the test of time. This
is borne out by the fact that over the past thirty years, the

Bank has written off loans totalling no more than €1 million.

Furthermore, the interpretation given by the domestic
regulator to the European Commission’s recommendation
to Malta regarding the need for higher provisioning levels
is now also set to affect the profit distribution policy of
credit institutions. In fact, a further allocation of €1.0
million from profits has had to be made to a new Reserve
for General Banking Risks in compliance with the revised
Banking Rule BR/09 issued by the Malta Financial Services
Authority (‘(MFSA’) on 31 December 2013. Under this rule
the allocation is calculated as a percentage of facilities termed

as non-performing loans, and is required to be funded from

planned dividends over three years. In these circumstances
the Board of Directors is only able to recommend a gross
dividend of 4 cent per share for 2013. The Board is further
recommending the issue of one bonus share for every twenty
shares held on 27 May 2014, through a capitalisation of

reserves amounting to €0.5 million.

In order to be better able to meet these challenges, we will
continue to explore new avenues for growth compatible
with our commitment to good corporate governance and
judicious risk management. At the Bank these efforts will
in particular seek to maximise the potential of existing
relationships in transaction banking, while not eschewing
profitable lending and investment opportunities. With
regard to our investment in MaltaPost p.l.c., we will continue
to support a strategy designed to counter the impact on the
company’s profitability of declining traffic volumes in the
traditional postal market. This includes plans, already being
implemented, to leverage the company’s assets to ensure
that its branch network and other resources can provide
a diversified product mix, starting with financial services,

document management and hybrid mail.

Going forward, Lombard Bank Malta p.l.c. shall build on
its proven record as an independent domestic commercial
bank whose policy and business strategy are fully geared to
the needs of its customer base and to the characteristics of
the Maltese market. We are able to make this claim thanks
to the professional competence and integrity of our staff,
and on behalf of the Board I would like to thank them
and the management team, ably led by the Chief Executive
Officer, Joseph Said, for their hard work and dedication to
the Bank’s mission. I would also like to thank you, the Bank’s
shareholders, for your continued support as well as all our

customers for their loyalty.

Michael C. Bonello

Chairman




Chief Executive Officer's

Review of Operations

The results for the financial year ended 31 December 2013 of
the Lombard Bank Group combine the financial performance
of Lombard Bank Malta p.l.c. and Redbox Limited (the
company holding the BanK’s shares in MaltaPost p.l.c.).

Economic sentiment during 2013 remained subdued
reflecting in the main the difficult financial climate prevalent
in most of Europe. Locally, the banking sector was faced with
further regulation, most of which was set at a European level
in response to problems experienced in other jurisdictions.
This notwithstanding the Group continued to deliver
satisfactory levels of profitability while upholding its prudent
strategy of maintaining robust capital and liquidity ratios
and implementing a conservative management of risk while

in full compliance with the various regulatory frameworks.

Following the tightening of capital requirements for credit
institutions, competition for deposits became more intense.
The core domestic commercial banks were faced with
competition, not least from those institutions that limit
their activity in Malta to taking deposits. On the other hand,
the demand for credit with sound commercial objectives

remained limited throughout most of 2013.

Income streams from most of the Bank’s activities remained
strong and though profit before taxation decreased by
25.4%, this was principally due to increased provisioning in
respect of certain credit facilities. Throughout the year the
Bank’s assets remained prudently invested and shareholder
funds were well protected. The Bank ended the year with
strong balance sheet ratios, which will enhance the trust and

confidence that the Bank enjoys in the local community.

Profit after tax at MaltaPost was lower by just 5.2%, which
is considered to be a satisfactory performance when taking
into consideration that one-off gains registered in the
previous year were not repeated. Growth in turnover at
MaltaPost was partly set off by decreases in revenue from
cross-border mail as a result of an unfavourable change in
the Universal Postal Union (‘UPU’) fee structure. Even

after implementation of some tariff increases approved by

the Malta Communications Authority, Malta’s postal rates
remain among the lowest in the European Union. MaltaPost
remains an important investment and makes a significant

contribution to the Group.

REVIEW OF FINANCIAL PERFORMANCE

Operating income for the Group increased by 4.0% to €38.6
million as net interest income rose by 9.2%. Interest income
from credit operations was up by 1.7% to €22.1 million,

while the interest expense was reduced by circa 9.3%.

Revenue from postal sales increased due to higher parcel
volumes, balanced by the continued contraction of the
traditional letter market and unfavourable changes to
foreign counterparty tariffs. Employee compensation and
benefits at €15.4 million increased by 4.5%, reflecting
costs associated with maintaining a well-trained and
motivated staff complement. Other operating costs were
well contained and showed a decrease of 1.9% to €10.4
million. Intergroup efficiencies compensated for increased
costs of regulatory compliance as well as new investment
in technology. The cost efficiency ratio for the Group was
70.7% (2012: 72.0%), while for the Bank this stood at
42.3% (2012: 43.9%).

In 2013 specific allowances increased by €3.1 million
mainly due to the exposure that the Bank held to certain
credit facilities that were considered to require a longer
term so as to reach a positive conclusion. Notwithstanding
this increase in provisions, Management believes that these
facilities stand to be repaid in full. Collective allowances
were increased by €1 million to take into account the
possibility that some market sectors may be experiencing
short-term pressure on cash flows thereby causing delays in

loan repayments.

The year’s impairment allowances of €4.2 million were
therefore the primary reason for the decrease in net

profit.
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Review of Operations

Gross loans and advances to customers at €327.5 million
were at the same level of the previous year. Over 60% of
the lending portfolio was concentrated on property project
finance (Construction & real estate activities). Conservative
margins are maintained on the estimated market value
of security offered. The Bank remained selective with
regard to the type of property development financed, while
ensuring that promoters held suitable credentials. Close and
personalised relationships with customers ensure that our
input on structuring and business re-engineering remains
valid and useful. Our traditional and tested approach to
banking has, however, become difficult to practice in view
of new banking regulation with regard to making allowances
for cashflow delays often encountered by customers in the
normal course of their business. Overall, a high percentage

of facilities are tangibly and adequately secured.

Customer accounts at €493.9 million increased by €31.8
million or 6.9% over 2012. Long-term deposits remained
central to the Bank’s strategy of maintaining lasting

relationships.

Net asset value (‘NAV’) per share decreased to €2.00 (2012:
€2.15). Group earnings per share (‘EPS’) decreased by 4.1
cent during 2013 to 10.3 cent. Return on assets (‘ROA) was
also down from 1.1% to 0.7%. The Bank’s post tax return
on equity (‘ROFE’) at 5.3% was down from 7.3%.

LiQuipiTy AND OWN FUNDS

The revised Banking Rule BR/09 became effective on
31 December 2013. This rule was intended to address
the Country Specific Recommendations of the European
Commission with respect to Malta, which required
improvement in local banks’ coverage ratios and increases
in provisioning. Banking Rule BR/09 requires the Bank to
transfer part of the 2013 profits to a Reserve for General
Banking Risks. This appropriation from planned dividends
was calculated as a percentage of credit facilities termed ‘non-

performing loans’. Under the three year transitionary rules,

the Bank has set aside €1.0 million in 2013 (40% of the
currently required reserve). The balance of €1.6 million will
be set aside in two equal instalments over the following two
years. As a consequence, it is anticipated there will be lower

levels of distributions made to shareholders.

Equity attributable to shareholders of the Group increased
by €1.7 million to €79.3 million. Own funds were up from
€74.4 million to €76.3 million thereby allowing further
room for new business opportunities. Capital adequacy ratio
stood at 19.0% (2012: 18.5%) compared to a minimum
requirement of 8%. Core Tier 1 capital ratio was 17.4%,
providing a strong base to meet the new capital requirements
under the Basel framework (‘CRD IV’).

The advances-to-deposits ratio continued to be within the
prudent limits set by the Bank and at the end of 2013 stood
at 63.7%. Eligible liquid assets, in terms of Banking Rule
BR/05 stood at 87.4% of short-term liabilities and thus well

over the statutory minimum of 30%.

TREASURY AND FINANCE

Following the surprise interest rate cut by the ECB in
November, the Governing Council kept interest rates
unchanged in December. While ECB President Draghi
acknowledged that there had been some brief discussion
about negative interest rates, he also said no specific
instrument had been identified, implying that concrete
proposals for a negative interest rate on banks deposits at
the ECB had not yet been fully worked out. However, with
money supply growth at just 2.1% year-on-year, and bank
lending declining, balance sheet expansion both by the
ECB and by commercial banks in the Eurozone is needed
to sustain growth. Instead the ECB’s balance sheet has
been shrinking since January, and the Asset Quality Review
(AQR’) planned for 2014 under the single supervisory
mechanism, plus the stress tests to be implemented after the
AQR are likely to make banks even more risk averse during

2014, further contracting their balance sheets.
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Review of Operations

When determining the placement of funds our main
objective remained capital protection thus engaging mostly
in short-term interbank deals in the money markets with
reputable counterparties. The Bank also used short-term
Government of Malta Treasury paper and balances with the
Central Bank of Malta (‘CBM’) to employ its short-term
liquidity excess. The level of Treasury Bills held by the Bank
increased by more than 39.7% from €67.1 million in 2012,
to €93.8 million in 2013. Balances held at year-end with the
CBM stood at €37.3 million, decreasing by €25.3 million
from 2012. Given the limited investment opportunities in
the local market the Bank increased its holdings in local
sovereign debt securities from €20.2 million in 2012 to
€30.9 million in 2013. The Bank is not exposed to any non-

Maltese sovereign or corporate securities.

RisKk MANAGEMENT

The Bank carried on with the ongoing process of assessing
its capital adequacy relative to its risk profile and operating
environment as well as the monitoring of its liquidity
buffers. This assessment was performed in line with
the MFSA Banking Rules mainly Banking Rule BR/04:
Capital Requirements of Credit Institutions authorised
under the Banking Act, 1994 and Banking Rule BR/08:
Capital Adequacy of Credit Institutions Authorised under
the Banking Act 1994 and Banking Rule BR/12: The
Supervisory Review Process of Credit Institutions authorised
under the Banking Act, 1994.

