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MALTA FINANCIAL SERVICES AUTHORITY
Annual Beport and Financial Statements - 31 December 2013

Board of Governors’ report

The Governors present their report and the audited financial statements for the year ended 31 December
2013.

Prinecipal activities

The Maita Financial Services Authority (MFSA) (‘the Authority’) is the single regulator for financial services
in Malta, which incorporates credit institutions, financial and electronic money institutions, securities and
investrment services companies, regulated markets, insurance companies, pension schemes and trustees.
The MFSA alsoc manages the Registry of Companies, and has been appointed as the Listing Authority.

The Authority is a fully autonomous public institution and reporis to Parliament on an annual basis.
Review of the business

The Governors hereby report a surplus of £€7,282,254 for the financial year 2013 (2012; £7,623,984). The
results for the year are on a similar level to those achieved the previous year, and reflect the increasing
level of regulatory activity during the year. 2013 was a year of further consolidation in Malta’'s standing as
a successful, stable, skilled and reliable financial services economy. Throughout 2013, the MFSA
continued to play a core role in disseminating information to consumers, media and the indusiry,
supporting industry education and training programmes, conducting seminars and meetings on legal,
technical and regulatory developments, contributing to the framing of national and EU-wide technical
policy development and exchanging views and experiences with other national regulatory and supervisory
bodies. The MFSA is locoking at 2014 cautiously as a year of further change and increased financial
commitment particularly with the introduction of the Single Supervisory Mechanism and Bank Resoclution
Authority in regulating the banking industry.

Resulis and surplus funds

The income statement is set out on page 6. The surplus funds payable to Government, in terms of the
Mata Financial Services Authority Act,1988 amount to €8,089,985 (2012: £€6,900,000) and were funded by
the current year's surplus together with the withdrawal of £€982,731 from the Development Reserve.

Governors
The Governors of the Authority who held office during the year were:

Prof. Joe V. Bannister, B.Sc, M.S¢, D.Phil (Oxon) - Chairman
Mr. Albert A. Atiard

Prof. Josef Bonnici, B.A.(Hons.), M.A,, Ph.D.

Dr. Louise Ellul Cachia Caruana, LL.D; M.A (Fin. Serv.)

Dr. Anion Felice LL.D

Dr. Cynthia Scerri Debono, LL.D

Mr. Frank Xerri de Caro, ACIB

Dr David Fabri LL.D - Board Secretary
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Board of Governors’ reporti - continued
Statement of Governors’ responsibilities

In preparing the financial statements the Governors are responsible for;

s ensuring that the financial statements have been drawn up in accordance with International
Financial Reporting Standards as adopted by the EU and the Malta Financial Services Authority
Act, 1988

° selecting and applying appropriate accounting policies;

° making accounting estimates that are reasonable in the circumstances;

o ensuring that the financial statements are prepared on the going concem basis unless it is

inappropriate to presume that the Authority will continue in operation as a going concern.

The Governors are also responsible for designing, implementing and maintaining internal control as the
Governors determine is 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 Malta Financial Services
Act, 1988. They are also responsible for safeguarding the assets of the Authority and hence for taking
reasonable steps for the prevention and detfection of fraud and other irregularities.

The financial statements of the Authority for the year ended 31 December 2013 are included in the Annual
Repori 2013, which is published in hard-copy printed form and may be made available on the Authority’s
website. The Governors 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 io
information published on the Authority'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.

Auditors

PricewaterhouseCoopers have indicated their willingness to continue in office and a resolution for their re-
appointment will be propesed.

On hehalf of the board

- * —~— ! “ il
é\ﬂgv\mmn\,{\, SRINENTY;
Prof. Joe V. Bannister, B.Sc, M.Sc, D.Phil (Oxon) Jogeph Bemanuele F.C.EA.,F.LLA., C.P.A

Chairman Chist Operations Officer

Registered office

Malta Financial Services Authority
Notabile Road

Attard BKR 3000

Malta

21 April 2014




Independent auditor’s report
To the stakeholders of the Malta Financial Services Authority
Report on the Financial Statements for the yvear ended 31 December 2013

We have audited the financial statements of the Malta Financial Services Authority on pages 5 to 28
which comptrise the statement of financial position as at 31 December 2013 and the statements of income,
comprehensive income, changes in equity and cash flows for the year then ended and a summary of
significant accouniing policies and other explanatory information.

The Governors’ responsibility for the Financial Statements

As explained more comprehensively in the Statement of Governors’ responsibilities for the financial
statements on page 2, the Governors are responsible for the preparation of financial statements that give
a true and fair view in accordance with nternational Financial Reporting Standards (IFRSs) as adopted by
the EU and the Malta Financial Services Authority Act, 1988, and for such internal control as the
governors determine is necessary to enable the preparation of financial statemenis that are free from
material misstatement, whether due to fraud or error.

