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BOARD

1. EMANUEL P. DELIA

Chairman and Non-Executive Director, (BCC, GC)'

Mr Delia was appointed Chairman of APS Bank Limited in 1999. He has held
posts in academia, public sector institutions and private organisations. He
was also a Director of the Central Bank of Malta, Middlesea Insurance p.l.c.
and Aon Malta Limited, as well as Chairman of Mid-Med Bank Limited.

2. FRANCO AZZOPARDI

Non-Executive Director, (AC, RC)’

Mr Azzopardi was appointed to the Board in 2008. He spent 27 years
working in public practice as an accountant and auditor, and is currently
a professional director and a registered fellow member of the UK Institute
of Directors.

3.JOSEPH C. CARUANA

Non-Executive Director, (RC)

Mr Caruana was appointed to the Board in 2004. He is an Associate of the
Chartered Institute of Bankers (UK) with a long career in banking, having
joined Barclays Bank in 1956. He held the position of General Manager at
Mid-Med Bank Limited, Investment Finance Bank Limited and finally at
HSBC Bank Malta p.l.c.

4. ALFRED DEMARCO
Non-Executive Director, (BCC)'

Mr DeMarco was appointed to the Board in 2016. He is a central banker

by profession with more than 45 years’ experience at the Central Bank of
Malta (CBM]. He progressed from junior ranks to the position of Director,
Economics and External Relations Division and subsequently Deputy
Governor in April 2010, a position he held until 2015.

5. LARAGH CASSAR

Non-Executive Director, (GC)

Dr Cassar was appointed to the Board in 2016. She commenced her
career in 2002 as an associate with Camilleri Preziosi and was admitted
to partnership in 2009, a position which she maintained until 2015 when
she resigned and formed the firm Camilleri Cassar Advocates. Dr Cassar
specialises in corporate and commercial law with particular emphasis
on banking and investment services. She has also been appointed by the
Faculty of Laws of the University of Malta as supervisor and examiner of
LLD and MA Financial Services theses.



6. ARTHUR GALEA SALOMONE
Non-Executive Director, (GC, RC) '
Dr Galea Salomone was appointed to the Board in 1997. He is the Managing

Partner of Galea Salomone & Associates and practices widely in Corporate
and Commercial Law. He lectures at the Faculty of Laws, University of
Malta, in various topics relating to Corporate Law and Financial Services.
He was Chairman of the Malta Stock Exchange from 2010 to 2013 and Deputy
Chairman of the Malta Arbitration Centre from 2005 to March 201é6.

7.VICTOR GUSMAN

Non-Executive Director, (GC)

Mr Gusman was appointed to the Board in 2012. He is currently the
Administrative Secretary of the Diocese of Gozo. He spent most of his
working career in England and Italy as Chairman of the Lemco Group

of Companies.

8. FREDERICK F. MICALLEF

Non-Executive Director, (ITSC, RC) '

Mr Micallef was appointed to the Board in 2004. He is currently the Managing
Director of DataByte Limited, an ICT software solutions company that he

co-founded 30 years ago.

9. MICHAEL PACE ROSS

Non-Executive Director, (AC, GC) '

Mr Pace Ross was appointed to the Board in 2015. He is currently the
Administrative Secretary of the Archdiocese of Malta. He previously served
as Director General of the National Statistics Office for six years, sitting on
a number of national and European committees.

10. MARTIN SCICLUNA

Non-Executive Director, (RC, AC) '

Mr Scicluna was appointed to the Board in 2013. His previous career in
banking spanned 36 years, during which time, he occupied senior executive
positions in Mid-Med Bank p.l.c., Midland Bank p.l.c. Malta branch and
HSBC Bank Malta p.l.c.

' Denotes Board Committee memberships: Audit Committee (AC), BCC (Board Credit Committee), Governance Committee (GC), IT Steering

Committee (ITSC) and Risk Committee (RC).
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CHAIRMAN'S

~ STATEMENT

Overall Performance

Financial year 2016 recorded events and decisions taken in various countries which are bound to impact on international

relations and global wealth creation for many years ahead. Certain views which have been expressed for some time regarding

the freedom of movement of goods, services, capital and people have become more pronounced. The world may be moving

towards a time when policy makers may focus more than hitherto on the domestic generation of wealth and employment and

rely to a greater extent on bilateral relations with other states. The role of multilateral agreements as a tool of attaining long-

term economic growth and social cohesion through international trade in goods and services is being reconsidered.