The Internal Capital Adequacy Assessment Process (ICAATP’)
report confirmed that the requirements under ‘Pillar II” of the
Capital Requirements Directive (CRD’) were complied with.
The Bank’s ICAAP was based on a ‘Pillar I Plus’ approach
whereby the Pillar I’ capital requirements for credit and
operational risks were supplemented by the capital allocation
for other material risks not fully addressed within ‘Pillar I’.

Risk management techniques were applied to ensure that an

adequate amount of capital was allocated against identified

risks. The BanK’s conservative approach together with its
strong financial position ensured that it had sufficient capital
and liquidity buffers to meet unexpected stressed conditions.
We carried out the process of identification, quantification
and monitoring of risks inherent in operations, using
methodology tailored to suit the requirements of the Bank’s
operational needs as well as its size, nature and complexity.
This included the review of any significant credit exposures
and the underlying classifications. Stress testing exercises
were also undertaken in anticipation of any adverse scenarios
so as to put in place contingencies to minimise the impact of
such events. Detailed preparation with regard to the Capital
Requirements Regulation (‘CRR’) and the CRD, collectively
known as CRD IV package, ensured that the Bank would
be in a position to comply with the implementation of the
revised framework, which will start to be phased-in during
2014.

HuMAN RESOURCES

Group staff complement as at the end of December 2013
stood at 784 (2012: 774).

The Group remained committed to realistic and practical
solutions intended as building blocks for the continued
development of strategic human resource management with
established priorities and the setting of goals. Professional
in-house training sessions were organised during the year,
supplemented when necessary with external specialised

presentations and seminars for staff at all levels.

The Group continued to devote attention to selection and
recruitment of both experienced professionals as well as those
with the potential and skills that match our mission and values.

PRrOJECTS

Preparations for full compliance with the new process

associated with the Foreign Account Tax Compliance Act
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(‘FATCA) as well as with the Single European Payments
Area (‘SEPA’) were undertaken.

Our internet banking and other software systems were
reviewed and upgraded so as to keep up with advanced
technological systems and processes. Resilience of our
computer systems was also improved to meet higher risk

mitigation requirements.

A number of offices were upgraded and modernised.

COMMUNITY INVOLVEMENT

For the seventh year the Bank, in collaboration with the
Directorate for Educational Services and the Malta Cancer
Foundation, continued its support of the anti-smoking
campaign in all schools. The Bank continues to support
Volserv in its useful work mainly carried out at Mater Dei

hospital.

Financial support was also extended to projects and initiatives
of a philanthropic nature.

OUTLOOK

Lombard Bank has proven that it can perform the business

of traditional banking by financing reasonable and realistic

projects prudently and in a conservative manner. By spending
time understanding our clients’” business and in determining
their requirements we are always mindful in ensuring that we

hold adequate and sufficient collateral.

MaltaPost has considerable potential. We continue to direct
the strategy through its Board and by transfer of knowledge,
especially in retail, financial services and internal procedures
and processes. With some selective appointments, MaltaPost’s

growth and profitability could move into a higher gear.

As a Bank, we face the future with a mixture of confidence
and caution: confident that we have the wherewithal to
continue providing a profitable service; cautious because
of the need to manage consequences brought about by an

increasingly demanding regulatory regime.

That having been said, however the Group will continue to
build on its strong fundamentals and will remain focused
on the aspirations of its staff and the expectations of
its depositors, customers and shareholders while always

practising a cautious approach to business.

6
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Joseph Said
Chief Executive Officer
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Directors’ Report

THE GROUP

The Lombard Bank Group (the ‘Group’) consists of
Lombard Bank Malta p.l.c. (the ‘Bank’), Redbox Limited
and MaltaPost p.l.c., a subsidiary of Redbox Limited.

PRINCIPAL ACTIVITIES

The Bank was registered in Malta in 1969 and listed on the
Malta Stock Exchange (‘MSE’) in 1994. It is licensed as a
credit institution under the Banking Act, 1994 and is an
authorised currency dealer and financial intermediary. It
also holds a Category 2 Investment Services licence issued
by the Malta Financial Services Authority (‘MESA) in terms
of the Investment Services Act, 1994. It is a member
of the Depositor Compensation Scheme and the Investor
Compensation Scheme set up under the Laws of Malta. The
Bank has also been accepted as a member of the MSE for the
purpose of the carrying out of stockbroking on the MSE. The
Bank has a network of eight branches in Malta and Gozo

providing an extensive range of banking and financial services.

Redbox Limited, a company wholly owned by the Bank, was
registered in 2006. During the year under review, Redbox
Limited continued to serve as the special purpose vehicle holding,
as at 31 December 2013, the Bank’s 69.2% shareholding in
MaltaPost p.lc., with the remaining 30.8% of the ordinary
share capital of MaltaPost p.L.c. being held by the general public.
MaltaPost p.l.c. was listed on the MSE on 24 January 2008.
MaltaPost p.l.c. is Malta’s leading postal services company,
being the sole licensed Universal Service Provider of postal

services in Malta.

REVIEW OF PERFORMANCE

An overview of the development in the Bank’s business
and that of its subsidiaries during the year under review
together with an indication of likely future developments
may be found in the ‘Chief Executive Officer’s Review of
Operations’ of this Annual Report.

RESULTS FOR 2013

Profit after taxation of €4.5 million and €4.1 million for
the Group and the Bank respectively, were registered for the
twelve months ended 31 December 2013.

A gross dividend of 4 cent per nominal 25 cent share
(net 2.6 cent) for the twelve months ended 31 December
2013 is being proposed for approval by the shareholders.
A resolution to this effect will be proposed to the Annual
General Meeting.

In compliance with the revised Banking Rule BR/09:
‘Measures addressing credit risks arising from the assessment
of the quality of asset portfolios of credit institutions
authorised under the Banking Act, 1994, issued by the
MESA, an amount of €1.0 million from profits has been

allocated to a newly set up Reserve for General Banking

Risks.

BOARD OF DIRECTORS, OFFICERS AND SENIOR MANAGEMENT

The composition of the Board of Directors, Officers and
Senior Management is shown in the section on ‘Company
Information’ and further information is given in the
‘Statement of Compliance with the Code of Principles of

Good Corporate Governance’.

STATEMENT OF DIRECTORS’ RESPONSIBILITIES FOR THE
FINANCIAL STATEMENTS

The directors are required by the Companies Act, 1995 to
prepare financial statements which give a true and fair view
of the state of affairs of the Group and the parent company
as at the end of each reporting period and of the profit or
loss for that period.

LOMBARD 9
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In preparing the financial statements, the directors are

responsible for:

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

* sclecting and applying appropriate accounting policies;

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

* ensuring that the financial statements are prepared on the
going concern basis unless it is inappropriate to presume
that the Group and the parent company will continue in

business as a going concern.

The directors are also responsible for designing, implementing
and maintaining such internal controls as they deem necessary
to enable the preparation of financial statements that are
free from material misstatement, whether due to fraud
or error, and that comply with the Companies Act, 1995
and the Banking Act, 1994. They are also responsible for
safeguarding the assets of the Group and the parent company
and hence for taking reasonable steps for the prevention and

detection of fraud and other irregularities.

The financial statements of the Bank for the year ended 31
December 2013 are included in this Annual Report 2013
which is being published in printed form and made available
on the Bank’s website. The directors are responsible for
the maintenance and integrity of the Annual Report on
the website in view of their responsibility for the controls
over, and the security of, the website. Access to information
published on the Bank’s website is available in other countries
and jurisdictions, where legislation governing the preparation
and dissemination of financial statements may differ from

requirements or practice in Malta.

10

STATEMENT OF THE DIRECTORS PURSUANT TO LISTING RULE 5.68
The directors confirm that, to the best of their knowledge:

e the financial statements give a true and fair view of the
financial position of the Bank as at 31 December 2013,
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 EU; and

* the Annual Report includes a fair review of the
development and performance of the business and the
position of the Bank, together with a description of the

principal risks and uncertainties faced.

STANDARD LICENCE CONDITIONS

In accordance with SLC 7.35 of the Investment Services
Rules for Investment Service Providers regulated by the
MEFSA, licence holders are required to disclose any regulatory
breaches of standard licence conditions in this Annual
Report. Accordingly, the directors confirm that no breaches
of the standard licence conditions and no other breach
of regulatory requirements, which were subject to an

administrative penalty or regulatory sanction, were reported.

INFORMATION PROVIDED IN ACCORDANCE WITH LISTING
RULE 5.70.1

There were no material contracts to which the Bank, or
any of its subsidiaries were a party, and in which any one
of the Bank’s directors was directly or indirectly interested,
except for transactions disclosed in note 37 to the financial

statements.
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GOING CONCERN

In compliance with Listing Rule 5.62 and after having duly
considered the Bank’s performance, the directors declare that
they expect the Bank will continue to operate as a going

concern for the foreseeable future.

LisTING RULES — DISCLOSURES

In terms of Listing Rule 5.64, the directors are required to

disclose the following information.

As at the Annual General Meeting held on the 25 April 2013,
the Authorised Share Capital of the Bank was €20,000,000
made up of 80,000,000 Ordinary Shares of a nominal
value of 25 cent each. Following the approval of the Bank’s
shareholders at the above-mentioned 2013 Annual General
Meeting, the amount of €902,326 from the Bank’s Retained
Earnings Account was capitalised for the purpose of a bonus
share issue of 3,609,302 fully paid Ordinary Shares of a
nominal value of 25 cent per share. Following this allotment,
the Issued and Fully Paid-Up Share Capital of the Bank
increased to €9,925,499 divided into 39,701,994 Ordinary

Shares of a nominal value of 25 cent each, all of one class.

Equity attributable to shareholders as at 31 December 2013
stood at €79.3 million.