Audifor's responsibilfity

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 Audiling. Those Standards require
ihat 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 internal control relevant 1o the entity’s
preparation of financial statements that give a true and fair view in order to design audit procedures that
are appropriaie in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit alse includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by the governors, 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.



Independent auditor’s report — continued

Opinion
In our opinion the financial statements
e give a frue and fair view of the financial position of the Authority as at 31 December 2013, and of
its financial performance and its cash flows for the year then ended in accordance with IFRSs as
adopted by the EU ; and
o have been properly prepared in accordance with the Malta Financial Services Authority Act, 1988.

PricewaterhouseCoopers

78 Mill Sirest
Qormi
Malia

Romina Soler
Pariner

21 April 2014
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Statement of financial position

As at 31 December

2013 2012

Notes € £
ASSETS
Non-current asseis
Property, plant and equipment 4 12,984,806 13,095,903
Held-to-maturity financial assets 5 2,530,078 3,415,581
Investment in subsidiary 5] 148,379 148,379
Total non-current asseis 15,663,263 16,659,863
Current assets
Held-to-maturity financial assets 5 976,723 250,000
Trade and other receivables 7 957,788 780,325
Loans and receivables 8 2,400,000 3,300,000
Cash and cash equivalents 9 1,747,984 3,587.205
Total current assets 6,082,495 7,917,530
Total asseis 21,745,758 24,577,393
EQUITY AND LIABILITIES
Capital and reserves
Capital fund 11 1,164,687 1,164,687
Asset funding reserve 12 11,403,568 11,403,568
Revaluation reserve 13 2,868,924 2,868,924
Employee pension fund reserve 14 625,002 550,002
Development reserve 15 3,011,136 4,135,316
Reserve fund 1,164,687 1,164,687
Total equity 20,238,004 21,287,184
Current liabilities
Trade and other payables 10 1,507,754 3,290,209
Total liabilities 1,507,754 3,290,209
Total equity and liabilities 21,745,758 24,577,393

The notes on pages 10 to 28 are an integral pan of these financial statements.

The financial statements on pages 5 fo 28 were authorised for issue by the Board of Governors on
21 April 2014 and were signed on its behalf by:

P AY

d«%\ LAViAL Y‘N‘
Prof. Joe V. Bannister B.Sc., M.Sc., D.Phil {Oxon) Joseph Bemanuele F.C.C.A.FlA., C.P.A
Chairman Chief ®perations Officz;//
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income statement

Year ended 31 December

2013 2012

Notes € £

fncome 20 16,958,034 16,384,556
Operaiing expenses 17 (10,008,471) (9,113,345)

Operating surplus for the year 6,949,563 7,271,211
Finance income 19 332,691 352,773
Surplus for the year 7,282,254 7,623,984

Statement of comprehensive income

Year ended 31 December

2013 2012
€ €
Surplus for the year 7,282,254 7,623,984
Other comprehensive income:
Revaluation surplus 13 - 1,421,684
Reiease from development reserve in respect of development
eXpenses 15 (141,449) (295,235)
Total comprehensive income for the year 7,140,805 8,750,433

The notes on pages 10 to 28 are an integral part of these financial statements.
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MALTA FINANCIAL SERVICES AUTHORITY
Annual Report and Financial Statements — 31 December 2013

Statement of cash flows

Notes

Cash flows from operating activities
Cash generated from operations 22
Interest received 19

Net cash generated from operating activities

Cash flows from investing activities
Purchase of property, plant and equipment
Redemption of long-term investments
Purchase of long-term investments

[9208 &) ECY

Net cash {used in)/generated from investing activities

Cash flows from financing activities
Payment to The Children's Foundation 16

Payment for development expenses 15
Payments to Government in terms of Article 26 of Malta
Financial Services Authority Act, 1988

Net cash used in financing activities

Net movement in cash and cash equivalents

Cash and cash edquivalents at beginning of year

Cash and cash equivalents at end of year 9

The notes on pages 10 to 28 are an integral part of these financial statements.

Year ended 31 December

2013 2012
£ €
8,157,186 9,369,521
332,691 352,773
8,489,877 9,722,294
(237,649)  (548,251)
250,000 989,985
(100,000) -
(87,649) 441,734
(100,000)  (100,000)
(141,449)  (295,235)
(10,000,000)  (8,989,985)
(10,241,449)  (9,385,220)
(1,839,221) 778,808
3,587,205 2,808,397
1,747,984 3,587,205
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Notes to the financial statements

1.

Summary of significant accounting policies

The principal accounting policies applied in the preparation of these financial statements are set out
below. These policies have been consisiently applied to all the years presented, unless otherwise
stated.

1.1 Basis of preparation

The financial stalements have been prepared in accordance with International Financial Reporting
Standards (IFRSs) as adopted by the EU and the requirements of the Malta Financial Service
Authority Act, 1988. They have been prepared under the historical cost convention as modified by
the fair valuation of the land and buildings class of property. The preparation of financial statements
in conformity with IFRSs as adopted by the EU requires the use of certain accounting estimates. |t
also requires the Governors to exercise judgement in the process of applying the Authority's
accounting policies (see Note 3 — Critical accounting estimates and judgemenis).

