


Marketable securities other than those held-to-maturity are carried at mid-market prices prevailing at the balance
sheet date. Unrealised gains and losses in respect of such securities are measured and recognised as outlined in
Accounting policy (f) “lncome recognition” above.

Securities which are designated as part of an earmarked portfolio comprising earmarked investments held on the
assets side of the Balance sheet as a counterpart to the Bank’s capital and statutory reserves are classified as
held-to-maturity investments.

Securities forming part of an earmarked portfolio comprising Malta Government securities purchased on the
secondary market by the Bank in its role as a market maker are measured at mid-market prices prevailing at the
balance sheet date. Unrealised gains are reflected on-balance sheet in the liability sub-item L12.3 “Sundry
liabilities” whilst unrealised losses are recognised in asset sub-item A11.6 “Sundry assets”.

(i) Sale and repurchase agreements and lending of securities

Securities sold subject to repurchase agreements (“repos”) are retained in the financial statements in the
appropriate classification on the assets side of the Balance sheet; the counterparty liability is included as a
collateralised inward deposit on the liabilities side of the Balance sheet, as appropriate. Securities purchased
under agreements to resell (“reverse repos”) are recorded as a collateralised outward loan on the assets side of
the Balance sheet, as appropriate. The difference between the sale and repurchase price is treated as interest
and is accrued in the Profit and loss account over the term of the agreement on a straight-line basis.

Securities lent to counterparties are also retained in the financial statements.

() Claims on the International Monetary Fund (“IMF”)

The IMF Reserve Tranche Position and Special Drawing Rights are translated into euro at the year end ECB euro
/ SDR exchange rate. The IMF euro holdings are revalued against the SDR at the prevailing representative rate
for the euro as quoted by the Fund at the close of business on 31 December 2008. Adjustments on revaluation of
the IMF holdings are reflected in the corresponding asset “Currency Subscription” disclosed in asset sub-item
A11.6 “Sundry assets”.

(k) Accounting for euro coins
Subsequent to the agency agreement between the Bank and the Government of Malta, the face value of the euro
coins issued by the Bank gives rise to a reserve in the form of a capital contribution by the Government. Deposits

of euro coins with the Bank constitute a reversal of the capital contribution as disclosed in Note L15.2 “Reserves
in the Notes to the Balance sheet.

(N Demonetised Maltese lira currency notes and coins

(i) Demonetised Maltese lira currency notes

Demonetised Maltese lira currency notes shall, until ten years following the expiration of the period mentioned in
the notice of demonetisation, be redeemable by the Bank on demand for euro currency at the conversion rate of
the Maltese lira for the euro established in terms of the Treaty and without charge.
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In accordance with article 62 of the Central Bank of Malta Act (Cap. 204), after the expiration of one year following
the end of the period established in the notice, any unpresented demonetised Maltese lira currency notes cease
to be included in the Bank’s currency liabilities. The value of such notes, after deducting therefrom the value of
any notes which are subsequently redeemed, are recognised in the Profit and loss account of the Bank up to the
expiration of ten years from the end of the period above mentioned. After the expiry of ten years from the notice
of demonetisation, demonetised currency notes not yet presented are not redeemed by the Bank.

(ii) Demonetised Maltese lira currency coins

Demonetised Maltese lira currency coins shall, until two years following the expiration of the period mentioned in
the notice of demonetisation, be redeemable by the Bank on demand for euro currency at the conversion rate of
the Maltese lira for the euro established in terms of the Treaty and without charge.

In accordance with article 63 of the Central Bank of Malta Act (Cap. 204), after the expiration of six months
following the end of the period established in the notice, any unpresented demonetised Maltese lira currency
coins cease to be included in the Bank’s currency liabilities. The value of such coins, after deducting therefrom
the value of any coins which are subsequently redeemed, are recognised in the Profit and loss account of the
Bank until the expiration of two years from the end of the period above mentioned. After the expiry of two years
from the notice of demonetisation, demonetised coins not yet presented are not redeemed by the Bank.

(m) Tangible and intangible fixed assets

All tangible and intangible fixed assets are stated at historical cost less depreciation. Historical cost includes
expenditure that is directly attributable to the acquisition of the items. Subsequent costs are included in the
asset’s carrying amount or are recognised as a separate asset, as appropriate, only when it is probable that future
economic benefits associated with the item will flow to the Bank and the cost of the item can be measured
reliably. All repairs and maintenance are charged to the Profit and loss account during the financial period in
which they are incurred.

Depreciation is calculated using the straight-line method to allocate the cost of the assets to their residual values
over their estimated useful lives as follows:

Freehold buildings 2%
Leasehold property Over the remaining term of the lease
Computer equipment and other fixed assets 10 - 25%

Tangible and intangible fixed assets are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. An asset’s carrying amount is written down immediately
to its recoverable amount if the asset’s carrying amount is greater than its estimated recoverable amount.

An item of property, plant and equipment is derecognised upon disposal or when no future economic benefits are
expected from its use or disposal. Gains and losses arising on derecognition are determined by comparing
proceeds with carrying amount. These are included in the Profit and loss account in the year the asset is
derecognised.
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(n) Provisions

Provisions are recognised when the Bank has a present legal or constructive obligation as a result of past events;
it is more likely than not that an outflow of resources will be required to settle the obligation; and the amount has
been reliably estimated.

(o) Presentation of cash flow statement

The financial reporting requirements of the Accounting Guideline do not require the presentation of the cash flow
statement taking cognisance of the information presented by the items and amounts that would be disclosed in
this statement. Accordingly the Directors resolved not to present the cash flow statement on the premise that non-
presentation of this statement does not impact on the truth and fairness of the financial statements in accordance
with the requirements of the Accounting Guideline.

4 Transition to the requirements of the Accounting Guideline

The requirements of the Accounting Guideline have been applied by the Bank with effect from 1 January 2008.
On this date, the Bank has drawn up its opening Balance sheet on the basis of the Bank’s reported balance sheet
figures as at 31 December 2007. The Bank’s assets, liabilities and equity components as at 31 December 2007
have been included in the opening Balance sheet at their carrying amounts as measured under the requirements
of International Financial Reporting Standards and accordingly no adjustments were necessary to the opening
carrying amounts. The amounts presented in Maltese lira have been translated into euro at the irrevocably fixed
conversion rate. The balance sheet items as at 1 January 2008 have been classified and presented according to
the requirements of the Accounting Guideline. The opening Balance sheet has been presented as comparative
financial information with respect to the Bank’s financial position in these financial statements. Whilst no
adjustments were necessary to carrying amounts as at 1 January 2008, certain reclassifications were necessary
to comply with the Accounting Guideline and to reflect the Bank’s status and legal framework as at 1 January
2008. The euro banknotes frontloaded up to 31 December 2007 have been reflected as banknotes in circulation
on the Balance sheet as at 1 January 2008 in accordance with the Bank’s banknote allocation key thereby
requiring recognition of an intra-Eurosystem liability in the opening Balance sheet representing the excess of
frontloaded notes over the allocated amount. The euro coins frontloaded up to 31 December 2007 have been
reflected as a capital contribution from the Government as at 1 January 2008.

The comparative amounts presented are comparable to the current year figures taking cognisance of the
requirements of International Financial Reporting Standards and the requirements of the Accounting Guideline.
Held-to-maturity marketable securities as at 31 December 2008 and 1 January 2008 are carried at amortised
cost. Marketable securities classified as other than held-to-maturity were carried at fair value, based on bid
prices quoted in active markets, as at 1 January 2008 and are carried at mid-market prices at 31 December 2008.
The opening fair value reserve as at 1 January 2008, reflecting unrealised fair value changes on available-for-sale
securities up to 31 December 2007, is recorded separately from any unrealised valuation gains and losses arising
on or after 1 January 2008 which are accounted for in accordance with the accounting principles disclosed above.
The fair value reserve balance as at 31 December 2007 has been grossed up under asset sub-item A11.6
“Sundry assets” representing the negative fair value adjustments and liability sub-item L12.3 “Sundry liabilities”
representing the positive fair value adjustments. The fair value reserve is being amortised to the Profit and loss
account on a straight-line basis over the term of the respective security. Derivative financial instruments were
measured at fair value as at 1 January 2008; the accounting rules applicable to such instruments subsequent to
euro adoption are reflected in the accounting policies above. The aggregate fair value of the outstanding contracts
as at 1 January 2008 has been classified under asset sub-item A11.6 “Sundry assets” and these unrealised net
fair value gains have been amortised to Profit and loss account over the term of the contract. All other assets and
liabilities are measured on the same basis both as at 31 December 2008 and 1 January 2008.
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The requirements of the Accounting Guideline in respect of recognition, measurement and presentation of profit
and loss account items and the requirements of IFRSs are substantially different, in particular in relation to
realised and unrealised gains and losses. Presentation of comparative figures for the Profit and loss account on
the basis of the prior year’s financial statements was considered to hinder the understanding of the current year’'s
Profit and loss account. Also it was not deemed practicable to restate the figures presented under the
requirements of IFRSs in view of the differences in accounting treatment highlighted above. The ECB Accounting
Guideline does not require presentation of comparative figures in the Profit and loss account in the year of
transition.