The European Union has to respond to these
challenges. But it may be finding it difficult to think
and act as one. This has become especially true
following the referendum result on the future of
the United Kingdom in the EU and the decisions
regarding fiscal and monetary policies in several
member states in the Economic and Monetary
Union. Important decisions lie ahead which could
impact on the future of the Eurozone itself, and
thereby on the chartering of economic and social
policy in every single member state.

A challenging time surely lies ahead. Institu-
tions, primarily financial units as intermediaries
between savers and investors, cannot ignore the
emerging signals being transmitted by global and
regional events. They must constantly evaluate
their role in such dynamic contexts and come out
with action plans to support the respective sectors
in which they operate. This applies not only to regu-
lated organisations but also to the regulators them-
selves. Of course, the decisions taken by individual
market players will be conditioned by the immediate
economic environment in which they are operating.

APS Bank is no exception. The Bank has been
strengthening its resources - capital base, IT
systems, branch network, and personnel - in an
economic context which facilitated the imple-
mentation of the ambitious targets set by the
Board of Directors and the Executive. The Maltese
economy continued to register rates of growth
which reflected a buoyant situation. These results
emerged from a positive performance of the
services sector as well as by resource injections in
infrastructure, plant and equipment and household
consumption expenditure.

Indeed, the supply of skilled personnel at
the right price seems to be the main resource
constraint on Malta's domestic output growth at
present. And this applies not only to the export-ori-
ented sector in both manufacturing and services,
but also to several sectors related to personal
welfare support. It therefore applies also to the
financial services sector including APS Bank. Such
conditions have to be located within the evolving
international and European contexts and the appro-
priate decisions made and implemented.

The financial results of APS Bank Ltd and
APS Funds SICAV p.l.c. for 2016 are encouraging.
And equally positive has been the re-organisation
of these institutions. This process reflects the
successful recruitment of personnel in various
operational units. This extended team enables the
smoother implementation of the moving three-
year programme for 2017-2019 whose objectives
continue to be ambitious but realisable.

APS Bank’s total assets increased by €173
million in 2016; they amounted to €1.281 billion in
December. And Loans and Advances to customers
rose by a net of €110 million to reach €806 million.
While customers’ deposits recorded a rise of
€156 million, being €1.099 billion in December.
APS Bank continued to operate its own base rates
which reflected the combined realities of the local
economy and the Eurozone.

The Bank’s positive performance has been
sustained and improved. Profit before tax increased
by around 7%, reaching €15.4 million (2015: €14.4
million). Profit for the Group also edged upwards to
€15.8 million. Given the prudent dividend distribution
policy which the Bank has been exercising over the

years, these results enable the Bank to strengthen
its equity base and continue to expand its operations.
Total equity reached €126.1 million in December
2016. This is €11.3 million higher than in 2015.

However, 2016 will also represent a time when
major organisational decisions were taken for the
respective units that make up the APS Group. The
Bank’s governance and organisational structures
have been strengthened and preparatory work
undertaken to upgrade the underlying operating
structures even at shareholder level.

The success of APS Funds SICAV in attracting
investors’ interest meant that it had to change
its operational status once the €100million fund
threshold has been surpassed. So the initiative
was taken to implement a change in the managing
operations of the company by early 2017, with the
formation of the new fund management company,
ReAPS Asset Management Limited, which was
incorporated in October 2016. The two funds under
management, APS Income Fund and APS Regular
Income Ethical Fund, yet again performed quite
successfully yielding attractive rates of return to
their shareholders.

And a major decision has been made regarding
the future of APS Consult Ltd. This company was
setup adecade ago with the objective of supporting
operators in various economic sectors to restruc-
ture themselves effectively following Malta's
membership of the EU and, eventually, of the EMU.
The company did sterling work bringing together
operators in the private and public sector, local
and foreign. Its educational work through annual
seminars was also ground-breaking. But the
future involvement of the Group in the real-sector
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economy as a facilitator for operators has been
under review for the past few years. It has now
been decided to close down APS Consult’s opera-
tions with effect from January 2017. APS Bank will
continue supporting selected economic activities
through specific financial products tailor-made to
meet the requirements of the different sectors or
sub-sectors. Having considered the efficient use
of the resources at the Group’s disposal, it was
deemed more appropriate to proceed on the lines
being implemented.