Standards, interpretations and amendments to published standards effective in 2013

In 2013, the Authority adopted new standards, amendments and interpretations to existing standards
that are mandatory for the Authority's accounting period beginning on 1 January 2013. The adoption
of these revisions 1o the requirements of IFRSs as adopied by the EU did not result in substantial
changes to the company’s accounting policies.

[FRS 13, ‘Fair value measurement’, 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 [FRSs. The requirements, which are largely aligned between IFRSs and
US GAAP, 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. The standard requires
extensive disclosures about fair value measurements and this has a significant impact on the
disclosures in the financial statements with respect to fair valuation of non-financial assets.

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

Certain new standards, amendments and inferpretations to existing standards have been published
by the date of authorisation for issue of these financial statements but are mandatory for the
Authority’s accounting periods beginning after 1 January 2013. The Authority has not early adopted
these revisions to the requirements of IFRSs as adopted by the EU and the Governors are of the
opinion that, with the exception of the pronouncements below, there are no requirements that will
have a possible significant impact on the Authority's financial statements in the period of initial
application.

[FRS 9, ‘Financial instruments’, addresses the classification and measurement of financial assets,
and replaces the muliiple classification and measurement models in I1AS 39 with a single model that
has only two classification categories: amortised cost and fair value. Classification under [FRS 9 is
driven by the reporting entity’s business model for managing the financial assets and the contractual
characteristics of the financial assets. [IFRS 9, ‘Financial instrumenis’, alsc addresses the
classification and measurement of financial liabilities, and retains the majority of the requirements in
IAS 39 in relation to financial liabilities. Subject to adoption by the EU, IFRS 9 is effective for
financial periods beginning on, or after, 1 January 2015. The Authority is considering the implications
of the standard and iis impact on the Authority’s financial results and position, together with the
timing of its adoption taking cognisance of the endorsement process by the European Commission,
and will also consider the impact of the remaining phases of IFRS 9 when completed.

10
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Summary of significant accounting policies - continued
1.2 Foreign currency translation
(&) Functional and presentation currency

ltems included in the financial siatements are measured using the currency of the primary economic
environment in which the entity operates (‘the functional currency’). The financial statements are
presented in Euro, which is the Authority's functional and presentation currency.

{b) Transactions and balances

Foreign currency transactions are iranslated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains and losses resuliing from the
setilement of such fransactions and from the translation at year-end exchange rates of monetary
assets and liabilities denominated in foreign currencies are recognised in profit or loss.

All foreign exchange gains or losses are presented in the income statement.
1.3 Property, plant and equipment

All property, plant and equipment is initially recorded at historical cost. Land and buildings,
comprising mainly the Authority's offices, are shown at fair value based on periodic valuation, less
subsequent depreciation of buildings. Valuations are carried out on a regular basis such that the
carrying amount of property does not differ materially from that which would be determined using fair
values at the end of the reporting period. Any accumulated depreciation at the date of revaluation is
eliminated against the gross carrying amount of the asset, and the net amount is restated to the
revalued amount of the asset. All other property, plant and equipment is stated at historical cost less
depreciation and impairment losses. Historical cost includes expenditure that is directly atiributable
to the acquisition of the items.

Subsequent costs are included in the asset's carrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow
to the Authority and the cost of the item can be measured reliably. The carrying amount of the
replaced part is derecognised. All other repairs and maintenance are charged to profit or loss during
the financial period in which they are incurred.

Increases in the carrying amount arising on revaluation of land and buildings are credited to other
comprehensive income and shown as a revaluation reserve in equity. Decreases that offset previous
increases of the same asset are charged in other comprehensive income and debited against the
revaluation reserve directly in equity; all other decreases are charged to profit or loss.

ltems of property plant and equipment comprise land and buildings, furniture, fixtures and fittings and
equipment and are initially recognised at acquisition cost. Subsequently they are carried at
acquisition cost less subsequent depreciation and impairment losses.

11
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Summary of significant accounting policies - continued
1.3 Property, plant and equipment - continued
Land is not depreciated as it is deemed fo have an indefinite life. Depreciation on other assets is

calculated using the straighi-line method fo allocate their cost or revalued amount to their residual
values over their estimaied useful lives, as follows:

%
Furniture, fixtures and fittings 20
Equipment 20

Buildings are depreciated over an estimated useful life of 100 years.

The asseis' residual values and useful lives are reviewed, and adjusted if appropriate, at the end of
each reporting period.

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.

Gains and losses on disposals are determined by comparing the proceeds with carrying amount and
are recognised in the income statement. When re-valued assets are sold, the amounts included in
the revaluation reserve relating to the assets are transferred to retained earnings.