5 Capital key

The capital key determines the allocation of the ECB'’s share capital to the NCBs. It is determined on the basis of
population and gross domestic product data. It is adjusted every five years and every time that a new member
state joins the European Union in accordance with the requirements of the Statute. The capital key of the Bank
during the financial year ended 31 December 2008 was 0.0622%. The Eurosystem capital key is the respective
NCB'’s share of the total share capital held by Eurosystem members in the ECB and is utilised as the basis for
allocation of monetary income, banknotes in circulation and the ECB’s results.

6 Change to ECB capital key on 1 January 2009

On 1 January 2009 the ESCB experienced a quinquennial capital key change in accordance with article 29.3 of
the Statute. As a result, the Central Bank of Malta's share in the fully paid up capital of the ECB increased from
0.0622% to 0.0632%. As at the same date the Eurosystem also expanded due to the accession of the Narodna
banka Slovenska which paid its capital share in full.

7 Euro banknotes in circulation

Euro banknotes are issued by the ECB and the fifteen participating national central banks (“NCBs”), which
together comprise the Eurosystem. The total value of euro banknotes in circulation is allocated on the last working
day of each month in accordance with the banknote allocation key3.

The ECB has been allocated a share of 8% of the total value of euro banknotes in circulation, whereas the
remaining 92% has been allocated to the NCBs according to their capital key. In the year under review, the Bank
had a 0.0892% share in the fully paid-up capital of the ECB, (referred also as Eurosystem Capital Key) and a
0.0825% share of the euro banknotes in circulation in accordance with the banknote allocation key. The share of
banknotes allocated to each NCB is disclosed in the Balance sheet under liability item L1 “Banknotes in
circulation”.

® Banknote allocation key means the percentages that result from taking into account the ECB’s share in the total euro banknote issue and
applying the Eurosystem capital key to the NCBs’ share in such total.
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The difference between the value of the euro banknotes allocated to each NCB in accordance with the banknote
allocation key and the value of the euro banknotes that it actually puts into circulation, as reduced by banknotes
withdrawn from circulation, gives rise to intra-Eurosystem balances remunerated at the main refinancing
operations rate. If the value of the euro banknotes actually issued is greater than the value according to the
banknote allocation key, the excess is recorded in the Balance sheet under liability sub-item L10.3 “Net liabilities
related to the allocation of euro banknotes within the Eurosystem”. If the value of the euro banknotes actually
issued is less than the value according to the banknote allocation key, the shortfall is recorded in the Balance
sheet under asset sub-item A9.4 “Net claims related to the allocation of euro banknotes within the Eurosystem”.

In the cash changeover year4 and in the following five years following the cash changeover year the intra-
Eurosystem balances arising from the allocation of euro banknotes are adjusted in order to avoid significant
changes in the NCB'’s relative income positions as compared to previous years. The adjustments are effected by
taking into account the differences between the average value of the banknotes which the NCB had in circulation
in the reference period® and the average value of banknotes which would have been allocated to it during that
period in accordance with its capital key. The adjustments are reduced in annual stages until the first day of the
sixth year after the cash changeover year, when income on banknotes will be allocated fully in proportion to the
NCB'’s paid-up share capital in the ECB. The Bank’s adjustment period started on 1 January 2008 and will end on
31 December 2013.

The interest income and expense on these balances is cleared through the accounts of the ECB and is disclosed
in the Profit and loss account of the Bank under item 1 “Net interest income”.

Furthermore, the Governing Council of the ECB has decided that the seigniorage income of the ECB, which
arises from the 8% share of euro banknotes allocated to the ECB, shall be due to the NCBs in the same financial
year it accrues and distributed on the second working day of the following year in the form of an interim
distribution of profit. It shall be so distributed in full unless the ECB’s net profit for the year is less than its income
earned on euro banknotes in circulation and subject to any decision by the Governing Council to reduce this
income in respect of costs incurred by the ECB in connection with the issue and handling of euro banknotes. The
Governing Council may also decide to transfer part or all of the ECB’s seigniorage income to a provision for
foreign exchange rate, interest rate and gold price risks. With respect to 2008, the Governing Council decided that
an amount of €1,024,801,908 should be retained by the ECB. The amount distributed to the Bank is disclosed in
the Profit and loss account under item 4 “Income from equity shares and participating interests”.

8 Intra-Eurosystem balances

Intra-Eurosystem transactions are cross-border transactions that occur between Eurosystem NCBs. These
transactions are processed primarily via TARGET and give rise to the daily net bilateral position vis-a-vis the
ECB. This position in the financial statements of the Bank represents the net claim or liability of the Bank against
the rest of the ESCB members connected to TARGET. The resulting balance is included as an asset or liability,
as appropriate, under the sub-items A9.5 / L10.4 “Other claims / liabilities within the Eurosystem (net)”.

* Cash changeover year refers to the year in which the euro banknotes are introduced as legal tender in the respective Member State; for the
Bank this is 2008.

° The reference period refers to the 24 months which start 30 months before the day on which euro banknotes become legal tender in the
respective Member State; for the Bank this is the period from July 2005 to June 2007.
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Notes to the Balance sheet

Assets

A1 Gold and gold receivables

The Bank’s gold balances consist of correspondent accounts with foreign banks and holdings of numismatic
coins. During 2008, gold balances declined mainly due to the transfer of gold to the ECB in accordance with
article 30 of the Statute. On 31 December 2008 gold has been revalued at €621.542 per fine ounce. The
resultant unrealised valuation gains of €350,770 are disclosed under liability item L14 “Revaluation accounts”.

€000 Fine troy

ounces

Balance as at 1 January 2008 9,429 16,594
Transfer of gold to the ECB (5,483) (9,649)
Net transactions during the year (156) (283)
Revaluation on 31 December 2008 351 -
Balance as at 31 December 2008 4,141 6,662

A2 Claims on non-euro area residents denominated in foreign currency
These claims consist of receivables from the IMF and claims on counterparties resident outside the euro area
denominated in foreign currency.

A21 Receivables from the IMF

31 Dec 2008 1 Jan 2008 Change

€’000 €000 €000

Reserve Tranche Position 44,478 43,238 1,240
Special Drawing Rights 12,907 40,646 (27,739)
Total 57,385 83,884 (26,499)

Malta’s membership subscription to the IMF amounts to SDR102,000,000 (1 January 2008: SDR102,000,000).
The Bank’s position with the IMF at 31 December 2008 is reflected in the Balance sheet as follows:

(a) Reserve Tranche Position included above is equivalent to SDR40,259,007. This amount is a claim on
the IMF and represents the difference between the quota of SDR102,000,000 and the balances in euro at the
disposal of the Fund.
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(b) Special Drawing Rights included in the table above are equivalent to SDR11,682,189. These represent
the Special Drawing Rights allocated to Malta amounting to SDR11,288,000, to which a corresponding liability
exists in the form of a restricted demand deposit of the Government of Malta included under liability item L9
“Counterpart of special drawing rights allocated by the IMF” together with other Special Drawing Rights acquired
in accordance with IMF requirements and procedures. Special Drawing Rights allocated to Malta cannot be
withdrawn unless such advice is received from the Fund. Other Special Drawing Rights have no specified
maturity.

(c) Currency Subscription included within asset sub-item A11.6 “Sundry assets” is stated at €68,332,103
and represents the balance of the quota paid in euro. A corresponding liability included in liability item L6
“Liabilities to non-euro area residents denominated in euro” exists in the form of IMF current accounts of
€68,332,103 or SDR61,740,993.

The Reserve Tranche Position, Special Drawing Rights and SDR allocation (liability item L9 “Counterpart of
special drawing rights allocated by the IMF”) are subject to floating interest rates determined by reference to the
official rate quoted by the Fund on a weekly basis. The Currency Subscription and IMF current accounts are not
subject to interest.

A 2.2 Balances with banks and security investments, external loans and other external assets
These assets principally include security investments issued by non-euro area residents and balances with banks
outside the euro area.

31 Dec 2008 1 Jan 2008 Change

€000 €000 €000

Marketable debt securities other than those held-to-maturity 87,239 152,824 (65,585)
Balances with banks

Fixed-term deposits 59,639 74,723 (15,084)

Current accounts and overnight deposits 46,816 47,969 (1,153)

Other external assets 357 469 (112)

Total 194,051 275,985 (81,934)

CENTRAL BANK OF MALTA Financial Statements for the year ended 31 December 2008

A-19



A3 Claims on euro area residents denominated in foreign currency
These foreign currency assets mainly comprise investments in marketable securities issued by euro area
residents and balances with banks within the euro area.