Promoting and Enhancing the National Heritage

Commercial organisations in Malta participate
actively in supporting projects that sustain the
maintenance of the rich cultural heritage in archi-
tecture, art, literature and music which enrich the
Maltese Islands. APS Bank has adopted a policy to
complement the various initiatives at hand. In this
way the Bank will be involved more directly in the
development and execution of projects, thereby
channelling resources into relatively unknown
cultural niches.

The Bank also supports the social sector in
selected activities by participating for a number
of years in particular welfare projects. Through
this approach it enables the provision of particular
welfare schemes which may be in part financed
also from other sources. In the process the Bank
promotes a model of social collaboration which
is reinforced over time through the rotation of the
institutions supported.

The year 2016 may be considered a landmark
in APS Bank'’s history of cultural involvement. The
Bank financed the publication of three important
studies: Joseph Vella Bondin's The Great Maltese
Composers, Kevin Casha’s Photography In Malta:

¥ APS

The History and the Protagonists, and Volume Il
in the series Two Generations of Maltese Artistic
Families. These works record the striking contribu-
tionsto Artand Music made by Maltese over the past
three centuries. These publications filled a void in
the social and artistic history of these Islands.

In addition, the Bank sponsored the revival of
Anton Nani’'s Messa da Requiem for Male Voices
and Grand Orchestra (1879) and a new Oratorio
Maria Adeodata: Is-Soru li Habbet scored by
Raymond Zammit. Musicologists consider Nani's
composition as one of the best works ever written
by Maltese composers. It enriches the series of
APS Bank’s recordings on CDs which bring to life
the vibrant musical heritage that lies unheard in
public and private archives in Malta and abroad.
APS Bank also co-sponsored Giuseppe Verdi's
Messa Da Requiem and Antonio Vivaldi's Le
Quattro Stagioni. Through these collaborations the
Bank makes possible the performance of selected
works in classical music. And at the same time
it facilitates the funding of research. Revenues
raised from such concerts may go to finance
particular investigative health or social projects.

In 2016, APS Bank financed the APS Chair
in Corporate Strategy and Strategic Planning
within the Faculty of Economics, Management
and Accountancy of the University of Malta. And it
also collaborated with other educational institutes
in the running of courses and the presentation of
seminars. In this way the Bank contributes to the
continuous education of participants in different
areas of study in the firm belief that the application
of critical analysis is essential for competitive and
efficient production and exchange. This is espe-
cially so in a small island economy and a member

of the Economic and Monetary Union.

Concluding Remarks

The present is challenging; the future is
expected to be even more so. In a world where
the main tenets that underpinned global trade
and finance are being reconsidered one can only
expect persistent risks and uncertainties. There
may be nothing novelin that. But the extent and the
timing of these unknowns could be such that they
may intensify the uncertainties and extend them
unduly. It is therefore up to companies to prepare
themselves for such an event, in particular if they
are active in the financial services industry. This
will be the guiding spirit that will move APS Bank
forward in the coming years. It will strengthen
its capital base, enhance its organisational and
technological structures, and, above all, develop
further its personnel. They are tasked to manage
the future of this institution.

The results registered in 2016 are very satis-
factory. They encourage us to look ahead with con-
fidence without, in any way, underestimating the
challenges ahead. Itis the collective contribution of
all stakeholders - be they shareholders, custom-
ers, suppliers and employees - that render viable
the operation of APS Bank Ltd and APS Bank SICAV
p.l.c. I thank them all for their trust and loyalty. A
final word of thanks goes to fellow directors of the
Bank for their insight and commitment. A lot has

been achieved; there is even more to be done.

II_ —— e

E. P. Delia
Chairman
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CEO’S
REVIEW

It was with great privilege and enthusiasm that | took over as CEO of one of Malta’s oldest and most respected banks at the

start of 2016. This brief overview looks at the five concepts which have guided my activity in this first year in office: Principles,

Performance, Products, Projects and People.

As our industry faces the greatest banking
transformation in history, driven by changing
customer  behaviour, new technology and
increased regulatory requirements, our challenge
is to navigate safely in these uncharted waters.
Maltese banks, and APS Bank nonetheless, are not
immune to these challenges and a lot of effort is
being invested in strengthening the governance,
risk and compliance framework while becoming
more customer-centric in our business approach.

