Chapter 6
Banking, Investment and Insurance
Services
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Banking system
Malta has an old banking tradition and in its 2011-12 Global Competitiveness Report, the World
Economic Forum reported that Malta’s banking system is the 12th soundest in the world. Over the
years the banking system has contributed to Malta’s economic development, providing short- and
long-term capital.
The Banking Act is modelled on European directives and regulates credit institutions.. The
Financial Institutions Act regulates institutions that do not take deposits or other repayable funds
from the public, i.e. Financial Institutions, as well as Payment Service Providers and Electronic
Money Institutions. Although the core business of local banking remains predominantly of a retail
nature, Maltese banks have increasingly introduced technology and have expanded their product
range, particularly in the area of personal wealth management and expat banking.

Malta Financial Services Authority (MFSA)
In line with the Government’s declared policy of adopting the single regulator concept, all banks
operating in Malta fall under the supervision of the Malta Financial Services Authority (MFSA)
which responsibility was transferred from the Central Bank of Malta in January 2002. The Central
Bank has retained its important statutory role and responsibility to maintain price stability and
a sound financial system in the country. To carry out its responsibility for supervising banks and
promote efficiency and competitiveness, the MFSA has inherited the Banking Directives issued
by the Central Bank of Malta in accordance with best international banking practices to regulate
the licensing of banking institutions, the prudent management of their resources and their
supervision in line with current EU Directives affecting banking. Following the transposition of
the requirements of the EU Capital Requirements Directive 2006/49/EC and other legislation, the
Banking Directives were converted into Banking Rules.
The local regulatory framework is in line with EU Directive 2010/76/EU (known as CRD III), Basel
II and EU Directive 2010/78/EC (known as OMNIBUS Directive). The MFSA is on the forefront of
Basel III and the Capital Requirements Directive, particularly the CRD IV developments and the
challenges that this overhaul in regulation brings.
The MFSA requires banks and financial institutions under its supervision to submit regular periodic
returns containing information on their business. These returns are still, however, filed with the
Central Bank in view of its role in the monitoring of the economy, but information is shared by the
two institutions.
The Central Bank carries out its usual basic functions. These include controlling the issue of bank
notes, acting as a banker to the government and the banking system, and managing official foreignexchange reserves. The Central Bank advises the government on monetary and economic policy.
On 1 May 2004 the Central Bank of Malta joined the European system of Central Banks and on 1
January 2008 it become part of the Eurosystem.
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Banking market
Deposit money banks
There are 25 licensed credit institutions in Malta and one bank which operates through the freedom
of establishment.. Foremost among the licensed credit institutions are the retail or deposit money
banks. Bank of Valletta plc and HSBC Bank Malta plc dominate the domestic banking market.
During 2010, two companies were licensed to carry out banking activities as credit institutions,
namely FCM Bank Limited and IIG Bank (Malta) Limited. Deutsche Bank (Malta) Limited, had its
license upgraded from a financial institution licence to a credit institution licence. Other local retail
banks include Lombard Bank and APS Bank. A number of foreign banks have also starting serving
the local market, these include Volksbank, BAWAG, FIMBank, Banif and Mediterranean Bank.
Furthermore, there are 249 banks which are licensed by regulators of other Member States of the
EU which have exercised their right to offer their services in Malta.
Together, the deposit money banks operate a network of over 100 branches that offer the recognised
services rendered by similar institutions throughout the world. Three types of deposit facilities are
available (current, savings and term), denominated in Euro (€) and in the major foreign currencies.
Interest rates on foreign-currency deposits are in line with international money market rates. No
tax at source is applicable on interest earned by non-residents satisfying straightforward statutory
conditions.
Backed by a worldwide correspondent network, the banks offer a broad range of foreign-exchange
operations, including forward cover and expeditious payment services by SWIFT.
The banks provide the standard lending services by way of overdraft, term loans and trade finance.
Banks are flexible in considering applications for finance. If shareholders’ equity and other sources
of project financing compare reasonably with bank finance, facilities can be approved rapidly and
on comparatively easy terms. A wide range of trade financing is also available. The type of security
sought by banks depends on the particular circumstances of the application and may include
mortgage of the assets of the business; guarantees; and pledges of shares, insurance policies or
merchandise.
To qualify for a licence, a credit institution must have a minimum capital of €5 million and must
maintain adequate funds of its own to support operations and to satisfy the solvency ratio rules.
Banks are prohibited from entering into transactions that may undermine the stability of the
banking system. They are therefore restrained from concentrating their loans and commitments
with the same or a connected customer, and their lending exposure is related to their capital base.
The Central Bank regulates the level of domestic credit through the control of bank liquidity.
Deposit money banks are required to hold the equivalent of 30 percent of their total deposit
liabilities in the form of liquid assets.
Both lending and deposit interest rates are determined by market forces.
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Financial institutions
Financial institutions in Malta are subject to strict regulation and supervision, however the
requirements are less onerous when compared to those applicable to credit institutions. The
legislation covers organisations of different size and scope, ranging from a currency exchange outlet
to institutions that almost operate like banks.
Their activities include factoring, money transmission services, issuing and administering means of
payments, guarantees and commitments as well as foreign exchange. While many of these activities
are also carried out by credit institutions, financial institutions are not allowed to take deposits or
other repayable funds from public to fund their business.