Amendments to the Memorandum and Articles of Association
of the Bank are effected in conformity with the provisions in
the Companies Act, 1995. Furthermore, in terms of the

Articles of Association:

* directors may be authorised by the Bank to issue shares
subject to the provisions of the Memorandum and
Articles of Association and the Companies Act;

e directors may decline to register the transfer of a share
(not being a fully paid share) to a person of whom they
shall not approve;

e directors may decline to recognise any instrument of

transfer, unless accompanied by the certificate of the

shares to which it relates, and/or such other evidence;

* no registration of transfers of shares shall be made and
no new particulars shall be entered in the register of
members when the register is closed for inspection; and

e the Bank may, from time to time, by extraordinary
resolution reduce the Share Capital, any Capital Reserve

Fund, or any Share Premium Account in any manner.

Currently there are no matters that require disclosures in

relation to:

* holders of any securities with special rights;

* employee share schemes;

* restrictions on voting rights or relevant agreements
thereto;

* agreements pertaining to the change in control of the
Bank; or

e agreements providing for compensations on termination

of Board Members or employees.

The rules governing the changes in Board membership are
contained in the ‘Statement of Compliance with the Code of

Principles of Good Corporate Governance’.

Shareholders holding five per cent (5%) or more of the share
capital of the Bank:

Shares in Lombard Bank Malta p.l.c.

at 31 December 2013 at 13 March 2014

Cyprus Popular Bank
Public Co Limited

First Gemini p.l.c.

48.9%
5.3%

48.9%
5.3%

DIRECTORS’ INTEREST IN GROUP COMPANIES

Joseph Said, who is a director of the Bank, is also a director
of the following companies that have a shareholding in the

Group as follows:
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Shares in Lombard Bank Malta p.l.c.

at 31 December 2013 at 13 March 2014

37,815
2,101,139

37,815
2,101,139

Safaco Limited

First Gemini p.l.c.

Shares in MaltaPost p.l.c.

at 31 December 2013 at 13 March 2014

Safaco Limited 39,925

32,427

41,418
33,639

First Gemini p.l.c.

In addition Joseph Said has a minority sharecholding in

Safaco Limited.

AuUDIT COMMITTEE

This committee is made up of non-executive directors and
is intended to ensure effective internal controls, compliance
and accountability. The committee also acts to ensure that
high ethical standards are maintained, as explained in the
‘Statement of Compliance with the Code of Principles of
Good Corporate Governance’ in another section of this

Annual Report.

12

AUDITORS

PricewaterhouseCoopers have expressed their willingness to
continue in office as auditors of the Bank and a resolution
proposing their reappointment will be put at the forthcoming

Annual General Meeting.

Approved by the Board of Directors on 14 March 2014 and
signed on its behalf by:

e

r
14

s

Michael C. Bonello

Chairman

Joseph Said
Chief Executive Officer




Statement of Compliance

with the Code of Principles of Good Corporate Governance

A. INTRODUCTION

In terms of the Listing Rules issued by the Malta Financial
Services Authority (‘MFSA)) (Listing Rule 5.97), Lombard
Bank Malta p.l.c. (the ‘Bank’), as a company having its
securities admitted to trading on a regulated market, is obliged
to report on the extent to which it has adopted the ‘Code
of Principles of Good Corporate Governance (the ‘Principles’)
embodied in Appendix 5.1 to Chapter 5 of the same Listing
Rules, as well as the measures which have been taken by the

Bank to ensure compliance with these Principles.

While the Principles are not mandatory, the Board of Directors
of the Bank has endeavoured to ensure that they are upheld
to the fullest extent possible, and this while acknowledging
that good corporate governance is indeed beneficial to all

the Bank’s stakeholders.

has departed from the Principles are explained below under

The instances in which the Bank
Section C — ‘Non-Compliance with the Code’.

After having carried out a review of the extent to which the
Bank has been compliant with the Principles throughout
the financial year ended 31 December 2013, the Board of
Directors, in terms of Listing Rule 5.94, presents its report

as follows:

B. COMPLIANCE WITH THE CODE
PRINCIPLE 1: THE BOARD

The Board of Directors of the Bank consists of seven (7)
directors, six (6) of whom are non-executive directors
together with the Chief Executive Officer of the Bank who is
also a director. The directors, individually and collectively, are
considered fit and proper to direct the business of the Bank,

having the necessary skills and experience to be able to do so.

In order to assist it in the execution of its duties and
responsibilities, the Board of Directors has set up a number of

Board committees and these include the Audit Committee,

the Asset-Liability Committee and the Credit Committee, all
of which are regulated by their own Terms of Reference as
approved by the Board. Details regarding the composition of

these committees are set out below.

PRINCIPLE 2: CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Different individuals occupy the positions of Chairman and
Chief Executive Officer. A clear division of responsibilities
de facto exists between the Chairman’s responsibility for the
running of the Board of Directors and the Chief Executive
Officer’s responsibility for the running and managing of the
Bank’s business. This separation of roles of the Chairman
and Chief Executive Officer avoids concentration of power,
authority and unfettered discretion in one individual alone
and differentiates leadership of the Board from the running

of the Bank’s business.

The Chairman’s responsibilities include: (i) leading the
Board and helping it reach its full potential, particularly
by facilitating the effective contribution of directors and
encouraging discussion; (ii) setting of the Agenda for Board
meetings; (iii) ensuring that the directors receive precise,
timely and objective information so that they can take
sound decisions and effectively monitor the performance
of the Bank; (iv) ensuring that all strategic and policy issues
are appropriately discussed and formally approved; and
(v) maintaining effective communication with the Bank’s
Shareholders at all times.

As stated below, the Chairman meets the independence

criteria set out in the Principles.

On the other hand, the Chief Executive Officer is responsible
for managing the day-to-day business of the Bank in

conformity with the agreed policies and strategies.

LOMBARD 13
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PRINCIPLE 3: COMPOSITION OF THE BOARD

The following directors served on the Board during the
period under review:
Michael C. Bonello
Christian Lemmerich @
Sophoklis Argyrou
Graham A. Fairclough
Kimon Palamidis
Joseph Said

Christos J. Stylianides
Michael Zammit

(1) Appointed 25 April 2013

(2) Retired 25 April 2013

All of the Board members are non-executive directors who are
not engaged in the daily management of the Bank, with the
exception of Joseph Said who is also Chief Executive Officer
of the Bank. Furthermore, the Board considers Michael C.
Bonello, Michael Zammit and Graham A. Fairclough as
independent directors. Mr. Zammit is still considered to be
independent despite the fact that he has served on the Board
for more than twelve consecutive years. In determining
the independence of its members, the Board has taken into
consideration the relevant Principles as well as what are
generally considered sound, acceptable standards. All non-
executive directors have declared in writing to the Board that
they undertake:

*  to maintain in all circumstances their independence of
analysis, decision and action;

* not to seek or accept any unreasonable advantages
that could be considered as compromising their
independence; and

* o clearly express their opposition in the event that they

find that a decision of the Board may harm the Bank.

It is considered that the size of the Board is sufficient for the
requirements of the business and that the balance of skills and
experience therein is appropriate to enable the Board to carry

out its duties and responsibilities.

The composition and election of the Board of Directors is
determined by the Bank’s Articles of Association wherein it
is established that it is the shareholders who must appoint
directors to serve on the Board. In addition, however, the
MFSA undertakes due diligence exercises in order to ensure
that the fit and proper criteria are observed, pursuant to the
Banking Act (Chapter 371 of the Laws of Malta) and the
Investment Services Act (Chapter 370 of the Laws of Malta).

PRINCIPLE 4: THE RESPONSIBILITIES OF THE BOARD

In pursuing the execution of the four basic roles of corporate
governance, namely, accountability, monitoring, strategy
formulation and policy development, the Board of Directors,

having the first level of responsibility for such execution:

e regularly reviews and evaluates corporate strategy, major
operational and financial plans, risk policy, performance
objectives and monitors implementation and corporate
performance within the parameters of all relevant laws,
regulations and codes of best business practice;

*  applies high ethical standards and takes into account the
interests of stakeholders and acts responsibly and with
integrity and on a fully informed basis, in good faith,
with due diligence and in the best interests of the Bank
and its shareholders;

e recognises that the Banks success depends upon
its relationship with all groups of its stakeholders,
including employees, suppliers, customers and the wider
community in which the Bank operates;

* recognises and supports enterprise and innovation
within management and examines how best to motivate
the Bank’s management;

*  secks to establish an effective decision-making process in
order to develop the Bank’s business efficiently; and

e ensures that a balance is struck between enterprise and

control in the Bank.
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Furthermore, the Board of Directors:

* defines in clear and concise terms the Bank’s strategy,
policies, management performance criteria and business
policies and effectively monitors the application and
implementation of such by management;

e establishes a clear internal and external reporting system
so that the Board has continuous access to accurate,
relevant and timely information;

e has established an Audit Committee in terms of Listing
Rules 5.117 to 5.134;

e continuously assesses and monitors the Bank’s present
and future operations, opportunities, threats and risks;

*  evaluates the managements implementation of corporate
strategy and financial objectives;

e ensures 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;

e ensures that the financial statements of the Bank and the
annual audit thereof are completed within the stipulated
time periods; and

*  requires management to constantly monitor performance

and report fully and accurately to the Board.

Furthermore, directors are informed on an ongoing basis of
their statutory and fiduciary duties, the Bank’s operations and
prospects, the general business environment and skills and
competences of senior management. The expectations of the

Board are also discussed regularly.

PRINCIPLE 5: BOARD MEETINGS

'The Board convened seven (7) times during the period under

review with attendance as follows:

Michael C. Bonello (appointed 25 April 2013) 5 (out of 5)
Christian Lemmerich (retired 25 April 2013) 2 (out of 2)
Sophoklis Argyrou 1
Graham A. Fairclough 7

Kimon Palamidis
Joseph Said
Christos J. Stylianides

N O NN

Michael Zammit

The dates when the Board meetings are scheduled to be
held are determined at the beginning of the year thus better
facilitating attendance at the meetings. Board members, at
times, participate in meetings either by electronic means or

by appointing an alternate director.