This item includes claims arising from reverse operations with Eurosystem counterparties amounting to
€258,279,011 in connection with the short-term US dollar liquidity-providing programme Term Auction Facility.
Under this programme, US dollars were provided by the Federal Reserve to the ECB by means of a temporary
reciprocal currency arrangement (swap line) with the aim of offering short-term US dollar funding to Eurosystem
counterparties. The ECB simultaneously entered into back-to-back swap transactions with NCBs that have
adopted the euro, which used the resulting funds to conduct liquidity-providing operations with the Eurosystem
counterparties in the form of reverse and swap transactions. The back-to-back swap transactions between the
ECB and NCBs resulted in intra-Eurosystem balances reported under liability sub-item L10.4 “Other liabilities
within the Eurosystem (net)” and are not remunerated.

31 Dec 2008 1 Jan 2008 Change

€°000 €000 €000

Marketable debt securities other than those held-to-maturity 69,789 128,688 (58,899)
Balances with banks

Fixed-term deposits 107,335 163,032 (55,697)

Current accounts and overnight deposits 4 131 (127)

US dollar Term Auction Facility 258,279 - 258,279

Total 435,407 291,851 143,556

A4 Claims on non-euro area residents denominated in euro

These claims include marketable debt securities issued by non-euro area residents and balances with banks
outside the euro area.

31 Dec 2008 1 Jan 2008 Change

€’000 €000 €000

Marketable debt securities other than those held-to-maturity 94,290 116,784 (22,494)
Held-to-maturity debt securities 115,481 15,524 99,957

Balances with banks

Fixed-term deposits 50,000 682,000 (632,000)

Current accounts and overnight deposits 202 3,385 (3,183)

Total 259,973 817,693 (557,720)

As at 31 December 2008 the market value of held-to-maturity debt securities, based on mid-market prices,
amounted to €118,231,390 (1 January 2008: €15,456,060).
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A5 Lending to euro area credit institutions related to monetary policy operations denominated in
euro

This item reflects operations carried out by the Bank within the framework of the single monetary policy of the

Eurosystem.

A51 Main refinancing operations

Main refinancing operations are regular liquidity-providing reverse transactions carried out by the Eurosystem
NCBs with a weekly frequency and generally a maturity of one week. These operations are carried out in the form
of standard tender operations with a variable or fixed rate tender procedureﬁ. All counterparties that fulfil the
general eligibility criteria may submit bids within a specified timeframe. Participation in main refinancing
operations requires the availability of eligible collateral. The aggregate main refinancing operations with the Bank
carried out during the year amounted to €2,412,891,343. The outstanding operations at the end of the year
amounted to €164 million.

The following table discloses the changes in the main refinancing operations rate during 2008 as decided by the
Governing Council of the ECB:

With effect from Change in bps Effective rate (%)
1 January 4.00
9 July +25 bps 4.25

15 October -50 bps 1D

12 November -50 bps 3.25

10 December -75 bps 2.50

A 5.2 Longer-term refinancing operations

Longer-term refinancing operations are regular liquidity-providing reverse transactions carried out in the form of
variable or fixed rate tender procedure7, with @ monthly frequency and a maturity of three months®. These
operations aim to provide counterparties with additional longer-term refinancing. Participation in longer-term
refinancing operations requires the availability of eligible collateral. The aggregate longer-term refinancing
operations with the Bank carried out during the year amounted to €525 million. The outstanding operations at the
end of the year amounted to €290 million.

A 5.3 Fine-tuning reverse operations

Fine-tuning reverse operations are executed on an ad hoc basis with a view of managing the liquidity situation in
the market and steering interest rates. The choice of fine-tuning instruments and procedures depends on the type
of transaction and its underlying objective. Fine-tuning operations are normally executed by the NCBs through
quick tenders or through bilateral procedures. The Governing Council of the ECB may, under exceptional
circumstances, empower the ECB to conduct bilateral fine-tuning operations itself. During 2008, the ECB
conducted eight liquidity-providing fine-tuning reverse operations, however there was no participation by domestic
eligible counterparties in such operations. Participation in liquidity-providing reverse operations would only be
allowed against eligible collateral.

® Prior to 15 October 2008, main refinancing operations were conducted through variable rate tender procedure. However, with effect from the
operation settled on 15 October 2008, main refinancing operations started being carried out through fixed rate tender procedure with full allotment.

” On 15 October 2008, the ECB announced that the longer-term refinancing operations will be conducted at a fixed rate with full allotment.

8 During 2008, the ECB introduced supplementary 3-month longer-term refinancing operations. Additionally, the ECB also introduced the 6-month
longer-term refinancing operations and special term refinancing operations with a tenor matching the length of a reserve maintenance period.

CENTRAL BANK OF MALTA Financial Statements for the year ended 31 December 2008
A-21




A 5.4  Structural reverse operations

Structural operations can be executed in the form of reverse open market transactions aimed at adjusting the
structural position of the Eurosystem vis-a-vis the financial sector. Structural reverse operations are liquidity-
providing operations with a non-standardised maturity period. All eligible counterparties may submit bids for such
operations and must be backed by underlying eligible assets. No structural operations were conducted by the
ECB during 2008.

A 5.5 Marginal lending facility

The marginal lending facility is available to eligible counterparties to obtain overnight liquidity from NCBs at a
predetermined interest rate against eligible assets and is intended to satisfy counterparties’ temporary liquidity
needs. Under normal circumstances, the interest rate on the facility provides a ceiling for the overnight market
interest rate. During 2008, the aggregate volume of such transactions with the Bank amounted to €71,149,226.
There were no outstanding balances as at 31 December 2008 in this respect.

The following table discloses the changes in the interest rate on the marginal lending facility during 2008 as
decided by the Governing Council of the ECB:

With effect from Change in bps Effective rate (%)
1 January 5.00
9 July +25 bps 5.25
8 October - 50 bps 4.75
9 October -50 bps 4.25
12 November -50 bps 3.75
10 December -75 bps 3.00

A 5.6 Credits related to margin calls

This sub-item refers to cash paid to counterparties in those instances where the market value of the collateral
exceeds an established trigger point implying an excess of collateral with respect to outstanding monetary policy
operations. Since the Bank operates a general pooling system, no payments to counterparties are effected.

A6 Other claims on euro area credit institutions denominated in euro

This item relates to claims on credit institutions within the euro area which do not relate to monetary policy
operations, consisting mainly of balances and placements with banks. As at 1 January 2008 these assets
included claims arising from the frontloading of euro banknotes and coins to credit institutions amounting to
€592,490,000 and €20,313,250 respectively.

31 Dec 2008 1 Jan 2008 Change

€’000 €000 €000

Fixed-term deposits 163,550 435,000 (271,450)
Current accounts and overnight deposits - 1,698 (1,698)
Claims related to frontloaded notes and coins - 612,803 (612,803)
Other claims 454 920 (466)
Total 164,004 1,050,421 (886,417)
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Other claims as at 1 January 2008 comprise claims amounting to €466,000 stemming from monetary policy
operations initiated by the Bank prior to joining the Eurosystem.

A7 Securities of euro area residents denominated in euro
This item comprises all the Bank’s holdings of debt securities issued by euro area residents that are not used in
monetary policy operations and are not part of investment portfolios earmarked for specific purposes.

31 Dec 2008 1 Jan 2008 Change

€000 €000 €000

Malta Government Treasury bills 14,575 2,111 12,464
Marketable debt securities other than those held-to-maturity 304,416 306,402 (1,986)
Held-to-maturity debt securities 155,778 228,191 (72,413)
Total 474,769 536,704 (61,935)

As at 31 December 2008 the market value of held-to-maturity debt securities, based on mid-market prices,
amounted to €161,871,980 (1 January 2008: €226,496,538). Malta Government Treasury bills, which are
classified as other than held-to-maturity and are accordingly carried at mid-market prices, are acquired on the
secondary market at discounted amounts.

A9 Intra-Eurosystem claims

This item consists of claims arising from the Bank’s share in the ECB’s capital, reserves and provisions and
claims equivalent to the transfer of foreign reserves to the ECB. It may also include net claims related to the
allocation of euro banknotes within the Eurosystem and other net claims within the Eurosystem.

A 9.1 Participating interest in ECB

On 1 May 2004 Malta joined the European Union and consequently the Bank became a member of the ESCB and
in accordance with article 28 of the Statute it became a subscriber to the capital of the ECB. Subscriptions are
determined on the basis of population and gross domestic product data provided by the European Commission in
line with article 29.1 of the Statute and which are adjusted every five years and every time that a new member
state joins the European Union in accordance with article 49.3 of the Statute. The share of the Bank in the ECB’s
capital on 1 May 2004 was 0.0647%. With effect from 1 January 2007 the Bank’s share in the ECB’s capital was
determined at 0.0622% pursuant to the decision of the ECB of 15 December 2006. As Malta did not participate in
the euro area until 1 January 2008, the transitional provisions of article 48 of the Statute applied. Consequently,
the Bank was required to pay-up a contribution of 7% of its allocated share capital in the ECB upon entry into the
ESCB on 1 May 2004 amounting to €252,024, which was adjusted to €250,819 on 1 January 2007. The Bank
paid up the remaining 93% of its capital subscription amounting to €3,332,307 as at 1 January 2008. Accordingly
the total share of the paid-up share capital in the ECB is €3,583,126. There have been no changes in the Bank’s
share capital in the ECB during the current financial year.

