22 February 2016
HSBC Malta reports improved underlying profitability, increases dividend
payout to 65%
•

Reported profit before tax of €47m for the year ended 31 December 2015, a decrease
of €5m, or 10%, compared with the prior year.

•

Adjusted profit before tax, excluding the effect of the non-recurring item, was
€61.5m, or 18% up on 2014.

•

Common equity tier 1 ratio increased to 12.4% at 31 December 2015 from 10.6% at
31 December 2014. The total capital ratio was 14.2% at 31 December 2015, compared
with 13.0% at 31 December 2014.

•

Dividend payout ratio increased to 65% from 55% in 2014.

•

Cost efficiency ratio adjusted for the non-recurring early voluntary retirement
provision was 59% compared with 57% in 2014.

•

Adjusted return on equity for the year ended 31 December 2015 was 8.8% compared
with 7.7% in 2014.

•

Net operating income before loan impairment charges of €176m was up 2% on 2014.

•

The advances to deposits liquidity ratio further strengthened to 66%.

•

Net loans and advances to customers were €3,285m and remained in line with 2014.

•

Customer deposits increased by 1.5% to €4,950m at 31 December 2015.
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HSBC Bank Malta p.l.c. reported a profit before tax of €46.8m for the year ended 31
December 2015. This represents a decline of €5.3m or 10% on the previous year. Reflecting
strong underlying profitability and capital strength, the bank announced an increase in the
dividend payout ratio from 55% to 65%.
This result was achieved in an environment characterised by unprecedented low levels of
interest rates, deflationary pressures and slow growth in the eurozone and expanded
regulatory demands.
On an adjusted basis, excluding the effect of non-recurring expenses for the early voluntary
retirement provision, profit before tax was up €9m or 18% on the previous year.
2015
€000