Well ahead of Board meetings butatleast one week beforehand,
an agenda accompanied with all supporting documentation
is sent to all directors. The agenda balances items of a long-
term strategic nature, as well as performance related issues
together with credit applications which fall within the
discretionary limits of the Board. During meetings, directors
are encouraged to present their views pertinent to the subject
matter and are given every opportunity to contribute to
the relevant issues on the agenda. Soon after each meeting,
minutes which record attendance as well as all decisions taken

are circulated to all Board members.

PRINCIPLE 6: INFORMATION AND PROFESSIONAL DEVELOPMENT
'The Board of Directors appoints the Chief Executive Officer.

Each newly appointed member of the Board is briefed by the
Chief Executive Officer on all aspects of the Bank’s business,
while the Company Secretary provides each newly appointed
director with a dossier containing reference to the more
important relevant Legislation, Rules and Bye-Laws, the

Bank Statute as well as policy documents.

Board members are reminded that the Company Secretary
is at their disposal to provide any advice or service that
may be required in the discharge of their duties and
responsibilities. The Company Secretary is responsible
for advising the Board, through the Chairman, on all

governance matters. The Secretary is responsible for
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ensuring that Board procedures are complied with as well
as that effective information flows within the Board, its
committees and with senior management. The Secretary
also facilitates induction and assists with professional

development, as required.

Directors are given the opportunity to update and develop
their skills and knowledge, particularly through detailed
presentations and briefings by senior executives and other
relevant Bank officials and are also encouraged to attend
externally run seminars throughout their directorship.
In addition, all Board members may obtain independent

professional advice at the Bank’s expense.

Furthermore, directors have access to the advice and services
of the external auditors who attend Board meetings at which

the Bank’s financial statements are approved.

The Board continues to be mindful of the crucial importance
of recruiting, retaining and motivating quality management.
The ongoing training and development of staff at all levels is
considered of the utmost importance and this also in the light

of the need for orderly succession.

PRINCIPLE 7: EVALUATION OF THE BOARD’S PERFORMANCE

An assessment exercise was carried out through a ‘self
examination’ questionnaire in which Board members
participated. This evaluation exercise was analysed and did
not reveal the need for any material changes in the Bank’s

governance structures and organisation.

PRrINCIPLE 8: COMMITTEES
The Board has appointed the following committees:
Audit Committee

The primary purpose of the Audit Committee, in accordance

with the MFSA Listing Rules, is to protect the interests of the
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Bank's shareholders and to assist the directors in conducting
their role effectively so that the Banks decision-making
capability and the accuracy of its reporting and financial

results are maintained at a high level at all times.

The Audit Committee assists the Board in fulfilling its
supervisory and monitoring responsibility by reviewing the
financial statements and disclosures, the systems of internal
control established by management as well as the external
and internal audit processes. The Bank’s independent Internal
Audit department reviews the adequacy and proper operation
of internal controls in individual areas of operation and reports
its findings directly to the Audit Committee. The Terms
of Reference of the Audit Committee are modelled on the

Principles.

‘The Audit Committee is currently composed of the following
three non-executive independent Board members: Michael
C. Bonello (Chairman), Graham A. Fairclough and Michael
Zammit. In order to ensure continuity, Kimon Palamidis was
appointed as the fourth person from among the Board’s non-
executive members who will serve on the Audit Committee
should any one of the above appointed members be
unavailable, as the case may be, and this in accordance with

the Audit Committee’s Terms of Reference.

Michael C. Bonello is considered by the Board to be
independent and competent in accounting and/or auditing
in terms of the Listing Rules, having previously served in
various senior positions within other institutions, including
as Governor of the Central Bank of Malta for a number of

years.

The Bank’s internal auditor is asked to attend meetings of the
Audit Committee and the external auditors are also invited to
attend. Members of senior management are invited to attend

meetings as is deemed necessary by the Committee.

The main roles and responsibilities of the Audit Committee
include:

* the monitoring of the financial reporting process;
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* the monitoring of the effectiveness of the Bank’s internal
control, internal audit and risk management systems;

e the monitoring of the audit of the annual consolidated
financial statements;

e the

referred to above between the Board, management, the

maintenance of communication on matters
independent external auditors and the internal auditors;

e the making of reccommendations to the Board in relation
to the appointment of the external auditor and the
approval of the remuneration and terms of engagement
of the external auditor following appointment by the
shareholders in General Meeting;

* the monitoring and reviewing of the external auditor’s
independence, and in particular the provision of
additional services to the Bank;

e the development and implementation of a policy on the
engagement of the external auditor to supply non-audit
services; and

e the scrutiny, monitoring and approval of related party

transactions.

When the Audit Committee's monitoring and review
activities reveal cause for concern/scope for improvement, it
must make recommendations to the Board of Directors on

action needed to address the issue or make improvements.
Asset-Liability Committee (ALCO)

Membership of this committee is made up of a number
of chief officers and senior managers, including from the
The Chief Executive

Officer chairs ALCO whose main objective is to manage risks

Finance and Treasury departments.

within approved limits at the same time as maximising the
Bank’s returns by efficient and judicious management of the

BanKk’s assets and liabilities.
Credit Committee
The Credit Committee is responsible for considering and

approving credit applications within delegated limits of

authority and is composed of chief officers together with

senior officers engaged in lending. The Chief Executive

Officer chairs this committee.
Remuneration Committee

The functions of the Remuneration Committee are carried
out by the Board of Directors in view of the fact that the

remuneration of directors is not performance-related.

A separate ‘Remuneration Report’ features on page 21 of this

Annual Report in compliance with the Principles.

PRINCIPLE 9 AND 10: RELATIONS WITH SHAREHOLDERS AND
MARKETS AND INSTITUTIONAL SHAREHOLDERS

The Bank fully appreciates the importance of maintaining
open lines of communication with shareholders, the markets
and institutional shareholders. The Board, in this regard,
considers that throughout the period under review the Bank
has continued to communicate appropriately by means of

regular company announcements as well as press releases.

Specifically, the Bank communicates with its shareholders
during the Annual General Meetings when directors and
senior officers are also present in order to answer any questions
that may arise. The Annual Report and Financial Statements
are sent to all shareholders at least twenty-one (21) days prior
to the holding of the Annual General Meeting.

The

information about the Bank and its business and is updated

Bank’s website (www.lombardmalta.com) contains
regularly.
It is therefore the Bank’s policy:

* to publish information that can have a significant
effect on the Bank’s share price through the MSE and
immediately after on the website;

e to make other published information available to the

public on the Bank’s website;
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*  to strive for open, transparent communications;
*  to ensure continuity and high quality in the information
disclosed; and

*  to be accessible to all stakeholders.

Minority shareholders are entitled to call special meetings
should a minimum threshold of share ownership be
established in accordance with the Bank’'s Memorandum and
Articles of Association.

Furthermore, minority shareholders may formally present
an issue to the Board if they own the predefined minimum

threshold of shares.

PRINCIPLE 11: CONFLICTS OF INTEREST

The Board of Directors recognises that its members have a
primary responsibility to always act in the interest of the Bank
and its shareholders as a whole, irrespective of who appointed
them to the Board.

Strict policies are in place to enable the management of
conflict of interest, both actual as well as potential, should

the occasion arise.

In addition, the ‘Code of Conduct for Dealing in Securities
by Directors, Executives and Employees was adopted and
implemented in conformity with the Prevention of Financial
Markets Abuse Legislation. Directors and employees are
regularly reminded of their obligations when dealing in

securities of the Bank.

Joseph Said, who is a director of the Bank, is also a director of
certain companies that have a shareholding in the Group, as

disclosed in the Directors’ Report.

PRINCIPLE 12: CORPORATE SOCIAL RESPONSIBILITY

Directors are fully aware of the need to adhere to accepted

The Bank

principles of corporate social responsibility.

remains committed to behaving ethically at all times and
to contributing to economic development while at the
same time improving the quality of life of the work force
and their families, as well as of the local community and
society at large. The Bank continues to put into practice
the principles of corporate social responsibility through its
extensive contributions and initiatives and direct community

involvement.
C. NON-COMPLIANCE WITH THE CODE
PRINCIPLE 4: (CODE PROVISION 4.2.7)

The above Code Provision requires that the Board should
develop a succession policy for the future composition of
the Board of Directors and particularly of its executive
component, for which the Chairman should hold key
responsibility.

The appointment of directors to serve on the Board is
a matter which is entirely reserved to the shareholders of
the Bank in terms of its Memorandum and Articles of
Association (except where the need arises to fill a casual
vacancy). Therefore, the Board does not consider it practical
to develop a succession policy for the future composition
of the Board. However, the recommendation will be kept

under review as appropriate.

PRINCIPLE 7: (CODE PROVISIONS 7.1, 7.2, 7.3)

In carrying out a performance evaluation of its role the
Board did not appoint an ad hoc committee, but it involved
directors in this task so as to obtain an in-depth assessment

of its performance.

The above evaluation did not include the Board committees

nor an evaluation of the Chairman.
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PRINCIPLE 8A: (REMUNERATION COMMITTEE)

The Board did not establish a Remuneration Committee as
specified in Code Provision 8.A.1. In terms of Code Provision
8.A.2 of the Principles, given that the remuneration of directors
is not performance-related, the functions of the Remuneration

Committee are carried out by the Board of Directors.

PRINCIPLE 8B (NOMINATION COMMITTEE)

The Board does not consider the setting up of a Nomination
Committee as necessary given that the appointment of
directors to the Board is a matter that is reserved entirely to
the Bank’s shareholders in terms of the Memorandum and

Articles of Association.

In this connection every member of the Bank holding in
the aggregate at least fifteen per cent (15%) of the Ordinary
Issued Share Capital of the Bank shall be entitled to appoint
one (1) director for each and every fifteen per cent (15%) of
the Ordinary Issued Capital owned by that member. Any
fractional shareholding in excess of fifteen per cent (15%)
not applied in appointing such a director or directors, and
only that fraction, shall be entitled to vote in the election of
the remaining directors together with the remaining body of
shareholders. These are entitled to appoint the remaining
Board members in accordance with the provisions of the

BanK’s statute.