1.4 Investment in subsidiary

The investment in subsidiary is accounted for by the cost method of accounting, i.e. at cost less
impairment. Cost also includes directly atiributable costs of the investment. Provisions are recorded
where, in the opinion of the Governors, 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 Authority’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 recognised in the income statement as income or an
expense.

1.5 Financial assets
1.5.1 Classification

The Authority classifies its financial assets, other than investment in subsidiary, in the following
categories: loans and receivables and held-to-maturity. The classification depends on the purpose
for which the financial assets were acquired. Management determines the classification of its
financial assets at initial recognition.

{a) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. They arise when the Authority 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. These
are classified as non-current assets. The Authority's loans and receivables comprise trade and other
receivables, term deposits and cash and cash equivalents in the statement of financial position
{Notes 1.6 and 1.7)

12



MALTA FINANCIAL SERVICES AUTHORITY
Annual Report and Financial Statements — 31 December 2013

Summary of significant accounting policies - continued
1.5 Financial assets - coniinued

1.5.1 Classification - continued

(b) Held-to-maturity financial assets

Held-to-maturity financial assets are non-derivative financial assets with fixed or determinable
payments and fixed maturities that the Authority's management has the positive intention and ability
to heold to maturity. I the Authority were fo sell other than an insignificant amount of held-to-maturity
financial assets, the whole category would be tainted and reclassified as available-for-sale. Held-to-
maturity financial assets are included in non-current assets, except for those with maturities less than
twelve months from the end of the reporting period, which are classified as current assets.

1.5.2 Recognition and measurement

The Authority recognises a financial asset in its siatement of financial position when it becomes a
party to the contractual provisions of the instrument. Financial assets are initially recognised at fair
value plus transaction costs. Loans and receivables (and held-to-maturity financial assets) are
subsequently carried at amortised cost using the effective interest 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.

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

1.5.3 Impairment

The Authority assesses at the end of each reporiing period whether there is objective evidence that a
financial asset or a group of financial assets is impaired. A financial asset or a group of financial
assets is impaired and impairment losses are incurred only if there is objective evidence of
impairment as a result of one or more events that occurred after the initial recognition of the asset (a
‘loss event') and that loss event (or evenis) has an impact on the estimated future cash flows of the
financial asset or group of financial assets that can be reliably estimated. The Authority first
assesses whather objective evidence of impairment exists. The criteria that the Authority uses to
determine that there is objective evidence of an impairment loss include:

s  significant financial difficulty of the issuer or obligor;
e A breach of coniract, such as a default or delinquency in interest or principal payments;
o it becomes probable that the borrower will enter bankruptcy or other financial recrganisation.

13
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Summary of significant accounting policies — continued
1.6 Trade and other receivables

Trade receivables comprise amounis due from customers for services performed in the ordinary
course of operations. If coilection is expected in one year or less (or in the normal operating cycle
of the business if longer), they are classified as current assets. [f not, they are presented as non-
current assets,

Trade and other receivables are recognised initially ai fair value and subsequently measured at
amortised cost using the effective interest method, less provision for impairment. The carrying
amount of the asset is reduced through the use of an allowance account, and the amount of the
loss is recognised in the income statement. When a receivable is uncollectible, it is written off
against the allowance account for trade and other receivables. Subseguent recoveries of amounts
praviously written off are crediied against profit or loss.

1.7 Cash and cash equivalents

Cash and cash equivalents are carried in the statement of financial position at face value. In the
statement of cash flows, cash and cash equivalents include cash in hand, deposits held at call
together with short-term, highly liquid investments that are readily convertible into known amounts
of cash, and which are subject to an insignificant risk of changes in value.

1.8 Trade and other payables

Trade payables comprise obligations to pay for goods or services that have been acquired in the
ordinary course of business from suppliers. Accounts payable are classified as current liabilities if
payment is due within one year or less (or in the normal operating cycle of the business if longer}.
If not, they are presented as non-current liabilities.

Trade and other payables are recognised initially at fair value and subsequently measured at
amortised cost using the effective interest method.

1.9 Provisions

Provisions for legal claims are recognised when the Authority has a present legal or constructive
cbligation as a result of past events, it is probable that an outflow of resources will be required to
seftle the obligation, and the amount has been reliably estimated. Provisions are not recognised for
future operating losses.

Provisions are measured at ihe present value of the expenditures expected fo be required to settle
the obligation using a pre-tax rate that reflects current market assessmenis of the time value of
money and the risks speciiic to the obligation. The increase in the provision due to passage of time
is recognised as interest expense.

14
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Summary of significant accounting policies — continued
1.10 Revenue recognition

The Authority recognises revenug when the amount of revenue can be reliably measured, when it is
probable that future economic benefiis will flow to the entity, and when specific criteria for each of
the Authority’s activities have been met, as described below:

(i} Income from registration fees is recognised on the date of registration.