The following table discloses information on the 27 NCBs in the capital of the ECB as at 31 December 2008:
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Eurosystem

Subscribed Paid-up capital
Capital key capital capital key
% €000 €000 %
Nationale Bank van Belgié /
Banque Nationale de Belgique 2.4708 142,334 142,334 3.5451
Deutsche Bundesbank 20.5211 1,182,149 1,182,149 29.4437
Central Bank and Financial
Services Authority of Ireland 0.8885 51,183 51,183 1.2748
Bank of Greece 1.8168 104,660 104,660 2.6067
Banco de Espafa 7.5498 434,918 434,918 10.8324
Banque de France 14.3875 828,814 828,814 20.6431
Banca d'ltalia 12.5297 721,792 721,792 17.9776
Central Bank of Cyprus 0.1249 7,195 7,195 0.1792
Banque centrale du Luxembourg 0.1575 9,073 9,073 0.2260
Central Bank of Malta / Bank
Centrali ta’ Malta 0.0622 3,583 3,583 0.0892
De Nederlandsche Bank 3.8937 224,303 224,303 5.5867
Oesterreichische Nationalbank 2.0159 116,129 116,129 2.8924
Banco de Portugal 1.7137 98,720 98,720 2.4588
Banka Slovenije 0.3194 18,400 18,400 0.4583
Suomen Pankki-Finlands Bank 1.2448 71,709 71,709 1.7860
Total euro area NCBs 69.6963 4,014,962 4,014,962 100.0000
Ceska narodni banka 1.3880 79,958 5,597
Danmarks Nationalbank 1.5138 87,205 6,104
Eesti Pank 0.1703 9,810 687
Latvijas Banka 0.2813 16,205 1,134
Lietuvos bankas 0.4178 24,068 1,685
Magyar Nemzeti Bank 1.3141 75,701 5,299
Narodowy Bank Polski 4.8748 280,820 19,657
Narodna banka Slovenska 0.6765 38,971 2,728
Sveriges Riksbank 2.3313 134,298 9,401
Bank of England 13.9337 802,672 56,187
Bulgarian National Bank 0.8833 50,884 3,562
Banca Nationala a Romaniei 2.5188 145,099 10,157
Total non-euro area NCBs 30.3037 1,745,691 122,198
Total euro area and non-euro 100.0000 5,760,653 4,137,160 100.0000
area NCBs
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In accordance with article 49.2 of the Statute, the Bank also effected contributions of €7,908,437 to the ECB’s
reserves and provisions in two tranches. As a result of a difference between the euro equivalent of foreign
reserves transferred to the ECB at prevailing exchange rates and the amount determined in accordance with the
capital key (disclosed under asset sub-item A9.2 “Claims equivalent to the transfer of foreign reserves”), the
amount of €722,047 was considered as an advance contribution to the ECB reserves and provisions in January
2008. The balance of the contribution was settled after the approval of the ECB’s Annual Accounts for the year
ended 31 December 2007 by the Governing Council of the ECB.

31 Dec 2008
€000
Contribution to reserves effected in:

January 08 722
March 08 4,798

Contribution to provisions effected in:
March 08 2,388
Total 7,908

A 9.2 Claims equivalent to the transfer of foreign reserves

This asset includes the Bank’s euro-denominated claims arising from the transfer of foreign reserves to the ECB.
In accordance with article 30.1 of the Statute, on 2 and 3 January 2008 the Bank transferred foreign reserve
assets to the ECB with a total equivalent amount of €36,553,305, being 15% in gold and 85% in US dollars. The
Bank’s claim according to the capital key amounted to €35,831,258. The difference was utilised as an advance
contribution to the ECB reserves (see Note A9.1 “Participating interest in ECB” above). As gold does not earn
interest, the claim is remunerated at 85% of the applicable rate for the main refinancing operations.

A 9.4 Net claims related to the allocation of euro banknotes within the Eurosystem

This sub-item reflects claims which would arise from application of the banknote allocation key (see Note 7 “Euro
banknotes in circulation” in the General notes to the financial statements). As at 31 December 2008 the Bank had
no claims in this respect but had a liability which is presented in liability sub-item L10.3 “Net liabilities related to
the allocation of euro banknotes within the Eurosystem”.

A 9.5 Other claims within the Eurosystem (net)

As at 31 December 2008 the Bank had no such claims but had liabilities which are presented under liability sub-
item L10.4 “Other liabilities within the Eurosystem (net)”. At 1 January 2008 the Bank’s claims consisted
principally of correspondent accounts with euro area NCBs net of the Bank’s liability in relation to 93% of its
capital subscription in the ECB (see Note A9.1 “Participating interest in ECB” above).

A10 Items in course of settlement
These assets comprise payments which had not yet been settled by the end of the financial year.
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A11 Other assets

A111 Coins of euro area
This item represents the Bank’s holdings of euro coins issued by euro area countries.

A11.2 Tangible and intangible fixed assets
Tangible and intangible fixed assets principally comprise the Bank’s premises, equipment, computer hardware
and software.

Computer
equipment
Land and and other
buildings assets Total
€000 €000 €000
Cost
As at 1 January 2008 22,740 3,338 26,078
Additions 21 107 128
As at 31 December 2008 22,761 3,445 26,206
Accumulated depreciation
As at 1 January 2008 1,518 1,552 3,070
Charge for the year 848 619 1,467
As at 31 December 2008 2,366 2171 4,537
Net book value
As at 1 January 2008 21,222 1,786 23,008
As at 31 December 2008 20,395 1,274 21,669

A 11.3  Other financial assets

Other financial assets comprise all debt securities held by the Bank as part of an earmarked portfolio. At 31
December 2008 the Bank had an earmarked portfolio comprising held-to-maturity debt securities as a counterpart
to the Bank’s capital and statutory reserves. The Bank also held another earmarked portfolio comprising of Malta
Government securities purchased on the secondary market by the Bank in its role as market maker.

31 Dec 2008 1 Jan 2008 Change

€000 €000 €000

Malta Government Stocks 256,625 201,501 55,124
Held-to-maturity debt securities 190,328 - 190,328
Total 446,953 201,501 245,452
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As at 31 December 2008, the market value of held-to-maturity debt securities, based on mid market prices,
amounted to €198,398,234. Malta Government Stocks, which are classified as other than held-to-maturity and
are accordingly carried at mid-market prices, are subject to fixed interest rates.

A 11.4 Off-balance sheet instruments revaluation differences

This item reflects unrealised revaluation gains arising on off-balance sheet positions, principally forward foreign
exchange contracts outstanding at 31 December 2008. At year end, these unrealised gains amounted to
€308,345.

A 11.5 Accruals and prepaid expenses
This sub-item consists of accrued interest income on income earning assets and any prepaid expenditure.

31 Dec 2008 1 Jan 2008 Change

€°000 €000 €000

Accrued interest income 38,469 30,236 8,233
Prepaid expenditure 107 11 96
Total 38,576 30,247 8,329

Accrued interest income at 31 December 2008 includes an amount of €6,576,564 attributable to interest on intra-
Eurosystem claims.

A11.6  Sundry
Sundry assets consist of IMF currency subscription and other assets.

31 Dec 2008 1 Jan 2008 Change

€000 €000 €000

IMF Currency Subscription (see Note A2.1) 68,332 66,310 2,022
Other 50,595 36,005 14,590
Total 118,927 102,315 16,612

Other assets include unrealised revaluation losses arising from Malta Government Stocks held as part of an
earmarked portfolio (31 December 2008 - €114,737); and the balance of unrealised fair value changes
attributable to foreign exchange derivatives and available-for-sale securities arising prior to joining the
Eurosystem (31 December 2008 - €9,997,447; 1 January 2008 - €26,397,113). The latter balance is being
amortised on a straight-line basis from 1 January 2008 onwards over the term of the instrument. These assets
also include realised gains attributable to off-balance sheet positions, principally forward foreign exchange
contracts outstanding at year end, which are offset by realised losses arising from on-balance sheet positions and
the net result is disclosed within Note 2.1 “Realised gains / losses arising from financial operations” to the Profit
and loss account.
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Liabilities

L1 Banknotes in circulation

The total value of euro banknotes issued by Eurosystem NCBs is distributed among these banks on the last day
of each month in accordance with the key for allocating euro banknotes (see Note 7 “Euro banknotes in
circulation” in the General notes to the financial statements). In accordance with the banknote allocation key
applicable on 31 December 2008, the Bank has a 0.0825% share of the value of all euro banknotes in circulation.
During the year ended 31 December 2008 the total value of banknotes in circulation within the Eurosystem
increased from €678,179 million to €762,775 million. In accordance with the banknote allocation key, the Bank
discloses holdings of euro banknotes amounting to €629,289,375 at the end of the year. The value of the euro
banknotes actually issued by the Bank as at that date was €683,836,185. As this amount exceeded the allocated
amount, the difference of €54,546,810 is presented in liability sub-item L10.3 “Net liabilities related to the
allocation of euro banknotes within the Eurosystem”.