PRINCIPLE 9: (CODE PROVISION 9.3)

There are no procedures disclosed in the Bank’s Memorandum
or Articles as recommended in Code Provision 9.3 to resolve

conflicts between minority shareholders and controlling

shareholders.

D. INTERNAL CONTROL (LISTING RULE 5.97.4)

The Board is ultimately responsible for the Bank’s internal

controls as well as their effectiveness, while authority to

operate the Bank is delegated to the Chief Executive Officer.
The Bank’s system of internal controls is designed to manage
all the risks in the most appropriate manner. Such controls,
however, cannot completely eliminate the possibility of
material error or fraud. The Board, therefore, assumes
responsibility for executing the four basic roles of Corporate
Governance, i.e. accountability,

monitoring,  strategy

formulation and policy development.
In summary, the Board is therefore responsible for:

e reviewing the Bank’s strategy on an ongoing basis as well
as setting the appropriate business objectives in order to

enhance value for all stakeholders;

* appointing and monitoring the Chief Executive Officer
whose function it is to manage the operations of the

Bank; and

e identifying and ensuring that significant risks are

managed satisfactorily.

Given the fiduciary responsibility involved, the Board of
Directors also sets high business and ethical standards for

adoption right across the organisation.

The Board upholds a policy of clear demarcation between
its role and responsibilities and those of Management. It
has defined the level of authority that it retains over
strategy formulation and policy determination together with
delegated authority and has vested accountability for the
Bank’s day-to-day business in the Asset-Liability Committee,

Credit Committee and in the management team comprising

the:

e Chief Executive Officer; and
e Chief Officers and other Senior Managers.

The Board frequently participates in asset allocation decisions
as well as credit proposals above a certain threshold, after the

appropriate recommendations have been made.
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E. GENERAL MEETINGS (LISTING RULE 5.97.6)

General meetings are called by at least 21 days’ notice and
conducted in accordance with the provisions contained in the

Bank’s Articles of Association.

The ‘Ordinary Business’ which is dealt with at the Annual
General Meeting consists of the adoption of the annual
financial statements, declaration of a dividend, appointment
of Board members, appointment of auditors and the fixing of
their remuneration together with the voting of remuneration
to the directors for the holding of their office. All other

business shall be deemed ‘Special Business’.

All shareholders registered in the shareholders’ register on
record date as defined in the Listing Rules have the right to

attend, participate and vote in the general meeting.

A shareholder or shareholders holding not less than five per
cent (5%) of the voting Issued Share Capital of the Bank
may: (i) request the Bank to include items on the agenda and;

(ii) table draft resolutions for items included in the agenda of

20

a general meeting. Such requests shall be submitted to the
Bank at least forty six (46) days before the date set for the

general meeting.

Every shareholder shall be entitled to appoint only one (1)
person to act as proxy holder to attend and vote at a general
meeting instead of him. The proxy holder shall enjoy the
same rights to speak and ask questions in the general meeting
as those to which the member thus represented would be

entitled.

Approved by the Board of Directors on 14 March 2014 and
signed on its behalf by:

&)

b8
Joseph Said
Chief Executive Officer

e

Michael C. Bonello

Chairman




Remuneration Report

As stated in the ‘Statement of Compliance with the Code of Principles of Good Corporate Governance’, in terms of the Malta Financial
Services Authority (MFSA)) ‘Code of Principles of Good Corporate Governance’, the functions of a Remuneration Committee are
performed by the Board of Directors, on the basis that the remuneration of the Bank’s directors is not performance-related and does
not include share options, pension benefits, profit-sharing arrangements or any emolument related to the performance of the Bank.
Amongst the obligations established in the Listing Rules, the Board, where applicable, carries out the main duties established in the
Supporting Principles enshrined in Principle 8A of the ‘Code of Principles of Good Corporate Governance’. The Board of Directors
approved this Remuneration Report at the Board Meeting held on 14 March 2014.

REMUNERATION POLICY

DIRECTORS

No material changes in the remuneration policy for the Bank’s directors during the financial year under review warrant
reporting. In terms of the Bank’s Memorandum and Articles of Association, the shareholders of the Bank determine the
maximum annual aggregate remuneration of the directors. The maximum amount is established by resolution at each Annual
General Meeting of the Bank. The aggregate amount fixed for this purpose during the last Annual General Meeting was seventy
thousand euro (€70,000).

No Board committee fees were payable to any of the directors during the year under review.

Only one of the directors has a service contract with the Bank. Furthermore, it is confirmed that none of the directors in their
capacity as directors of the Bank are entitled to profit sharing, share options, pension benefits, variable remuneration or any

other remuneration or related payments from the Bank.

The payment of fees to directors for the holding of their office during 2013 amounts to €44,435. This amount is within the
limit of €70,000 approved by the Annual General Meeting of 25 April 2013.

Christian Lemmerich retired from his position as Director and Chairman of the Bank at the last Annual General Meeting
of 25 April 2013. Michael C. Bonello was nominated and appointed as a director at the same Annual General Meeting and
appointed as Chairman of the Bank at a Board of Directors Meeting held on the same date.

Directors’ fees attributable to the current financial year are disclosed in note 32 to the financial statements. During the year,

directors received fees as follows:

€
Christian Lemmerich (Chairman il 25.04.2013) 6,604
Michael C. Bonello (Chairman wee.f. 25.04.2013 ) 13,373
Graham A. Fairclough 6,988
Joseph Said 6,988
Michael Zammit 6,988
Kimon Palamidis 3,494
Total 44,435
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SENIOR MANAGEMENT

No material changes in the remuneration policy for the Bank’s Senior Management during the financial year under review
warrant reporting. The Board of Directors considers that the packages offered to senior management ensure that the Bank
attracts and retains management staff with the right qualities and skills and capable of fulfilling their duties and obligations
appropriately. Furthermore, it remains the Bank’s policy to engage its senior management staff on the basis of indefinite
contracts of employment, and this after a period of probation. The terms and conditions of employment of senior management
are established in the relative employment contracts. Accordingly, the applicable notice periods, after probation, are those

provided for in the relevant legislation.

Share options, share incentive schemes and profit sharing do not feature in the Bank’s Remuneration Policy, and the individual
contracts of employment of senior management do not contain provisions for termination payments and/or other payments

linked to early termination other than as determined by the Law. Currently no pension benefits are payable by the Bank.

Senior management staff are eligible for annual salary increases, which increases are not directly performance-related. Annual

bonuses paid are based on an assessment of individual overall performance during the previous financial year.

Non-cash benefits include health insurance as well as death-in-service benefits. The Chief Executive Officer is entitled to the

use Of a company car.

Total emoluments received by senior management during the period under review are as detailed below, in terms of Code
Provision 8.A.5.

Fixed Remuneration Variable Remuneration Share Options Others
Non-Cash
€509,296 €261,500 None Benefits referred
to above

OTHER

For other employees, fixed pay is determined by a Collective Agreement and annual bonuses are differentiated by individual

performance and grade.

The Bank, to date, does not plan to effect any changes in its Remuneration Policy in the upcoming financial year.
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Number of shareholders at 31 December 2013 analysed by range:

Range

1 -500

501 — 1000
1001 — 5000
5001 and over
Total

Shareholders
160

111

529

746

1,546

Shares
28,566
82,889

1,356,148
38,234,391
39,701,994

Number of shareholders at 13 March 2014 analysed by range:

Range
1-500

501 — 1000
1001 — 5000
5001 and over
Total

Shareholders
160

115

520

753

1,548

Shares
28,696
85,101

1,329,932
38,258,265
39,701,994

The Bank has one class of shares and each share is entitled to one vote.

LOMBARD
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Boarp or DirecTors

Michael C. Bonello (Chairman)

Graham A. Fairclough
Kimon Palamidis
Joseph Said

Sophoklis Argyrou
Christos J. Stylianides
Michael Zammit

Sentor MANAGEMENT

Joseph Said
Anthony Bezzina
Anthony E. Bezzina
Julius M. Bozzino
Paul Debono
Eugenio Farrugia
Aurelio Theuma

HEeaps or DEpARTMENTS

Joan Aquilina
Robert Aquilina
Victoria Azzopardi
Moira Balzan

Peter Bonnici
Anthony Busuttil
Josianne Formosa
Raymond Formosa
Mark Gauci
Edward Pirotta
Helena Said
Geoffrey Tedesco Triccas
Carmel Vassallo

ARrEA MANAGERS

Kevin Galea Souchet
Mark Lauri
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CoMPANY SECRETARY

Helena Said

Chief Executive Officer
Chief Officer - Credit

Chief Officer - Gozo Operations
Chief Officer - Private Banking & Corporate Advisory Services

Chief Officer - Legal Services
Chief Officer - ICT
Chief Financial Officer

Internal Audit

Treasury

Human Resources

Finance

Organisation and Methods
Trade Finance

Risk Management

Branch Operations

Credit

Premises

Credit Support Services
Information Technology
Data Processing Management

Area Manager - Sliema
Area Manager - Balzan




Company Information

Recisterep OFrice

Lombard House
67 Republic Street, Valletta VLT 1117
Tel: 25581 117

Branches

67 Republic Street, Valletta VLT 1117
Tel: 25581 117

Balzan Valley Road, Balzan BZN 1409
Tel: 25581 500

4 Main Street, Qormi QRM 1100
Tel: 25581 300

225A Tower Road, Sliema SLM 1601
Tel: 25581 260

Crepit DEPARTMENT

9A Fredrick Street, Valletta VLT 1470
Tel: 25581 115

‘WeaLrH M ANAGEMENT

67 Republic Street, Valletta VLT 1117
Tel: 25581 117

Lecar Orrice

59 Republic Street, Valletta VLT 1117
Tel: 25581 116

Graham Street, Sliema SLM 1711
Tel: 25581 200

Paceville Avenue, St. Julian’s ST] 3103
Tel: 25581 400

82 St. Sebastian Street, Qormi QRM 2335
Tel: 25581 360

Ninu Cremona Street, Victoria VCT 2561
Tel: 25581 600
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Independent Auditor’s Report
to the Members of Lombard Bank Malta p.l.c.

