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T
he financial state-
ments published by
Bank of Valletta plc
last Friday covering
the six month period

to March 31, 2011 reveal a profit
after tax of €30.3 million, repre-
senting a slight 3.8 per cent
improvement over the compara-
tive period last year. The two line
items that expose the financial
statements of BoV to major fluc-
tuations from one period to the
next are the “impairments on the
loan book” and the
“recovery/mark-downs from the
bond portfolio”.  

Unfortunately, impairments
and mark-downs both negatively
impacted BoV’s financial perfor-
mance during the past six
months. On the other hand, net
interest income continued to
improve (+9.5 per cent to €67.8
million) while net fee and com-
mission income dropped 5.2 per
cent to €21 million. Moreover,
the bank continued to register
strong growth in foreign
exchange income while costs
were also well controlled. 

A further positive development
during the six month period to
March 31, 2011 was the improved
return from the bank’s equity
interests in the insurance sector.
The share of profits from the
bank’s investments in Middlesea
Insurance plc and MSV Life plc
amounted to €3.8 million. This is
a welcome development follow-
ing the losses incurred in recent
years.

The impairments recognised
by BOV during the first half of
their 2010/11 financial year
increased by 43.7 per cent (€3.2
million) to €10.4 million. As had
been revealed in the 2010 Annual
Report, the overall impairment
charge by BoV on its loan book
has been increasing due to a
more cautious outlook on certain
sectors of the local economy
since some uncertainties still
remain following the global eco-
nomic recession. 

Moreover, during the period to
March 31, 2011, the charge also
includes “a precautionary addi-
tional allowance” following the
political upheaval in Libya. BoV
reported that it has certain indi-
rect exposures to companies and
individuals operating in North
Africa and the bank felt it neces-
sary to take a higher provision in
view of the increased downside
risks due to unfolding develop-
ments in Libya.

Meanwhile, the performance
of the bank’s foreign bond port-
folio was again impacted by the
continuing sovereign debt crisis

that has been affecting the euro-
zone since April 2010. During the
past six months BoV suffered a
total write-down of €5.6 million.
This had a substantial impact on
BoV’s performance when one
compares this to the positive
recovery of €5.9 million taken in
the six months to March 2010. 

The international bond mar-
kets continue to be affected by
the eurozone sovereign debt cri-
sis following the request made by
Portugal to also seek financial
assistance from the EU and the
IMF. Moreover, the focus is now
also on the Greek Government’s
ability to honour its debt obliga-
tions. BoV reported in its recent
interim report that its exposure
to bonds issued by Greece, Por-
tugal and Ireland is “very lim-
ited”.

Turning to the decline in the
net fee and commission income
(-5.2 per cent to €21 million), BoV
revealed that demand for new
loans has slowed down in recent
months while investment-related
activities were also subdued due
to weaker investor sentiment as
well as lower issuance of bonds
in the capital market. BoV
explained that the slowdown in
the local capital market was
partly due to the publication of
new regulations by the Listing
Authority at the MFSA.

The balance sheet of the BoV
Group as at March 31, 2011 also
reflects the cautionary stance in
the local economy. Loans were
only marginally higher at €3.5
billion as demand for new loans
remains subdued. During the

meeting with the financial com-
munity convened last Friday
afternoon, BoV chairman Roder-
ick Chalmers spoke about the
effect of the political develop-
ments in Libya on the local econ-
omy. Mr Chalmers commented
that the demand for credit by the
business community slowed
down following the Libyan deba-
cle reflecting the aversion to risk
and increased caution being
adopted. 

Likewise, customer deposits
were also marginally unchanged
at €5.2 billion. However, it is
worth noting that while deposits
from domestic retail customers
continued to grow despite
increased competitive pressures,
there was a slowdown in deposits
from institutions at the reporting
date of March 31, 2011 reflecting
the volatility normally experi-
enced by such deposits. 

BoV’s share price has come
under pressure in recent months
and has declined by 10.4 per cent
since the start of 2011. Sentiment
towards BoV was dented by
ongoing developments with the
La Valette Property Fund but also
from the unexpected downgrade
of the Bank’s credit rating by
Fitch. 

BoV’s directors also made ref-
erence to the Fitch rating in last
week’s interim report. They
stated that this was “unexpected
and disappointing” and also
declared that Fitch “were at pains
to point out that the modification
was more a reflection of Fitch
having adopted a more cautious
view on the position of banks

operating in small economies
rather than because of any mate-
rial change in BoV’s situation”. 

Last Friday BoV declared an
unchanged interim dividend of
€0.0625 gross per share payable
to all shareholders as at close of
trading next Monday 9 May. As in
previous years, BoV remarked
that the full-year dividend for the
current financial year to Septem-
ber 30, 2011 will take into
account the financial perfor-
mance achieved and the condi-
tions at the time of the recom-
mendation next October. 

BoV’s capital ratios remain
strong and well above the more
stringent regulations due to be
imposed by the Basle III regula-
tions. This indicates that the
bank should continue to main-
tain its dividend payout ratio of
circa 50 per cent. However, the
overall level of dividend will be
dependent on the performance
in the second half of the year. 

The 2011 dividend league table
published last week placed BoV’s
equity in third place with a net
dividend yield of 4.4 per cent per
annum. BoV could hold onto this
position if it registers another
satisfactory performance in the
coming months helping the bank
to reward shareholders appro-
priately. Meanwhile, announce-
ments of further interest rate
hikes in the coming months by
the European Central Bank could
enhance profitability growth as
interest rate increases usually
have a positive impact on the
overall level of interest income
generated by a bank.
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