(i) Income from annual fees is recognised by reference to the stage of completion of the
transaction, which equates to a systematic recognition of revenue as it accrues over time.

{iii) Income derived from the Regisiry of Companies is recognised when payment is received
which, in view of the profile of companies including dormant and defunct companies, is
determined by the Authority to be the point in time when there is a probability that the
economic benefits associated with the revenue will flow to the entity.

(iv) Interest income from investments is reported on an accrual basis using the effective
interest method.

1.11 Operating leases

Leases of asseis in which a significant portion of the risks and rewards of ownership are effectively
retained by the lessor are classified as operating leases. Payments made under operating leases
are charged to the income statement on a straighi-line basis over the period of the lease.

Financial risk management
2.1 Financial risk factors

The Authority's activities potentially expose it to a variety of financial risks namely market risk, credit
risk and liquidity risk. The Authority's risk managemenit is coordinated by the Board of Governors
and focuses on actively securing the Authority's short to medium term cash flows by minimising the
exposure to financial markets. Long-term financial investments are managed 10 generate lasting
returns.

The Authority does not actively engage in trading of financial assets for speculative purposes nor
does it write options. The most significant financial risks that the Authority is exposed to are
described below.
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Financial risk management - continued
2.1 Financial risk factors - continued
(a) Market risk

In view that the invesiments in Governmeni bonds (see Note 5) are accounted for at amortised
cost, the Governors do not consider that the Authority is exposed to significant market risk.

(b) Credit risk
The Authority’s exposure to credit risk is limited to the carrying amount of financial assets

recognised at the reporting date, as summarised below. The Authority’s exposures to credit risk as
at the end of the reporiing periods are analysed as follows:

Note 2013 2012

€ £

Held-to-maturity investments 5 3,506,801 3,665,581
Trade and other receivables 7 680,859 663,869
Loans and receivables 8 2,400,000 3,300,000
Cash and cash equivalents 9 1,747,984 3,587,205

8,335,644 11,216,655

The Authorily assesses the credit quality of its customers taking into account financial position, past
experience and other factors. It has policies in place to ensure that sales of services are effected to
customers with an appropriate credit history. The Authority monitors the performance of its
receivables on a regular basis to identify incurred collection losses, which are inherent in the
Authority’s receivables, taking into account historical experience.

The Authority's receivables, which are not impaired financial asseis, are principally in respect of
transactions with customers for whom there is no recent history of default. Management does not
expect any losses from non-performance by these customers. None of the Authority’s financial
assets is secured by collateral.

As at 31 December 2013, trade receivables of €22,833 (2012: £€22,535) were impaired, and the
armount of the provisions in this respect are equivalent to these amounts. Reversal of provisions for
impairment arises in those situations where customers recover from unfavourable circumstances
and accordingly stari meeting repayment obligations. The Authority does not hold any collateral as
security in respect of the impaired assets,

Credit risk in relation to cash and cash equivalents and held-to-maturity investments is considered
to be limited, since the counterparts and issuer are reputable banks, and the Government of Malta
respectively.

(c) Liquidity risk

The Authority is exposed to liquidity risk in relation to meeting future obligations associated with iis
financial liabilities, which comprise trade and other payables (Note 10). Prudent liquidity risk
management includes maintaining sufficient cash and committed credit lines to ensure the
availability of an adequaie amount of funding to meet the Authority’s obligations.
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2, Financial risk management - continued
2.1 Financial risk factors - continued
(c) Liquidity risk - continued

The Authority monitors liquidity risk by reviewing expected cash flows, and ensures that no
additional financing facilities are expected to be required over the coming year. The Authority's
figuidity risk is not deemed material in view of the matching of cash inflows and outflows arising
from expected maturities of financial instruments.

2.2 Capital risk management

The Authority's equity, as disclosed in the statemeni of financial position, constitutes its capital. The
Authority’s objectives when managing capital are to safeguard the respective entity's ability to
continue as a geing concern in arder fo provide returns for shareholders and benefits for other
stakeholders, and to maintain an opiimal capital structure to reduce the cost of capital.

In view of the nature of the Authority’s activities and its financial position, the capital level as at the
end of the reporting period is deemed adequate by the Governors.

2.3 Fair values of financial instruments
The table below analyses financial instruments carried at fair value, by valuation method. The
different levels have been defined as Level 1 in view of the Quoted prices (unadjusted) in active

markeis for identical assets or ffabilities.

The following table presents the company's assets and liabilities that are measured at fair value at
the respective dates;

Level 1
€
31 December 2013
Held-to-maturity financial assets 3,770,376
31 December 2012
Heid-to-maturity financial assets 3,860,056

At 31 December 2013 and 2012 the carrying amounis of cash at bank, receivables, payables and
accrued expenses reflected in the financial statements are reascnable estimates of fair value in
view of the nature of these instruments or the relatively short period of time between the origination
of the instruments and their expected realisation.