Report on the Financial Statements for the year ended 31 December 2013

We have audited the consolidated and stand-alone parent company financial statements of Lombard Bank Malta p.l.c.
(together the ‘financial statements’) on pages 29 to 129 which comprise the consolidated and parent company statements of
financial position as at 31 December 2013, and the consolidated and parent company statements of income, comprehensive
income, changes in equity and cash flows for the year then ended, and a summary of significant accounting policies and other

explanatory information.

Directors’ Responsibility for the Financial Statements

As explained more comprehensively in the Statement of Directors’ Responsibilities for the financial statements on page 9,
the directors are responsible for the preparation of financial statements that give a true and fair view in accordance with
International Financial Reporting Standards as adopted by the EU and the requirements of the Banking Act, 1994 and the
Companies Act, 1995, and for such internal control as the directors determine is necessary to enable the preparation of

financial statements that are free from material misstatement, whether due to fraud or error.

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 about 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 the internal control relevant to the entity’s preparation of financial statements that give a true and fair view 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 entity’s internal control. 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.
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Opinion

In our opinion, the financial statements:

* give a true and fair view of the financial position of the Group and the Bank as at 31 December 2013, and of their
financial performance and their cash flows for the year then ended in accordance with International Financial Reporting
Standards as adopted by the EU; and

* have been properly prepared in accordance with the requirements of the Banking Act, 1994 and the Companies Act,
1995.

Report on Other Legal and Regulatory Requirements
Opinion on other matters prescribed by the Banking Act, 1994
In our opinion:

i) we have obtained all the information and explanations which to the best of our knowledge and belief were necessary for
the purpose of our audit;

ii) proper books of account have been kept by the Bank, so far as appears from our examination of those books;

iii) the Bank’s financial statements are in agreement with the books of account; and

iv) to the best of our knowledge and according to the explanations given to us, the financial statements give the information

required by any law in force in the manner so required.

Matters on which we are required to report by exception

We also read other information contained in the Annual Report and considered whether it is consistent with the audited
financial statements. The other information comprises the Chairman’s Statement to the Members, the Chief Executive
Officer’s Review of Operations, the Directors’ Report, the Remuneration Report and other Company Information and the

additional Regulatory Disclosures. Our responsibilities do not extend to any other information.
We also have responsibilities under:

* The Companies Act, 1995 to report to you if, in our opinion:
- the information given in the Directors’ Report is not consistent with the financial statements;
- proper returns adequate for our audit have not been received from branches not visited by us; and
- if certain disclosures of directors’ remuneration specified by law are not made in the financial

statements, giving the required particulars in our report.
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e The Listing Rules to review the statement made by the directors that the business is a going concern together with

supporting assumptions or qualifications as necessary.
We have nothing to report to you in respect of these responsibilities.
Report on the Statement of Compliance with the Code of Principles of Good Corporate Governance

The Listing Rules issued by the Malta Listing Authority require the directors to prepare and include in their Annual Report
a Statement of Compliance providing an explanation of the extent to which they have adopted the Code of Principles of
Good Corporate Governance and the effective measures that they have taken to ensure compliance throughout the accounting

period with those Principles.
The Listing Rules also require the auditor to include a report on the Statement of Compliance prepared by the directors.

We read the Statement of Compliance and consider the implications for our report if we become aware of any apparent
misstatements or material inconsistencies with the financial statements included in the Annual Report. Our responsibilities

do not extend to considering whether this statement is consistent with any other information included in the Annual Report.

We are not required to, and we do not, consider whether the Board’s statements on internal control included in the Statement
of Compliance cover all risks and controls, or form an opinion on the effectiveness of the Company’s corporate governance

procedures or its risk and control procedures.

In our opinion, the Statement of Compliance set out on pages 13 to 20 has been properly prepared in accordance with the

requirements of the Listing Rules issued by the Malta Listing Authority.

PricewaterhouseCoopers

78 Mill Street
Qormi QRM 3101
Malta

@

Fabio Axisa

Partner

14 March 2014
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Statements of Financial Position

As at 31 December 2013

Group Bank
Notes 2013 2012 2013 2012
€000 €000 €000 € 000
Assets

Balances with Central Bank of Malta,
treasury bills and cash 5 134,596 133,641 134,283 133,200
Cheques in course of collection 739 1,063 739 1,063
Investments 6 43,554 32,669 40,491 29,871
Loans and advances to banks 7 73,193 46,911 68,116 39,379
Loans and advances to customers 8 314,773 319,864 315,405 320,221
Investment in subsidiaries 9 - - 10,237 9,352
Intangible assets 10 1,466 1,548 214 227
Property, plant and equipment 11 23,229 22,915 13,304 13,172
Investment property 12 745 745 745 745
Assets classified as held for sale 8 417 584 417 584
Current tax assets 1,907 1,454 1,397 654
Deferred tax assets 13 4,016 2,998 3,622 2,610
Inventories 14 862 810 260 175
Trade and other receivables 15 6,085 5,474 2,045 1,941
Accrued income and other assets 16 4,259 4,568 3,061 3,120
Total assets 609,841 575,244 594,336 556,314
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Statements of Financial Position (continued)

As at 31 December 2013

Group Bank
Notes 2013 2012 2013 2012
€000 €000 €000 €000
Equity and Liabilities
Equity
Share capital 17 9,925 9,023 9,925 9,023
Share premium 18 17,746 17,746 17,746 17,746
Revaluation and other reserves 18 6,231 4,463 6,087 4,342
Retained earnings 45,372 46,307 44,025 44,735
Equity attributable to equity
holders of the Bank 79,274 77,539 77,783 75,846
Non-controlling interests 5,127 5,027 - -
Total equity 84,401 82,566 77,783 75,846
Liabilities
Amounts owed to banks 19 2,563 3,256 2,563 3,256
Amounts owed to customers 20 493,901 462,116 498,724 463,276
Provisions for liabilities and other charges 21 2,284 2,264 642 666
Other liabilities 22 16,995 14,800 9,654 8,307
Accruals and deferred income 23 9,697 10,242 4,970 4,963
Total liabilities 525,440 492,678 516,553 480,468
Total equity and liabilities 609,841 575,244 594,336 556,314
Memorandum items
Contingent liabilities 24 4,780 4,916 4,780 4,916
Commitments 24 64,214 81,232 64,214 81,232

The notes on pages 39 to 129 are an integral part of these financial statements.

These financial statements on pages 29 to 129 were approved and authorised for issue by the Board of Directors on 14 March 2014 and

signed on its behalf by:

Michael C. Bonello

Chairman

)

Joseph Said

Chief Executive Officer

LOMBARD
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Income Statements
For the Year Ended 31 December 2013

Group Bank
Notes 2013 2012 2013 2012
€000 €000 €000 €000
Interest receivable and similar income
- on loans and advances, balances with Central
Bank of Malta and treasury bills 25 22,912 23,195 22,852 23,183
- on debt and other fixed income instruments 25 1,261 648 1,103 485
Interest expense 25 (9,106) (10,040) (9,118) (9,908)
Net interest income 15,067 13,803 14,837 13,760
Fee and commission income 26 2,421 2,468 1,473 1,471
Fee and commission expense 26 95) (87) (95) (87)
Net fee and commission income 2,326 2,381 1,378 1,384
Postal sales and other revenues 27 20,603 20,038 9 20
Dividend income 28 185 159 1,488 1,466
Net trading income 29 281 536 291 220
Net gains on disposal of non-trading
financial instruments - 23 - 1
Other operating income 109 144 178 144
Operating income 38,571 37,084 18,181 16,995
Employee compensation and benefits 30  (15,431) (14,765) (4,632) (4,445)
Other operating costs 32 (10,402) (10,602) (2,595) (2,600)
Depreciation and amortisation 10, 11 (1,420) (1,335) (464) (417)
Provisions for liabilities and other charges 21 (105) 40 - -
Net impairment losses 31 (4,181) (985) (4,103) (971)
Profit before taxation 7,032 9,437 6,387 8,562
Income tax expense 33 (2,550) (3,289) (2,276) (3,012)
Profit for the year 4,482 6,148 4,111 5,550
Attributable to:
Equity holders of the Bank 4,094 5,719 4,111 5,550
Non-controlling interests 388 429 - -
Profit for the year 4,482 6,148 4,111 5,550
Earnings per share 34 10c3 14c4

The notes on pages 39 to 129 are an integral part of these financial statements.
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Statements of Comprehensive Income
For the Year Ended 31 December 2013

Group
2013 2012
Note €000 €000
Profit for the year 4,482 6,148
Other comprehensive income
Items that may be reclassified subsequently to profit or loss
Fair valuation of available-for-sale financial assets:
Net changes in fair value arising during the year, before tax 1,033 (399)
Reclassification adjustments - net amounts reclassified
to profit or loss, before tax 9 9)
Income tax relating to components of other comprehensive income 33 (345) 142
Other comprehensive income for the year, net of income tax 679 (266)
Total comprehensive income for the year, net of income tax 5,161 5,882
Attributable to:
Equity holders of the Bank 4,761 5,454
Non-controlling interests 400 428
Total comprehensive income for the year, net of income tax 5,161 5,882
Bank
Profit for the year 4,111 5,550
Other comprehensive income
Items that may be reclassified subsequently to profit or loss
Fair valuation of available-for-sale financial assets:
Net changes in fair value arising during the year, before tax 996 (404)
Reclassification adjustments - net amounts reclassified
to profit or loss, before tax (10) oy
Income tax relating to components of other comprehensive income 33 (345) 142
Other comprehensive income for the year, net of income tax 641 (263)
Total comprehensive income for the year, net of income tax 4,752 5,287

The notes on pages 39 to 129 are an integral part of these financial statements.
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Statements of Changes in Equity
For the Year Ended 31 December 2013

Group Attributable to equity holders of the Bank
Revaluation Non-
Share Share and other Retained controlling Total
capital premium reserves earnings Total interests equity
Note €000 €000 €000 €000 €000 €000 €000
At 1 January 2012 9,023 17,746 4,563 43,553 74,885 4,774 79,659