Maltese lira banknotes ceased to be legal tender on 31 January 2008 following the adoption of the euro on 1
January 2008. During 2008, being the changeover year, Maltese lira banknotes were still included within the
banknotes in circulation figure. With effect from 1 January 2009, these banknotes have been transferred to
liability sub-item L12.3 “Sundry liabilities”.

31 Dec 2008 1 Jan 2008 Change
€000 €000 €000
Euro banknotes 629,289 559,498 69,791
Maltese lira banknotes 63,809 634,201 (570,392)
Total 693,098 1,193,699 (500,601)
L2 Liabilities to euro area credit institutions related to monetary policy operations denominated in

euro
These interest-bearing liabilities arise from the monetary policy operations conducted by the Bank on behalf of the
ESCB.

31 Dec 2008 1 Jan 2008 Change

€°000 €000 €000

Current accounts (covering the minimum reserve system) 474,475 973,528 (499,053)
Deposit facility 9,000 81,761 (72,761)
Fixed-term deposits - 331,470 (331,470)
Total 483,475 1,386,759 (903,284)
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L2.1 Current accounts (covering the minimum reserve system)

These liabilities include deposits by the credit institutions which are utilised to meet the minimum reserve
requirement and settlement of payments. The main criterion for including these deposits within this sub-item is
that the respective credit institutions must appear in the list of institutions which are subject to the minimum
reserve regulations of the Eurosystem. Minimum reserve requirements have to be met on average over the
reserve maintenance period in accordance with the schedule published by the ECB. Banks’ minimum reserve
balances are remunerated at the average of the ECB'’s rate for the main refinancing operations calculated over
the maintenance period and weighted according to the number of calendar days. The balance at 1 January 2008
represents primarily reserve deposits by banks held in terms of the requirements applicable prior to joining the
Eurosystem.

L2.2 Deposit facility

The overnight deposit facility is available to eligible counterparties to make overnight deposits with NCBs at pre-
specified rates. Under normal circumstances, the interest rate on the facility provides a floor for the overnight
market interest rate. During 2008, the aggregate volume of such transactions with the Bank amounted to
€8,187,300,000. The outstanding balance as at year end amounted to €9 million. The balance at 1 January 2008
relates to deposits effected by local credit institutions under the overnight deposit facility available prior to joining
the Eurosystem.

L2.3 Fixed-term deposits

These liabilities relate to liquidity-absorbing fine-tuning operations for a fixed-term subject to a fixed rate of
interest. During 2008 the aggregate volume of such transactions with the Bank amounted to €879,697,237.
There were no outstanding fixed-term deposits at the balance sheet date. The respective balance as at 1 January
2008 represents liabilities arising from monetary policy instruments attributable to term deposit auctions
conducted by the Bank as part of its open market operations prior to joining the Eurosystem.

L2.4 Fine-tuning reverse operations

Fine-tuning liquidity-absorbing reverse operations are executed on an ad hoc basis with the purpose of managing
the liquidity situation in the market and setting interest rates. Liquidity-absorbing fine-tuning reverse operations
are executed, as a rule, through bilateral procedures. Moreover, their frequency and maturity are not
standardised. No fine-tuning absorption reverse operations were conducted during 2008.

L2.5 Deposits related to margin calls

This sub-item refers to cash received from counterparties in those instances where the market value of the
collateral has fallen below an established trigger point implying a shortfall of collateral to cover the outstanding
monetary policy operations. Since the Bank operates a general pooling system, which was always over-
collateralised during 2008, no deposits from counterparties were required.
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L3 Other liabilities to euro area credit institutions denominated in euro

This balance sheet item includes credit institutions’ accounts which are unrelated to monetary policy operations.
The balance at 1 January 2008 represents funds deposited by credit institutions under the Special Registration
Scheme 2007 which was launched by the Ministry of Finance with effect from 23 April 2007. The purpose of this
Scheme was to provide individuals residing in Malta with a one-time opportunity to regularise their position in
respect of their holdings of eligible assets in those cases where the associated income had not been declared for
the purposes of the Income Tax Act. To benefit from this scheme such eligible assets had to be registered with
registration agents appointed by the Bank. Deposits effected by credit institutions under this Scheme had a one-
year term and accordingly no such balances were outstanding at 31 December 2008.

L5 Liabilities to other euro residents denominated in euro

L51 General government

This liability includes current and sinking fund accounts denominated in euro held by the Government of Malta.
These balances are repayable on demand and are subject to variable interest rates linked to the ECB’s main
refinancing operations rate.

31 Dec 2008 1 Jan 2008 Change

€000 €000 €000
Current accounts 214,922 235,213 (20,291)
Sinking fund accounts 147,027 133,885 13,142
Total 361,949 369,098 (7,149)

L5.2 Other liabilities

Current accounts and fixed-term deposits denominated in euro by Maltese public sector corporations are
presented within this item. Current accounts are repayable on demand and subject to variable interest rates linked
to the ECB’s main refinancing operations rate. Fixed-term deposits are subject to fixed interest rates.

L6 Liabilities to non-euro area residents denominated in euro

This sub-item includes balances denominated in euro held by international and supranational organisations and
by non-Eurosystem central banks, including the IMF current accounts. These liabilities are principally non
interest-bearing.

31 Dec 2008 1 Jan 2008 Change
€000 €000 €000

IMF current accounts (see Note A2.1) 68,332 66,310 2,022
Others 12,039 31,377 (19,338)
Total 80,371 97,687 (17,316)
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L7 Liabilities to euro area residents denominated in foreign currency

Balances held by the Government of Malta which are repayable on demand and other deposits by Maltese public
sector corporations are included in this item. These balances are principally subject to floating interest rates
based on weekly average rates applied to call funds.

31 Dec 2008 1 Jan 2008 Change
€000 €000 €000
Government of Malta

Current accounts 23,648 14,281 9,367
Sinking fund accounts 3,946 3,862 84

Maltese public sector corporations
Current accounts and fixed-term deposits 6,199 6,119 80
Total 33,793 24,262 9,531

L9 Counterpart of special drawing rights allocated by the IMF
This item represents the counterpart of special drawing rights allocated by the IMF to Malta (see Note A2.1
“Receivables from the IMF” above).

L10 Intra-Eurosystem liabilities
This liability represents the Bank’s liabilities to the ECB and to the other Eurosystem NCBs.

L 10.3 Net liabilities related to the allocation of euro banknotes within the Eurosystem

This item consists of the liability of the Bank vis-a-vis the Eurosystem relating to the excess of euro banknotes
issued by the Bank over and above the amount allocated to the Bank by the ECB in accordance with the
banknote allocation key (see Note L1 “Banknotes in circulation” above). This liability is subject to interest at the
ECB main refinancing operations rate, taking cognisance of the adjustments referred to in Note 7 “Euro
banknotes in circulation” in the General notes to the financial statements in the cash changeover year and in the

subsequent five years.

31 Dec 2008 1 Jan 2008

€000 €000
Issued banknotes 683,836 592,490
Banknotes allocated as per banknote allocation key (629,289) (559,498)
Excess of issued banknotes over allocation 54,547 32,992
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L 10.4 Other liabilities within the Eurosystem (net)

These liabilities mainly include the TARGET2 balance arising from cross-border euro transfers with other NCBs in
the ESCB and the ECB, and correspondent accounts of other Eurosystem NCBs. The TARGET2 balance is
subject to interest at the prevailing rate for the ECB main refinancing operations. Moreover, these liabilities
include the net liability at year end arising from the difference between monetary income to be pooled and that
distributed (see Note 5 “Net result of pooling of monetary income” to the Profit and loss account) and the claim
arising from the distribution of the ECB’s seigniorage income.

31 Dec 2008

€000

TARGET2 balance and correspondent accounts 664,873
Net result from pooling of monetary income 2,783
Seigniorage income receivable (1,076)

Total 666,580

L12 Other liabilities

L12.1 Off-balance sheet instruments revaluation differences

This item reflects unrealised revaluation losses arising on off-balance sheet positions, primarily forward foreign
exchange contracts outstanding at 31 December 2008. At year end, these unrealised losses amounted to
€2,737,703.

L12.2 Accruals and income collected in advance

These liabilities include accrued interest expense on interest-bearing liabilities and other accrued expenses.
Moreover, these also include the balance of demonetised Maltese lira notes and coins which have not yet been
presented. This amount is recognised as deferred income until the final date when such notes and coins cease to
be exchangeable at the Bank.

31 Dec 2008 1 Jan 2008 Change

€°000 €000 €000

Accrued interest payable 2,790 1,095 1,695
Deferred income in respect of demonetised Maltese lira

currency notes and coins 19,237 3,673 15,564

Other 754 - 754

Total 22,781 4,768 18,013

Accrued interest expense at 31 December 2008 includes an amount of €429,348 attributable to interest on intra-
Eurosystem liabilities.