Payment institutions
Payment institutions licenced in Malta provide global services to companies and merchants. They
are regulated under the Financial Institutions Act. In 2010, the country implemented the European
Payment Services Directive. As other financial institutions are not allowed to received deposits or
other repayable funds from the public and must use funds exclusively to provide payment services.
Malta’s tax regime, in combination with passporting rights to other EU countries make Malta an
attractive location for payment institutions.

e-Money Institutions
Malta was one of the first EU member states to allow standalone e-Money institutions. Recent
amendments to the law, including the reduction of the initial share capital required have even
further increased the attractiveness of this business model.
Having one of the most advanced telecom networks in the EU, Malta has pursued the set-up of
e-Money institutions for a number of years now. E-Money institutions also fall under the scope of
the Financial Institutions Act and in June 2011 the country transposed the EU electronic money
institutions Directive regulating e-Money institutions into Maltese Law.
As a result the required initial capital has been lowered from €1 million to €350,000. This offers
a unique opportunity to newcomers and smaller operations to access the market. In fact, the first
e-Money institution was granted a licence in October 2011.
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Investment services
Over the past two decades, Malta has set itself as a financial services hub. Malta’s entry into the EU
provided the momentum required to create a sound regulatory framework, which coupled with the
excellent responsiveness of the MFSA, created an attractive location to base investment services
providers and collective investment schemes.
The Investment Services Act, provides the statutory basis for the licensing and regulation of
persons providing investment services as well as collective investment schemes. The MFSA provides
detailed Rules and Regulations that complement the Investment Services Act and sets out the
regulatory regime in line with the latest EU Directives and international regulatory practice. The
MFSA comprises a dedicated authorisations unit and several specialised units that together provide
a structure for the supervision of persons/entities engaged in the different financial services
activities.
Malta is an attractive jurisdiction for investment services providers and CIS for a number of
reasons, such as EU membership, EU compliant legal framework and passporting rights, efficient
tax environment and the possibility of redomiciliation. Significant increases were registered in
the number of professional investor funds and investment services companies throughout the past
few years. As at the end of December 2011, the MFSA reported a total of 408 funds (including
sub-funds) which are domiciled in Malta and have started delivering a net asset value as at end
December 2011. As at the end of December 2011 local funds represented a net asset value of
approximately €8 billion.
The registration of funds in Malta, has also attracted a large number of fund managers and other
businesses providing support services to funds to set up shop on the Island. The number of
investment services licences grew from 65 licences in 2006 to 102 licences in 2010, an increase of
57% or 37 net additional licences over the period between 2006 and 2010.