3.  Critical accounting estimates and judgements

Estimates and judgements are continually evaluated and based on histarical experience and other
factors including expectations of future events that are believed o be reasonable under the
circumstances.

[n the opinion of the Governors, the accounting estimates and judgements made in the course of
preparing these financial statements are not difficult, subjective or complex to a degree which would
warrant their description as critical in terms of the requirements of [AS 1.
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Property, plant and equipment

At 31 December 2011
Cost or valuation
Accumulated depreciation

Net book amount

Year ended 31 December
2012

Opening net book amount

Additions

Depreciation charge

Impairment of assets

Revaluation surplus (Note 13)

Closing net book amount

At 31 December 2012
Cost or valuation
Accumulated depreciation

Net book amount

Year ended 31 December
2013

Opening net book amount

Additions

Depreciation charge

Impairment

Closing net book amount
At 31 December 2013

Cost or valuation
Accumulated depreciation

Net bock amount

Furniture,
Land and fixtures

buildings and fitiings Equipment Total

£ £ £ £
11,449,699 1,883,799 4,613,038 17,946,536
{655,702) (1,806,743) (4,243,623) (6,506,068)
10,793,887 277,056 369,415 11,440,468
10,793,997 277,056 369,415 11,440,468

189,910 139,525 218,816 548,251
(55,185) (71,091) (1886,504) (312,780)
- - (1,720) (1,720)

1,421,684 - - 1,421,684
12,350,406 345,490 400,007 13,095,903
12,350,406 2,023,324 4,830,134 19,203,864
- (1,677,834)  (4,430,127) (6,107,961)
12,350,406 345,490 400,007 13,095,903
12,350,408 345,490 400,007 13,095,903
19,670 17,032 200,947 237,649
(79,561) (64,991) {201,287) {345,839)
- - {(2,807) (2,907)
12,290,515 297,531 396,760 12,984,806
12,370,076 2,040,356 5,028,174 19,438,606
(79,561) (1,742,825) (4,631,414) (6,453,800)
12,290,515 297,531 396,760 12,984,806
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Property, plant and equipment - continued
Fair value of land and buildings

The Authority's office building was revalued on 31 December 2012 by independent professionally
qualified valuers. The valuation was conducted by DeMicoli & Associates (a firm of architects). The
hook value of the property was adjusted fo the revaluation and the resultant surplus, was credited
to the revaluation reserve (refer to Note 13). The Board of Governors have reviewed the carrying
amount of the property as at 31 December 2013 and no adjustments to the carrying amount were
deemed necessary as at that date taking cognisance of developments that occurred during the
current financial year.

The Authority is required to analyse non-financial assets carried at fair value by level of the fair
value hierarchy within which the recurring fair value measurements are categorised in their entirety
(Level 1, 2 or 3). The different levels of the fair value hierarchy have been defined as fair value
measurements using:

o Quoted prices (unadjusted) in active markets for identical assets (Level 1);

e |nputs other than quoted prices included within Level 1 that are observable for the asset, either
directly (that is, as prices) or indirectly (that is, derived from prices) (Level 2);

o Inputs for the asset that are not based on observable market data (that is, unobservable inputs)
{[evel 3).

The recurring property fair value measurement at 31 December 2013 uses significant unobservable
inputs and is accordingly categorised within Level 3 of the fair valuaiion hierarchy.

The Authority’s policy is to recognise transfers into and out of fair value hierarchy levels as of the
beginning of the reporting period. There were no transfers between different levels of the fair value
hierarchy during the year ended 31 December 2013.

A reconciliation from the opening balance to the closing balance of non-financial assets for
recurring fair value measurerments categorised within Level 8 of the value hierarchy, is reflected in
the table above. .

Valuation processes

The valuation of the property is performed regularly on the basis of valuation reports prepared by
independent and qualified vaiuers. At the end of every reporting period, the COO (Chief Operations
Officer) assesses whether any significant changes in the major inputs have been experienced since
the last external valuation. The COO reporis to the Board of Governors on the ouicome of this
assessmeni.

When an external valuation report is prepared, the information provided to the valuers — and the
assumptions and the valuation models used by the valuers — are reviewed by the CCO. This
includes a review of fair value movements over the period. When the COO considers that the
valuation report is appropriate, the valuation report is recommended to the Board of Governors.
The Board of Governors considers the valuation report as part of its overall responsibilities.
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Property, piant and equipment - continued

Valuation techniques

The Level 3 fair valuation of the Authority's land and buildings was determined by using a
comparative approach whereby the curreni selling prices and rental values of similar developments
were compared in order to obiain an equitable renial value of the property. The significant

unobservable inputs in the valuation include:

Equivalent rental values based on the actual location, type and quality of property supported by
current market rents for similar properties.