CENTRAL BANK OF MALTA Financial Statements for the year ended 31 December 2008
A-32




L12.3 Sundry

Sundry liabilities mainly comprise of unrealised revaluation gains attributable to Malta Government stocks held as
part of an earmarked portfolio (31 December 2008 - €10,838,076) and the balance of unrealised fair value
changes attributable to available-for-sale securities arising prior to joining the Eurosystem (31 December 2008 -
€01,916; 1 January 2008 - €816,484). The latter balance is being amortised on a straight-line basis from 1
January 2008 onwards over the term of the instrument. At 1 January 2008 these liabilities also included the
balance of Maltese lira coins still in circulation on that date (€43,602,468).

L13 Provisions

In accordance with the general accounting principle of prudence, the Governing Council has deemed it
appropriate to establish a buffer totalling €5,736 million against counterparty risks in monetary policy operations.
In accordance with article 32.4 of the Statute, this buffer will be funded amongst all the NCBs of participating
Member States in proportion to their Eurosystem capital key prevailing during 2008. Accordingly, a provision for
€5,118,806, equivalent to 0.0892% of the total provision, was recognised in these financial statements.

L14 Revaluation accounts
The revaluation accounts include the unrealised revaluation gains arising from the valuation of foreign currency
on and off-balance sheet positions, gold and marketable securities at year end.

31 Dec 2008

€000

Gold 351
Securities 7,040
Foreign currency positions 744

Total 8,135

Net unrealised gains and losses attributable to the valuation of gold and foreign currency positions, including off-
balance sheet instruments, that arose prior to euro adoption, were recognised in the Profit and loss account. In
view of the Accounting Guideline requirements with effect from 1 January 2008, there were no balances on the
revaluation accounts as at this date.

The opening fair value reserve as at 1 January 2008, reflecting unrealised fair value changes on available-for-sale
securities up to 31 December 2007 has been split under asset sub-item A11.6 “Sundry assets” representing the
negative fair value adjustment and liability sub-item L12.3 “Sundry liabilities” representing the positive fair value
adjustment. The fair value reserve is being amortised to the Profit and loss account on a straight-line basis over
the useful term of the respective security.
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L15 Capital and reserves
The following table analyses the movement in capital and reserves of the Bank.

General Special  Reserves for
reserve reserve risks and Capital
Capital fund fund contingencies contribution
€000 €000 €000 €000 €000

Balance as at 1 January 2008

Prior to reclassifications 11,647 53,576 30,282 100,384 28,632
Reclassifications 8,353 21,929 (30,282) - -
Net issuance of euro coins - - - - 2,539
Transfer from profits for the year - - - 7,000 -
Balance as at 31 December 2008 20,000 75,505 - 107,384 31,171

The reclassifications disclosed in the table above are attributable to the revised requirements of the Central Bank
of Malta Act (Cap. 204), which increased the Bank’s capital and amalgamated the Special reserve fund into the
General reserve fund as at 1 January 2008.

L15.1 Capital
In terms of article 19(1) of the Central Bank of Malta Act (Cap. 204), the Bank shall have an authorised capital of
€20 million. This is fully paid up and is held exclusively by the Government of Malta.

L 15.2 Reserves

(a) General reserve fund

In terms of article 19(2) of the Central Bank of Malta Act (Cap. 204), the Bank shall also maintain a General
reserve fund which shall be of not less than €20 million and which shall be available for any purpose as may be
determined by the Board of Directors. Whenever amounts are drawn from the General reserve fund, these shall
be replaced as may be decided by the Board.

(b) Reserves for risks and contingencies

Reserves for risks and contingencies are maintained in terms of article 22 of the Central Bank of Malta Act (Cap.
204) to cover the broad range of risks to which the Bank is exposed. The major risks in this regard arise from
potential movements in market values of the Bank’s holdings of domestic and foreign securities and other
investments, losses which could arise from support of the financial system in the Bank’s role as a lender of last
resort, and other non-insured losses.

(c) Capital contribution

This reserve represents the capital contribution made by the Government of Malta to the Bank in respect of the
agency agreement between the Bank and the Government relating to the issuance of euro coins. The Bank shall
act as agent of the Government and shall retain full responsibility for procurement, storage and issuance of euro
coins. This reserve represents seigniorage revenue arising from the issue of euro coins. In terms of the agency
agreement the Government has agreed not to withdraw such revenue and retain these amounts in a reserve
account held at the Bank. Allocation of revenue to the reserve account shall be deemed as a capital contribution
to the Bank by the Government.

CENTRAL BANK OF MALTA Financial Statements for the year ended 31 December 2008
A-34




Notes to the Profit and loss account

1 Net interest income
This item represents the net result of interest income and interest expense.

1.1 Interest income
Interest income includes income on foreign reserve assets and euro-denominated portfolios, as well as interest
income on intra-Eurosystem claims and on monetary policy instruments.

2008
€000

Marketable debt securities

- In euro 39,135

- In foreign currency 9,400
Fixed-term deposits

- In euro 31,788

- In foreign currency 9,239
Current accounts and overnight deposits

- In euro 166

- In foreign currency 197
IMF 1,676
Monetary policy operations

- Main refinancing operations 1,667

- Longer-term refinancing operations 4,459

- Marginal lending facility 10
Intra-Eurosystem claims

- Claims arising from the transfer of foreign reserves 1,246

- Net claims related to the allocation of banknotes within the Eurosystem 24,893
Forward foreign exchange contracts 2,502
Other interest income 108

Total 126,486

Income from “Net claims related to the allocation of banknotes within the Eurosystem” principally comprises of
interest income arising on a notional amount representing the differences between the average value of the
banknotes which the Bank had in circulation in the reference period and the average value of banknotes which
would have been allocated to the Bank during that period in accordance with its capital key. Interest is calculated
at the prevailing ECB rate for the main refinancing operations. This is in line with the provisions established by the
Governing Council as outlined in the ECB Decision on the allocation of monetary income (ECB/2001/16 as
amended by ECB/2006/7). The adjustments are reduced in annual stages until the first day of the sixth year after
the cash changeover year, when income on banknotes will be allocated fully in proportion to the NCBs’ paid-up
share capital in the ECB. The Bank’s adjustment period started on 1 January 2008 and will end on
31 December 2013. This item also includes net interest income on the difference between the euro banknotes
allocated to the Bank in accordance with the banknote allocation key and the value of the euro banknotes that the
Bank actually puts into circulation, as reduced by banknotes withdrawn from circulation.
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1.2 Interest expense
Interest expense arises from interest payable on Government of Malta and other customer accounts, TARGET2
balances as well as liabilities to euro area credit institutions related to monetary policy operations.

2008
€000
Government accounts
- In euro 9,338
- In foreign currency 830
Other customer accounts
- In euro 667
- In foreign currency 113
Monetary policy operations
- Minimum reserves 16,998
- Overnight deposits 802
- Fixed-term deposits 238
Intra-Eurosystem liabilities
- TARGET2 balances 28,713
Other interest expense 189
Total 57,888
2 Net result of financial operations, write-downs and risk provisions
21 Realised gains / losses arising from financial operations

This item includes gains and losses arising from transactions leading to reductions in foreign currency positions
and disposals of financial instruments, mainly securities.

2008
€000
Net gains / (losses) on disposal of financial instruments 991
Net gains / (losses) on foreign currency positions (183)
Total 808
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2.2 Write-downs on financial assets and positions

This item comprises unrealised revaluation losses arising from the price revaluation of securities and the
exchange rate revaluation of foreign currency assets and liabilities, including off-balance sheet positions, by
comparing the market value at balance sheet date with the average book value.

2008

€000
Write-downs on securities (8,497)
Write-downs on foreign currency positions (67)
Total (8,564)
2.3 Transfer (to) / from provisions for foreign exchange rate, price risks and monetary policy

operations
Following the decision by the Governing Council of the ECB to establish a buffer against counterparty risks from
monetary policy operations carried out in 2008, the Bank has recognised a provision of €5,118,806, being the
Bank’s share in accordance with its Eurosystem capital key (see Note L13 “Provisions” in the Notes to the
Balance sheet).

3 Net income / (expense) from fees and commissions

Fees and commissions receivable mainly arise from the provision of banking services. Fees and commissions
payable include correspondent account charges, handling fees on cheques drawn on the Bank and TARGET2
connection and participation fees.

4 Income from equity shares and participating interests

Included under this caption is the distribution of the ECB’s income on euro banknotes amounting to €1,075,997 in
proportion to the Bank’s Eurosystem capital key (see Note 7 “Euro banknotes in circulation” in the General notes
to the financial statements). In 2008 the ECB’s income on euro banknotes in circulation amounted to
€2,230,477,327 of which €1,024,801,908 was retained by the ECB in accordance with the decision of the
Governing Council with respect to the establishment of a provision for foreign exchange rate, interest rate and
gold price risks.

5 Net result of pooling of monetary income
The amount of each Eurosystem NCB’s monetary income is determined by measuring, on a daily basis, the
actual income that is derived from the earmarkable assets held against the liability base.