Insurance
The insurance industry is one of the pillars of Malta’s development in the financial services sector,
with the MFSA working to create a stable, yet innovative, jurisdiction aimed at encouraging the
growth of insurance and reinsurance business, including captive insurance companies, Protected
Cell companies (PCCs) and Incorporated Cell companies (ICCs), passporting their services
throughout the EU. In fact, being part of the EU, Malta provides the possibility to insurance
companies to offer their services in other EU Member States. Malta is currently the only full EU
member state to have PCC and ICC legislation in place. The PCC and ICC structures build on the
concept of segregation of assets and liabilities of core and cells, and should result in lower costs in
respect of EU-based risks whilst at the same time providing for ring fencing of assets and liabilities.
The insurance industry in Malta boasts a mature domestic market constituted of life and non-life
insurers, as well as a thriving international sector, including captives and direct underwriters
and reinsurers. The number of insurance intermediaries and service providers also continues to
increase.
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As at the end of 2011, there were 35 principal insurance and reinsurance companies, providing
both life and general insurance products. Only 8 of the the licensed principals (7 companies and 1
PCC core) are indigenous, with the remaining companies being internationally owned and mainly
writing risks situated outside of Malta. There were also 8 PCCs established at the end of 2011,
incorporating between them 17 cells.
Malta has also become a very attractive location for captive insurers and insurance managers. At
the end of 2011, 10 companies held an affiliated insurance licence and fifteen held an insurance
manager licence.
PwC Malta’s publication “Insurance in Malta – An Industry profile” provides a further insight into
the industry, a background of the legislation governing the industry and summarises the services
that PwC is geared to provide to the industry.

Financial markets
Money market
The Central Bank of Malta conducts an active market in short-term money and investment
instruments. Weekly repo auctions generate regular interbank trading, and dealing in Treasury bills
has been simplified and made more accessible to the investing public.

Securities market
The administration of the Malta Stock Exchange, which is now a regulated investment exchange
and accordingly is subject to the regulation of the MFSA, is entrusted to the Stock Exchange
Council. However, listing requirements and continuing obligations lie with the Listing Committee
which is part of the MFSA which in turn is also the Listing Authority (MLA). The Council’s byelaws
contain the rules and regulations governing the day-to-day running of the Exchange. They include
the procedures to be followed during trading sessions and the operation of the Central Securities
Depository.
Trading is carried out daily by licensed stockbrokers who act as agents for their clients using an
electronic order-driven system linked to a Central Securities Depository. The Exchange is also
responsible for clearing and settlement of trades matched during the trading session on a T + 3
basis. On settlement day the register of holders, which is maintained by the Exchange Central
Securities Depository, is updated to reflect the transfer of ownership from seller to buyer. Security,
confidentiality and investor protection are well-established standards.
Activity on the Malta Stock Exchange floor consists of trading in government securities, with the
Central Bank of Malta playing a leading role as market maker-and also activity in corporate-sector
securities, both equity and loan stock.
Fiscal exemptions by way of relief from duty on documents and capital gains tax are applicable for
transfer of securities listed on the Exchange, subject to the satisfaction of certain conditions.
The Malta Stock Exchange is a member of The World Federation of Exchange, an affiliate member
of The International Organization of Securities Commissions and a member of the Federation of
European Stock Exchanges (FESE).
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International financial market
International financial services
Banking, insurance and investment services companies of international standing have been prime
targets in Malta’s endeavours to develop an international financial services centre. A growing
number of international banking institutions have been licensed under the financial services
legislation. Such companies enjoy a favourable fiscal framework and are subject to supervision in
Malta.

Sources of funds
Local financing
Short- and long-term borrowing is available from the banking system and from the other financial
institutions. Businesses and companies have traditionally approached their banks for finance
and are usually offered a tailored package drawn from a wide range of basic financing products.
However, in recent years, companies are also increasingly turning to seeking financing through the
issue of bonds to the public. For eligible companies, capital funding may also be raised through the
Malta Stock Exchange.

Availability to foreign investors
There are no restrictions on foreign investors’ access to financing in Malta. Borrowing from foreign
sources is not restricted.
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