Capitalisation rates based on actual location, size and quality of the property and taking into
account market data at the valuation date.

information about fair value measurements using significant unobservable inputs (level 3)

Significant unobservable inputs

Fair value at
31 December Valuation Equivalent rental Capitalisation
Description 2013 technique Value Rate
€ € %
Office building 12.3m Capitalisation of 0.77m 6.25
equivalent rental
yield

The higher the rental vield and the lower the capitalisation rate, the higher the fair value.
Conversely, the lower the renial value and the higher the capitalisation rate, the lower the fair value.

Historical cost of land and buildings

If the land and buildings were stated on the historical cost basis, the amounts would be as follows:

2013 2012

€ €

Cost 10,212,036 10,192,367
Accumulated depreciation {79,561) -
Net bock amount 10,132,475 10,192,367
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Financial assets

Financial assets include the following investments:

2013 2012
€ €
Non-current
Held to maturity investments 2,530,078 3,415,581
Current
Held to maturity investments 976,723 250,000
Total 3,506,801 3,665,581

The movements during the year in held-to-maturity investments, which comprise Malta Government
Bonds, were as follows;

2013 2012

€ £

Opening net baok amount 3,665,581 4,671,096
Additions 100,000 -
Amortisation (8,780) {15,530)
Redemptions (250,000) (989,885)
Closing net bock amount 3,506,801 3,665,581
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Investment in subsidiary

€
Years ended 31 December 2013 and 2012

Opening and closing cost and carrying amourt 148,379

The subsidiary at 31 December 2013 and 2012 is shown below:
Class of Percentage of
Subsidiary undertaking  Registered office shares held shares held
%
Malta International Malta Financial Services Ordinary shares 99.9

Training Centre Limited  Authority
Notabile Road
Attard BKR 3000
Malta

The following information available to the Authority relates to Malta International Training Centre
Limited (“the subsidiary™)

Profit

Assets Liabilities Turnover before tax

£ £ £ £

2013 322,353 157,922 291,348 19,245
2012 315,182 67,132 320,819 43,918

The Governors consider that the effect of consolidating the assets, liabilities and results of the
subsidiary in the Authority’s financial statements is not material.

Trade and other receivables

2013 2012
€ £

Current
Receivables — gross 560,057 450,405
Less: Provision for impairment of trade receivablas (22,333) {22,535)
Trade receivables — net 537,224 427,870
Prepaymenis 276,929 235,999
Accrued income 143,635 116,456

957,788 780,325
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10.

11.

12,

Loans and receivables

2013 2012
€ £
Deposits with banks or credit institutions 2,400,000 3,300,000

The above deposiis earn interast at a fixed rate

Cash and cash equivalents

For the purposes of the statement of cash flows, cash and cash equivalents comprise the following:

2013 2012
€ £
Cash and cash equivalents 1,747,984 3,587,205
Trade and other payables
2013 2012
£ £
Current
Trade and other payables 964,906 823,753
Surplus payable to Government - 1,810,015
Deferred income 542,848 558,441

1,507,754 3,290,209

Amounts payable to Government are unsecured, interest free and repayable on demand.

Capital fund
The capital fund of €1,164,687 represenis the initial contribution by the Government to the Authority

in 1994 upon its establishment.

Asset funding reserve

€

Balance as at 31 December 2013 and 2012 11,403,568

The asset funding reserve had been created to provide for the purchase of property, plant and
equipment

23



MALTA FINANCIAL SERVICES AUTHORITY
Annual Report and Financial Statements - 31 December 2013

13.

14.

15.

16.

Revaluation reserve

2013 2012
€ £
Balance as at 1 January 2,868,924 1,447,240
Net revaluation of land and buildings (Note 4) - 1,421,684
As at 31 December 2,868,924 2,868,924
The revaluation reserve is not distributable.
Employee pension fund
2013 2012
€ €
Balance as at 1 January 550,002 475,002
Transfer for the year 75,000 75,000
As at 31 December 625,002 550,002

The employee pension fund reserve has been created to set aside reserves to prepare for the
potential employee pension fund that may be set up for the benefit of the employees at the

opportune time,

Development reserve

2013 2012

€ €

Balance as at 1 January 4,135,316 4,314,472
(Release)/transfer for the year (982,731) 116,079
Released in respect of development expenses {141,449) (295,235)
As at 31 December 3,011,136 4,135,316

The development reserve had been created to set aside reserves intended 1o finance long term
projects to improve, upgrade and expand the Authority's facilities and services. During 2013, a
transfer of €982,731 was registered out of the reserve in order to meet the payment made to

Government, which exceeded the surplus registered by the Authority during the year.

Appropriation to The Children’'s Foundation

An appropriation of 2% of the annual surplus of the Authority, up to a maximum of €100,000 per
annum is transferred to The Children's Foundation set up by the Authority as part of its Corporate

Social Responsibility.
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17.

18.