The liability base consists of the following items: banknotes in circulation; liabilities to credit institutions related to
monetary policy operations denominated in euro; net intra-Eurosystem liabilities resulting from TARGET2
transactions; and net intra-Eurosystem liabilities related to the allocation of euro banknotes within the
Eurosystem. Any interest paid on liabilities included within the liability base is to be deducted from the monetary
income to be pooled.
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The earmarkable assets consist of the following items: lending to euro area credit institutions related to monetary
policy operations denominated in euro; intra-Eurosystem claims equivalent to the transfer of foreign reserve
assets to the ECB; net intra-Eurosystem claims resulting from TARGET2 transactions; net intra-Eurosystem
claims related to the allocation of euro banknotes within the Eurosystem; and a limited amount of each NCB’s
gold holdings in proportion to each NCB’s capital key. Gold is considered to generate no income.

Where the value of an NCB’s earmarkable assets exceeds or falls short of the value of the liability base, the
difference shall be offset by applying to the value of the difference the applicable rate for the ECB main
refinancing operations.

The monetary income pooled by the Eurosystem is allocated among NCBs in relation to the Eurosystem capital
key. The net result arising from the calculation of monetary income is a payment by the Bank of €2,783,274, being
the difference between the monetary income pooled amounting to €27,346,802 and the amount redistributed of
€24,563,528.

6 Other income

Other income includes an amount of €10 million relating to the balance of unredeemed Maltese coins, which as at
31 December 2008 amounted to €26,780,161. These coins will cease to be exchangeable at the Bank
subsequent to 1 February 2010. The value of unredeemed coins, after deducting therefrom the amount of coins
which are expected to be redeemed until that date, is recognised as income in the Profit and loss account in a
systematic manner over the period to 1 February 2010. In this respect the Board approved the recognition of
income amounting to €10 million from the balance of such coins in profits for the year. This accounting treatment
is in accordance with the provisions of article 63(3) of the Central Bank of Malta Act (Cap. 204) (see Note 3(I)
“Demonetised Maltese lira currency notes and coins” in the General notes to the financial statements). Other
operating income also includes income from numismatic issues of notes and coins.

7 Staff costs
Staff costs include salaries and other ancillary costs.

2008

€000

Staff salaries 7,677

Other staff costs 885

Training, welfare and other related expenditure 742

Total 9,304
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The average number of persons employed by the Bank during the year was as follows:

2008
Number
Governors
Divisional Directors
Heads and executives 83
Supervisory and clerical staff 204
Non-clerical staff 34
Total 328
8 Administrative expenses
This item consists of operating expenditure incurred by the Bank.
2008
€000
Market information and communication expenses 568
Other administrative expenditure 2,977

Total 3,545

Other administrative expenses mainly comprise maintenance expenditure, professional fees, travelling costs and
other services or expense items which are incurred in the course of the Bank’s operations. Auditors’
remuneration for the current financial year amounted to €100,000.

Compensation to the members of the Board of Directors for the financial year under review amounted to
€204,271. The Governor and Deputy Governor are entitled to such benefits as the use of a leased motor vehicle,
health insurance cover and refund of certain other expenses. The other members of the Board of Directors are
entitled to health insurance cover and refund of certain other expenses.

9 Depreciation of tangible and intangible fixed assets

Depreciation of buildings, equipment, computer hardware and software was charged to the Bank’s Profit and loss
account according to the depreciation rates disclosed in Note 3(m) “Tangible and intangible fixed assets” in the
General notes to the financial statements.

10 Banknote production services

This item includes expenditure relating to the procurement and transportation of euro banknotes and other
ancillary costs. Accrued expenditure also reflects the expected costs attributable to the consumption of
banknotes issued.
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Other notes

(a) Off-balance sheet instruments

At the balance sheet date, the principal outstanding off-balance sheet instruments consisted of forward foreign
exchange contracts with a notional amount of €352,350,000 involving the forward purchase of euro against the
forward sale of other currencies.

In addition to the above figures, the Bank also had outstanding €258,279,011 net forward liabilities to the ECB
which arose in connection with the short-term US dollar liquidity-providing programme Term Auction Facility in
agreement with the Federal Reserve (see Note A3 — “Claims on euro area residents denominated in foreign
currency” in the Notes to the Balance sheet).

(b) Contingent liabilities and commitments

31 Dec 2008 1 Jan 2008 Change
€000 €000 €000
Contingent liabilities
Guarantees and letters of credit 120,755 74,090 46,665
Financial commitments
Repayment of foreign loans on behalf of the Government 7,738 11,409 (3,671)

Total 128,493 85,499 42,994

Financial commitments represent foreign loans received by the Bank on behalf of the Government of Malta under
Financial Conventions and repayable in due course from funds to be made available by the Government.

The Bank’s customers with respect to guarantees and letters of credit are mainly public sector corporations,
government departments and other entities owned by the Government. The Bank’s currency exposure with
respect to these contingent liabilities and commitments is principally in US dollar and euro.

The Bank also has commitments in respect of recurrent expenditure which extend beyond the balance sheet date.
In view of the nature and duration of these commitments, their impact on the Bank’s financial results and on the
assessment of the Bank’s state of affairs was not deemed material for disclosure purposes.
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(c) Related parties

In the course of its operations, the Bank conducts banking transactions with, and provides several banking
services to, the Government of Malta, government departments, public sector corporations and other entities
owned by the Government. The Bank holds the principal accounts of the Government and maintains accounts for
the other entities. Balances held with the Bank by the Government and the other entities as at the balance sheet
dates, together with the terms of such instruments, are disclosed in Notes L5 “Liabilities to other euro residents
denominated in euro” and L7 “Liabilities to euro area residents denominated in foreign currency” to the Balance
sheet. The principal impact of banking transactions entered into with the Government and the entities referred to
above on the Bank’s Profit and loss account is interest payable on deposits as disclosed in Note 1.2 “Interest
expense” to the Profit and loss account. The Bank provides these entities with foreign exchange and related
services, which do not have a significant impact on the Bank’s Profit and loss account. The principal outstanding
transactions as at the balance sheet dates are reflected in Note (b) “Contingent liabilities and commitments”
above. The Bank acts as market maker in Malta Government securities and Treasury bills and ensures their
liquidity in the secondary market by being ready to trade in such securities on the initiative of the market (see
Notes A7 “Securities of euro area residents denominated in euro” and A11.3 “Other financial assets” to the
Balance sheet). Income earned by the Bank from these assets is principally included in Note 1.1 “Interest
income” to the Profit and loss account.

(d) Demonetised Maltese lira currency notes and coins

(i) Demonetised Maltese lira currency notes

Maltese lira banknotes were replaced by euro banknotes when Malta became part of the Eurosystem on 1
January 2008. Consequently, Maltese lira banknotes remained legal tender until 31 January 2008 but can be
redeemed at the conversion rate of the Maltese lira for the euro of 0.4293 and without charge until 31 January
2018.

During 2008, demonetised Maltese lira currency notes presented for redemption amounted to €149,974,335. At
31 December 2008, the value of unpresented demonetised currency notes amounted to €66,264,893 analysed as
follows:

31 Dec 2008 1 Jan 2008 Change
€000 €000 €000
Ten year period expires in:
- 2008 - 2,108 (2,108)
- 2010 2,456 2,974 (518)
-2018 63,809 - 63,809
Total 66,265 5,082 61,183

The value of demonetised notes which ceased to be redeemable by the Bank during 2008 amounted to
€2,061,971.
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(ii) Demonetised Maltese lira currency coins

Maltese lira coins were replaced by euro coins when Malta became part of the Eurosystem on 1 January 2008.
Consequently, Maltese lira coins remained legal tender until 31 January 2008 but can be redeemed at the
conversion rate of the Maltese lira for the euro of 0.4293 without charge until 1 February 2010.

During 2008, demonetised Maltese lira currency coins presented for redemption amounted to €5,399,385. At 31
December 2008 the value of unpresented demonetised currency coins amounted to €26,780,161.

(e) Investment securities pledged as collateral

As at 31 December 2008, investment securities have been pledged as collateral against the provision of credit
lines by a counterparty up to an amount of USD45 million or €32 million approximately (1 January 2008: USD45
million or €30 million approximately). No amounts were borrowed under these facilities at the balance sheet
dates.

() Assets held in custody
At 31 December 2008, assets held in custody by the Bank in terms of the Maltese Insurance Business Act
amounted to €36,260,160 (1 January 2008: €39,231,307).

(9) Management of funds belonging to the Investor and Depositor Compensation Schemes

In 2003, the Bank had been appointed as investment manager in respect of funds belonging to the Investor and
Depositor Compensation Schemes. The Bank manages these funds on a discretionary basis in accordance with
the investment parameters set by the Management Committees of the respective Schemes. As at 31 December
2008, the Investor and Depositor Compensation Schemes had interest and non interest-bearing deposits of
€25,057 and €25,495 respectively, with the Bank.

(h) Financial risk management

The nature of the Bank’s operations implies that financial instruments, including derivatives, are extensively used
in the course of its activities. The Bank is exposed to a range of financial risks and its operations involve the
analysis, evaluation, acceptance and management of some degree of risk. Accordingly, the Bank operates a risk
management strategy with the objective of controlling its exposures in this respect. The Bank’s operational
functions identify, evaluate and hedge financial risks. The Board approves written principles for overall risk
management, as well as written policies covering specific areas, such as foreign exchange risk, interest rate risk,
credit risk, use of derivative financial instruments and non-derivative financial instruments.