2016 saw a revamp in the organisation struc-
ture, with new committees, functions, positions and
reporting lines being created and greater emphasis
being placed on business development. The Bank’s
risk management architecture is also being
fortified with additional resources, tools and proce-
dures deployed to support the consistent growth in
business. Collectively, these measures are aimed
at strengthening controls, improving efficiency and
sharpening our customer orientation.

We remain very much focused on continuing to
develop the Bank around the three main strands of
product segments for our customers i.e. personal,
business and investments. This also requires a
line of sight that is firmly set on managing the
forces that are changing and shaping our industry,
namely regulation, competition and talent. Against
this background, we continue to pursue a model
underlined by a philosophy that seeks to balance
our strategic and commercial priorities with the
values of social and ethical banking.

Performance

The past year was challenging with excep-
tionally low or even negative interest rates,
increasingly onerous regulatory obligations and
difficult international geopolitical and market con-
ditions which, at the domestic level, were in large
part countered by strong economic growth and
low unemployment.

We are pleased to report strong all-round
progress at both Group and Bank levels, with
Operating Income expanding by 10% to €34.9 million
(Bank: by 10% to €35.4 million) and Pre-tax Profit

increasing by 2% to €15.8 million (Bank: by 7%
to €15.4 million). Despite the growth in business
momentum, heavy investment in technology and
reorganisationinthe governanceandriskinfrastruc-
ture and assessment of overall credit quality, indica-
tors like NPLs to Gross Loans, Cost-Efficiency and
ROE all performed strongly. Balance Sheet growth
was also very robust, with total assets increasing
by 16% to €1.28 billion and with both deposits and
credit activity growing by the same speed over 2015.
At 16.9% (Bank: 16.5%), the Group Total Capital ratio,
comprised primarily of Tier 1 capital, is comfortably
above the regulatory minimum and provides space
for future development.

More numbers and statistics from the 2016
financial results can be found in the ‘Financial
Statements’ section of the Annual Report. It is not
the aim of this Review to delve into the performance
indicators in greater detail, however the message
that these numbers transmit is that amidst a com-
petitive and challenging international economic
climate, the Bank has been able to draw on its
market strengths and maximise on the business
and revenue opportunities that they offer.

Products

Under the catchphrase ‘Personal - Business
- Investments’ we capture the three main market
segments that lie at the core of our business
model. A closer look at 2016 shows that the Bank
continued to be a leading provider of flexible
home financing solutions in a market which was
particularly buoyant during the year under review.
Correspondingly, the Bank has selectively been an
active player in the financing of both commercial
and residential real estate developments on the
Maltese Islands. Other areas that are promoted
with interest include environmental and sus-
tainable energy projects, education, healthcare
and retirement facilities. Through agreements
signed with the European Investment Fund in
the second half of the year, the Bank receives
support to extend credit facilities to micro and

small and medium-sized entities (MSMEs) and

small mid-caps on funded as well as unfunded
[the InnovFin SME Guarantee scheme (#investEU]]
terms and at concessionary conditions.

We also maintained the promotion of personal
lending as a growth segment, complimenting it
with retirement and pensions solutions as work
progresses in earnest to develop new products
in this important market. The low interest rate
environment continued to postpone hope of decent
investment returns in the immediate future as
a supplement to one’s pension or retirement
income. Our range of APS Funds, investments and
portfolio management services permitted us to
offer alternative and complementary products to
our customers in this segment seeking to preserve
their investments and earn a safe return.

We are pleased to note that during the year
under review the monies under management in
the APS Funds SICAV p.l.c. well surpassed the
€100 million mark, prompting the Board and
Shareholders of the SICAV to start the process to
convertitintoa Retail UCITS scheme, concurrently
as the Bank embarked on the formation of a
dedicated investment management subsidiary by
the name of ReAPS Asset Management Limited
in connection with the conversion. The long and
laborious exercise associated with the conversion
of the SICAV culminated in extraordinary general
meetings early in 2017 which approved the project,
followed soon after by the licensing of ReAPS by
MFSA. We believe that the UCITS regime, aligned
as it is with retail funds, matches the philosophy
of the APS Group, which seeks to encourage
savings through fair investment products offered
to members of the community at large. We are
particularly encouraged that these developments
push further the boundaries of opportunity that the
SICAV and ReAPS have for our customers.