Expenses by nature

Depreciation of property, plant and equipment (Note 4)
Employee benefit expense {Note 18)

Professional and consultancy fees

Promotional expenses

Governors’ emoluments®

Administrative expenses

Total operating expanses

2013 2012

€ €

345,839 312,780
6,678,433 5,965,163
566,235 558,563
302,010 299,316
126,270 126,059
1,989,684 1,851,464
10,008,471 9,113,345

Auditor's fees

Fees charged by the auditor for the statutory audit amount to €5,469 (2012: £5,310).

* In addition to the above, during 2013, one of the Governors acted as Consultant to the Board and

received additional remuneration amounting to €11,500.

Employee benefit expense

Wages and salaries

Social security cosis
Other staff costs

Average number of persons employed by the Authority during the year:

Managetial
Administration

2013 2012

€ £
5,938,192 5,282,583
374,639 322,215
365,602 360,365
6,678,433 5,965,163
2013 2012

140 123

49 46

189 169
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18.

20.

21.

Finance income

Interest income from demand deposiis
Interest income frorm Government bonds

Income

Income represents fees from services rendered during the year as follows:

Authorisations

Securities and markets supervision
insurance and pensions supervision
Banking supervision

Listing authority income

Regisiry of companies

Other income

Total income

Tax expense

2013 2012

£ 3

159,562 137,493
173,129 215,280
332,691 352,773
2013 2012

£ £

699,077 586,760
1,561,596 1,807,361
1,228,680 1,175,971
2,305,878 2,355,334
229,140 330,735
10,932,896 10,126,863
767 1,532
16,958,034 16,384,556

Section 30 of the Malta Financial Services Authority Act, Cap 330 exempts the Authority from any

liability to pay income taxes.
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22,

23.

Cash generated from operations

Reconciliaiion of operating surplus generated from operations:

Operating surplus for the year

Adjustments for:

Depreciation of property, plant and equipment {Note 4)

Movement in provision for impairment of trade and other receivables
Amoitisation of investment

Impairment of property, plant and equipment (Note 4)

Changes in working capital:
Trade and other receivables
Trade and other payables
Loans and receivables

Cash generated from operations

Commitments

Capital expenditure
Capital expenditure that has been contracted for but has not yet
been provided for in the financial statements

Capital expenditure that has been authorised by the Board of
Governors but has not yet been contracted for

Operating leases
Less than one year
Between 2 and 5 years

2013 2012

£ £

6,049,563 7,271,211

345,839 312,780

298 5,143

8,780 15,530

2,907 1,720
(177,761)  (159,350)
127,560  (277,513)

900,000 2,200,000

8,157,186 9,369,521

2013 2012

€ £

97,895 -

1,484,000 1,080,000

63,474 75,318

20,115 37,657

1,665,484 1,192,975
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24,

25.

Related party transactions

Except for transactions disclosed or referred to previously, the following significant fransactions,
which were carried out principally with related entities, have a material effect on the operating
results and financial position of the Autharity;

2013 2012
€ £
Surplus payable to Government 8,089,985 6,900,000

Key management personnel compensation, consisting of Governors’ remuneration is disclosed in
Note 17.

Statutory information

The Malta Financial Services Authority (MFSA) (‘the Authority’} is the single regulator for financial
services in Malta enacted by virtue of the Malta Financial Services Act, 1288 and reports to the
Maltese Parliament.
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Income statement

Income
Authorisations
Securities and markets supervision
Insurance and pensions supervision
Banking supervision
Listing authority income

Registry of companies
Other income

Total income

Administrative expenses (page 31)

Operating surplus

Finance income

Surplus for the year

2013 2012
£ €

699,077 586,760
1,561,596 1,807,361
1,228,680 1,175,971
2305,878 2,355,334

229,140 330,735

10,932,896 10,126,863

767 1,632

16,958,034 16,384,556

(10,008,471) (9,113,345)

6,949,563 7,271,211

332,691 352,773

7,282,254 7,623,984
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Administrative expenses

2013 2012

€ €

Wages and salaries 6,312,831 5,604,798
Staff expenses 365,602 360,365
Governors’ emotuments (Note 17) 126,270 126,059
Protessional fees 90,811 35,409
Consultancy fees 475,424 523,154
Promotional expenses and advettising 302,010 299,316
IT expenses 320,113 252,100
Water & electricity 144,415 139,448
Bank charges 21,134 31,913
Increase impairment doubtiul debis 298 5,143
Insurance 36,711 28,868
Telecommunication expenses 119,142 119,613
Cleaning services 60,351 55,348
Printing and stationery 144,336 133,237
Travel and entertainment 277,921 262,031
Membership and subscriptions 387,337 308,288
Security services 57,592 56,697
Motor vehicle expenses 129,564 133,839
Training and seminars 30,476 46,424
Repairs & maintenance 68,642 89,352
Audit fees 5,469 5,310
Rent 34,386 28,563
General office expenses 34,031 38,790
Other expenses 108,986 100,970
Amoertisation 8,780 15,530
Depreciation 345,839 312,780
Total administrative expenses {page 30) 10,008,471 9,113,345
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