2014
€000

Reported profit before tax

46,772

52,121

Provision for early voluntary retirement

14,668

-

Adjusted profit before tax

61,440

52,121

During the year the bank continued to build a sound regulatory capital base. Its common
equity tier 1 capital increased to 12.4% from 10.6% at the end of 2014. At this level, the bank
performed strongly against its regulatory capital requirements. This created a capacity for the
bank to increase the dividend payout ratio to 65% of the profit after tax this year, up 10
percentage points from 55% in 2014. During the year, the bank set aside €1m to bring the
General Banking risk provision stipulated by the Banking Rule 09 to a 100% of the
requirement. Adjusted for this contribution, the effective dividend payout rate will be 62%
compared to 45% in 2014.
Profit attributable to shareholders amounted to €29.5m resulting in earnings per share of 8.2
cent compared to 9.3 cent in 2014. The Board recommends a final gross dividend of 2.6 cent
per share (1.7 cent per share net of tax). Together with the interim dividend paid in
September 2015, the total gross dividend for the year will be 7.7 cent per share (5.0 cent per
share net of tax), which represents a 20% increase compared to 2014 dividend adjusted for
the bonus share issue in April 2015. The final dividend will be paid on 19 April 2016 to
shareholders who are on the bank’s register of shareholders at 16 March 2016.
Andrew Beane, Chief Executive Officer at HSBC Bank Malta p.l.c., said: “In 2015 the
operating environment for eurozone banks remained difficult with record low interest rates
and higher operating costs, principally driven by new regulation. HSBC Malta's underlying
profitability was strong and our signature capital strength and conservative risk appetite
enabled the bank to perform well in the European Central Bank's regulatory assessments.”
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He added: “Since I became Chief Executive in November my focus has been on reviewing
the bank's strategy and re-focusing the business to restore growth. We have taken decisive
action to reduce costs, resolved a long-running union dispute and made a number of key
leadership appointments. And our strong balance sheet has enabled the bank, with the
support of our regulator, to increase the dividend pay-out ratio from 55% to 65% so that a
greater share of profits is returned to our owners.”
“While the global economy shows some signs of increased stress, the local outlook remains
more favourable and HSBC is open for business. As CEO I am committed to ensure that
HSBC facilitates growth in Malta's economy and creates value for our 10,000 local
shareholders while continuing to operate to the highest regulatory standards. We will achieve
this by investing in our team of banking professionals in order to raise customer service
standards, by using HSBC's unique international network to connect Malta's economy to the
global financial system and by sustaining strict cost discipline. Despite the challenges our
industry faces, HSBC Malta is in a strong position to navigate these and I am confident about
the future,” Mr Andrew Beane said.
All three main business lines – Retail Banking and Wealth Management, Commercial
Banking and Global Banking and Markets – were profitable during the year under review.
Net interest income was up by 4% to €127m compared with €122.6m in 2014. The dynamics
in the net interest income were largely impacted by the prevailing low interest rate
environment: lending margins on both retail and commercial loan portfolios were under
pressure, yields on the investment portfolio declined despite the growing portfolio balance as
maturing higher yielding bonds could be replaced only at significantly lower rates. The drop
in interest income was offset by the reduction in the cost of funding as deposit rates continued
declining and more customers moved to shorter-dated deposits.
Net fee income increased by 2% compared with 2014. The Group earned higher asset
management fees in the insurance subsidiary. This was offset by a decrease in the
commission income from custody, fund administration and stock brokerage as a result of the
bank’s strategy to scale down in these areas.
HSBC Life Assurance (Malta) Limited reported a profit before tax of €8.8m, which is in line
with the profit reported in 2014.
A lower gain of €0.7m on the sale of financial investments was reported in 2015 compared to
€1.7m in 2014, reflecting limited re-investment opportunities in the environment
characterised by low interest rates.
Operating expenses of €118.8m were €20.2m or 20% higher compared with previous year.
The early voluntary retirement programme launched at the end of the year under review, as
part of the bank’s efforts to improve productivity and cost effectiveness, was the main driver
for the increase in 2015 costs.
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Excluding this one-off investment that is expected to yield sustainable savings in future years,
operating expenses were up 6% compared with 2014. Underlying expenses increased due to
additional compliance and regulatory costs associated with further strengthening of the
compliance function and new regulatory obligations - contribution to the Single Resolution
Fund and new supervisory fees of the Single Supervisory Mechanism established in the end
of 2014. Furthermore, the increased cost of outsourced services as a result of currency
fluctuations and new services related to the transferred insurance portfolio affected 2015
costs.
The adjusted cost efficiency ratio, that compares normalised operating expenses to net
operating income, was at 59% compared with 57% in 2014.
Loan impairment charges were €10.8m compared to €22.5m in 2014. In line with last year,
the Board maintained a cautious approach to provisioning for non-performing loans. In
particular, in 2015 a decision was taken to set aside impairment provision for retail exposures
which have been non-performing for a certain number of years. These exposures are well
covered by collateral. The Board felt that it would be prudent to provide for these loans due
to the long legal process to repossess collateral. The level of loan impairment charges was
also affected by the technical change in the accounting methodology for suspended interest in
2015. Instead of reversing the accrued interest related to newly downgraded facilities from
the income statement, the bank started recognising additional impairment charges. While the
effect of the old and the new methodology on the profit is the same, the new approach results
in a higher level of interest income but also higher impairment charges.
Despite the total drawdowns of nearly €550m during 2015, net loans and advances to
customers at €3,285m were 0.5% up on 2014. The higher pace of early repayments observed
in the last two years in both the commercial and retail loan books continued in 2015.
Supported by government incentives for first time buyers, the mortgage book, the bank’s
largest lending portfolio, continued to perform well resulting in a net growth of over €60m in
2015. This, however, was offset by the reduction in corporate lending where repayments were
higher as a result of the persistent low interest rate environment.
Asset quality improved during 2015 with non-performing exposures at 8% of gross loans
compared to 8.9% in 2014. The percentage of tangible security held against the bank’s loan
portfolio remains high.
Customer accounts continued to grow in the year under review and reached €4,950m, an
increase of 1.7% from 31 December 2014. Notably, deposits from retail customers, the most
stable funding base, demonstrated robust growth and increased by 6.5%. During 2015,
liquidity position of the bank remained solid with an advances-to-deposits ratio of 66.4%.
The financial investments portfolio increased 4.3% year on year. The bank maintains this
portfolio of highly rated instruments well diversified and conservatively positioned.
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