(i) Credit risk

The Bank is exposed to credit risk, which is the risk that a counterparty will cause a financial loss for the Bank by
failing to discharge an obligation. The Bank’s exposures to credit risk arise principally in investment activities that
bring placements with banks and marketable debt securities into the Bank’s asset portfolio. The Bank’s portfolio of
securities is composed of listed debt instruments issued mainly by governments and international financial
institutions.

CENTRAL BANK OF MALTA Financial Statements for the year ended 31 December 2008
A-42




The Bank manages, limits and controls concentrations of credit risk where they are identified; in particular, to
individual financial institutions or counterparties and groups of financial institutions classified by country of origin.
The Bank places limits on the level of credit risk undertaken in relation to any single financial institution or
counterparty. The exposure to a counterparty is restricted by specific sub-limits, by amount and term, for
exposures arising from the different classes of investments and transactions. The limits are assigned in
accordance with external ratings based on Fitch’s ratings or their equivalents. The limits on the level of credit risk
are reviewed on a regular basis and are approved by the Board of Directors at regular intervals. Actual exposures
are monitored against limits on a daily basis.

The Bank places funds with permitted financial institutions having credit ratings within approved thresholds and it
invests only in securities or paper with credit quality that falls within specific approved parameters. As outlined
above, external ratings such as Fitch’s ratings or their equivalents are used by the Bank for managing the credit
risk exposures with a view to attaining an adequate credit quality mapping.

The Bank’s principal credit risk exposures relating to on-balance sheet assets, reflecting the maximum exposure
to credit risk before collateral held or other credit enhancements, are based on carrying amounts as reported in
the balance sheet. As at 31 December 2008 and 1 January 2008, the Bank did not hold any past due or impaired
financial assets.

The Bank’s principal exposures, excluding Malta Government securities, as at the balance sheet date, are
analysed in the tables below which present an analysis of the principal categories of financial assets by rating
agency designation based on Fitch’s ratings or their equivalent.

Financial asset category Carrying
amount
AAA AA+ AA AA- A+ A €000

% % % % % %

Investment securities:

- Other than held-to-maturity 70 10 10 3 2 OIS 5ONES
- Held-to-maturity 92 8 - - - - 461,587

AA AA- A+ A-

% % % %
Placements with banks 32 52 8 13 380,974

Note (i) “Statement of the Bank’s Investments” below presents an analysis of the Bank’s placements with banks
by exposure country and of the Bank’s debt securities by issuer category. Whilst no significant concentration is
present with respect to the former, the issuers of the Bank’s securities are mainly Governments and monetary
financial institutions.
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(ii) Market risk

The Bank is exposed to market risk, which is the risk that the fair value or future cash flows of a financial
instrument will fluctuate because of changes in market prices or rates. Market risks arise from open positions in
interest rate and currency products, which are exposed to general and specific market movements and changes
in the level of volatility of market rates or prices such as interest rates, credit spreads and foreign exchange rates.

Currency risk

The Bank is exposed to the effects of fluctuations in the prevailing foreign currency exchange rates on its financial
position and cash flows. The Board sets limits on the level of net exposure or deviation in net holdings by
currency, including contracted amounts under foreign exchange derivatives, which are monitored on an ongoing
basis. The Bank is exposed to the risk of currency movements in respect of its holdings denominated in
currencies other than euro. For macro-hedging purposes, the Bank uses derivative transactions for the forward
purchase of euro and simultaneous forward sale of US dollar or sterling with a view of eliminating foreign currency
exposures from holdings in US dollar and sterling, such that the Bank’s net balance sheet exposure is
substantially denominated in euro.

Interest rate risk

Cash flow interest rate risk is the risk that the future cash flows of a financial instrument will fluctuate because of
changes in market interest rates. Fair value interest rate risk is the risk that the value of a financial instrument will
fluctuate because of changes in market interest rates.

The Bank mainly invests in, and places funds under, instruments subject to fixed interest rates. Whilst all
placements with banks are subject to fixed interest rates, approximately 90% of the Bank’s aggregate portfolio of
securities are fixed interest instruments with the remaining portion representing floating rate bonds. Accordingly,
it is not exposed to cash flow interest rate risk in respect of placements with banks, investment securities and
local government securities. However the Bank is exposed to fair value interest rate risk particularly in respect of
its investment securities other than those held-to-maturity. The Bank has in place techniques, principally based
on the concept of modified duration, to measure the sensitivity of the fair value of its fixed-income instruments to
changes in market yields.

The Bank’s measure of its exposure to fair value interest rate risk as at the balance sheet date in respect of fixed
interest other than held-to-maturity investment securities is analysed by currency below:

Shift in fair value with
Modified duration  shift of 25 bps in yields

€000
EUR 2.61 2,354
GBP 1.55 163
USD 0.88 259
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Interest rate risk is considered by the Directors to be limited in view of the short periods to maturity of placements
with banks and the realisable nature of the Bank’s investment securities. Moreover, the Bank’s interest-bearing
liabilities, other than minimum reserve deposits, are mainly repayable on demand or within short time periods
from the balance sheet date. All liabilities are repriceable within short time frames, with floating interest rates
linked to the ECB’s main refinancing operations rate or reference market interest rates. The Bank is exposed to
cash flow interest rate risk in respect of such instruments. However this exposure is offset intrinsically by the
Bank’s exposure on income earning assets which in substance reprice within short periods of time. The Bank
actively manages its net interest income on this basis.

(iii) Liquidity risk

Liquidity risk is the risk that the Bank is unable to meet its payment obligations associated with its financial
liabilities when they fall due. The Bank’s main liabilities consist of banknotes in circulation and deposits,
comprising minimum reserve deposits. Whereas reserve deposits and banknotes in circulation have no specified
contractual maturity, other deposits are mainly repayable on demand or mature principally within very short
periods of time from the balance sheet date.

The Bank’s assets which are available to meet liabilities principally include placements with banks, investment
securities and local government securities. The Bank places funds with banks for relatively short periods of time
with varying terms and maturities. The Bank’s investment securities consist of highly marketable investments
which are readily realisable to meet commitments and funding requirements. The Bank’s liquidity risk is hence
relatively insignificant in view of the short-term maturities or realisable nature of the principal categories of its
financial assets and due to the nature of the Bank’s main liabilities.

Liquidity risk monitoring focuses on information on the contractual maturity of the financial assets and the
interaction of this information with an analysis of the expected or projected maturity of the Bank’s financial
liabilities. The Bank manages the concentration, terms and profile of its assets in accordance with this monitor,
subject to internal benchmarks, to ensure that requirements can be met. The contractual maturity of the Bank’s
principal income earning assets as at 31 December 2008 is presented in the table below:

Within three Within Within five
months but  one year but years but Over
Within over one over three over one Five
one month month months year Years Total
€000 €000 €000 €000 €000 €000
Fixed-term deposits 210,437 170,537 - - - 380,974
Marketable securities
other than those held-to-
maturity 19,358 26,087 117,929 289,343 103,018 55585
Malta government
securities - 6,716 4,628 121,405 123,876 256,625
Held-to-maturity securities 5,000 - 130,608 151,192 174,788 461,588
Total 234,795 203,340 253,165 561,940 401,682 1,654,922
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(i) Statement of the Bank’s investments

The statement of the Bank’s investments below is disclosed in accordance with the requirements of article

21(2)(b) of the Central Bank of Malta Act (Cap. 204).

The exposure country is the country of location of the institution or entity with which the Bank’s placements and

other financial assets are held. The exposure country in respect of assets held with branches of international

banks and financial institutions is usually deemed to be the country of location of the parent.

In case of

subsidiaries of banks and financial institutions, the exposure country is generally determined on the basis of the

location of the subsidiary undertaking.

Cash and balances with banks

Gold balances

Placements with banks by exposure country:
Australia

Belgium

France

Malta

The Netherlands

United Kingdom

Other countries

Securities by issuer category:
Government

Monetary financial institutions
Supranational

Other financial institutions
Insurance

Non-financial institutions

Claims on the IMF

Participating interest in the European Central Bank

Other foreign currency assets

Total investments

CENTRAL BANK OF MALTA

EUR GBP usD Total
€000 €000 €000 €000
47,402

4,141

i - 41,676 41,676

64,549 - - 64,549
- 16,798 76,166 92,964
50,000 - - 50,000
15,000 - 14,371 29,371
50,000 - 17,963 67,963
34,000 - - 34,000
213,549 16,798 150,176 380,523
659,048 . 6,835 665,883
299,247 16,559 81,745 397,551
129,003 5 7,273 136,276
39,133 14,630 5,054 58,817
3,064 10,215 5 13,279
1,998 5 14,718 16,716
1,131,493 41,404 115,625 1,288,522
57,385

11,492

70

1,789,535
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