We are also proud to be maintaining our leading
position as providers of social banking services, by
means of home loan, contents and rent products
which we shall be launching in the first months
of 2017 in collaboration with Government and
socialwelfare agencies. Last but not least, mindful



of the importance of diversifying the geography
and industry of our credit risk portfolio, we have
also developed an appetite for participations in
short-term trade-related facilities with reputable
banks and arrangers, and also in syndicated loans
of a medium term duration originated by prime
international borrowers.

Projects

The major milestone for APS Bank in 2016,
namely the successful implementation and ‘go live’
on 4 July of ICBS, our new core banking system,
came and went practically seamlessly and the
benefits and versatility of the new system are now
being reaped. However, this was to be only the
platform from which a whole range of projects and
ventures across the entire Bank infrastructure
would be launched in the months following. This has
been enabled also by the reorganisation of a number
of central and support functions at Head Office.

During the second quarter of 2016, UK-based
international design firm [-AM was entrusted with
the transformation of the branch network and the
overall facilities and services in the branches.
Starting with Republic Street, Valletta and the new
outlet in Tower Road, Sliema, the new branches
are intended to give a fresh, innovative experience
for our customers. Complementing the new
branch journey, we are actively working on the
strategy for our ATM network management and,
to the extent possible, use of self-service banking
channels. This entails the concurrent educating
of customers to make more use of automation as
well as seeking opportunities for centralisation of
services from branches in order to free up time
for more interfacing and ‘quality time” with our
customers. Here is the appropriate place to make

this statement:
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APS Bank will remain a customer-
friendly bank and we will not use
technology to replace personal

interaction with the customer.

We are also working on a new Disaster
Recovery Site, Commercial Business Centre,
a document storage and archiving facility and
extensions to our Head Office premises in Swatar,
all majorinfrastructure projects which we will see
advancing considerably in 2017. Another project
started late in 2016 which is making nice progress
relates to our cards strategy, encompassing card
managementand processing services, withtheaim
being that of widening and enhancing our offering
of card products. A list of exciting technology
projects spread over a three-year horizon is also
in the pipeline. Original ideas to look at upgrading
our internet banking service and to introduce a
mobile banking solution encouraged us to be more
ambitious and consider an omni-channel banking
strategy which would allow customers to access
ourrange of financial products and services across
a variety of channels and through a more consist-
ent interaction with our banking brand across the
various touch points. Once again, | cannot reiterate
enough that our focus will remain firmly on opti-
mising the customer’s personal experience.

People

During 2016, we introduced the slogan
‘Being the employer of choice’ as the statement
underscoring our belief that all our plans, hopes
and dreams depend on our ability to attract and
retain the best talent and skills, while offering a
well-defined vision, common culture and the best
employment conditions. We have taken a number
of bold, ground-breaking decisions in working
towards that goal.

We devised a modern, future-looking organ-
isation structure that opened up new paths and
opportunities for appointments and career devel-

opment. Concurrently, we introduced a mentoring
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and coaching programme, new training and edu-
cation opportunities, a management development
curriculum and re-launched the Undergraduate
Work Placement programme. Various initiatives
were also announced to improve staff engagement
and ‘raise the bar’: an interactive Staff Suggestion
Scheme, rewards & incentives structures for staff,
new staff uniforms, social activities, while existing
family-friendly work arrangements and schemes
were maintained and, where possible, improved.
Negotiations with the Malta Union of Bank Employ-
ees for a new 2017-2019 Collective Agreement
are also very advanced and expected to be con-
cluded early in the second quarter of 2017. The
new terms and conditions for staff covered by the
Agreement will include progressive measures
which, helped by a professional job evaluation
exercise that will be starting this summer, will
recognise and reward better an individual's com-
petence and experience set.

We firmly believe that our employees are our
best resource and want to create for them a rela-
tionship that goes beyond employment, an envi-
ronment based on the wholesome development of
the self - offering them the opportunity to become
co-workers, and more.

To the next level

Our vision for the future is that APS becomes
even more a bank that is personalised and relevant
for each and every customer. We need to be able
to meet our customers digitally but, even more
importantly, personally, at the retail and commer-
cial level, in a seamless interaction that meets
their preference. In this first review as CEO, | hope
to have outlined the set of principles, quality of per-
formance, range of products, vision of projects and
people ethos that, we believe, will make it possible
for APS Bank to scale up to that next level.

Sincerely,

Marcel Cassar

Annual Report and Financial Statements 2016 - CEQO’s Review
















































































































































































































