Comprehensive income

Profit for the year - - - 5,719 5,719 429 6,148

Other comprehensive income

Fair valuation of available-
for-sale financial assets:
Net changes in fair value
arising during the year - - (259) - (259) (1) (260)
Reclassification adjustments
- net amounts reclassified

to profit or loss - - (6) - (6) - (6)
Transfers and other
movements - - 165 (165) - - -

Total other comprehensive

income for the year - ) (100) (165) (265) (1) (2606)
Total comprehensive
income for the year - B (100) 5,554 5,454 428 5,882

Transactions with owners,

recorded directly in equity

Contributions by and
distributions to owners

Dividends to equity holders 35 - - - (2,698) (2,698) (417) (3,115)

Changes in ownership
interests in subsidiaries
that do not result in a
loss of control

Change in non-controlling

interests in subsidiary - - - (102) (102) 242 140
Total transactions with owners - - - (2,800) (2,800) (175) (2,975)
At 31 December 2012 9,023 17,746 4,463 46,307 77,539 5,027 82,566

The notes on pages 39 to 129 are an integral part of these financial statements.
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Statements of Changes in Equity
For the Year Ended 31 December 2013

Group Attributable to equity holders of the Bank
Revaluation Non-
Share Share and other Retained controlling Total
capital premium reserves earnings Total interests equity
Notes €000 €000 €000 €000 €000 €000 €000
At 1 January 2013 9,023 17,746 4,463 46,307 77,539 5,027 82,566

Comprehensive income

Profit for the year - - - 4,094 4,094 388 4,482

Other comprehensive income

Fair valuation of available-
for-sale financial assets:

Net changes in fair value

arising during the year - - 673 - 673 12 685

Reclassification adjustments
- net amounts reclassified

to profit or loss - - 6) - 6) - 6)
Transfers and other
movements - - 1,104 (1,104) - - -

Total other comprehensive
income for the year

- - 1,771 (1,104) 667 12 679

Total comprehensive
income for the year

- - 1,771 2,990 4,761 400 5,161

Transactions with owners,
recorded directly in equity

Contributions by and
distributions to owners

Bonus shares issued 17 902 - - (902) - - _
Dividends to equity holders 35 } B } 2,815) (2,815) (422) (3,237)

Changes in ownership
interests in subsidiaries
that do not result in a
loss of control

Change in non-controlling

interests in subsidiary - - 3) (208) (211) 122 (89)

Total transactions with owners 902 - 3) (3,925) (3,026) (300) (3,326)

At 31 December 2013 9,925 17,746 6,231 45,372 79,274 5,127 84,401

The notes on pages 39 to 129 are an integral part of these financial statements.
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Statements of Changes in Equity

For the Year Ended 31 December 2013

Bank Revaluation
Share Share and other Retained
capital premium reserves earnings Total
Note €000 €000 € 000 €000 €000
At 1 January 2012 9,023 17,746 4,440 42,048 73,257
Comprehensive income
Profit for the year - - - 5,550 5,550
Other comprehensive income
Fair valuation of available-for-sale financial assets:
Net changes in fair value arising during the year - - (262) - (262)
Reclassification adjustments
- net amounts reclassified
to profit or loss - - (1) - (1)
Transfers and other movements - - 165 (165) -
Total other comprehensive income for the year - - (98) (165) (263)
Total comprehensive income for the year - - (98) 5,385 5,287
Transactions with owners, recorded directly
in equity
Contributions by and distributions to owners
Dividends to equity holders 35 - - - (2,698) (2,698)
Total transactions with owners - - - (2,698) (2,698)
At 31 December 2012 9,023 17,746 4,342 44,735 75,846

The notes on pages 39 to 129 are an integral part of these financial statements.
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Statements of Changes in Equity
For the Year Ended 31 December 2013

Bank Revaluation
Share Share and other Retained
capital premium reserves earnings Total
Notes €000 €000 €000 €000 € 000
At 1 January 2013 9,023 17,746 4,342 44,735 75,846
Comprehensive income
Profit for the year - - - 4,111 4,111
Other comprehensive income
Fair valuation of available-for-sale financial assets:
Net changes in fair value arising during the year - - 646 - 646
Reclassification adjustments
- net amounts reclassified
to profit or loss - - (5) - (5)
Transfers and other movements - - 1,104 (1,104) -
Total other comprehensive income for the year - - 1,745 (1,104) 641
Total comprehensive income for the year - - 1,745 3,007 4,752
Transactions with owners, recorded directly
in equity
Contributions by and distributions to owners
Bonus shares issued 17 902 - - (902) -
Dividends to equity holders 35 - - - (2,815) (2,815)
Total transactions with owners 902 - - (3,717) (2,815)
At 31 December 2013 9,925 17,746 6,087 44,025 77,783

The notes on pages 39 to 129 are an integral part of these financial statements.
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Statements of Cash Flows
For the Year Ended 31 December 2013

Group Bank
Notes 2013 2012 2013 2012
€000 €000 €000 €000
Cash flows from operating activities
Interest and commission receipts 23,977 23,694 24,073 23,697
Receipts from customers relating to postal
sales and other revenue 22,030 28,004 9 20
Interest and commission payments (9,275) (10,486) (9,289) (10,354)
Payments to employees and suppliers (26,284) (23,832) (7,159) (7,051)
Cash flows from operating profit before
changes in operating assets and liabilities 10,448 17,380 7,634 6,312
Decreasel(increase) in operating assets:
Treasury bills (6,201) 20,698 (6,201) 20,698
Deposits with Central Bank of Malta 315 3,014 315 3,014
Loans and advances to banks and customers 4,013 (13,438) 738 (10,398)
Other receivables 374 (1,864) 302 (1,864)
(Decrease)/increase in operating liabilities:
Amounts owed to banks and to customers 31,658 (4,512) 35,322 (791)
Other payables 1,275 4,147 1,347 4,147
Net cash from operations 41,882 25,425 39,457 21,118
Income tax paid (4,367) (4,266) (3,958) (3,276)
Net cash flows from operating activities 37,515 21,159 35,499 17,842
Cash flows from investing activities
Dividends received 186 159 186 159
Interest received from investments 2,314 2,123 2,085 1,933
Purchase of investments (11,323) (17,952) (10,683) (17,952)
Proceeds on maturity/disposal of investments 1,227 1,040 816 69
Purchase of property, plant and equipment (1,684) (2,653) (586) (1,068)
Acquisition of non-controlling interests (270) - - -
Net cash flows (used in)/from investing activities (9,550) (17,283) (8,182) (16,859)
Cash flows from financing activities
Dividends paid to equity holders of the Bank 35 (2,815) (2,698) (2,815) (2,698)
Dividends paid to non-controlling interests (236) (275) - -
Net cash flows used in financing activities (3,051) (2,973) (2,815) (2,698)
Net increase/(decrease) in cash and cash equivalents 24,914 903 24,502 (1,715)
Cash and cash equivalents at beginning of year 123,432 122,529 118,453 120,168
Cash and cash equivalents at end of year 36 148,346 123,432 142,955 118,453

The notes on pages 39 to 129 are an integral part of these financial statements.
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Notes to the Financial Statements
For the Year Ended 31 December 2013
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Notes to the Financial Statements
For the Year Ended 31 December 2013

1.1

1.2

40

Summary of significant accounting policies

The principal accounting policies adopted in the preparation of these financial statements are set out below. Unless
otherwise stated, these policies have been consistently applied to all the years presented and relate to both the Group

and the Bank.
Basis of preparation

The consolidated financial statements include the financial statements of Lombard Bank Malta p.l.c. (the ‘Bank’)
and its subsidiary undertakings (together referred to as the ‘Group’ and individually as ‘Group entities’). The Bank’s
financial statements have been prepared in accordance with the requirements of International Financial Reporting
Standards (‘IFRS’s) as adopted by the EU and with the requirements of the Banking Act, 1994 (Chapter 371 of the
Laws of Malta) and the Companies Act, 1995 (Chapter 386 of the Laws of Malta). These consolidated financial
statements are prepared under the historical cost convention, as modified by the fair valuation of available-for-sale
financial assets, financial assets and financial liabilities at fair value through profit or loss (including all derivative
financial instruments), investment property and the revaluation of the land and buildings class of property, plant and
equipment.

The preparation of financial statements in conformity with IFRSs as adopted by the EU requires the use of certain
accounting estimates. It also requires the directors to exercise their judgment in the process of applying the Group’s
accounting policies (see note 3.1 — Ciritical accounting estimates, and judgments in applying the Group’s accounting
policies).

Standards, interpretations and amendments to published standards effective in 2013

In 2013, the Group adopted new standards, amendments and interpretations to existing standards that are mandatory
for the Group’s accounting period beginning on 1 January 2013. The adoption of these revisions to the requirements
of IFRSs as adopted by the EU did not result in significant changes to the Group’s accounting policies impacting the
Group’s financial performance and position.

The Group adopted IAS 19 (revised 2011) ‘Employee benefits’, which amended the accounting for post-employment
employee benefits. The Group was required to apply the revised standard retrospectively in accordance with the
transition provisions of the standard. Under the revised standard, actuarial gains and losses arising from experience
adjustments and changes in actuarial assumptions are charged or credited to equity in other comprehensive income in
the period in which they arise. The impact on the Group of the adoption of IAS 19 (revised 2011) is deemed to be
insignificant.

The Bank also adopted the amendment to IAS 1, ‘Financial statement presentation’ regarding other comprehensive
income. The main change resulting from these amendments is a requirement for entities to group items presented
in ‘other comprehensive income’ (OCI) on the basis of whether they are potentially re-classifiable to profit or loss
subsequently (reclassification adjustments).

The Bank adopted IFRS 13, ‘Fair value measurement’, which aims to improve consistency and reduce complexity by
providing a precise definition of fair value and a single source of fair value measurement and disclosure requirements
for use across IFRSs. The requirements do not extend the use of fair value accounting but provide guidance on how
it should be applied where its use is already required or permitted by other standards within IFRSs. The standard
requires extensive disclosures about fair value measurements and this has a significant impact on the disclosures in the
Group’s financial statements with respect to fair valuation of non-financial assets.
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1.3

1.4

Summary of significant accounting policies (continued)

The Bank early adopted amendments to IAS 36, ‘Impairment of assets’, on the recoverable amount disclosures for
non-financial assets. This amendment removes certain disclosures on the recoverable amount of CGUs which had
been included in IAS 36 through the issue of IFRS 13. The amendment is not mandatory for the Bank until 1 January
2014, however the Bank has decided to early adopt the amendment as of 1 January 2013.

Standards, interpretations and amendments to published standards that are not yet adopted

Certain new standards, amendments and interpretations to existing standards have been published by the date of
authorisation for issue of these financial statements but are mandatory for the Group’s accounting periods beginning
after 1 January 2013. The Group has not early adopted these revisions to the requirements of IFRSs as adopted by
the EU, except as disclosed above, and the Bank’s Directors are of the opinion that, with the exception of IFRS 9,
‘Financial instruments’, there are no requirements that will have a possible significant impact on the Group’s financial
statements in the period of initial application

IFRS 9, ‘Financial instruments’, addresses the classification and measurement of financial assets and financial liabilities.
It replaces the parts of IAS 39 that relate to the classification and measurement of financial instruments. IFRS 9 requires
financial assets to be classified into two measurement categories: those measured as at fair value and those measured at
amortised cost. The determination is made at initial recognition. The classification depends on the entity’s business
model for managing its financial instruments and the contractual cash flow characteristics of the instrument. For
financial liabilities, the standard retains most of the IAS 39 requirements. The Group is yet to assess IFRS 9’s full
impact. The Group will also consider the impact of the remaining phases of IFRS 9 when completed.

Consolidation

Subsidiaries are all entities over which the Group has the power to govern the financial and operating policies generally
accompanying a sharcholding of more than one half of the voting rights. The existence and effect of potential voting
rights that are currently exercisable or convertible are considered when assessing whether the Group controls another
entity. Subsidiaries are fully consolidated from the date on which control is transferred to the Group. They are
deconsolidated from the date that control ceases.

The Group manages and administers investment vehicles on behalf of investors. The financial statements of these
entities are not included in these financial statements, except when the Group controls the entity.

The Group uses the acquisition method of accounting to account for business combinations. The consideration
transferred for the acquisition of a subsidiary is the fair value of the assets transferred, the liabilities incurred and
the equity interests issued by the Group. The consideration transferred includes the fair value of any asset or liability
resulting from a contingent consideration arrangement. Acquisition-related costs are expensed as incurred. Identifiable
assets acquired and liabilities and contingent liabilities assumed in a business combination are measured initially
at their fair values at the acquisition date. On an acquisition-by-acquisition basis, the Group recognises any non-
controlling interest in the acquiree either at fair value or at the non-controlling interest’s proportionate share of the
acquiree’s net assets.

The excess of the consideration transferred, the amount of any non-controlling interest in the acquiree and the
acquisition-date fair value of any previous equity interest in the acquiree over the fair value of the identifiable net
assets acquired is recorded as goodwill. If this aggregate is less than the fair value of the identifiable net assets of the
subsidiary acquired in the case of a bargain purchase, the difference is recognised directly in profit or loss.

H
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1.5

1.6

1.6.1

1.6.2

42

Summary of significant accounting policies (continued)

Inter-company transactions, balances and unrealised gains on transactions between group companies are eliminated.
Unrealised losses are also eliminated unless the transaction provides evidence of an impairment of the asset transferred.
The accounting policies of the subsidiaries are consistent with the policies adopted by the Group. In the Bank’s
separate financial statements, investments in subsidiaries are accounted for by the cost method of accounting, i.e. at
cost less impairment. Provisions are recorded where, in the opinion of the directors, there is an impairment in value.
Where there has been an impairment in the value of an investment, it is recognised as an expense in the period in
which the diminution is identified. The results of subsidiaries are reflected in the Bank’s separate financial statements
only to the extent of dividends receivable. On disposal of an investment, the difference between the net disposal
proceeds and the carrying amount is charged or credited to profit or loss.

Segment reporting

Operating segments are reported in a manner consistent with the internal reporting provided to the Board of Directors
which is the Group’s chief operating decision-maker.

An operating segment’s operating results are reviewed regularly by the Board of Directors to make decisions about
resources to be allocated to the segment and to assess its performance executing the function of the chief operating
decision-maker.

Foreign currency translation

The financial statements are presented in euro (€), which is the Group’s presentation currency.

Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured using the currency of the
primary economic environment in which the entity operates (the ‘functional currency’). The consolidated financial
statements are presented in euro, which is the Group’s presentation currency.

Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the
dates of the transactions or valuation where items are remeasured. Foreign exchange gains and losses resulting from the

settlement of such transactions and from the translation at year-end exchange rates of monetary assets and liabilities
denominated in foreign currencies are recognised in the income statement.
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1.7

1.7.1

1.7.2

Summary of significant accounting policies (continued)

Financial assets

The Group classifies its financial assets in the following categories: at fair value through profit or loss, loans and
receivables, held-to-maturity financial assets and available-for-sale investments. The classification depends on the
purpose for which the financial assets were acquired. Management determines the classification of its financial assets
at initial recognition.

Initial recognition and derecognition

The Group recognises a financial asset in its statement of financial position when it becomes a party to the contractual
provisions of the instrument. Regular way purchases and sales of financial assets are recognised on the trade date,
which is the date on which the Group commits to purchase or sell the asset. Accordingly, the Group uses trade date
accounting for regular way contracts when recording financial asset transactions.

Financial assets are derecognised when the rights to receive cash flows from the financial assets have expired or have
been transferred and the Group has transferred substantially all risks and rewards of ownership or the Group has not
retained control of the asset.

Financial assets at fair value through profit or loss

This category comprises two sub-categories: financial assets classified as held for trading, and financial assets designated
by the Group as at fair value through profit or loss upon initial recognition.

A financial instrument is classified as held for trading if it is acquired or incurred principally for the purpose of selling
or repurchasing it in the near term or if it is part of a portfolio of identified financial instruments that are managed
together and for which there is evidence of a recent actual pattern of short-term profit-taking.

Derivatives are also categorised as held for trading unless they are designated and effective as hedging instruments.
Assets in this category are classified as current assets if expected to be settled within twelve months; otherwise, they
are classified as non-current.

Financial instruments included in this category are recognised initially at fair value; transaction costs are taken
directly to profit or loss. Gains and losses arising from changes in fair value are included directly in profit or loss and
are reported as ‘net gains/(losses) on financial instruments classified as held for trading’. Interest income and dividend
income on financial assets held for trading are included in ‘net interest income’ or ‘dividend income’, respectively.

The Group may designate certain financial assets upon initial recognition as at fair value through profit or loss (fair
value option). This designation cannot subsequently be changed. According to IAS 39, the fair value option is only
applied when the following conditions are met:

- the application of the fair value option reduces or eliminates an accounting mismatch that would otherwise arise;
or

- the financial assets are part of a portfolio of financial instruments which is risk managed and reported to senior
management on a fair value basis; or

- the financial assets consist of debt hosts and embedded derivatives that must be separated.

The Bank’s held for trading financial instruments consist of derivative contracts. The Group has not designated any
financial assets as at fair value through profit or loss upon initial recognition.
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Summary of significant accounting policies (continued)

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in
an active market, other than:

- those that the Group intends to sell immediately or in the short-term, which are classified as held for trading, and
those that the entity upon initial recognition designates as at fair value through profit or loss;

- those that the Group upon initial recognition designates as available-for-sale; or

- those for which the holder may not recover substantially all of their initial investment, other than because of
credit deterioration.

Loans and receivables arise when the Group provides money, goods or services directly to a debtor with no intention
of trading the asset. They are included in current assets except for maturities greater than twelve months after the end
of the reporting period. The latter are classified as non-current assets. Loans and receivables mainly consist of balances
with Central Bank of Malta, loans and advances to banks and customers, trade and other receivables together with
accrued income and other assets.

Loans and receivables are initially recognised at fair value — which is the cash consideration to originate or purchase
the loan including any transaction costs — and measured subsequently at amortised cost using the effective interest rate
method. Amortised cost is the initial measurement amount adjusted for the amortisation of any difference between
the initial and maturity amounts using the effective interest method. Interest on loans and receivables is included
in profit or loss and is reported as ‘interest and similar income’. In the case of an impairment, the impairment loss
is reported as a deduction from the carrying value of the loan and receivable and recognised in profit or loss as ‘net
impairment losses’.

Held-to-maturity financial assets

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments and fixed
maturities that the Group’s management has the positive intention and ability to hold to maturity, other than:

- those that the Group upon initial recognition designates as at fair value through profit or loss;
- those that the Group designates as available-for-sale; and
- those that meet the definition of loans and receivables.

These are initially recognised at fair value, including direct and incremental transaction costs, and measured
subsequently at amortised cost using the effective interest method.

Interest on held-to-maturity investments is included in profit or loss and reported as ‘interest and similar income’.
In the case of an impairment, the impairment loss is being reported as a deduction from the carrying value of the
investment and recognised in profit or loss as ‘net gains/(losses) on investment securities’. The Group did not hold
any held-to-maturity investments as at the end of the reporting period.
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1.8

1.8.1

Summary of significant accounting policies (continued)

Available-for-sale financial assets

Available-for-sale investments are financial assets that are intended to be held for an indefinite period of time, which
may be sold in response to needs for liquidity or changes in interest rates, exchange rates or equity prices, or that are
not classified as loans and receivables, held-to-maturity investments or financial assets at fair value through profit or
loss. They are included in non-current assets unless the asset matures or management intends to dispose of it within
twelve months of the end of the reporting period.

Available-for-sale financial assets are initially recognised at fair value, which is the cash consideration including
any transaction costs, and measured subsequently at fair value with gains and losses being recognised in other